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Dear learner,

| extend my heartfelt greetings and profound enthusiasm as | warmly wel-
come you to Sreenarayanaguru Open University. Established in Septem-
ber 2020 as a state-led endeavour to promote higher education through
open and distance learning modes, our institution was shaped by the
guiding principle that access and quality are the cornerstones of equity.
We have firmly resolved to uphold the highest standards of education,
setting the benchmark and charting the course.

The courses offered by the Sreenarayanaguru Open University aim to
strike a quality balance, ensuring students are equipped for both personal
growth and professional excellence. The University embraces the wide-
ly acclaimed "blended format," a practical framework that harmonious-
ly integrates Self-Learning Materials, Classroom Counseling, and Virtual
modes, fostering a dynamic and enriching experience for both learners
and instructors.

The University aims to offer you an engaging and thought-provoking ed-
ucational journey. The UG programme in Sociology is designed as a co-
herent set of academic learning modules that generate interest in dissect-
ing the social engineering process. Both theory and practice are covered
using the most advanced tools in sociological analysis. Care has been tak-
en to ensure a chronological progression in understanding the discipline.
The curriculum provides adequate space for a linear journey through the
historical concepts in sociology, catering to the needs of aspirants for the
competitive examination as well. The Self-Learning Material has been
meticulously crafted, incorporating relevant examples to facilitate better
comprehension.

Rest assured, the university's student support services will be at your dis-
posal throughout your academic journey, readily available to address any
concerns or grievances you may encounter. We encourage you to reach
out to us freely regarding any matter about your academic programme. It
is our sincere wish that you achieve the utmost success.

g

Regards,
Dr. Jagathy Raj V.P. 01-08-2025
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Basic Concepts

UNIT

Learning OQutcomes

After the completion of this unit, the learner will be able to:
¢ discuss the interlinks between economy and society
¢ explain the basic concepts in economy and society

¢ analyze the economic policies of liberalism and welfarism

Prerequisites

Before you begin this unit on Economy and Society, imagine you are walking
through a village fair or a bustling city market. You see people selling goods, children
helping their parents, someone counting money, and a few discussing job opportuni-
ties or rising prices. These everyday scenes might seem ordinary, but they actually
tell us significant stories about how our society works. To make sense of these, you
need a curious mind and a basic understanding of how people live together, work,
exchange goods, and make decisions. If you have ever wondered why some people
are richer than others, or how governments decide who gets help and who doesn’t,
you’re already on the right path!

This unit will introduce key ideas such as value, labour, money, and property, but
it helps if you are already familiar with simple social concepts like what a family, a
community, or a workplace looks like. You don’t need to know economics in detail,
but being open to thinking critically about work, wealth, fairness, and freedom will
guide your learning. Keep asking questions like “Why is this job paid more than
that one?” or “Who decides how resources are shared?”” and you will soon uncover
how deeply connected the economy is with our everyday social lives.
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Keywords

Wealth, Inequality, Economic policy, Work, Capitalism, Fordism, Taylorism

Discussion

1.1.1 Value

Let us start with a simple question: What
makes something valuable to you? Think
about your mobile phone, your favourite
book, or even a family heirloom. Is it valuable
because it is useful, expensive, or because
it holds emotional or cultural meaning?
That’s exactly what we’re exploring here:
the concept of value. In sociology, value
means the worth, importance, or usefulness
of something. This can be based on how
individuals feel about it, how a society views
it, or how much it’s worth in the market.
Value is not just about money; it can mean
different things depending on the situation.

Let’s break this down. In economics,
value is often seen in terms of exchange
value. This is the price of a product or
service in the market. For example, if a pair
of branded shoes costs 5,000, that’s its
exchange value, based on what people are
willing to pay. This depends on supply and
demand. There’s also something called use
value: that is about how useful something
is. Let’s say you have an umbrella during
the rainy season. Its exchange value may
be low, but its use value is high when it is
pouring outside!

Then there is cultural value. Have you
seen old paintings in museums? Some of
them might not sell for much, but they
are considered masterpieces and part of a
society’s heritage. So, even if they have low
market value, they carry deep cultural and
symbolic meaning.

Another important thing to remember:
value is subjective. That means it can vary
from person to person. For example, one
student may love luxury brands, while
another may prefer eco-friendly or handmade
products. Both are right in their own way
because what we value often depends on
our beliefs, lifestyle, and priorities.

1.1.1.1 Theme of Value in
Sociology

In sociology, the concept of value goes far
beyond market price or economic worth; it is
deeply rooted in culture, social relationships,
and historical context. Karl Marx argued
that value is determined by the amount of
socially necessary labour time involved
in producing a commodity, distinguishing
between use value (how useful something
is) and exchange value (what it can be sold
for); for instance, clean water has immense
use value, but branded bottled water may
hold higher exchange value due to market
dynamics. Max Weber, taking a cultural
perspective, believed values stem from
traditions and beliefs, not just efficiency
or outcomes. It is like the act of religious
fasting or volunteering, which may not have
economic benefit but carry deep personal
or cultural significance.

Georg Simmel added that the perceived
value of something often increases with the
effort required to obtain it: what is easily
accessible tends to be seen as less valuable.
Pierre Bourdieu introduced the concept
of cultural capital, explaining how what
is valued in society is shaped by power,

SGOU - SLM - BA Sociology- Economy and Society




education, and class; for example, elite groups
may place higher value on classical music or
gourmet cuisine because these reflect status
and distinction rather than practical utility.
Karl Polanyi emphasised that economic value
is embedded in social relationships, arguing
that markets do not operate independently of
society. For instance, a village farmer might
sell produce at a lower price to a neighbour
out of mutual obligation rather than market
profit. Together, these thinkers show that
value in sociology is a multidimensional
concept shaped not just by economics, but
by social structures, cultural norms, and
human interactions.

1.1.1.2 Major Types

Now let us look at the two main types of
value, especially in the context of production
and reproduction (which means how goods
and services are created and used in society):

1. Use Value : This refers to how
useful a product or service is in
our daily life. For example, a
bicycle is valued for helping us
travel short distances. A pressure
cooker has use value because it
helps us cook food faster.

2. Exchange Value : This is the
price something can fetch in the
market. Think of a gold chain—
it may have high exchange
value due to market demand,
even if you don’t wear it often.
Remember: something can have
a high exchange value but low
use value, and vice versa.

1.1.1.3 Social and Cultural
Construction of Value

Now here is something interesting.
Value is not fixed. It changes based on
culture, society, and time. In some cultures,
goods made using traditional methods like

SGOU - SLM - BA Sociology- Economy and Society

hand-woven fabrics or pottery are highly
valued. In others, mass-produced or high-
tech items are more appreciated.

Let’s take two examples:

e InKerala, a kasavu saree made
by hand is treasured for its
cultural meaning.

* Butina global fashion market,
a designer brand dress may be
seen as more valuable because
of its brand name.

So, by studying how value is attached to
different goods and services, sociologists can
understand how societies function, what they
prioritise, and even what inequalities exist.

1.1.2 Labour

Have you ever thought about what the
word “labour” really means? Depending on
the context, it can have different meanings.
In everyday language, labour simply refers
to any physical or mental work that involves
effort like lifting bricks at a construction site
or solving a maths problem. But when we step
into the world of sociology and economics,
the term takes on a deeper meaning. Here,
labour is about the human effort involved in
producing goods and services i.e. everything
that helps keep our economy and society
running.

In sociology, we go beyond politics.
Labour becomes a central concept that helps
us understand how societies are organised,
who does what kind of work, and who gets
what rewards. Karl Marx, one of the key
thinkers in sociology, believed that labour is
the source of all value in society. According
to him, in a capitalist system, workers sell
their labour to employers but don’t get
paid the full value of what they produce.
For example, if a worker makes shoes that
sell for 32,000 but gets paid only X500, the
remaining 1,500 is kept as profit by the
employer. Marx called this exploitation
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because workers are not rewarded fairly
for their efforts.

On the other hand, feminist theorists have
pointed out that labour isn’t just about wages
and factories. They have shown how women’s
labour, especially unpaid care work like
cooking, cleaning, and raising children, is
often ignored and undervalued. For instance,
a stay-at-home mother may work longer
hours than someone with a full-time job,
but her work is rarely recognised or paid.
Feminists also criticise the traditional division
of labour where women are expected to do
domestic work, while men dominate better-
paying jobs, limiting women’s opportunities
in the labour market.

1.1.2.1 Different Forms of
Labour

Labour is not one-size-fits-all. It comes
in many forms, shaped by skills, settings,
and payment. Let’s explore a few types with
examples:

1. Physical labour involves using
your body like a construction
worker, a farmer harvesting crops,
or a cleaner mopping floors.

2. Mental labour uses your
brainpower like a software
engineer, a teacher planning
lessons, or a researcher
conducting a study.

3. Skilled labour needs training
or expertise such as doctors,
carpenters, or architects.

4. Unskilled labour does not require
specialised skills such as helpers
in factories or street cleaners.

5. Paid labour is work done for
money such as an office job or
working in a restaurant.

6. Unpaid labour includes work

done without a salary like doing
household chores, caring for an
elderly relative, or volunteering.

7. Formal labour is organised and
follows rules like jobs with
contracts, fixed hours, and social
security.

8. Informal labour is unregulated
like selling vegetables without a
licence or working in someone’s
house without a formal agreement.

Each form of labour plays a vital role
in our society, yet they are valued very
differently.

1.1.2.2 Labour, Work, and
Inequality

In capitalist societies, most people sell
their labour in return for a wage. Here, labour
becomes a commodity something that can
be bought and sold in the market. However,
the value of this labour is not just about
hours worked; it’s also about market demand,
social status, and even cultural attitudes.
For example, why is a cricket coach paid
more than a schoolteacher, even though both
teach valuable skills?

This brings us to an important point:
labour is linked to power and inequality. Not
everyone has equal access to the same kinds
of work. Social structures based on gender,
caste, class, and race influence what kind of
jobs people get and how much they are paid.
A woman might face challenges entering a
male-dominated field like construction, or a
person from a marginalised caste might be
limited to low-paying manual jobs. Thus,
sociology reminds us that the concept of
labour is much more than just doing work.
It is about how society values different types
of work, how people are rewarded (or not),
and how labour reflects broader issues of
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1.1.3 Money

Imagine trying to buy groceries by
exchanging a basket of mangoes for a packet
of'rice; it sounds confusing and impractical,
right? That is exactly the kind of hassle the
barter system created in early societies. To
solve this problem, humans came up with a
brilliant invention: money. Money is more
than just coins in your wallet or numbers on
a digital screen; it is a medium of exchange
that everyone agrees to accept in return for
goods, services, or to settle debts. Whether
it is paper currency, coins, or even digital
money like UPI or online banking, money
plays a central role in our everyday lives
and the larger economy.

Let us look at the main functions of money
in a more interactive and relatable way.
First, money acts as a medium of exchange.
Instead of trading a goat for a sack of wheat,
we now use money to buy whatever we
need, whether it is groceries, clothes, or a
movie ticket. This smoothens transactions
and makes trade much more efficient.

Second, money functions as a unit of
account. It gives us a common language to
talk about prices. For example, if a notebook
costs 330 and a pen costs X10, you can easily
compare their value using money. This helps
set prices and makes budgeting possible.

Third, money is a store of value. You can
save money today and use it in the future.
For instance, if you earn X500 this week but
do not need to spend all of it now, you can
save the rest and use it later to buy something
like a book or movie ticket. Unlike goods
that can spoil or lose value, money keeps
its worth over time (except for inflation, but
that is a more advanced topic!).

Fourth, money is a standard of deferred
payment. This means you can promise to
pay someone later using money. Think of

on EMI (equated monthly instalments). The
idea is that both parties trust that money will
still be valuable when the payment is due.

Finally, money is also a measure of
wealth. When we say someone is “wealthy,”
we usually refer to how much money or
financial assets they own. For example,
if a company reports profits in crores of
rupees, we understand that it is doing well
economically.

Thus, we understand that money acts as a
widely accepted tool for exchanging goods,
services, and settling debts. It provides a
standard way to measure and compare the
value of different items, making trade easier
and more efficient than the old barter system,
where goods had to be directly swapped.
Money usually comes in the form of coins,
paper notes, or digital formats, and its worth
is generally regulated by a central authority
like a government or central bank.

1.1.3.1 Social Significance of
Money

Money is not just something we use to
buy things; it is also a social institution that
shapes how our society works. Sociologists
see money as more than coins or digital
payments; it represents power, status, trust,
and relationships.

First, money is a social invention. It is
not found in nature; it is something people
created. In different cultures, people have
used all kinds of items as money, from shells
and stones to paper notes and now digital
currency like UPI or Bitcoin. These things
only become “money” because people agree
to treat them as valuable.

Second, the value of money comes from
trust. A R2000 note is just paper, but we
believe it has worth because we trust the
system behind it like the government and
banks. For example, the US dollar is trusted
around the world not because of the paper
it is printed on, but because people believe
in the strength of the US economy.

SGOU - SLM - BA Sociology- Economy and Society
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Third, money is often a sign of social
status and success. People use expensive
clothes, cars, or homes to show they have
wealth. This creates economic hierarchies,
where people with more money often have
more power, influence, and access to better
education, jobs or healthcare.

Fourth, money affects how wealth is
shared in society. Some people have a lot
of it, while others struggle. This unequal
distribution means the rich have more
opportunities, while the poor have fewer
chances to improve their lives.

Fifth, money helps people build and
maintain relationships. We use money not
just to shop, but to give gifts, donate to
charity, or support friends and family. These
actions strengthen social bonds.

Finally, exchanging money creates trust
and cooperation. When someone lends
money or pays for a service, it builds mutual
expectations. These shared responsibilities
help keep society organised and stable.

1.1.3.2 Georg Simmel’s
Philosophy of Money

Do you know of a German sociologist
who published a book on the social aspects of
money? Georg Simmel’s The Philosophy of
Money, first published in 1900, looks at how
money impacts not just the economy but the
very fabric of our social and personal lives.
Simmel argued that money is much more
than a medium of exchange; it transforms
how we think, interact, and experience
the world. He believed that as societies
become increasingly driven by monetary
transactions, our relationships and values
become more impersonal and calculated.
For example, instead of valuing people for
who they are, we might start to judge them
based on what they earn or own. At the same
time, Simmel acknowledged that money
provides individuals with greater freedom, as
it allows them to pursue their own interests

without being tied to rigid traditional roles.
However, he also warned of a growing sense
of alienation, where people feel disconnected
from deeper meaning as life becomes more
dominated by objective systems like money
and institutions.

1.1.4 Rationality

Rationality means using logic, reason,
and thoughtful judgement to make decisions
and take action. Imagine you are choosing
between buying a new phone or saving that
money for future needs. If you weigh the
pros and cons carefully, based on your needs,
goals, and budget, you are acting rationally.

Sociologists look at how societies organise
work, family life, and decision-making based
on logic and efficiency instead of tradition or
emotions. In the world of production—think
factories, offices, and companies—rationality
means using science, technology, and
streamlined methods to get the most work
done with the least effort. This is similar
to Taylorism or scientific management,
where every worker’s task is measured and
timed to improve productivity. Scientific
management in the production process is a
method developed by Frederick W. Taylor. It
means analysing and standardising workflows
to improve efficiency, productivity and
labour output through time studies, task
specialisation, and performance-based
incentives. For example, a fast-food chain
might design every step in preparing a burger
to be completed in exactly two minutes to
maximise speed and profit.

When it comes to reproduction and family
life, rationality shows up in decisions like
using birth control to plan family size,
pursuing education before marriage, or
using medical technologies to improve
fertility outcomes. These practices reflect
the influence of modernisation, where science
and progress are used to improve quality of

life and create more predictable outcomes.
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But not everyone sees this rational
approach as purely positive. Some sociologists
warn that too much focus on efficiency and
logic can make life feel mechanical and
impersonal. For instance, when schools and
workplaces care only about performance and
numbers, it may reduce people to “units of
productivity,” ignoring their individuality,
creativity, and emotions. Critics also point
out that rational systems can increase social
inequality. Those who control the systems
often end up with more power and wealth.

1.1.4.1 Max Weber’s Theory of
Rationality

Max Weber’s theory of rationality is
central to his understanding of modern
society. He argued that as societies develop,
they become more organised through the
processes of rationalisation. It means actions
are increasingly guided by reason, calculation,
and efficiency rather than tradition or emotion.
Weber identified four types of rationality:
practical, theoretical, substantive, and
formal. For example, practical rationality
refers to everyday problem-solving like a
farmer choosing to use chemical fertilisers
because it improves crop yield. Theoretical
rationality involves abstract thinking, such
as a scientist researching economic trends
to explain inflation. Substantive rationality
is action based on values or ethics like a
business refusing to exploit child labour,
even if it would be more profitable. Lastly,
formal rationality is about using rules, laws,
or procedures to achieve efficiency such as
a modern factory using time-and-motion
studies to increase production. In Weber’s
view, formal rationality dominates modern
institutions like bureaucracies and capitalist
economies, where efficiency and calculation
take precedence over moral or traditional
considerations. However, he also warned
that this could lead to what he called the
“iron cage” of rationality where individuals
feel trapped in systems that prioritise rules
over human values.
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1.1.5 Property and
Property Relations

Property is much more than just land or
possessions; it plays a vital role in shaping
social relationships, access to resources, and
systems of power and inequality. Imagine two
families: one owns a house in a prime city
area, while the other rents a small room in a
slum. The first family not only enjoys better
living conditions but also has access to better
schools, healthcare, and economic security.
That’s the power of property ownership; it
determines social status, wealth distribution,
and even one’s future opportunities. Property
is often seen as a symbol of success and
identity. For instance, owning a home is
commonly viewed as a milestone of personal
achievement. But the flip side is also true:
when property is concentrated in the hands
of a few, it leads to social exclusion and
marginalisation of those who lack access,
preventing them from accumulating wealth
or even securing basic housing.

The legal and cultural framework around
property matters too. For example, zoning
laws might prohibit building a factory in a
residential area, reminding us that property
rights are not absolute; they’re shaped by
society’s rules and values. Furthermore,
property can be tangible, like land and
jewellery, or intangible, such as copyrights
and patents. As sociologist Kingsley Davis
noted, owning something scarce gives power
over those who desire it like controlling
access to water in a drought-prone region.
Property also reflects social norms: in some
cultures, ancestral land cannot be sold because
it’s seen as a symbol of family heritage.

When we look at the forms of property,
there are three main types. Communal
property is shared by a group like a tribal
forest, community pasture, or cooperative
housing, where use is regulated by collective
rules. Private property, on the other hand, is
individually owned—think of a family home,
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a car, or a shop. Owners have exclusive rights,
but still within legal limits. Then there’s
public property, like parks, roads, or libraries,
which is owned by the government and meant
for everyone’s use. These categories show
how property is not just an economic asset
but a deeply social institution, shaping
everything from identity and belonging to
access and inequality in our everyday lives.

1.1.5.1 Marx and Engels
on Property and Property
Relations

Karl Marx and Friedrich Engels saw
property and property relations as the
foundation of social structures and class
divisions. In their view, private property,
especially ownership of the means of
production like factories, land, and machinery,
was not just an economic asset but a source
of exploitation. They argued that in capitalist
societies, property was concentrated in the
hands of the bourgeoisie (capitalist class),
who owned the means of production, while
the proletariat (working class) had only their
labour to sell. This unequal relationship
created class conflict because the wealth
and power of the bourgeoisie depended on
extracting profit from workers who produced
goods but didn’t share in the ownership. For
example, a factory worker might work long
hours producing goods, but the profits go to
the factory owner, not the worker.

Marx and Engels believed that these
property relations were historically created
and maintained by systems like law, religion,
and the state, all of which helped legitimatise
private property. In The Communist Manifesto
(1848), they famously declared that the
history of all hitherto existing society is
the history of class struggles, much of it
centred on control over property. Their
ultimate vision was a classless society
where private property, especially productive
property, would be abolished and replaced by
collective ownership. For instance, instead
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of individual capitalists owning factories,
the community would own and manage
production collectively for the benefit of
all. To Marx and Engels, changing property
relations was key to creating a more just
and equal society.

1.1.6 Production

Let’s start with a basic question. What
is production? You might think of making
things like clothes or cars. But production
isn’t just about physical goods. It includes
services, ideas, knowledge, and even social
relationships. Whether it’s a farmer growing
crops or a teacher sharing knowledge, they
are all engaged in production. The production
process is the sequence of actions and
procedures through which raw materials or
basic inputs are converted into final goods or
services ready for sale or use. This process
makes use of multiple resources, including
human labour, capital, and technological
tools, to produce items that satisfy consumer
demands and preferences. It plays a vital role
in the overall functioning of the economy.

Production is not just economic; it is
social, political, and technological too. Think
about this: why do we produce things? It’s
mostly not for ourselves, but for others.
That is why production is called a social
activity. From sharing information online
to selling handmade items, everything
fits into a network of people, rules, and
expectations. This connects production to
social institutions like family, education,
religion, and government. For example, in
a factory, some workers manage machines,
while others make decisions. This is what
Marx called the division of labour, a key to
understanding how power and inequality
operate in the workplace.

Karl Marx made a big point: workers
create value, but it’s the capitalists who
make profit. He explained this through his
famous idea:



Value of a product = Constant Capital (C)
+ Variable Capital (V) + Surplus Value (S)

Imagine a worker spends hours making
shoes. The tools and materials (C) don’t
change much in value. But the labour (V)
adds new value. The extra profit (S) the
company makes—without paying more to
the worker—is called surplus value. This
shows how inequality is built into the system.

1.1.6.1 From Fordism to Post-
Fordism: Changing Models of
Production

In the early 20th century, Henry Ford
revolutionised production. He introduced
the assembly line, where each worker did
one task repeatedly. This made production
faster and cheaper—mass production for
mass consumption. But by the 1980s, this
model had problems. Workers felt alienated,
and companies wanted flexibility. Hence,
Post-Fordism emerged, where companies
used automation, specialised labour, and
global supply chains. Think of Toyota’s
Just-In-Time (JIT) system: car parts arrive
just in time for assembly. It’s fast, efficient,
and reduces waste.

1.1.6.2 The New Age:
Information, Technology &
Services

Welcome to the 21st century where
knowledge and digital services rule. Now,
production isn’t just about making goods; it’s
about creating software, content, ideas, and
innovation. Sociologists call this “immaterial
labour.” Take the example of a YouTuber or
an app developer. Their work isn’t measured
by how many hours they work, but by how
much engagement or utility they create. This
shift is called reflexive production, where
consumers influence the production process
directly.
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1.1.6.3 Global Production and
Inequality

Today’s products are made across
countries. A mobile phone may be designed
in the U.S., assembled in China, and contain
minerals from Africa. This global chain has
created what Immanuel Wallerstein called a
“world system” with core, semi-periphery,
and periphery nations, highlighting global
inequality in production. Also, power is now
invisible—decisions about production are
often made by global summits like G7 or
G20, not by workers or local communities.

1.1.7 Distribution

Let us say you have made a product like
a bottle of juice. Now what? You need to get
it into the hands of consumers. That is where
distribution comes in. Distribution is the
process of moving goods and services from
the place they are produced to the people who
will use them. This includes transportation,
storage, and selling. For example, a soft
drink company might send its bottles to
supermarkets, restaurants, and local shops
so that customers can easily buy them.
Distribution does not just mean delivering
goods; it also includes planning how products
reach the market, deciding on prices, creating
advertisements, and building networks of
sellers or retailers. All these steps help ensure
that the product is available where and when
customers need it.

In sociology, distribution is not only
about products; it is about who gets access
to goods, services, and resources in society.
This includes things like food, money,
education, healthcare, and housing. Some
people or groups have more access than
others, creating differences in opportunities.
In a market-based economy, resources are
distributed based on demand and supply. If
something is in high demand, its price goes
up, and it is given to those who can pay. In
planned economies, like socialist systems,
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the government controls how resources are
shared, often aiming for fairness across
society. Unequal distribution can lead to
social inequality. For instance, if only the
wealthy can afford quality education or
healthcare, it creates gaps in knowledge,
income, and health between social classes.
This can lead to long-term disadvantages
for certain groups and affect the fairness
of society.

Distribution also includes non-material
things like access to museums, cultural
events, or even social connections. Often,
factors like class, race, and gender influence
who gets access to these. For example,
children from wealthy families may have
more opportunities to attend elite schools
or participate in extracurricular activities,
which build their future advantages.
Distribution is about more than just products
on shelves; it is about how society shares its
resources. It affects everything from how a
soda reaches your hand to how fair a society
is in offering opportunities to its people.
Understanding distribution helps us see the
roots of social inequality and the paths to
social justice.

Consumption is the process of using
goods and services to satisfy human needs
and wants. In sociology, it is closely linked
with production and distribution. What is
produced and how it is shared affects what
people can consume. Together, production,
distribution, and consumption form a cycle
where goods are made, shared or sold, and
then used by individuals or groups in society.

1.1.8 Welfarism and
Neoliberalism

Welfarism and neoliberalism are two
different approaches to managing the
economy. Welfarism focuses on the role
of the state in ensuring social welfare
by providing services like education,
healthcare, and unemployment support to

reduce inequality. In contrast, neoliberalism
emphasises free markets, privatisation, and
minimal government intervention, believing
that individual competition and economic
freedom lead to overall growth. These two
models reflect changing ideas about how
economic systems should support people
and society.

Imagine a society where no one is left
behind when they are sick, jobless, old, or
unable to support themselves. That is the
idea behind welfarism: a system where the
government takes active responsibility for
people’s well-being. This includes access
to basic needs like healthcare, education,
housing, and financial aid. Welfarism is
the belief that the state must protect and
support all its citizens, especially the weak
and vulnerable. It ensures that people are not
left helpless due to circumstances beyond
their control. It is not just about handouts;
it is about empowering people to live with
dignity and creating a more equal and secure
society for all.

The welfare state is not about charity;
it is about social justice. It operates on the
belief that everyone deserves a fair shot at
life, regardless of their wealth or background.
So, whether you are a street vendor or a
corporate employee, you should be able to
get proper medical treatment or send your
children to school.

1.1.8.1 Social Welfare System

A social welfare system is the practical
side of welfarism. It is a set of government-
run programs meant to support people at
different stages of life—childhood, working
age, and old age. These programs act as a
safety net, catching people before they fall
into poverty or despair. Take this example: A
single mother loses her job due to illness. A
strong welfare system steps in by providing
her with unemployment benefits, free
healthcare, and possibly childcare support,
so she does not fall into poverty.
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Welfare systems usually cover five key
areas:

e Healthcare: Free or low-cost
treatment.

*  Education: Public schooling and
scholarships.

* Social security: Pensions for
the elderly or disabled.

« Unemployment benefits:
Temporary support while finding
a job.

* Housing: Affordable homes or
rental support.

These services are not static. They change
over time to respond to new problems like
rising joblessness, ageing populations,
or sudden disasters like pandemics. Not
everyone gets these benefits automatically.
There are eligibility criteria based on income,
family size, employment status, age, or
disability. For example, an unemployed
youth may need to show they are actively
looking for work to receive financial aid.

Many countries like Sweden, Germany,
and New Zealand have strong welfare
systems. Finland is the happiest country in
the world. While the details may differ, they
all share a common goal: reducing inequality
and ensuring basic dignity for all. They also
deal with similar risks: unemployment, old
age, illness, and disability. These are universal
human challenges, and welfare programs
provide a protective cushion against them.

1.1.8.2 Neoliberalism

Think of neoliberalism like switching
from a school where everyone is given equal
marks regardless of effort (Welfare State)
to a school where only merit and hard work
are rewarded, and no free lunches are given
(Neoliberalism). It sounds fair, but what
about students who did not have books
to begin with? Neoliberalism has shaped

modern economies, but it has also sparked
debates about fairness, social justice, and
the role of the state in helping the weak.
Neoliberalism wants the state to be like a
referee, not a player in the game. Let people
and businesses compete, innovate, and grow.
If someone falls behind, it is up to them to get
back up; the state will not carry them. While
this can boost economic growth, it can also
increase inequalities. It is an economic policy
that demands the reduction of government
restrictions and removal of state control in
the market and economic affairs.

1.1.8.3 Evolution of the
Concept

Let us begin by imagining liberalism as a
timeline. First, we had classical liberalism,
where the idea was simple: the government
should stay out of people’s lives as much
as possible. The state was expected to just
maintain law and order and let individuals
freely pursue their own goals.

Later, we moved to positive liberalism
and then the welfare state, which felt that
the government needed to help people more.
Think of it like adding training wheels and
a helping hand to those who could not ride
their bicycle on their own—ftree education,
healthcare, and unemployment benefits were
part of this support system.

However, by the 1970s and 80s, things
began to shift again. People and governments
started feeling that the welfare state was
not working well. Rising unemployment,
income gaps, and increasing government
corruption made people feel suffocated. It
was this mutual frustration that gave birth
to a new idea: neoliberalism.

Imagine a family where the children
constantly demand pocket money and the
parents feel their generosity is being taken
for granted. This is exactly how the citizens
and governments of countries like the UK,
USA, and India felt during the crisis of the
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welfare state. Neoliberalism responded
by saying, “Let us cut back on all these
welfare schemes. Let the market do its job.
Let people take charge of their own lives.”
This idea favoured a minimal role for the
state, allowing more freedom for businesses
and individuals. Privatisation, deregulation,
and reducing government spending became
the key slogans of this movement.

Neoliberalism is based on four main postulates:

1. Market-driven Economy :
Neoliberalism wants to bring back
the importance of free markets,
where businesses and people
can trade with little government
interference. It believes markets
are the best way to create fair
outcomes.

2. Focus on Individual Freedom:
It supports giving people
more freedom by reducing the
government’s control over the
economy.

3. Controlling Inflation:
Neoliberalism thinks inflation
(rising prices) is a bigger problem
than unemployment. It says
controlling the amount of money
in the economy can fix inflation.

Recap

4. Reducing Welfare Programs: It
believes cutting back government
help and welfare is important
because too much support can
make people dependent and stop
the free market from working
well.

Welfarism and neoliberalism are two
distinct ways of thinking about the role
of government in the economy. Welfarism
posits that the government should actively
support people’s well-being, particularly the
poor and vulnerable, by providing services
such as healthcare, education, pensions,
and housing. It is grounded in the idea of
social justice and aims to create a more equal
society. Welfare states, like those in Sweden
or Finland, seek to reduce inequality and
help people live with dignity. In contrast,
neoliberalism emerged in the 1970s and
1980s as a response to what many perceived
as the failures of welfare states. Neoliberalism
champions free markets, limited government,
privatisation, and self-reliance. It asserts that
economic growth arises when individuals
and businesses have greater freedom and that
government interference should be minimal.
While this approach can foster growth, it
may also exacerbate inequality and diminish
support for the needy.

¢ Value is the importance of something, whether economic, practical,

or cultural.

¢ Marx on value states that value is created by labour, and capitalism
exploits workers through surplus value.
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¢ Weber on value sees values as rooted in culture and tradition, not solely
in economics.

¢ Labour is human effort used in production, whether paid or unpaid, skilled
or unskilled.

¢ The feminist critique highlights that unpaid care work is undervalued
and shaped by gender roles.

¢ Money is a tool for exchange and measuring value, based on social trust
and power.

¢ Simmel on Money argues that money makes social life more impersonal
but provides individual freedom.

¢ Rationality means making decisions based on logic and efficiency.

¢ Weber’s Rationality explains that modern societies value rules and efficiency
more than tradition.

¢ Property refers to ownership, which influences power and inequality.
¢ Marx on Property claims that private ownership causes class conflict.

¢ Production is the creation of goods and services, often involving worker
exploitation in capitalism.

¢ Fordism to Post-Fordism describes the shift from rigid factory work to
flexible, global production systems.

¢ Distribution is how goods are shared, often unequally, reinforcing social
divisions.

¢ Welfarism vs. Neoliberalism compares state-supported welfare systems
to market-driven, individual-focused policies.

Objective Questions

1. What is the difference between ‘use value’ and ‘exchange value’?
2. According to Karl Marx, what is the source of all value in society?

3. Which sociologist argued that money makes social relationships more
impersonal?
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4. What is the main function of money as a “unit of account™?

5. Which type of rationality did Max Weber associate with bureaucratic
efficiency?

6. According to Marx and Engels, what is the root cause of class conflict
in capitalism?

7. What does the “iron cage of rationality” (Weber) refer to?
8. Which form of labour is often undervalued in feminist critiques?

9. Which sociologist believed that value increases with the effort required
to obtain it?

10. What does cultural capital, as introduced by Pierre Bourdieu, refer to?
11. What is the primary function of money as a “medium of exchange™?
12. Which economic system believes in the free market economy?

13. Which economic system encourages state support in providing basic
services?

Answers

1. Use value is practical utility; exchange value is market price.
2. Labour

3. Georg Simmel

4. To measure and compare prices

5. Formal rationality

6. Private ownership of means of production

7. A system where efficiency and rules suppress human values
8. Unpaid care work

9. Georg Simmel
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10. The value attached to elite cultural knowledge and practices
11. To facilitate trade without barter
12. Neoliberalism

13. Welfarism

Assignments

1. Compare Marx’s labour theory of value and Simmel’s philosophy of
money using examples like handmade crafts vs. branded goods.

2. Analyse how unpaid domestic work reinforces gender inequality,
referencing feminist critiques from the text.

3. Explain how digital payment systems (e.g., UPI) reflect Simmel’s ideas
about money’s social impact.

4. Contrast Marx’s view of private property as exploitative with Weber’s
link between property and social status.

5. Debate whether neoliberalism’s focus on individualism weakens social
solidarity, using examples from welfare policies.
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Reciprocity, Redistribution
and Exchange

UNIT

Learning Qutcomes

After the completion of this unit, the learner will be able to:
¢ distinguish between reciprocity, redistribution, and market exchange
¢ cxplain the sociological relevance of gift exchange and its dimensions

¢ describe the role of money in modern economic exchanges and its
sociological consequences

Prerequisites

Imagine you're attending a wedding in your family. You bring a gift for the
newlywed couple, perhaps a household appliance or a sum of money. This act isn't
just a spontaneous gesture; it's embedded in a web of social expectations. You're
likely reciprocating gifts given and received during other significant family or social
occasions you've been a part of, such as birthday celebrations where you received
presents and now offer one in return. This also applies to other ceremonies where
well-wishers brought gifts, or even festivals where exchanging sweets and tokens
is customary. This seemingly simple act illustrates the core of gift exchange, a
fundamental form of social and economic interaction where the transfer of goods
and services creates social bonds and obligations.

Now, contrast this with buying groceries at a supermarket. You pay a specific
price for the items you choose, and the transaction is largely impersonal and
immediate. This exemplifies money exchange, a system where a standardised medium
of value facilitates the exchange of goods and services. This unit, Reciprocity,
Redistribution, and Exchange, will examine these fundamental forms of exchange
and their continuing relevance to understanding our everyday interactions and the
organisation of society.
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Discussion

Human societies have always found ways
to meet their needs by sharing, trading, and
distributing resources. Anthropologists and
sociologists have studied these patterns to
understand how people organise economic
life. Karl Polanyi, a well-known economic
anthropologist, in his influential book The
Great Transformation (1944), identified
three main types of economic exchange that
exist across different cultures and historical
periods: reciprocity, redistribution, and
market exchange. These forms show how
economic activities are not just about money
or profit, but they are deeply connected to
social relationships, cultural values, and
political systems.

2.1.1 Reciprocity

Reciprocity is one of the basic forces that
bind individuals into a society, alongside
shared culture and mutual self-interest. It
is grounded in more fundamental social
dynamics such as interest, imitation,
communication, liking, fairness, and status.
This importance has made reciprocity a central
concept across the social sciences, though
each discipline emphasises it differently.
In anthropology, it has been a core focus
for nearly a century. Social psychology has
explored it extensively through experiments
on human interaction. General sociology
routinely considers reciprocity in the analysis
of social relations. Reciprocity is a social
norm based on the mutual exchange of
benefits or services, promoting cooperation
and equilibrium in relationships. Reciprocity,
the giving of benefits to another in return
for benefits received, is one of the defining

features of social exchange and, more
broadly, of social life.

2.1.1.1 Sociological
Perspectives of Reciprocity

The concept of the gift has long held
a central place in sociological theory,
particularly in understanding the foundations
of social bonds, reciprocity, and ethical life
in societies. In his seminal work The Gift
(1924), French sociologist Marcel Mauss
describes reciprocity as “one of the human
rocks on which societies are built.” According
to Mauss, the act of giving is never free;
it always creates a social obligation to
reciprocate, thereby weaving individuals
into networks of mutual dependency and
moral responsibility. Earlier, L.T. Hobhouse
(1906) emphasised that reciprocity is “the
vital principle of society.” For Hobhouse,
it is through reciprocal relationships that
social order and cooperation are maintained.

Richard Thurnwald (1921) observed that
“the principle of reciprocity is the basis
on which the entire social and ethical
life of civilisations rests.” Reciprocity,
in this sense, forms the moral bedrock of
human communities, ensuring stability and
continuity. Georg Simmel, a classical German
sociologist, adds a dynamic perspective:
“Social equilibrium and cohesion could not
exist without the reciprocity of service and
return service. All contacts among men rest
on the scheme of giving and returning the
equivalence.” This view highlights how
everyday interactions, economic, personal, or
political are all structured by the expectation
of mutual exchange. Together, these thinkers
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underscore that the practice of giving and
receiving is never merely economic; it is
deeply social, symbolic, and normative
binding individuals into a shared moral and
relational order.

2.1.1.2 Types of Reciprocity

Depending on the nature of the
relationship and the expectations involved,
reciprocity can take different forms. The
concept of reciprocity was deeply analysed
by anthropologist Marshall Sahlins, who
identified three main types of reciprocity:
generalized, balanced, and negative. Each
type plays a distinct role in maintaining or
challenging social bonds.

1. Generalized Reciprocity

Generalized reciprocity refers to giving
without expecting an immediate or specific
return. This type of reciprocity is common
in close-knit relationships, such as between
parents and children, family members, or
neighbours. Acts like caring for a child,
helping a neighbour in distress, or sharing
food are examples. The value of the exchange
is not measured or recorded, and generosity is
seen as a social norm. Generalized reciprocity
strengthens trust, emotional bonds, and long-
term cooperation within communities.

2. Balanced Reciprocity

Balanced reciprocity involves a direct
exchange where something is given with
the expectation that an item or service
of equal value will be returned within a
specific timeframe. This type of exchange
typically occurs among friends, extended
family, or community members who are not
as emotionally close as those in generalized
reciprocity. A well-known anthropological
example is the Kula ring in the Trobriand
Islands, where symbolic items like shell
necklaces and armbands are ceremonially
exchanged. Similarly, holiday gift exchanges
among friends also reflect balanced
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reciprocity, where the value of gifts is often
compared. The balance ensures fairness and
helps maintain social relationships.

3. Negative Reciprocity

Negative reciprocity is the attempt to
gain more than what is given, often through
manipulation, deceit, or exploitation. It is
the most impersonal form of reciprocity and
usually occurs between strangers or people
with little trust. Gambling, hard bargaining,
and online scams are common examples. It
involves one party trying to benefit at the
expense of another, with no intention of
giving back. It often occurs in competitive or
exploitative situations, such as fraud, unfair
pricing, or taking advantage of someone’s
kindness. Unlike other forms of reciprocity,
it undermines trust and, if common, can lead
to the breakdown of social relationships.

2.1.1.3 Motives behind
Reciprocity

The motives behind reciprocity fall into
three distinct categories:

1. Sense of Propriety or Fairness

This motive is based on the idea of social
balance and fairness. People give or return
favours because they believe it is the right
thing to do. It reflects a moral or ethical
duty to maintain equality and harmony in
relationships. For instance, if a colleague
helps you with a difficult task at work, you
may feel a sense of obligation to assist them
in return not for any reward, but because
it feels fair and appropriate. This form of
reciprocity helps build trust and stability
in society.

2. Induced Mutual Liking

This motive arises from emotional
connections and mutual affection. People
reciprocate because they genuinely like and
care about the other person. For example,



when friends exchange thoughtful birthday
gifts or help each other during tough times,
their actions are motivated by affection rather
than obligation or benefit. This type of
reciprocity strengthens personal relationships
and emotional bonds.

3. Seeking Self-Interest

In this case, the motive behind giving is
purely self-serving people give only because
they expect to receive something in return,
often more than they gave. This kind of
reciprocity is transactional and strategic, and
sometimes even manipulative. For instance,
someone might give a lavish gift with the
expectation of receiving a bigger favour
later, such as a job referral or financial help.
Since the focus is only on personal gain, this
form of reciprocity lacks genuine mutuality
and is considered the weakest form of social
exchange.

2.1.2 Redistribution

Redistribution as an economic concept
has developed throughout human history
and societal organisation. It is particularly
characteristic of traditional societies
built upon kinship-based social groups.
Redistribution refers to a system where
goods and resources are collected from
members of a group and then redistributed
by a central authority (such as a chief;, ruler, or
government) to ensure the well-being of the
whole community. Redistribution consists of
a political central power taking products and
redistributing them, or deciding allocations
of goods and services. In modern times,
this describes the public sector, and when
extended to most of the economy, central
planning. An example of redistribution is
taxation, where the government collects
taxes from citizens and redistributes them in
the form of public services like education,
healthcare, infrastructure, law enforcement,
etc.

Karl Polanyi emphasized that in

non-market societies, economic activities
like redistribution were embedded in
social and cultural relations, not governed
by profit or competition as in capitalist
markets. He saw redistribution as a socially
embedded economic process that reinforced
relationships and obligations rather than
individual gain.

2.1.2.1 Features of
Redistribution

1. Centralized Authority: A central
point, whether a person (chief),
organisation, or state, collects
and then redistributes resources.

2. Hierarchy is involved: Typically
occurs in societies with a central
power, such as a chiefdom or
state.

3. Aimed at maintaining social
order: Redistribution helps in
reducing inequality, ensuring
subsistence, and upholding the
social structure.

4. Embeddedness: Redistribution is
a way the economy is embedded
within the broader social structure,
not a completely separate system.

Redistribution plays a vital role in
promoting social justice and reducing
economic inequality within a society.
Through modern methods like taxation and
welfare, redistribution ensures that resources
are shared more fairly and that the basic needs
of all citizens are met. By ensuring access
to education, healthcare, infrastructure, and
other public goods, redistribution helps create
equal opportunities and reduces the gap
between the rich and the poor. It also fosters
social cohesion, as individuals recognise their
shared responsibilities and contributions
to the common good. In a world marked
by growing inequality, understanding and
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strengthening redistributive mechanisms is crucial for building more just and inclusive

societies.

Table 2.1.1 Characteristics and Functions of Different Types of Exchange

Type of Exchange Characteristics Functions Examples
1. Direct exchange Strengthens Gift exchange
of goods/ social bonds among friends,
services between relatives,
Reciprocity individuals or Maintains helping a
groups mutual neighbor
obligations
2. Often informal
and based
on social
relationships
1. Central collection Ensures Taxation
and reallocatlgn group ration
of goods/services welfare distribution,
Redistribution - tribal feasts
2. Typically Promotes
organized by a social
leader, chief, or cohesion and
government equality
1. Exchange through Facilitates Supermarket
currency large-scale purchases,
trade online
Exchange 2. Prices set by shopping,
supply and Enhances salary
demand economic payment
specialization
3. Usually

impersonal and
profit-oriented

2.1.3 Exchange

The act of exchange is central to the
economic frameworks of all human societies,
extending beyond mere material transfers.
Instead, it plays a crucial role in forging and
sustaining social connections, defining social

status, and allocating resources according
to cultural norms. Examining the spectrum
of exchange, from the mutual gift-giving
seen in smaller communities to the intricate
workings of global capitalist markets, reveals
how societies structure their economic
activities and conceptualise worth. These
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systems underscore the inherent link between
economics, social interactions, and cultural
interpretations, a relationship thoroughly
explored by anthropological research across
diverse cultures. Exchange is the primary
mode of transaction in capitalist economies,
characterised by the buying and selling
of goods and services within a market
environment. In contrast to reciprocity and
redistribution, it is usually impersonal and
driven by supply and demand dynamics. The
value of goods and services is determined by
the market, and each party involved seeks
to gain the most advantage from the trade.

2.1.3.1 Market Exchange

Market exchange operates on the principle
that the value of goods and services is shaped
by supply and demand. In capitalist systems,
markets are generally decentralised, allowing
individuals and businesses to function as
both buyers and sellers. Historically, markets
have progressed from basic barter systems
to sophisticated, globalised structures that
include financial markets, international trade,
and digital transactions. In capitalist societies,
market exchange is a key mechanism for
determining how goods and services are
distributed. Rooted in individualism and the
pursuit of profit, it differs from reciprocity,
which is based on mutual benefit and social
relationships, and from redistribution, which
is managed by centralised authorities. While
market exchange can efficiently allocate
resources, it often benefits those with more
capital and can deepen existing social
inequalities.

Market exchange is characterised by
several key elements:

i. a price system where value is
established through the interplay
of supply and demand

il. specialised production geared
towards selling rather than
personal consumption
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iii. monetary systems that enable
transactions among individuals
without direct relationships

iv. an underlying economic

rationality that emphasises profit

and efficiency.

In contemporary capitalist systems,
exchange stands as the primary way economies
are integrated. The production, purchase,
and sale of goods and services are largely
determined by market prices, with economic
interactions being governed by agreements,
bargaining, and monetary transactions. While
this framework has spurred significant
expansion in worldwide commerce and
the rise of international companies, it has
also contributed to increasing disparities in
wealth and the treatment of vital services
such as healthcare, education, and housing
as commodities.

2.1.4 Gift Exchange

In our everyday lives, a gift often seems
like a simple act of generosity, a freely given
token of affection, celebration, or goodwill.
We exchange presents on birthdays, holidays,
and other special occasions, often without
much thought beyond the immediate pleasure
of giving and receiving. A gift is a form of
social obligation and a way to create and
maintain social relationships.

Gift exchange is widely regarded as a
fundamental aspect of social interaction,
playing a vital role in building relationships
and strengthening community bonds. Marcel
Mauss, a prominent French sociologist,
introduced the idea of the “gift economy”
in his influential 1925 work The Gift, now
considered a foundational text in economic
sociology. Mauss contended that gifts are
more than mere objects; they carry deep
social significance and serve to establish and
maintain relationships. He emphasized that
gift exchange initiates a cycle of reciprocity,
where giving, receiving, and eventually
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reciprocating create a network of mutual
obligations. The gift exchange is based on
three kinds of obligations: (i) to give, (ii)
to receive, and (iii) to repay or return. This
process binds individuals, often including
a third party through implicit social rules,
where the giver anticipates a return, the
receiver feels a sense of debt, and the ongoing
exchange reinforces communal ties.

Mauss’s theory is fundamentally grounded
in the principle of reciprocity, though he
recognised that such reciprocity is not always
immediate or equal. The true significance
of a gift lies in its power to forge lasting
relationships, which may later be expressed
through favours, services, or further material
exchanges. This ongoing cycle of giving and
receiving serves to maintain social solidarity
and reinforce communal bonds. However,
Mauss primarily based his analysis on gift
practices in so-called ‘primitive’ societies,
particularly among Indigenous communities.
As a result, his framework does not fully
address the complexities and variations in
social structures found across diverse cultural
contexts.

Gift exchange can be understood through
three dimensions: the social, the economic,
and the personal.

a. Social Dimension

From a social perspective, giving a
gift can be seen as an act of initiating or
strengthening relationships. It also serves as
a way for the giver to demonstrate empathy
and involvement in the receiver's life events,
though these displays often carry underlying
intentions. The exchange highlights the
connection between the individuals involved.
While negative undertones might sometimes
be present in these exchanges, positive
motivations frequently drive them, such
as fostering social unity and maintaining a
sense of closeness in relationships where
physical distance exists. The characteristics
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ofa gift, such as its value and quality, reflect
the nature of the relationship between the
exchangers. For instance, gifts exchanged in
close relationships tend to be more valuable.
Changes in the relationship dynamics may
not halt the exchange, but they will likely
alter the attributes of the gifts given. Thus,
a relationship exists between the type of
connection and the features of the gift. The
social dimension of gift exchange involves
close, personal ties centred on shared
communal interests, and it typically operates
on a foundation of high trust.

b. Economic Dimension

The economic dimension focuses on the
symbolic meanings of value attached to gift-
giving and how the gift's worth is expressed.
Exchanging gifts is often perceived as a way
to provide significant benefits to the recipient,
thereby creating a sense of obligation to
reciprocate. This reciprocation is crucial for
preserving the receiver's social standing and
maintaining the relationship. As noted in the
social dimension, the characteristics of the
gift are also central here. An approximately
equal exchange between parties can be
considered balanced. According to economic
exchange theory, gift-giving functions as a
form of agreement where both parties stand to
gain through the acts of giving and receiving,
provided the exchange is equitable. However,
the relationship in this dimension tends to
be more formal and driven by self-interest.
For the exchange to be sustainable, it must
be perceived as fair and mutually beneficial.
The economic aspects of gift exchange often
involve fewer personal relationships with
limited trust.

c. Personal Dimension

Within the personal dimension, the act
of gift exchange reveals aspects of both
the giver's and the receiver's identities. The
giver expresses their sense of self through
how they present the gift. Similarly, the
receiver's acceptance or rejection of the



gift can intentionally affirm the giver's
identity. Identity struggles can manifest in
the strategic giving, receiving, or refusal of
gifts. Therefore, underlying motives related
to personal values are always present in
gift-giving.

2.1.5 Money Exchange

Money is any generally accepted medium
of exchange that can be used to facilitate the
sale, purchase, or trade of goods and services.
Money is a foundational element of economic
life, essential for the functioning of modern
economies. It replaces the inefficiencies of
the barter system by providing a common
medium that individuals and institutions
trust and accept in exchange for goods and
services. More than a mere economic tool,
money also plays a powerful role in shaping
social relationships, cultural meanings, and
communication. Across different societies
and historical periods, the form, value, and
function of money have evolved, reflecting
broader social, political, and technological
changes. Thus, money is not only an economic
necessity but also a deeply social institution.

The introduction and widespread
adoption of money have had profound
social consequences. It has facilitated the
development of complex economies and
the division of labour, leading to increased
specialisation and interdependence. Money
allows for the quantification of value,
enabling comparisons and facilitating large-
scale transactions across time and space. It
has also contributed to the rise of markets and
capitalist systems, shaping social organisation
and interactions in significant ways.

2.1.5.1 Functions of Money

These functions explain the ways in which
money facilitates exchange and shapes social
interactions:

1. Medium of Exchange: This is
the most fundamental function

of money. It serves as an
intermediary in transactions,
making the exchange of goods
and services more efficient than
the cumbersome barter system.
Instead of needing a "double
coincidence of wants" (where
both parties have what the other
desires), individuals can sell their
goods or services for money,
which is widely accepted, and
then use that money to purchase
what they need from others. This
lubricates economic activity and
fosters greater specialisation.

Unit of Account (or Measure
of Value): Money provides a
common standard for measuring
the value of goods, services,
and debts. Prices are expressed
in monetary units, allowing for
easy comparison of the relative
worth of different items. This
function simplifies economic
decision-making, accounting,
and the communication of value.
It provides a shared metric that
facilitates rational economic
behaviour.

Store of Value: Money allows
individuals to hold wealth and
purchasing power over time.
Ideally, money should retain its
value so that it can be used for
future consumption. However,
the effectiveness of money as a
store of value can be eroded by
inflation (a general increase in
prices and fall in the purchasing
value of money). The ability to
store value in a liquid form (easily
convertible to other goods and
services) is essential for savings,
investment, and economic
planning.
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4. Standard of Deferred Payment:
Money serves as a widely
accepted way to settle debts and
make payments that are due in
the future. Loans, mortgages, and
other credit arrangements rely on
money as the standard unit for
specifying future obligations. Its
relative stability and widespread
acceptance make it suitable for
these long-term agreements,
fostering trust and enabling credit
markets to function.

Money exchange is a fundamental aspect
of modern societies, permeating nearly every
facet of our lives. At its core, money exchange
refers to the use of money as a medium of
exchange to facilitate the buying and selling
of goods and services. This system replaced
earlier forms of exchange like barter, offering
greater efficiency and scalability. However,
sociology emphasises that money is not
a neutral tool. It is a social construct; its
value and acceptance are rooted in collective
agreement and trust within a society.

Recap

Sociologically, the act of money exchange
is never purely an isolated economic event. It
is often embedded within social relationships.
Consider the difference between buying
groceries from a large supermarket versus
purchasing from a local vendor you know
well. While both involve money exchange,
the social context and the nature of the
interaction differ significantly. Lending
money to a friend or family member involves
trust, social obligation, and potential impacts
on the relationship that go beyond the purely
monetary value exchanged.

Furthermore, money exchange acts as a
form of social communication. The amount
of money involved in a transaction can
signify social status, the perceived value
of a good or service, and even the nature
of the relationship between the parties.
For instance, a lavish gift (which involves
money exchange) can communicate affection,
respect, or even an attempt to establish power
dynamics. Similarly, haggling over price can
be a social interaction involving negotiation,
cultural norms, and the establishment of a
mutually agreeable value.

¢ Reciprocity involves mutual exchanges that strengthen social bonds.

¢ Redistribution centres around the collection and reallocation of goods

or wealth by a central authority.

¢ Market exchange depends on price mechanisms and impersonal transactions.

¢ Gift exchange, often symbolic, helps maintain relationships and social

obligations.

¢ Marshall Sahlins identified generalized, balanced, and negative reciprocity

as subtypes.

¢ Generalized reciprocity is common in kin-based societies without

expectations of immediate return.
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¢ Balanced reciprocity entails direct exchange with the expectation of
return within a short period.

¢ Redistribution is found in both traditional chiefdoms and modern taxation
systems.

¢ Market exchange presumes voluntary transactions governed by supply
and demand.

¢ Economic exchanges are embedded in social structures and influenced
by norms and values.

Objective Questions

1. Which reciprocity refers to immediate exchange with equal return?

2. Who classified reciprocity into three types?

3. Who wrote the book The Gift?

4. Name the economic exchange found in capitalist societies.

5. What is the medium of exchange in a market system?

6. Which form of exchange involves taking advantage of the other party?
7. Who wrote the book The Great Transformation?

8. What kind of gift requires no immediate return?

9. What is the opposite of generalized reciprocity?

Answers

1. Balanced reciprocity
2. Marshall Sahlins
3. Marcel Mauss

4. Market exchange
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5. Money

6. Negative reciprocity

7. Karl Polanyi

8. Generalized reciprocity

9. Negative reciprocity

Assignments

1. Define reciprocity and explain its different types with sociological examples.

2. Discuss the concept of redistribution and its role in both traditional and
modern societies.

3. Compare and contrast market exchange and gift exchange in sociological
terms.

4. Analyse the relevance of gift exchange in contemporary social or cultural
settings.

5. Examine the significance of money in modern market exchange and its
sociological implications.
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UNIT

Domestic Mode of
Production and Peasant
Mode of Production

Learning Qutcomes

After the completion of this unit, the learner will be able to:

¢ explain the concept, structure, and characteristics of domestic production

¢ distinguish between the domestic, peasant, feudal, and capitalist modes
of production

¢ describe Daniel Thorner’s classification of Indian agrarian society
¢ cxamine the Marxian framework of historical modes of production
¢ cvaluate the critique of the domestic mode of production and discuss

the political and gender dimensions embedded in kin-based production
systems

Prerequisites

Think of a world where production is not driven by profit but by family bonds
and mutual aid. In the domestic mode of production, economic life revolves around
the household. Families work together to meet daily needs, with tasks divided by
age, gender, and kinship roles. Goods are produced for use, not for sale, and shared
within the community. This system emphasises cooperation, sustainability, and
social balance over competition or accumulation. In contrast, the peasant mode of
production is still based on subsistence farming but is shaped by land ownership
and class differences. Sociologist Daniel Thorner’s classification Maliks, Kisans,
and Mazdoors highlights the inequalities in rural India. Peasants use family labour
to farm their land but face exploitation from landlords and market forces. Through
a Marxian lens, these systems reveal broader historical shifts in labour, ownership,
and power from primitive communism to capitalism, showing how economic life
is deeply linked to social structures.
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Keywords

Mode of production, Peasant economy, Kinship, Means of production, Relations of

production, Capitalist mode, Agrarian class

Discussion

The mode of production is a central
concept in Marxist theory that refers to
how a society organises the production and
distribution of goods and services, combining
the forces of production (such as labour,
tools, and resources) and the relations of
production (the social relationships involved
in production). Different historical periods
have different modes, such as feudalism,
capitalism, and socialism, each defined by
who controls the means of production and
how labour is structured. One of the earliest
forms is the domestic mode of production,
commonly found in traditional societies,
where families produce goods mainly for
their own use rather than for sale or profit. In
this system, work is usually divided by age
and gender, tools are simple, and production
is focused on subsistence and mutual support
rather than economic competition.

The study of the domestic and peasant
modes of production offers critical insights
into the economic and social organisation of
pre-capitalist societies. The domestic mode
of production is centred around kinship,
where production and consumption occur
within the household, emphasising coop-
eration, subsistence, and reciprocity over
profit and accumulation. Labour is organ-
ised according to age, gender, and familial
ties, and resources are shared rather than
commoditised. In contrast, the peasant
mode of production, though also rooted in
subsistence agriculture and family labour,
operates within a broader agrarian struc-
ture shaped by land ownership and class
distinctions. Daniel Thorner’s classification

of Indian agrarian society into Maliks (land-
owners), Kisans (cultivators), and Mazdoors
(labourers) highlights the socio-economic
stratification within rural economies. Marxist
analysis further contextualises these modes
by tracing historical transitions from prim-
itive communism to capitalism, revealing
how shifts in labour, ownership, and power
underpin broader social changes. Together,
these perspectives deepen our understanding
of how production systems are embedded
in social relations, power dynamics, and
cultural traditions, and how they continue
to influence contemporary rural life.

3.1.1 The Dynamics
of Domestic Mode of
Production

One of the key 1deas in economic sociology
is the concept of production systems. The
domestic mode of production is understood
as a stage in the evolutionary development of
societies, shaped by kinship and community
cooperation. In these societies, members
work collectively to harness natural energy
and convert it into useful domestic goods
using labour, skills, and tools. The level of
production and consumption is determined
by the household’s needs, with built-in
limitations to prevent overproduction or
waste. This ensures that the system remains
focused on sustainability and shared well-
being rather than excess or accumulation.

The domestic mode of production is
an economic system in which goods and
services are primarily produced within
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the household or extended family. Unlike
the capitalist mode of production, which
centres on profit, the domestic mode relies
on the cooperative efforts of kin or family
members. In this system, economic activities
are integrated into everyday life rather than
existing as separate entities. Each member
of the family typically has a defined role
in both the production and consumption of
goods, with responsibilities often shaped
by kinship ties.

In this model, the household functions not
only as a living space but also as the central
unit of economic activity. Family members
engage in various tasks, such as farming,
crafting, caregiving, or trading to support the
group’s overall well-being. These households
tend to be largely self-sufficient, using their
own labour and resources to provide for basic
needs like food, clothing, and shelter. Any
surplus goods are typically exchanged within
the community through informal networks
rather than sold for commercial profit.

3.1.1.1 Kinship and Domestic
Mode of Production

Kinship plays a foundational role in the
domestic mode of production, shaping both
labour organisation and resource distribution.
In traditional societies, social norms and
familial obligations typically dictate who
performs which tasks, with roles often based
on factors like gender, age, and seniority.
While men may engage in activities such
as agriculture or hunting and women in
domestic duties like cooking or weaving,
these roles remain flexible to accommo-
date household needs. The domestic mode
emphasises economic interdependence; each
member contributes to the well-being and
survival of the group through mutual sup-
port and shared labour. This cooperation
fosters sustainable and closely connected
communities, relying on informal systems
of mutual aid rather than competition or
personal gain.

Unlike capitalist systems that prioritise
profit, specialisation, and formal labour
contracts, the domestic mode centres on
self-sufficiency and communal welfare. Here,
production is primarily for household use,
not for sale in markets. Family members
contribute to both production and consump-
tion, and ownership of tools and land is
typically shared. Social relations are deeply
rooted in trust, cooperation, and customary
traditions rather than legal agreements. This
approach to economic life strengthens social
bonds and promotes a sense of responsi-
bility and reciprocity within and beyond
the immediate family, often extending to
neighbours and friends through practices
like labour exchange during planting or
harvesting seasons.

Commonly found among foragers and
small-scale subsistence farmers, the domestic
or kin-ordered mode of production often
supports more egalitarian structures. For
instance, in parts of southern Mexico and
Central America, many indigenous families
practise maize farming for their own con-
sumption. Labour is shared across age and
gender lines: men clear land and harvest,
women process the corn, and children help
protect the crops. Tools like the metate are
used by women and girls to prepare daily
meals. This example highlights how kin-
ship, cooperation, and flexible labour roles
define the domestic mode, offering valuable
insight into how communities have histori-
cally organised their economic lives around
collective effort and shared responsibility.

The domestic mode of production is fun-
damentally a kinship-based system centred on
labour relations and collective effort aimed
at subsistence. Unlike capitalist systems that
prioritise profit, this mode focuses on meet-
ing the daily needs of the family. Labour is
not commodified but instead shared among
kin, with each member contributing based
on their abilities and roles. This coopera-
tive structure strengthens social bonds and
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promotes a sustainable, self-reliant way of
living.

The domestic mode of production encom-
passes not only the creation of goods but
also their consumption and circulation
within kin-based systems. Unlike the cap-
italist mode, which is marked by inequality
between dominant and subordinate classes
and is driven by wage labour and monetary-
exchange, the domestic mode emphasises
mutual dependence and shared responsi-
bility within families. In this system, there
are no wages or commercial transactions;
instead, goods are produced and consumed
based on need and social obligations. The
interrelationship between production and
consumption is central, and circulation of
goods occurs through non-monetary means,
often dictated by customs, tradition, and
kinship norms. Selection and consumption
are not based on the market value of goods
but rather on their utility and significance
within the family unit.

Kinship, especially patrilineal ties, plays
a dominant role in governing the flow and
control of resources in the domestic mode of
production. Goods are commonly circulated
among male relatives according to inheritance
practices, and the family or lineage serves
as the primary unit of both economic and
reproductive activity. Labour is divided by
age and gender, not by class, and is seen as
a collective duty rather than a paid service.
This system supports self-sufficiency and
minimises social hierarchies, as production
is rooted in maintaining kinship bonds rather
than accumulating wealth. For instance, in
subsistence farming families, men clear and
harvest the fields, women handle process-
ing and storage, and children assist in crop
protection. This illustrates how labour is
organised according to kin roles, reinforcing
the idea that domestic production is deeply
embedded in social and familial structures.
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Historically, the rise of male dominance
in society was closely tied to the control
of productive forces and the emergence of
gendered divisions of labour. Women were
increasingly relegated to household work and
excluded from specific productive activities,
reinforcing patriarchal structures under the
guise of a ‘natural division of labour.’ This
shift stands in contrast to early hunting and
gathering societies, where production was
a communal effort involving both men and
women without rigid gender roles. These
societies practised a form of collective living
in which all members contributed equally
to survival, suggesting that the domestic
mode of production may have originally
had egalitarian roots. However, the influence
of patriarchal ideologies gradually shaped
this system into one that institutionalised
gender inequality and uneven distribution
of resources.

The development of leadership within
early domestic systems further complicated
the egalitarian nature of these societies.
Headmen, while emerging from kinship-
based relations, took on organising roles that
involved managing surplus production for
communal needs, especially during times of
crisis. Initially, their authority was rooted in
collective welfare rather than personal gain.
Over time, however, certain male leaders
began to exploit these structures for political
advantage, manipulating resource distribution
within extended kin groups to elevate
their own status. Some even controlled all
collective resources, using them to host feasts
and events that relied heavily on the unpaid
labour of others. Consequently, despite its
egalitarian potential, the domestic mode
of production often became subordinate
to more hierarchical systems, reinforcing
power imbalances through the exploitation
of labour



Fig 3.1.1 Domestic Production

The agrarian class structure plays a cru-
cial role in shaping the organisation and
outcomes of domestic production in rural
societies. Domestic production refers to the
system where goods, especially food and
basic necessities, are produced within the
household, mainly for family use rather than
for sale or profit. It relies on simple tools,
traditional methods, and family labour. The
ability of a household to engage in domestic
production is deeply influenced by its position
in the agrarian class hierarchy, which deter-
mines access to land, labour, and resources.

Rich peasants and middle peasants, who
own sufficient land and sometimes even
tools or draft animals, are better positioned
to maintain a stable and productive domestic
economy. Their households are often able to
meet their subsistence needs through family
labour and may even produce a surplus that
can be sold in the market. This allows them
to balance between domestic production
and limited market engagement. In some
cases, rich peasants may hire labourers to
supplement family work, further improving
their productivity and economic security.

In contrast, poor peasants and landless
labourers face significant challenges in
domestic production. Poor peasants often
have very small plots of land and must rely
entirely on the labour of household members,
which may not be enough to meet basic
needs. Landless labourers do not own land
and depend on wage labour from others,
often working on the farms of landlords or
rich peasants. Their domestic production is
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limited and often insufficient, forcing them
to depend on external income or aid to sur-
vive. This reflects the inequality in rural
economies and the vulnerability of lower
agrarian classes.

Landlords, who typically own large tracts
of land, are usually not directly involved in
domestic production. Instead, they benefit
from the labour of others, collecting rent or
profits from the land worked by peasants
and labourers. Their wealth removes the
need for subsistence-level production and
distances them from the day-to-day struggles
of household survival. Overall, the agrarian
class system determines not only access to
land and labour but also the strength and
sustainability of domestic production within
rural households.

3.1.2 Peasant Mode of
Production

The Peasant Mode of Production refers
to the economic system in which peasants
produce primarily for their own use and
survival, rather than for profit or market
exchange. This mode is characterised by low
levels of technology, minimal input from
external forces like markets or the state, and
areliance on family labour. While peasants
may sometimes engage with the market, their
main goal is to meet household needs, not
to accumulate capital. The peasant mode of
production exists in many parts of the world
and often functions alongside capitalist or
feudal systems, sometimes resisting and
sometimes adapting to broader economic
pressures.

The concept of the peasant mode of pro-
duction was introduced and developed by
Marxist scholars, particularly anthropologists
and sociologists influenced by Karl Marx’s
ideas. One of the key figures in shaping this
concept was Eric Wolf, who analysed how
peasants were integrated into global eco-
nomic systems. Another major contributor
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was A.V. Chayanov, a Russian economist
who studied peasant economies in depth and
highlighted their unique characteristics, such
as their focus on self-sufficiency rather than
profit. These scholars helped distinguish the
peasant mode from capitalist and other forms
of production, emphasising its importance
in understanding rural economies and class
relations.

Peasants are agricultural producers who
typically own or have access to small plots
of land and rely primarily on family labour
to cultivate crops or raise livestock. They
are usually part of rural communities and
produce mainly for their own subsistence,
although they may also sell some surplus
in local markets. Unlike wage labourers in
capitalist economies, peasants do not usually
work for others but instead manage their
own small-scale farming activities. Their
way of life is often deeply connected to the
land, local traditions, and community-based
systems of cooperation and exchange.

The concept of ‘mode of production’ is
central in economic sociology and refers to
how human labour is organised and applied
using tools, skills, knowledge, and manpower
to produce goods. According to Karl Marx,
societies should not be classified by what
they produce, but by how they produce
it—their means and forces of production.
This approach emphasises that the tools
and techniques used in production shape
the structure and development of societies.
Importantly, Marx also noted that different
modes of production can exist simultaneously
within a society, although one usually
dominates the economic system.

As India’s market economy grew, peas-
ants began facing increased political and
economic exploitation. Issues such as land
alienation, burdensome taxation, and abusive
practices by landlords led to widespread
discontent. In response, peasants across the
country initiated various forms of resistance,

which can be understood in three distinct
historical stages of peasant movements.
These uprisings not only expressed rural
frustration but also played a crucial role in
shaping India’s agrarian society by challeng-
ing existing power structures and influencing
social and economic reforms.

3.1.2.1 Daniel Thorner:
Classification of Agrarian
Class Structure

The rural structure in India is complex
and shaped by multiple social factors such as
caste, religion, ethnicity, and language. Since
a majority of India’s population depends on
agriculture, the organisation of peasant life is
a central aspect of rural society. Sociologist
Daniel Thorner (1966) developed a three-
point formula to classify agrarian classes.
This model evaluates individuals based on
their primary source of income, their rights
to land, and the amount of agricultural labour
they personally perform. Using this approach
helps in understanding how land ownership
and labour contributions define one’s role
in the agrarian economy.

According to Thorner’s framework,
Indian peasantry can be divided into three
key classes: Maliks, Kisans, and Mazdoors.
Maliks are typically large landowners and
are often the wealthiest, controlling signif-
icant portions of agricultural land. Kisans
are cultivating farmers who may own small
plots or work as substantial tenants. The
Mazdoors represent the agricultural labour
class and are further divided into poor peas-
ants, sharecroppers, and landless workers.
This classification helps in analysing the
distribution of power, resources, and respon-
sibilities in India’s rural economy.

Daniel Thorner (1966) distinguishes
Maliks, or landlords, as a dominant agrarian
class whose main source of income comes
from owning land and leasing it out at
high rents. These landlords prioritise profit
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over productivity by minimising labour
costs, often resulting in lower wages for
agricultural workers, known as Mazdoors.
Among Maliks, the big landlords typically
distance themselves from actual farming
and land management. Instead, they act as
supervisors while delegating farming duties
to hired labourers. Another group, the rich
landlords, also refrain from direct cultivation
despite controlling large landholdings in local
rural areas. They maintain authority over
land operations but rely entirely on hired
labour, focusing on revenue extraction rather
than improving soil quality or crop yields.

In contrast, Kisans are working farmers
who either own or have secure rights to
cultivate land. Unlike Maliks, they actively
participate in farming, with their livelihoods
directly tied to agricultural output. Small
landowners among the Kisans usually farm
with the help of family members and may
only hire additional labour during harvest
seasons. Substantial tenants form another
group of Kisans who cultivate larger plots
of land and enjoy relatively stable tenancy
rights. Although they do not own the land
outright, their secure access allows them
to manage agricultural production effec-
tively. Overall, while Maliks represent a
more exploitative and profit-driven role in
rural society, Kisans embody a labour-in-
tensive and sustenance-oriented approach
to farming.

The third group in the Indian peasant
structure is the Mazdoors, who primarily earn
their livelihood by working as labourers on
others’ land. The poor Mazdoor peasants have
tenuous tenancy rights, owning small plots of
land that provide only minimal subsistence.
They often earn more from selling their
labour than from cultivating their own land.
Sharecroppers, as the second subcategory of
Mazdoors, work on land owned by others,
cultivating it in exchange for a share of the
produce. The final subcategory is landless

labourers, who sell their labour to others and

earn wages used for their basic subsistence.
These labourers carry out agricultural work
on other people’s land, performing tasks
ranging from planting to harvesting, and
are compensated with money rather than
land or produce.

Farmland is the foundation of livelihood
for peasant societies, which rely heavily
on the resources provided by their land
for sustenance. The distribution of land in
peasant societies is not governed by market
economy principles but by traditional rights,
which are largely unchallenged. In most
peasant societies, land is passed down within
families, and these traditional land rights are
considered irrefutable. However, in some
peasant societies, land can be transferred
outside the family unit. Land is not only
a means of production in these societies
but also a direct source of livelihood, with
each plot having a value that supports the
peasants’ survival. This connection between
land and livelihood sets peasant societies
apart from landless labourers, who do not
own land and depend entirely on wages for
their survival.

One of the fundamental economic features
of peasant society is its reliance on family
labour, which sets it apart from capitalist
societies. In peasant communities, family
labour is central to the subsistence strategy.
Members of the household work together
on the land to produce food for their own
consumption or for economic purposes.
While family labour is the primary source
of work, it is occasionally supplemented by
hired labour, particularly during harvesting
times when more manpower is needed. This
additional labour is especially necessary when
the farming is conducted for commercial
purposes, but peasants typically use family
labour to maintain a level of self-sufficiency.

Another key aspect of peasant societies is
their mode of production, which is centred
on subsistence or consumption. Peasants
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generally produce goods for their own
consumption rather than for sale in the
market. This mode of subsistence farming
means that peasants do not engage in
market transactions to generate income,
which is why they are often referred to as
subsistence farmers. Their production is
focused on meeting the needs of their family,
and they are only partially integrated into
the broader market economy. This lack of
market orientation contributes to their distinct
social and economic position within society.

In many peasant societies, even when
families produce goods that could be sold,
such as commodities for trade, the trans-
actions are usually carried out through a
system of reciprocity. This system involves
the exchange of dissimilar goods or ser-
vices between households, often without
regard for the market prices of the goods
involved. Reciprocity in peasant economies
is not simply a financial transaction; it car-
ries cultural significance and fosters mutual
support within the community. As a result, the
exchange of goods among peasants is more
about maintaining social ties and ensuring
that each household’s needs are met, rather

than maximising profit or market value.
_ —

Fig 3.1.2 Peasant mode of Production

3.1.3 Peasant Mode of
Production in Marxian
View

The concept of the ‘peasants’ mode of pro-
duction’ holds a significant place in Marxian

analysis of agrarian societies. In Marxist
theory, modes of production are defined
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by the relationship between the forces of
production (such as land, labour, and tools)
and the relations of production (social and
property relations). Peasant production, often
based on small-scale subsistence farming,
presents a unique form of economic organ-
isation where producers typically own or
have access to land and use family labour
to meet household needs. Unlike capitalist
production, which is driven by profit and
wage labour, the peasant mode is primarily
oriented toward subsistence and survival.

Marxian scholars have long debated
whether peasants form a distinct class or
occupy a transitional space within broader
socio-economic transformations. Peasants
often operate outside pure capitalist or feudal
models, combining elements of both while
resisting full integration into the capitalist
system. The persistence of peasant econ-
omies, despite market pressures and land
dispossession, challenges traditional Marxist
expectations of inevitable proletarianisation.
Thus, studying the peasant mode of pro-
duction offers valuable insights into class
dynamics, resistance to exploitation, and
the resilience of non-capitalist economic
forms in a changing world.

In Marxian theory, Marx defined different
modes of production in history. The first
mode of production is referred to as primi-
tive communism. This stage corresponds to
tribal bands or the Neolithic kinship group.
Early human societies, such as tribal bands
of hunter-gatherers, relied on basic tools
and simple technologies. Social stratifica-
tion was minimal, with myth, ritual, and
magic being the primary cultural forms.
Due to the limited means of production in
hunting and gathering societies, individuals
could only produce enough for their own
sustenance, with no surplus to exploit. As a
result, these societies exhibited communal
social relations, despite being primitive in
terms of productive forces.



The Asiatic mode of production is the
second mode in Marxist theory, introduced to
explain the pre-slave and pre-feudal systems
of large-scale earthwork construction found
in places like India and the river valleys
of the Euphrates and Nile. This mode is
described as the initial form of class society,
where a small ruling class extracted surplus
through violence aimed at settled or unset-
tledcommunities. The mode was facilitated
by advancements in writing, mathematics,
irrigation, and other technologies. The sur-
plus was obtained through forced labour
and goods seized from communities. The
ruling class in these societies often claimed
divine authority, with the gods owning the
land, and were typically semi-theocratic
aristocracies. The forces of production
in this system included basic agricultural
techniques and large-scale construction, but
the unproductive use of surplus led to the
eventual decline of these societies.

The agricultural revolution ushered in
the third mode (the ancient mode of pro-
duction), which marked the development
of the first civilisations. The adoption of
agriculture during the Neolithic Revolution
led to increases in social stratification and
the emergence of class structures, with pri-
vate property held by hierarchical kinship
groups or clans. Technological advances
in pottery, brewing, and other industries,
as well as the division of labour, facilitated
the growth of larger political units such as
the polis. Ancient Greece and Rome exem-
plify this mode, where forces of production
included advanced agriculture, industry (such
as mining and pottery), and trade. Slavery
became central to this system, with a sig-
nificant portion of the labour force being
composed of slaves. Ruling classes, while
claiming descent from gods, did not often
claim to be divine themselves, and gover-
nance included varying degrees of popular
participation, such as the Roman focus on

Feudalism, the fourth mode of produc-
tion, arose following the fall of the Western
Roman Empire and was dominant in Western
Europe. By the ninth century, feudalism
emerged with a system based on the per-
sonal relationship between lords and vassals,
secured through landholding, or fiefs. The
feudal mode of production was primarily
agricultural, with peasants or serfs bound to
the land and obligated to provide labour or
military service to their lords. The forces of
production in this system included complex
agricultural techniques and the specialisation
of crafts. Feudal society was characterised
by a hierarchical structure and reciproc-
ity between the ruling class and peasants.
Despite its hierarchical nature, feudalism
saw the rise of a merchant class driven by
profit motives, though this class could not
fully develop under the constraints of feudal
society.

With the decline of feudalism, the cap-
italist mode of production emerged during
the late Middle Ages and continued into
the modern era. This system is character-
ised by the commodification of labour and
capital, where private property in the form
of land, materials, and machinery is owned
by capitalists who exploit the proletariat,
or working class, for surplus value. The
shift to capitalism involved the creation of
a market economy, where money facilitated
commodity exchange and the reinvestment
of profits in further production. The ruling
class in this mode is the bourgeoisie, the
owners of the means of production, who
exploit the labour of the working class.
Capitalism transformed society with the
development of bureaucracy, finance, and
industrial production, and redefined social
structures, often leading to the dismantling
of traditional feudal forms of governance.

Marx envisioned the eventual transition
from capitalism to communism, where the
proletariat would overthrow the bourgeoisie
in a revolutionary process. The period of
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revolutionary transformation would involve
a dictatorship of the proletariat, eventually
leading to a society based on cooperative
ownership of the means of production.
In this communist society, the concept of
individual labour would dissolve into a
collective system, with labour no longer
exchanged as a commodity. Workers would

contribute to society based on their abilities
and receive from it according to their needs.
The communist mode of production, in
Marx’s view, would eliminate exploitation,
with no private ownership of the means
of production, thus transcending the class
struggles inherent in earlier modes of
production like feudalism and capitalism.

Table: 3.1.1 Marxian Mode of Production

An individual or entity that owns and controls the means of

Capitalists production, seeking profit through investment and market
competition.

Feudal Mode of An economic system where land is the primary means of

Production production, and labor is organized through a hierarchical

structure of lords, vassals, and serfs.

The combination of human labor, tools, technology, and
natural resources used to produce goods and services in a
society.

Forces of Production

Landowners who held power over serfs or peasants, granting

Lords them land in exchange for labor or services.

The way a society organizes its labor and resources to produce
goods and services, including the relations between workers
and owners.

Mode of Productions

Social relationships that individuals form in the process of
production, including how labor is divided and who controls
the means of production.

Relations of Production

Agricultural laborers bound to the land they worked on

Serfs under the feudal system, typically under the control of a lord.

Recap

¢ The domestic mode of production is centred on household and kinship.

¢ Labour roles in the domestic system are assigned based on age, gender,
and family ties.

¢ Goods are exchanged through systems of reciprocity and social obligation
rather than through commercial markets or money.
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The peasant mode of production relies on small-scale, family-based
agriculture, focused on subsistence farming with limited integration
into capitalist markets.

Daniel Thorner categorised Indian agrarian society into Maliks (landowners),
Kisans (cultivators), and Mazdoors (labourers), highlighting rural class
divisions.

Domestic and peasant modes involve basic tools and labour, but differ
in social relations.

Marx identified stages of economic development: primitive communism,
Asiatic, ancient, feudal, capitalist, and communist modes of production.

Critics argue it lacks defined structure; however, neo-Marxists defend
it as a valid system with identifiable forces, relations, and means of
production.

Patriarchal control and gender divisions evolved within domestic systems,
transforming earlier egalitarian practices into structured inequalities.

Historically, peasants resisted land exploitation and oppressive systems,
influencing rural reforms and agrarian policies in India.

Peasant transactions often reflect cultural and social ties, using reciprocal
exchange instead of monetary trade.

Peasant economies typically avoid heavy investment, relying instead
on traditional knowledge and family labour to maintain subsistence.

In both domestic and peasant systems, economic life is inseparable
from social life, making them deeply embedded in local culture and
relationships.

Objective Questions

Who classified agrarian society into Maliks, Kisans, and Mazdoors?
What is the main occupation in peasant economies?

Which mode of production is based on kinship and self-sufficiency?
What is exchanged instead of money in the domestic mode of production?
What mode of production includes lords, vassals, and serfs?

Which Marxian mode preceded capitalism?
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7. What s the term for tools, labour, and natural resources used in production?
8. Which class leases land and earns income without working it?
9. Which Marxian mode involved communal tribal living?

10. Who are the working agricultural labourers without land?

Answers

1. Daniel Thorner

2. Agriculture

3. Domestic

4. Goods

5. Feudal

6. Feudalism

7. Forces

8. Maliks

9. Primitive Communism

10. Mazdoors

Assignments

1. Define the domestic mode of production and explain how it differs from
the capitalist mode. Use examples to support your answer.

2. Discuss the role of kinship in the organization of labor and resource
distribution in the domestic mode of production.

3. Critically evaluate the domestic mode of production and present the
neo-Marxist responses.

4. Explain Daniel Thorner’s classification of agrarian society into Maliks,

Kisans, and Mazdoors. How does this help in understanding India’s
rural economy?
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. Describe the features of the peasant mode of production. How is it distinct

from other economic systems in terms of land, labor, and subsistence?

. Analyze the evolution of different modes of production according to

Marx, from primitive communism to communism. How do they reflect
historical shifts in labor and ownership?

. How does the concept of reciprocity function within peasant economies?

Compare it with market-based transactions.

Examine the political dimensions embedded within the domestic mode
of production. How does power operate within kinship-based systems?

Reference

. Marx, K. (1955). The poverty of philosophy. Progress Publishers. (Original

work published 1847).

2. Hindess, B., & Hirst, P. Q. (1977). Mode of production and social

formation: An auto-critique of pre-capitalist modes of production. Springer.

3. Chattopadhyay, P. (2016). Marx's associated mode of production: A

critique of Marxism. Palgrave Macmillan.

Suggested Reading

Swedberg, R. (2005). The economic sociology of capitalism: An
introduction and agenda. The Economic Sociology of Capitalism, 3-40.

. Wilk, R. R., & Cliggett, L. (2018). Economies and cultures: Foundations

of cconomic anthropology. Routledge.

Thorner, D. (1956). The agrarian prospect in India. Allied Publishers

. Rudra, A. (1978). Class relations in Indian agriculture. Indian Economic

Review, 13(1), 1-20.

. Marx, K. (1976). Capital: A critique of political economy (Vol. 1, B.

Fowkes, Trans.). Penguin Books.

SGOU - SLM - BA Sociology- Economy and Society

)
2 5L%



e

! 4 ‘, Labour Relations

BLOCK



Division of Labour

UNIT

Learning OQutcomes

After the completion of this unit, the learner will be able to:
¢ understand the concept of social solidarity
¢ analyze the concept of division of labour

¢ explain the distinction between mechanical and organic solidarity

Prerequisites

In a small rural village, most people perform similar tasks like farming, animal
rearing, or crafting basic tools. Social cohesion comes from shared beliefs, values,
and lifestyles. Here, the division of labour is minimal because people are self-suf-
ficient and society is bound by likeness. In a modern urban society, people perform
highly specialised jobs like teachers, engineers, doctors, software developers, etc.
These roles are interdependent; for example, a doctor relies on pharmaceutical
suppliers, lab technicians, and administrative staff to function. Cohesion comes not
from similarity, but from the reliance each person has on others to fulfil their needs.
Durkheim argued that this growing complexity in labour roles isn’t just economic;
it reflects and shapes moral, legal, and institutional changes in society.

Keywords

Specialisation, Labour, Social structure, Collective conscience, Social solidarity,

Organic solidarity, Mechanic solidarity
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Discussion

French philosopher Emile Durkheim’s 7he
Division of Labour in Society (originally De
la Division du Travail Social) was published
in 1893 as his first major work. In this work,
he introduced the influential concept of
anomie, a condition where social norms lose

within a society. At the time of its release,
the book played a key role in shaping early
sociological theory. While it continues to be
praised by many for its pioneering insights,
it also remains subject to critical examination
and debate in contemporary scholarship.

their power to regulate individual behaviour

Biographical Sketch of Emile Durkheim (1858-1917)

Emile Durkheim is widely recognised as a founding
figure in the field of sociology. A French sociologist
and philosopher who lived from 1858 to 1917, Durkheim
played a crucial role in shaping sociology into a formal
academic discipline, especially in France. Beyond
sociology, he also made notable contributions to
anthropology, particularly through his studies on religion.
His theories and insights continue to have a lasting
inluence on contemporary research in both sociology
and anthropology.

Emile Durkheim was born in 1858 in Epinal, France,
into a Jewish family and initially trained for the rabbinate.
However, he later became agnostic and shifted his focus to secular education. After
studying Jewish theology, he enrolled at the Ecole Normale Supérieure in Paris, where
he turned his attention to philosophy and sociology. Influenced by Auguste Comte,
Durkheim viewed sociology as a scientific discipline akin to the natural sciences. He
went on to teach at several French universities and spent much of his academic career
as a professor of social science at the University of Bordeaux.

Emile Durkheim had a long and influential academic career, teaching at French
universities from the late 19th century until his death in 1917. He began teaching at
the University of Bordeaux in 1887 and was later appointed to the chair of sociology at
the University of Paris in 1897, where he remained for the rest of his life. Throughout
his career, Durkheim introduced several foundational concepts in sociology, including
social solidarity, anomie, and functionalism.

His most significant works is The Division of Labour in Society (1893), in which
he explored how increasing specialisation strengthens or weakens social cohesion. In
On Suicide (1897), he used statistical analysis to link suicide rates to social factors,
establishing a model for sociological research. His later work, The Elementary Forms
of Religious Life (1912), examined how religion reinforces social bonds and reflects
collective values, making a major contribution to both sociology and anthropology.
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Emile Durkheim addressed the division
of labour as a central sociological issue
for several reasons. He observed profound
changes in French society, where the
collapse of the monarchy led to the rise of
a new middle class that began to dominate
state institutions. The bourgeoisie also
expanded its influence over education.
While a significant portion of the population
adhered to traditional forms of governance,
a segment of the intellectual class supported
a revivalist agenda. Consequently, society
became polarised, divided between those
advocating for change and those yearning
for a return to past values.

Durkheim believed that beneath every
visible phenomenon lies an underlying,
invisible reality. The role of sociology, in
his view, is to reveal the connections between
these two levels of reality. This approach
forms the foundation of his sociological
perspective. He defined the division of
labour as the hierarchical organisation
of occupations, something tangible and
observable. However, he emphasised that
this occupational structure is shaped by
several interrelated factors: the size of the
population, the nature of individual needs,
the role of the community, the functions
of social institutions, and the influence
of legal frameworks. Thus, the division
of labour cannot be analysed in isolation
from broader social structures such as the
mode of production and the legal system.
Every form of labour division is embedded
in specific patterns of social relationships,
which must be taken into account. Durkheim
rejected the notion that any single factor, be it
demographic, technological, or institutional,
can adequately explain the phenomenon.
Instead, he argued that the division of labour
is a social fact and should be studied using
causal analysis, reductionist approaches,
and comparative methods.

4.1.1 Social Solidarity

Emile Durkheim introduced the concept
of'social solidarity in his work The Division
of Labour in Society (1893). He viewed
social solidarity as the force that holds
individuals together in society. According
to Durkheim, this solidarity evolves alongside
the division of labour, which is not just an
economic arrangement but a social and moral
phenomenon. As societies become more
complex, the way individuals relate to one
another and the type of solidarity that binds
them also changes.

Durkheim identified two main types of
social solidarity: mechanical and organic.
Mechanical solidarity is typical of traditional,
pre-industrial societies, where individuals
perform similar tasks and share a strong
collective conscience, a uniform set of
beliefs and values. In such societies, cohesion
arises from similarity, and social control
is maintained through repressive laws that
punish deviation from collective norms.
The individual is largely subordinate to the
group, and personal autonomy is limited.

In contrast, organic solidarity characterises
modern, industrial societies. Here, individuals
perform highly specialised roles and
depend on each other to meet their needs.
As a result, social cohesion emerges from
interdependence rather than similarity. The
collective conscience becomes less dominant,
allowing for more individual autonomy.
However, the moral fabric is still maintained
through restitutive laws, which aim to restore
disrupted social relationships rather than
punish severely. This form of solidarity is
more dynamic, flexible, and suited to the
complexity of modern life.

Durkheim emphasised that the division
of labour fosters social order by creating
structured forms of cooperation. However,
he also acknowledged that it can produce
negative outcomes if not properly regulated.
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When specialisation leads to isolation or
inequality, it may result in anomie, a state
of normlessness and disconnection. Other
pathological forms include the forced division
of labour, where people are locked into roles
by unjust systems, and poor coordination
between roles, leading to dysfunction in
social integration.

Durkheim’s theory links the moral
cohesion of society to its economic and
occupational structures. Mechanical soli-
darity binds simple societies through likeness
and shared values, while organic solidar-
ity integrates complex societies through
mutual dependence. Through this frame-
work, Durkheim offered a way to understand
how societies maintain unity amidst growing
individualism and specialisation, highlight-
ing that solidarity is essential to both social
order and human well-being.

4.1.1.1 Mechanical Solidarity

In mechanical solidarity, social cohesion
and integration are based on the similarity
or homogeneity of individuals within a
society. People feel connected because
they share common work roles, belief
systems, religious practices, family ties, and
kinship structures. According to Durkheim,
mechanical solidarity is defined as “social
solidarity based upon homogeneity of values
and behaviour, strong social constraint, and
loyalty to tradition and kinship.” This type
of solidarity is typically found in small, non-
literate societies characterised by a simple
division of labour, minimal specialisation,
a limited number of social roles, and a low
tolerance for individuality.

Durkheim describes mechanical solidarity
as the “solidarity of resemblance,” meaning
that the members of such societies are united
by their likeness. They often experience the
same emotions, hold the same values sacred,
and pursue similar goals. In these societies,
individuals do not differ significantly from
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one another; rather, they are part of a
collective identity that fosters uniformity
in thought and action.

The coherence of society in this context
stems from a shared collective consciousness,
a unified moral and cognitive framework that
binds individuals. As Durkheim explains,
the collective conscience is “the sum total
of beliefs and sentiments common to the
average members of society.” In societies
dominated by mechanical solidarity, this
collective conscience is powerful and all-
encompassing, overshadowing individual
thought and morality. Individual opinions
are often subordinate to the shared values
of the group, reinforcing the dominance of
the collective over the personal. Such forms
of solidarity are most commonly found in
primitive or traditional societies, where the
moral and social unity of the group is essential
for its survival and stability.

4.1.1.2 Organic Solidarity

According to Emile Durkheim, organic
solidarity arises when the population
reaches a level of density that necessitates
a more complex system of organisation. In
such a society, individuals become highly
specialised in their respective roles but are
simultaneously dependent on others to fulfil
their own needs and sustain their work. This
interdependence forms the basis of organic
solidarity.

Durkheim defines organic solidarity as “a
type of social solidarity typical of modern
industrial society, in which unity is based on
the interdependence of a very large number of
highly specialised roles in a system involving
a complex division of labour that requires
the co-operation of almost all the groups and
individuals of the society.” He likens this
to the functioning of a biological organism,
where various specialised organs must work
in coordination to ensure the survival of the
whole. Each part has a specific function, and



none can operate independently of the others.
This conception stands in stark contrast to
mechanical solidarity, where individuals
are largely similar and perform comparable
tasks. While mechanical solidarity thrives
on uniformity, organic solidarity is built
upon difference and specialisation. Just as
in a biological system where differentiated
cells perform unique functions, modern
society depends on individuals carrying out
distinct roles that, when combined, ensure
the functionality of the entire system.

Durkheim emphasises that population
density plays a critical role in the emergence
of the division of labour. As more people
inhabit a limited space, functional
differentiation becomes necessary—some
individuals prove more adept at certain tasks
than others, leading to specialisation. This
is especially evident in modern industrial
societies, where economic and organisational
efficiency demands a clear allocation of
specialised roles.

The division of labour not only transforms
work but also reshapes social morality and
individual consciousness. As roles become
more distinct, interdependence increases.

Individuals must rely on one another,
fostering a new kind of social cohesion. In
this context, consensus emerges through
differentiation, not because everyone is the
same, but because each person contributes
uniquely to the collective whole. Thus,
unity is not achieved through likeness
but through cooperative diversity, where
everyone is a specialist working within a
broader interconnected framework.

In organic solidarity, people are no longer
bound by shared identity or tradition but by
reciprocal needs and the complementarity of
functions. It reflects the moral and structural
basis of modern societies, where social
integration is sustained through coordinated
specialisation rather than conformity. In
such a system, each individual exercises
full autonomy within their specialised area
of expertise. As long as no one makes a
significant error, reaching a consensus is
relatively straightforward. This ease of
consensus facilitates more efficient decision-
making, which in turn enhances productivity
and maximises profits. Paradoxically, it is
precisely the differences between individuals,
their specialisation and distinct roles, that
make consensus possible.

Table 4.1.1 Comparison between Mechanical Solidarity and Organic Solidarity

Mechanical Solidarity

Organic Solidarity

Found in traditional, homogeneous

Characteristic of complex,

Nature societies where individuals share modern societies marked by a
similar values, beliefs, and lifestyles.  high division of labour.
. ) . Social cohesion arises
. Collective conscience dominates; )
Basis e . from interdependence due to
individuals are bonded by likeness. .
specialised roles.
) ) ) Restitutive laws dominate,
Repressive laws prevail, which . . .
: . o aiming to restore disrupted
Law punish deviations to maintain . .
. social relations rather than
homogeneity. .
punish.
Example Tribal or small village societies. Industrial capitalist societies.
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Durkheim emphasises that as the
division of labour increases, the collective
conscience, the shared beliefs and moral
attitudes that bind individuals diminishes.
This decline is expected since collective
conscience is strongest in societies with
little differentiation, as seen in mechanical
solidarity. Therefore, the expansion of
organic solidarity, rooted in differentiation
and interdependence, represents a form of
moral progress, emphasising values such
as equality, liberty, fraternity, and justice.
This introduces a strong ethical dimension
to Durkheim’s theory and invites critical
reflection on the social role of the division
of labour. Even in societies dominated by
organic solidarity, social regulation remains
essential. It manifests through contracts,
laws, and legal institutions, which help
coordinate specialised roles and maintain
social cohesion.

Durkheim insists that the causes of the
division of labour must be understood within
social contexts. He argues that as societies
evolve, the segmental structure, composed
of small, autonomous, and identical social
units, disappears, paving the way for a more
integrated and organised social structure.
Durkheim refers to this integration as
“dynamic” or “moral density,” which he
believes increases in direct proportion to
the development of the division of labour.

Durkheim identifies two key factors that
contribute to moral density:

1. Material density: This refers
to the reduction in physical
and technological distance
between people such as through
urbanisation and improved
communication—which increases
the frequency and intensity of

social interactions.

Social volume: The total
number of people in a society
also increases social complexity
and interaction.

He argues that the division of labour grows
in direct proportion to this moral density,
itself driven by material density and social
volume. As the population becomes denser
and more complex, social structures must
adapt. Older, generalised roles may fade
away, but they are replaced or transformed
through specialisation, enabling society to
adjust to new needs and challenges.

Conflict and competition, often generated
by increasing social volume and density,
push societies toward greater functional
differentiation. The division of labour, in
turn, acts as a mechanism to manage these
pressures. For example, modern urban
societies, with their dense and diverse
populations, are able to maintain stability
through occupational specialisation. As
Durkheim famously illustrates: “The
soldier seeks military glory, the priest
moral authority, the statesman power,
the businessman riches.” These distinct
pursuits allow people to coexist despite
their differences. In conclusion, Durkheim
strongly argues that the division of labour is
a direct result of changes in the volume and
density of society, and that its evolution is
central to both social integration and moral
development in modern life.

4.1.2 Law and Solidarity

In The Division of Labor in Society
(1893), Emile Durkheim presents a profound
sociological insight: that law is not merely
a set of rules, but a reflection of the moral
and social order of society. He treats law
as a social fact, external to individuals, yet
capable of exerting a constraining influence.
According to Durkheim, the nature of a
society’s legal system reveals the dominant
form of social solidarity, the glue that binds
individuals together. As he famously states,
“Since law reproduces the principal forms
of social solidarity, we have only to classify
the different types of law to find therefrom
the different types of social solidarity which
correspond to it.”
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Durkheim identifies two primary types of
law, each corresponding to a different kind
of social cohesion. In societies characterised
by mechanical solidarity, law tends to be
repressive. This form of law enforces
conformity through harsh punishment
and reflects a collective conscience that is
strong, uniform, and unchallenged. Violations
are viewed as offences against the entire
community, and punishment serves to
reaffirm shared values. Such legal systems
are typical of traditional, homogeneous
societies where individuals perform similar
tasks and share the same beliefs.

In contrast, organic solidarity, the form
of cohesion found in modern, industrial
societies, is associated with restitutive law.
Here, law functions to repair relationships
and maintain balance between interdependent
individuals and groups. Punishment is less
about moral outrage and more about restoring
functional order, often through compensation
or restitution. This reflects the reality of
modern life, where people are specialised
and different, yet bound together through
mutual reliance. Legal systems in these
contexts focus on civil, contractual, and
administrative law, regulating rights and
responsibilities within a complex division
of labour.

Durkheim views the shift from repressive
to restitutive law as evidence of moral
evolution. As societies grow more complex
and differentiated, individual autonomy
increases, and the collective conscience
becomes less dominant. The legal system
adapts accordingly, moving from enforcing
uniformity to facilitating cooperation among
diverse and specialised individuals. In this
sense, law both mirrors and maintains the
kind of solidarity that society requires.
Organic solidarity thus represents a more
advanced moral stage, supporting values
like liberty, equality, and justice, and
ensuring social cohesion through negotiated
cooperation rather than enforced similarity.
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Moreover, Durkheim explains that the
development of the division of labour and
therefore the transition from mechanical to
organic solidarity is tied to changes in social
volume and density. As populations grow
and become more concentrated, especially
in urban centres, there is a natural increase
in specialisation. This shift weakens the
old “segmental” social structure based on
self-sufficient, identical units and gives
rise to more integrated, interactive forms
of organisation. Durkheim terms this
transformation an increase in “dynamic
or moral density”, driven by both material
factors (such as spatial proximity and
technological advances) and social volume
(population size). These conditions generate
more intense social interaction and require
new legal and moral frameworks to regulate
interdependence.

Durkheim’s theory of law and solidarity
illustrates how legal systems evolve in
response to changes in the structure and
moral fabric of society. Repressive law
reflects uniformity and shared beliefs,
while restitutive law supports diversity and
interdependence. Far from being static or
purely coercive, law plays an active role in
shaping and sustaining the kind of solidarity
that allows society to function. This insight
makes Durkheim’s work foundational not
only for the sociology of law but also for
understanding broader processes of social
integration and transformation in modern life.

4.1.3 Sociological Insight
on Division of Labour

Emile Durkheim’s theory of the division of
labour offers deep sociological insights into
how societies achieve and maintain social
cohesion. He argues that the division of
labour is not merely an economic arrangement
but a moral and social phenomenon that
underpins the shift from mechanical solidarity
in traditional societies to organic solidarity
in modern, industrial societies. Mechanical
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solidarity relies on the similarity of individuals
and a strong collective conscience, whereas
organic solidarity emerges from functional
interdependence among specialised roles. As
differentiation increases, individuals become
more autonomous, but their reliance on others
in society ensures continued integration.
Durkheim also emphasises the need for moral
regulation through laws and institutions to
prevent disorders like anomie.

Emile Durkheim’s theory of the division
of labour offers critical insights into how
modern societies achieve cohesion through
differentiation and how this transformation
affects the structures of the economy,
polity, and society. In economic terms,
Durkheim reconceptualises the division of
labour not merely as a means of increasing
productivity but as a social mechanism that
fosters interdependence among individuals.
In traditional societies characterised by
mechanical solidarity, people perform similar
tasks and share a collective conscience. As
societies industrialise and roles become
more specialised, individuals grow more
autonomous yet more reliant on each other’s
functions—this mutual dependence forms
the basis of organic solidarity. However,
Durkheim also warns of the pathological
outcomes of a poorly regulated division of
labour, such as anomie, where individuals
feel disconnected from the moral structure
of society.

Politically, Durkheim links changes in
social solidarity to transformations in legal
and institutional frameworks. In societies
bound by mechanical solidarity, political
authority is typically centralised and rooted
in tradition or religion, with repressive laws
enforcing conformity. As societies evolve and
adopt organic solidarity, political structures
become more complex, and legal systems
shift toward restitutive law, which focuses
on restoring balance and coordinating
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interdependent roles rather than punishing
moral transgressions. This transformation
necessitates an expanded role for the state
in regulating interactions among diverse
individuals and groups. Durkheim highlights
the importance of moral integration and
fairness in political institutions to ensure
legitimacy and cohesion in pluralistic modern
societies.

On a broader societal level, Durkheim
sees the division of labour as central to the
transformation of moral and institutional life.
In traditional societies, unity is maintained
through a strong collective conscience and
uniformity of beliefs. However, as society
becomes more differentiated, the collective
conscience weakens, and individuals are
defined more by their specialised roles than by
shared identities. This calls for new forms of
moral regulation and social institutions such
as education, law, and professional codes,
which help maintain order by instilling values
of cooperation, responsibility, and justice.
Durkheim emphasises that inequalities
within the division of labour must be just
and merit-based; otherwise, they lead to
alienation and fragmentation rather than
solidarity. Schools, professional ethics, and
civil laws thus serve as moral foundations
for modern society.

Durkheim’s theory demonstrates how
the increasing complexity of modern life
transforms the way individuals relate to
each other in the economic, political, and
social spheres. The division of labour, if
guided by ethical regulation and social
justice, becomes a powerful source of
solidarity and integration. However, if left
unchecked or unequally distributed, it can
lead to disintegration and social pathologies.
Durkheim’s insights continue to offer a
valuable framework for understanding how
modern societies must balance specialisation
with moral cohesion across all institutional
domains.



Recap

Emile Durkheim introduced the concept of social solidarity in his work
The Division of Labour in Society (1893).

Durkheim viewed social solidarity as the force that holds individuals
together in society.

According to Durkheim, this solidarity evolves alongside the division
of labour, which is not just an economic arrangement but a social and
moral phenomenon.

Durkheim identified two main types of social solidarity: mechanical
and organic.

The division of labour is not just economic but a moral and social
phenomenon that binds people together in complex societies.

Social solidarity is the core theme; Durkheim distinguishes between
mechanical solidarity (based on similarity) and organic solidarity (based
on interdependence).

Mechanical solidarity exists in traditional societies with a low division
of labour, where people share common beliefs, tasks, and values.

Organic solidarity emerges in modern societies with high specialisation,
where individuals are functionally different but interdependent.

The collective conscience is dominant in mechanical solidarity and
weakens as societies evolve toward organic solidarity.

Law reflects solidarity: repressive law (punitive) is dominant in mechanical
solidarity, while restitutive law (restorative) is dominant in organic

solidarity.

Anomie occurs when norms are unclear or absent due to rapid change
or unregulated division of labour.

Moral regulation is essential to ensure that the division of labour contributes
to social cohesion and not disintegration.

Fairness and justice in role allocation are crucial; forced division of
labour leads to alienation and conflict.

Economic interdependence in specialised roles forms the foundation
of solidarity in modern industrial societies.
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Political systems evolve from traditional authority enforcing repressive
law to complex democratic structures managing differentiated roles.

Legal contracts and civil law symbolise cooperation and reciprocity
in organic solidarity.

Social institutions like education, law, and professions help instil moral
norms and coordinate diverse roles.

Dynamic (moral) density, a product of increased population and inter-
action, drives the need for greater division of labour.

Division of labour is a measure of moral progress when it leads to
liberty, equality, and justice.

Objective Questions

9.

In which work did Emile Durkheim introduce the concept of social
solidarity?

Which type of solidarity is based on similarity and shared beliefs?
What type of law is associated with organic solidarity?
What term did Durkheim use for a state of normlessness?

Which concept refers to social cohesion arising from interdependence
in modern societies?

What kind of solidarity is dominant in pre-industrial societies?
What key concept does Durkheim use to explain social cohesion?
What term does Durkheim use for normlessness in society?

What type of law is associated with organic solidarity?

10. What type of law is linked to mechanical solidarity?

11. What characterises social bonds in modern, complex societies?

12. What increases with the division of labour in modern society?
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13. What does Durkheim believe is essential for social solidarity?

14. What grows as the collective conscience weakens in organic solidarity?
15. What economic process underlies organic solidarity?

16. What must accompany division of labour to avoid social disorders?
17. What social condition must be minimised for just division of labour?
18. Which institutional domain changes with legal and social complexity?
19. What factor, alongside density, increases with societal growth?
20. What legal instruments are vital in organic solidarity?
21. Which institution does Durkheim see as key for moral socialisation?

Answers

1. The Division of Labour in Society

2. Mechanical

3. Restitutive

4. Anomie

5. Organic

6. Mechanical

7. Solidarity

8. Anomie

9. Restitutive

10. Repressive

11. Interdependence

12. Differentiation
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13. Morality

14. Autonomy

15. Specialisation
16. Regulation
17. Inequality

18. Polity

19. Volume

20. Contracts

21. Education

Assignments

1. Describe the concept of mechanical and organic solidarity as proposed
by Emile Durkheim in The Division of Labour in Society.

2. Outline Durkheim’s views on the causes and functions of the division
of labour in society.

3. Critically analyse the relevance of Durkheim’s theory of division of
labour in understanding modern industrial societies.

4. Examine the role of anomie in Durkheim’s theory of the division of
labour and its implications for contemporary social problems.
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Changing Nature of Labour
Relations

UNIT

Learning OQutcomes

After the completion of this unit, the learner will be able to:
¢ understand the transformation in work

¢ critically analyse the sociological implications of the changes taking
place in labour relations

¢ examine the concepts in real-world contexts

Prerequisites

In today’s globalised and digitised world, the nature of work has undergone
significant transformation. The traditional model of stable, long-term employment
is increasingly being replaced by flexible, knowledge-based, and outsourced forms
of labour. These shifts are most visible in the rise of the knowledge industry, the
spread of outsourcing, and the normalisation of flexible labour arrangements such
as freelancing, gig work, and remote employment. Together, they signal a departure
from industrial-era labour models and reflect deeper sociological shifts in how work
is structured, valued, and experienced. This transformation is particularly evident
in the post-pandemic economy, where digital platforms and remote technologies
have accelerated changes in labour relations. Companies like Amazon, Uber, and
Upwork rely on a mix of outsourced and flexible workers to maintain operational
agility and reduce costs.

In India, the growth of the BPO and IT sectors has generated employment on a
massive scale, but much of this work remains stressful, repetitive, and lacking long-
term security. Similarly, the rise of gig platforms like Swiggy and Zomato demonstrates
how flexible labour may provide income opportunities but often comes without
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essential worker rights such as health insurance, job security, or regulated working
hours. The knowledge industry, encompassing sectors like education, IT, and media,
has become a cornerstone of the modern economy. While it creates high-value roles
for those with advanced skills, it also intensifies class-based inequalities and fosters
a divide between cognitive and manual labour. Moreover, the commodification of
intellectual and emotional work especially in service-oriented roles raises concerns
about worker alienation, burnout, and surveillance. Sociologically, these developments
illustrate how capitalist restructuring, digital innovation, and neoliberal ideologies are
reshaping not only labour markets but also individual identities, social stratification,
and collective life. Understanding these changes through critical sociological lenses
allows us to question who benefits, who is excluded, and how emerging forms of
labour can be made more just and inclusive in a rapidly evolving world.

Keywords

Globalisation, Labour, Working class, Industry, Economy, Precariat, Algorithmic
scheduling, Gig economy, Emotional labour

Discussion

In the age of globalisation and rapid
technological advancement, the nature of
labour relations has significantly transformed.
Traditional employment models characterised
by stable, long-term jobs and defined
hierarchies are increasingly giving way to
flexible, knowledge-based, and globalised
forms of work. This transformation is visible
through the rise of the knowledge industry, the
expansion of outsourcing, and the emergence
of flexible labour systems such as the gig
economy. These changes have profound
implications for individuals, institutions,
and society as a whole, demanding fresh
sociological analysis and policy responses.

4.2.1 Knowledge Industry

The modern era has witnessed the
transformation of knowledge from a domain
of pure intellectual inquiry to a powerful
and structured component of the economic

and social order. This transformation is
encapsulated in the concept of the knowledge
industry, which refers to the systematic
production, distribution, and application
of knowledge through organised institutions,
often under economic or political influence.
In sociology, this concept becomes essential
to understanding how knowledge is shaped
by and, in turn, shapes social structures,
power relations, economic systems, and
cultural dynamics. The development of the
knowledge industry reflects broader societal
shifts—from industrial to post-industrial
economies, from manual to intellectual
labour, and from traditional authority to
the dominance of expert systems.

The term “knowledge industry” was
popularised by philosophers and sociologists
such as Jean-Frangois Lyotard, Peter Drucker,
and Alvin Gouldner. Lyotard, in his influential
work The Postmodern Condition (1979),
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examined how knowledge functions as
a form of power and how it is produced,
commodified, and circulated in advanced
capitalist societies. Peter Drucker introduced
the idea of the “knowledge worker” and
emphasised that knowledge had become the
central resource of economic productivity
in post-industrial society. Alvin Gouldner
contributed by critiquing the transformation
of intellectual life under capitalism, arguing
that knowledge production had become a
formal occupation controlled by institutions
rather than a free intellectual pursuit. In
sociological terms, the knowledge industry
refers to the systematic and institutionalised
production of knowledge, often directed by
social, political, and economic imperatives
rather than the pursuit of truth alone.

The knowledge industry is marked
by several defining characteristics that
differentiate it from earlier conceptions
of knowledge as a pursuit of wisdom or
enlightenment:

¢ Institutionalisation: Knowledge
production is no longer confined
to isolated scholars or informal
networks. It is now produced
in organised settings such as
universities, research institutes,
think tanks, and corporate labs.

¢ Commodification: Knowledge
is treated as a product that can
be bought, sold, patented, and
owned. This changes its nature
from a public good to a private
asset.

¢ Specialisation: There is a high
degree of specialisation in
knowledge production. Research
becomes narrow and technical,
often disconnected from broader
social concerns.

¢ Goal Orientation: Knowledge
production is often geared toward
utility, profitability, or state
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policy, rather than disinterested
inquiry.

These traits indicate a shift in the function
and value of knowledge—from philosophical
or moral inquiry to instrumental rationality
within economic and political systems.

The knowledge industry includes sectors
where intellectual and cognitive labour is
central such as information technology,
education, design, finance, media, and
consulting. Unlike industrial economies
centred on physical production, knowledge
economies value information, innovation,
and problem-solving as key resources.
Sociologically, this reflects Durkheim’s
idea of organic solidarity, where people are
bound by mutual interdependence due to
specialised roles rather than by similarity,
as in mechanical solidarity. Daniel Bell’s
concept of a post-industrial society highlights
this transition toward knowledge as a driving
force of economic and social organisation.

One of the core themes in the sociology of
the knowledge industry is the commodification
of knowledge. Under capitalist systems,
knowledge becomes a marketable good, much
like any other product. Research outcomes
are protected through intellectual property
rights, turning discoveries into assets that
can generate revenue. This commodification
has significant consequences. It prioritises
marketable research over socially necessary
knowledge, creates barriers to access,
and shifts the purpose of education and
research toward profit rather than public
enlightenment.

The rise of the knowledge industry has
brought about a new class of labourers:
the knowledge workers. Coined by Peter
Drucker, the term refers to individuals who
create, analyse, and manipulate information
for a living—such as researchers, software
developers, consultants, academics, and
policy analysts. Knowledge work is distinct
from manual labour in several ways. It



emphasises intellectual engagement,
creativity, and problem-solving. It is often
flexible, but also precarious—especially in
gig economies and adjunct academic jobs.
It is valued differently, depending on the
domain and perceived utility of knowledge
(e.g., STEM vs. humanities). This has led to
a new form of class division, wherein those
with access to elite education and networks
dominate the knowledge economy, while
others are left out or relegated to low-skilled
roles. It also creates inequality between
producers and consumers of knowledge,
with expertise becoming a gatekeeping tool.

Sociologically, one cannot discuss the
knowledge industry without examining the
relationship between knowledge and power.
Michel Foucault’s work is pivotal here; he
argued that knowledge is never neutral—it
is produced within power structures and
serves to maintain them. Foucault coined the
term “power/knowledge” to illustrate how
knowledge systems—such as psychiatry,
criminology, or education—help to regulate
behaviour, define norms, and exclude
deviance. For example, medical knowledge
defines what is “normal” or “abnormal”,
and economic theories determine what
counts as “rational” policy. Educational
curricula prioritise certain histories and
perspectives over others. Control over
knowledge production and dissemination
becomes a mechanism of social regulation,
shaping how people think, behave, and relate
to authority. The knowledge industry has
become a cornerstone of the global economy.
In the transition from industrial to post-
industrial societies, the focus has shifted
from material goods to information, data,
and ideas. Globalisation has also exacerbated
inequalities. The Global South often becomes
a consumer rather than a producer of
knowledge and lacks the infrastructure,
funding, and autonomy to develop indigenous
knowledge systems. The digital divide—
between those with and without access to

information technologies—further deepens
global disparities.

The knowledge industry has gathered
criticism from within sociology. The
transformation of knowledge into a market
commodity undermines its ethical, civic,
and critical dimensions. Scholars like Noam
Chomsky argue that education is being
stripped of its emancipatory potential.
Knowledge production is often dominated
by a small elite. Academic publishing is
inaccessible to many due to language, cost,
and institutional barriers. The increasing
dependency on corporate and state funding
means that knowledge often serves private
interests, rather than addressing urgent social
problems like poverty, climate change, or
inequality. Many knowledge producers—
especially adjunct faculty, freelance
researchers, and IT gig workers—face low
pay, job insecurity, and lack of institutional
support. These challenges raise fundamental
questions about the ethics, direction, and
purpose of the knowledge industry in
contemporary society.

This dominance of knowledge raises
concerns about technocracy, where experts
dominate decision-making, and algorithmic
governance, where human judgement is
replaced by automated systems. Sociologists
warn that such developments can reduce
democratic participation and reinforce
existing power imbalances. The knowledge
industry must be situated within the broader
sociology of knowledge, a field that examines
how knowledge is socially constructed.
Thinkers like Karl Mannheim, Berger
and Luckmann, and Thomas Kuhn have
argued that knowledge reflects the social
conditions, interests, and power structures of
its producers. By understanding knowledge
as a social product, sociology challenges
the illusion of objectivity and neutrality in
science and academia, showing how ideology,
politics, and culture shape even the most
“rational” systems of thought.

SGOU - SLM - BA Sociology- Economy and Society

)
2 5L%




£\
ol

4.2.1.1 The Knowledge
Industry and Theodor Adorno:
A Critical Perspective

In the 21st century, the knowledge
industry has become a central force in
shaping economies, societies, and identities.
It encompasses a wide range of institutions
and activities where information, intellectual
labour, and symbolic production drive value
creation—such as higher education, media,
research, and digital technology. While this
industry is celebrated for fostering innovation
and growth, critical theorists like Theodor
Adorno warn that such developments may
come at the cost of intellectual autonomy
and democratic culture. His foundational
critique of the culture industry offers valuable
tools for interrogating how knowledge itself
is commodified and instrumentalised in
capitalist systems.

4.2.2 Outsourcing

Outsourcing refers to contracting work to
external vendors, often in different countries,
to reduce costs or access specialised skills.
It is a cornerstone of global capitalism,
enabling companies in high-income nations
to capitalise on lower labour costs and looser
regulations in developing countries. From
a Marxist perspective, outsourcing is a
modern expression of labour exploitation
and capital accumulation, reinforcing global
inequalities. World-systems theory similarly
sees outsourcing as a structural dependency
between core (developed) and peripheral
(developing) economies.

Outsourcing refers to the practice of
delegating specific business processes or
functions to external agencies, often located
in other countries, to reduce costs, improve
efficiency, or access specialised talent.
While it is primarily an economic strategy,
outsourcing has profound sociological
implications as it reshapes the nature of
work, labour relations, global inequalities,

and cultural identities. It is emblematic
of the transformations brought about by
globalisation, digitalisation, and neoliberal
economic policies.

Outsourcing has reshaped global labour
dynamics. For instance, Apple designs its
products in the U.S. but manufactures them
in China. Indian cities like Bengaluru host
a booming BPO sector that serves Western
clients. While this creates jobs and economic
growth in developing countries, it also
subjects workers to intense performance
pressures and vulnerability to global market
shifts. In developed countries, outsourcing
can contribute to job displacement and
deindustrialisation, fuelling populist backlash
and labour unrest.

Outsourcing is also deeply embedded
in the global division of labour, reflecting
what world-systems theorists like Immanuel
Wallerstein describe as a core-periphery
structure. While high-income countries (the
core) retain control over capital and high-
end innovation, developing countries (the
periphery) provide cheap labour for services
and manufacturing. This relationship often
results in uneven benefits; corporations in
the Global North maximise profits, while
workers in the Global South face low wages
and limited upward mobility. Even when
job opportunities increase in developing
countries, they are often accompanied
by exploitative conditions, minimal legal
protections, and limited rights.

Sociologically, outsourcing can also lead
to alienation and identity fragmentation.
Workers in outsourced roles, such as call
centre employees, frequently operate in
disembedded contexts—serving foreign
clients in different time zones, adopting
new names, and mimicking foreign cultural
norms. This process creates a disconnect
between the worker’s social identity and work
identity, leading to emotional fatigue and
alienation, a concept Karl Marx highlighted
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in his critique of capitalist labour processes.
Workers are often disconnected from the end
product of their labour and from meaningful
workplace relationships, as performance is
governed by algorithms and key performance
indicators (KPIs).

The cultural consequences of outsourcing
are equally significant. Workers undergo
cultural training to neutralise their local
identities and align with Western norms,
which can result in a form of identity erasure.
Arlie Hochschild’s concept of emotional
labour refers to the process by which workers
are expected to manage and regulate their
emotions as part of their job roles, especially
in service-based occupations. Introduced in
her 1983 book The Managed Heart, emotional
labour involves producing certain feelings
(like warmth, empathy, cheerfulness) and
suppressing others (like anger or frustration)
to meet organisational expectations and
provide a desired customer experience.
Hochschild’s concept of emotional labour
is useful here, as workers must perform
scripted emotions—such as cheerfulness or
empathy—as part of their service, often under
constant surveillance. This performance
becomes a commodified part of the service
itself, adding another layer of psychological
stress to the outsourced workforce.

In countries from which jobs are
outsourced, such as the United States or the
United Kingdom, the practice often leads to
job displacement and economic insecurity.
This contributes to rising resentment,
nationalism, and populist backlash against
globalisation. Many displaced workers view
outsourcing as a threat to national jobs and
economic sovereignty. Sociologically, this
reflects growing tension between global
economic integration and domestic social
cohesion, with political implications seen
in election results, trade policy debates, and
anti-immigrant sentiments.

Gender is another important dimension
of outsourcing. Many outsourced jobs in
manufacturing and services are performed by
women, particularly in sectors like garment
production and data entry. While outsourcing
can offer new opportunities for women,
especially in conservative or patriarchal
societies, it also reinforces gendered
stereotypes of docility and emotional labour.
Women often face low wages, exploitative
working conditions, and the double burden
of paid and unpaid work.

Several sociological theories help interpret
outsourcing. Marxist theory views it as a
strategy for extracting surplus value by
exploiting cheaper labour. World-systems
theory emphasises its role in maintaining
global inequalities between core and
periphery regions. Feminist perspectives
highlight how outsourcing commodifies and
disciplines women’s labour. Postmodern
theorists might focus on the fragmentation
of identity and cultural dislocation, while
Weberian analysis would examine the
bureaucratic and rationalised systems of
control that govern outsourced labour, often
through digital technologies.

Real-world examples demonstrate these
patterns clearly. India’s BPO sector serves as
amajor hub for outsourced IT and customer
service work, employing millions but also
exposing them to night shifts, surveillance,
and cultural dissonance. Similarly, the
garment industry in Bangladesh illustrates
how outsourcing relies on low-cost, feminised
labour while ignoring worker safety, as
seen in the Rana Plaza collapse in 2013.
In the Global North, communities affected
by deindustrialisation and outsourcing
experience long-term economic stagnation
and social disintegration.

Outsourcing is not merely an economic
tool but a sociological phenomenon that
reshapes work, power, culture, and identity
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on a global scale. It reveals the structural
inequalities and contradictions of globali-
sation and challenges the ideals of fairness,
autonomy, and dignity in labour. A critical
sociological approach urges us to look beyond
efficiency and cost-savings and ask: who
benefits, who bears the cost, and what kind
of society does outsourcing create?

4.2.3 Flexible Labour

Flexible labour refers to employment
arrangements that deviate from the traditional
model of full-time, permanent jobs with
fixed hours and long-term security. This
includes part-time work, short-term contracts,
freelance gigs, shift-based schedules,
remote work, and zero-hour contracts. Such
flexibility has become a dominant feature of
the contemporary labour market, especially
under globalisation and neoliberal reforms,
where firms prioritise cost-efficiency,
adaptability, and competitiveness. While
flexibility is often praised for enhancing
productivity and giving workers greater
autonomy, its sociological implications are
far more complex and layered.

The rise of flexible labour marks another
major shift in contemporary work relations.
This includes part-time employment,
freelancing, short-term contracts, and
platform-based gig work. While flexibility
can offer freedom and autonomy, it often
leads to job insecurity, irregular income, and
a lack of social protection. Sociologists like
Ulrich Beck and Zygmunt Bauman interpret
this change as symptomatic of a “risk society”
and “liquid modernity,” where careers are
fragmented and individuals must constantly
adapt to survive economically.

The precariat, a term popularised by Guy
Standing, refers to the emerging class of
workers with insecure employment, no career
path, and minimal rights. Gig workers like
Uber drivers, Swiggy delivery personnel, or
freelance designers are emblematic of this

new labour category. They are often managed
by algorithms, lack union representation, and
operate in regulatory grey areas. Though
marketed as entrepreneurial, this model shifts
risks from corporations to workers, raising
critical concerns about dignity, rights, and
mental health.

One of the primary outcomes of flexible
labour is the rise of precarity. As sociologist
Guy Standing argues, a new class, the
“precariat” , has emerged, marked by insecure
employment, fluctuating incomes, and a
lack of social protections. Flexible workers
often lack access to benefits like pensions,
healthcare, or paid leave. This vulnerability
is compounded by the erosion of traditional
labour unions and the decline of stable,
industrial jobs, particularly in post-Fordist
economies. Ulrich Beck’s concept of the “risk
society” is relevant here, highlighting how
individuals are increasingly responsible for
managing the risks of employment, despite
systemic uncertainties.

Flexible work also deeply affects work-
life balance and mental health. While
some remote or gig-based roles offer more
control over one’s schedule, they often blur
the lines between work and personal life.
Many flexible workers experience long hours,
irregular shifts, constant connectivity, and
performance anxiety due to algorithmic
monitoring. Rather than enabling autonomy,
flexibility can mask new forms of managerial
control and digital surveillance, especially
through apps and platforms that track and
evaluate worker output in real time.

Gender dynamics are central to
understanding flexible labour. While part-
time or flexible jobs are often framed as
opportunities for women, particularly mothers
balancing work and caregiving, these roles
are frequently lower-paid, undervalued, and
limited in career advancement. Feminist
sociologists argue that flexibility, far from
being liberating, often reinforces traditional
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gender hierarchies by segregating women into
marginal, informal, or care-related sectors
of the economy, while men dominate high-
status, secure employment.

From a theoretical perspective, Marxist
scholars view flexible labour as a strategy
for capital to extract more surplus value,
weaken worker solidarity, and shift risks onto
individuals. World-systems theory situates
flexibility within global economic inequal-
ities, where workers in the Global South
perform outsourced, flexible labour for corpo-
rations based in the Global North. Weberian
perspectives emphasise the rationalisation
and bureaucratic control mechanisms that
govern flexible workers, particularly in plat-
form economies. Technologies such as rating
systems, algorithmic scheduling, and gig
platforms turn human labour into a quanti-
fiable, programmable function—removing
discretion and deepening alienation.

In practice, the gig economy is the most
visible manifestation of flexible labour today.
Platforms like Uber, Fiverr, Swiggy, and
Upwork promise entrepreneurial freedom but
deliver highly volatile and unregulated work
environments. Gig workers are often denied
employment status, health benefits, and bar-
gaining power, making them susceptible

Recap

to sudden policy changes, poor pay, and
exploitative practices. At a global level,
the dual labour market is becoming more
entrenched, with highly skilled knowledge
workers enjoying flexible autonomy, while
millions in informal or outsourced work
face instability and exploitation.

Labour movements and policy advocates
have responded by demanding regulation and
protection for flexible workers. Suggestions
include recognising platform workers as
employees, creating portable benefits sys-
tems, and instituting universal basic income
(UBI). Some governments are beginning to
respond, but most legal frameworks remain
outdated in addressing the challenges posed
by new forms of work.

Flexible labour is not just a technical shift
in employment patterns—it is a sociological
transformation that redefines the meaning
of work, class, gender, and power. While
offering new opportunities for adaptability
and innovation, it also threatens to normalise
insecurity, inequality, and atomisation. A
sociological lens reveals that the discourse
of “flexibility” must be critically examined:
whose flexibility is being prioritised, and at
what social cost?

¢ The knowledge industry involves the production, dissemination, and
application of knowledge as a primary economic resource.

¢ It includes sectors like education, research, IT services, media, and
creative industries that rely on intellectual and symbolic labour.

¢ Knowledge work is shaped by digital technologies, global connectivity,
and the commodification of information.
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¢ Sociologists like Adorno critique the knowledge industry for standardising
thought and serving capitalist interests under the guise of enlightenment.

¢ The knowledge economy fosters new hierarchies, privileging cognitive
over manual labour and reinforcing educational and digital divides.

¢ Outsourcing refers to transferring work to external or overseas units
for cost efficiency and specialisation.

¢ [Itreshapes the global division of labour, often moving jobs from high-
income to low-income countries.

¢ Outsourced workers frequently face low wages, job insecurity, cultural
alienation, and algorithmic control.

¢ Sociological theories link outsourcing to global inequality (world-
systems theory) and worker alienation (Marxism).

¢ While creating employment in developing countries, outsourcing often
weakens labour rights and protections.

¢ Flexible labour includes part-time, contract, freelance, remote, and
gig-based work arrangements.

¢ [t reflects post-Fordist shifts toward adaptability, cost-cutting, and
individualised employment.

¢ Flexibility often leads to precarity, with workers facing instability, lack
of benefits, and burnout.

¢ Feminist and Marxist perspectives critique flexible labour for reinforcing
gendered exploitation and capitalist fragmentation.

Objective Questions

1. Which term was popularised by Lyotard in his influential work 7The
Postmodern Condition?

2. Who popularised the term precariat?

3. The practice of delegating business processes to external or overseas
firms to reduce costs and increase efficiency is known as what?
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4. Who introduced the term emotional labour?
5. Who is the author of The Managed Heart?

6. Which social class comprises people suffering from job insecurity, lack
of stable employment, and minimal labour rights?

7. What is the term used for the labour arrangement where work hours,
contracts, or job roles are adaptable to employer or market demands?

8. Name the condition where workers feel disconnected from the product.

9. Which labour market is characterised by short-term and freelance often
mediated through digital platforms?

10. What is the term used when business operations or services relocate
to another country ?

11. What is surveillance in labour?

12. What is freelancing?

Answers

1. Knowledge Industry
2. Guy Standing

3. Outsourcing

4. Arlie Hochschild

5. Arlie Hochschild

6. Precariat

7. Flexibility

8. Alienation

9. Gig economy
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10. Offshoring

11. The monitoring and regulation of worker activities, often through
digital tools, to ensure productivity and compliance.

12. Working independently on a project or contract basis without long-
term commitments to a single employer.

Assignments

1. Assess the relevance of the gig economy amidst the growing digitalisation
of services.

2. Compare and contrast the concepts of alienation and surveillance of
labour.

3. ‘Outsourcing is a modern expression of labour exploitation and capital
accumulation, reinforcing global inequalities,’ justify.

4. Describe the knowledge industry.
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Market as a Social Institution

UNIT

Learning Qutcomes

After the completion of this unit, the learner will be able to:

¢ discuss the meaning and significance of markets as social institutions
¢ explain the various types of markets and their socio-cultural foundations

¢ cxamine the characteristics of a market economy from a sociological
perspective

¢ analyse the interrelationship between economic transactions and social
structures, exploring the concept of embeddedness in market relations

Prerequisites

Understanding the market as a social institution requires a foundational awareness
of how human societies organise economic activities within cultural, political, and
historical contexts. Traditionally, markets have been viewed through the lens of
economics alone, focusing on supply, demand, and competition. However, sociologists
argue that markets are not neutral spaces but are shaped by social relations, norms,
and power structures. To prepare for this perspective, it is important to draw on earlier
sociological knowledge such as the concept of social institutions, the relationship
between individual agency and social structure, and theories of human behaviour
within organised systems. For instance, comparing a weekly village fair to a digital
e-commerce platform can help students see how diverse market forms emerge from
distinct social settings, guided by different cultural values and expectations.

To stimulate interest and curiosity, the exploration of questions like: Why do people
trust some markets more than others? How do culture and tradition shape buying
and selling behaviour? These reflections allow for a critical examination of familiar
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market experiences from a sociological lens. By developing the topic through real-
life illustrations such as informal street vendors versus multinational retail chains
one begins to appreciate how markets serve not only economic functions but also
reflect deeper social meanings. This unit thus bridges the gap between economic
practice and sociological insight, helping to move beyond abstract theories to a
more holistic understanding of market behaviour within society.

Keywords

Market, Market economy, Embeddedness, Capitalism, Social institution, Exchange
relations, Supply and demand, Economic sociology

Discussion

5.1.1 Market as a Social
Institution

In every corner of the world, whether it’s
the buzzing street bazaars of Delhi, the open-
air markets of rural Africa, or the sleek glass
buildings of Wall Street, markets have long
served as spaces where goods are exchanged,
services negotiated, and relationships formed.
But a market is not merely a physical place
where buying and selling happen. It is a
social institution—a site where economic
actions are embedded in culture, history,
norms, and human interaction.

To understand markets only in economic
terms is to miss half the story. Scholars like
Mark Granovetter (1992) challenged the
traditional economic notion of the market as
an impersonal and rational mechanism. In his
influential work Economic Action and Social
Structure: The Problem of Embeddedness,
he argued that market behaviours are deeply
intertwined with social networks. A vendor
at a weekly fish market might give a discount
to a familiar customer not because it makes
economic sense, but because of trust, loyalty,
and a long-standing relationship. Thus, the
market is not detached from society; it is
embedded within it.
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Looking deeper into the philosophy of
money, Georg Simmel (1974) explored
how the emergence of monetary exchange
changed the very texture of social life. In
The Philosophy of Money, he proposed that
while money increased individual freedom
by allowing people to interact beyond
traditional roles and boundaries, it also led
to a certain impersonality and rationalisation
of relationships. The transition from barter
to currency was not just an economic shift,
but it was a transformation in how people
related to one another. As money becomes
the common denominator of all values, social
ties risk becoming transactional.

The market, in this sociological view,
is not just where goods are sold; it’s where
societies express themselves, relationships
are negotiated, and identities are performed.
It is a mirror reflecting both the aspirations
and inequalities of the communities it serves.

Markets, as social institutions, are deeply
embedded in networks of relationships,
regulations, and norms. The works of Polanyi
(1944) and Granovetter (1992) argue that
markets are not independent entities but are
rather interconnected with broader social
structures. For example, informal labour



markets, where employment decisions are
based on personal connections rather than
formal job applications, illustrate how social
networks shape economic outcomes. Polanyi’s
study of historical economies showed that
pre-capitalist societies functioned through
reciprocal exchange rather than market-
driven supply and demand, demonstrating the
embeddedness of trade in social obligations.

Markets serve as more than just economic
entities facilitating trade; they are deeply
entrenched social institutions shaped by
cultural norms, political systems, and
social relationships. The classical economic
perspective, particularly that of Adam Smith,
presents the market as a self-regulating
system driven by supply and demand.
However, sociologists challenge this notion,
arguing that markets function within and are
influenced by social structures.

Karl Polanyi introduced the concept
of embeddedness, asserting that markets
do not exist in isolation but are embedded
within broader societal frameworks.
This perspective counters the classical
view of markets as autonomous entities,
highlighting social networks' influence,
historical contexts, and institutional
regulations. Mark Granovetter (1992) further
developed this idea, emphasising the role
of interpersonal relationships in shaping
economic transactions.

Consider the case of stock markets and
social networks. Swedberg (2005) highlights
how rational calculations are not solely driven
by investor behaviour but also by relationships
and trust. The 2008 financial crisis, for
instance, demonstrated how overreliance
on structured financial instruments—often
endorsed within tight-knit financial circles—
led to market collapse. Another scenario is
consumer markets and cultural influence.
Ritzer’s (2011) concept of McDonaldization
explains how global markets standardise
consumer experiences, shaping expectations

and economic interactions worldwide. From
fast-food chains to online shopping platforms,
markets are influenced by predictable
efficiency, control, and calculability models.

A market is a structured system where
buyers and sellers interact to exchange goods,
services, and resources. As a social institution,
a market is not just an economic concept
but also a reflection of social relationships,
cultural norms, and institutional regulations
that shape economic behaviour. Markets play
a vital role in organising the production,
distribution, and consumption of goods
while influencing social hierarchies, power
structures, and individual opportunities.

Examples:

*  Weekly village markets
in India function as social
spaces where communities
interact.

* Stock exchanges are highly
regulated institutions where
securities are traded, reflecting
capitalist economies.

/ N\

Karl Polanyi’s Theory of Embeddedness

Polanyi argued that economic actions
are not independent but embedded in
social institutions. Markets cannot
function without social regulations,
cultural norms, and institutional
interventions, making them dynamic
rather than purely economic structures.

\\ /
5.1.2 Nature of Markets

To understand the market as more than a
mere place of exchange, one must appreciate
its evolving nature. Historically, markets have
never been static. They have shifted across
time and geography, shaped by the societies
they serve. In pre-industrial societies, markets
were embedded in social obligations and
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communal ties. As anthropologist Marshall
Sahlins (1974) highlighted in Stone Age
Economics, goods were exchanged for utility
and to reinforce kinship, honour, and status.
He argued that early economies operated not
on profit but on reciprocity and redistribution,
where social relationships precede wealth
accumulation.

In contrast, the modern capitalist market
operates on a different logic. With the rise
of industrialisation and urbanisation, the
market became impersonal and rationalised,
echoing Georg Simmel's concerns about the
growing abstraction in human interactions.
The introduction of money as a universal
medium of exchange, while increasing
efficiency, also introduced alienation—
individuals began to be valued not for who
they are, but for what they can buy or sell.
The commodification of labour, relationships,
and even time transformed everyday life.

The market, thus, is not just a backdrop
to economic activity—it is constitutive of
social norms, hierarchies, and behaviours.
Granovetter’s theory of embeddedness
emphasised that even in today’s hyper-
competitive economies, personal networks,
trust, and informal rules still play a crucial
role. From job referrals to vendor-buyer
loyalty, social ties mediate market behaviour,
revealing that the economy is always social.

5.1.3 Types of Markets

Markets take on many forms depending
on the nature of goods exchanged, the
participants involved, and the systems
governing them. Broadly, markets can
be categorised into formal and informal,
traditional and modern, local and global,
and physical and digital, and they are not
merely economic spaces for transactions but
are deeply embedded in social, cultural, and
institutional contexts. Sociological theories
help us unpack how markets operate as
social institutions, influenced by values,
relationships, norms, and power dynamics. As

Granovetter (1992) argues in his concept of
embeddedness, economic actions are rooted
in social networks and cannot be understood
in isolation.

5.1.3.1 Traditional Markets

Traditional markets are culturally
embedded spaces where exchange is often
governed by customs, kinship, and trust rather
than price alone. Drawing on the work of
Marshall Sahlins (1974) and Wilk & Cliggett
(2018), traditional markets reflect reciprocal
economies, where social relationships
determine the flow of goods and services.
Here, barter and informal credit systems
often thrive. These markets emphasise
social embeddedness and reflect economic
anthropology, where cultural meanings
and communal obligations shape market
behaviour. Long before digital apps, stock
exchanges, or complex economic algorithms,
human societies engaged in what we now
call traditional markets—social spaces where
exchange wasn’t just about profit, but about
relationships, customs, and community. A
traditional market is a localised, culturally
embedded form of exchange, often marked
by face-to-face interactions, bargaining, and
social trust.

Traditional markets are usually physical
spaces like weekly bazaars, haats, or village
fairs here producers, traders, and buyers come
together. But they are more than economic
hubs; they are social institutions steeped in
rituals, norms, and values.

Traditional markets are localised, face-
to-face exchange systems rooted in culture,
community, and customs. They often occur
in fixed physical spaces like village bazaars,
weekly haats, or temple fairs. Goods are
usually locally produced, and transactions
are based on trust, social norms, and informal
bargaining. These markets reinforce social
ties and reciprocity, especially in rural and
tribal settings.
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Example:A village haat in Jharkhand or
a fish market in coastal Kerala.

Key Features of Traditional Markets:

1. Face-to-face interaction between
buyers and sellers

2. Cultural and social embeddedness
of transactions

3. Reliance on trust, reputation, and
community norms

4. Local sourcing of goods and
informal credit systems

5. Often tied to religious or seasonal
calendars (e.g., harvest markets,
temple fairs)

5.1.3.2 Regulated Markets

These markets are structured by formal
institutions, policies, and laws to ensure
equity and prevent exploitation. Regulation
reflects the state’s role in market governance,
aligning with Smelser’s (2013) idea that
markets function within a broader institutional
framework. For example, India's APMC
(Agricultural Produce Market Committee)
markets are set up to safeguard farmers
from middlemen and price volatility.
Regulated markets illustrate the intersection
of bureaucracy (Weber) and state-market
relations, where legal and political norms
bind economic actions.

In the bustling rhythm of modern
economies, markets rarely operate in a
vacuum. While the idea of the free market
appeals to notions of liberty and competition,
the reality of social life demands structure,
fairness, and intervention. This is where
regulated markets emerge—not simply
as a policy tool but as a social institution
shaped by collective needs and normative
frameworks.

Regulated markets are those where

the state or governing bodies intervene to
shape, guide, or control economic activity,
ensuring equity, protecting consumers, and
preventing monopolistic or exploitative
practices. These interventions may include
price controls, licensing, quality checks,
safety standards, and labour regulations.
But beyond administrative mechanisms,
regulated markets reflect a deeper moral
and sociological contract—recognising that
unchecked markets can generate inequality,
environmental degradation, and social unrest.

Sociologically, regulated markets can
be viewed through Neil Smelser's (2013)
concept of the “institutional embeddedness”
of economic life. Markets, he argues, are
not standalone entities but are interwoven
with legal, political, and cultural institutions.
The very presence of regulation indicates
that society perceives certain economic
behaviours as requiring guidance, correction,
or limitation. This challenges the classical
economic notion of homo economicus—the
purely rational actor—by acknowledging the
complex social motives and consequences
behind economic action.

Furthermore, Max Weber’s theory of
bureaucracy helps us understand how state-
led regulation creates formal rules and roles,
structuring economic life within predictable
systems of authority. While this reduces
uncertainty and ensures accountability, it
can also lead to rigidity or inefficiency—
problems Weber called the “iron cage” of
modern rationality.

These markets are controlled by
government or institutional authorities to
ensure fair trade, price stabilisation, and
protection of consumer and producer rights.
Rules and systems are in place to prevent
exploitation, ensure quality, and facilitate
transparency. They are especially important
in sectors like agriculture. Example:
Agricultural Produce Market Committees
(APMCs) in India.
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Features of Regulated Markets

1. State Intervention

The government or a regulatory authority
actively monitors and controls the functioning
of the market to ensure fairness, transparency,
and protection of public interest.

2. Legal Framework

Regulated markets operate under specific
laws and policies, such as price controls,
licensing, taxation, or product standards.

3. Protection of Stakeholders

These markets aim to protect vulnerable
participants like consumers, farmers,
and small traders from exploitation and
monopolistic practices.

4. Standardisation and Quality
Control

Goods and services in regulated markets
must often meet set quality standards to
ensure safety and uniformity.

5. Transparency in Transactions

Regulated markets encourage open
bidding, official pricing mechanisms, and
documented contracts to reduce corruption
and malpractices.

6. Price Regulation

Prices of essential commodities or services
may be controlled or influenced to prevent
inflation, hoarding, and black marketing.

7. Prevention of Unfair Trade
Practices

Regulatory mechanisms check fraud,
cartel formation, and unethical competition,
ensuring a level playing field.

8. Infrastructure and Institutional
Support

Regulated markets are often supported by
institutional bodies (e.g., APMC in India),
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with dedicated spaces, auction yards, storage
facilities, etc.

9. Balanced Growth and Equity

By regulating markets, governments
attempt to balance economic growth with
social welfare, ensuring that profits do not
come at the cost of social justice.

5.1.3.3 Free Markets

In a free market society, there is minimal
state regulation, allowing individuals and
businesses to set prices, enter or exit markets,
and choose goods and services according
to preference. This often leads to rapid
innovation, competition, and efficiency.
Digital platforms like Amazon or eBay are
modern manifestations of this model—fluid,
decentralised, and responsive to consumer
behaviour in real time.

From the lens of classical economics,
thinkers like Adam Smith envisioned the
free market as governed by an "invisible
hand," where rational individuals, each
pursuing their own interest, collectively
produce beneficial outcomes for society.
However, as Mark Granovetter (1992)
critiques in Economic Action and Social
Structure, this perspective overlooks the
social embeddedness of market behaviour.
Economic actors are not isolated atoms;
they are influenced by social norms, trust
networks, and institutional rules.

Yet, George Simmel’s (1900) work in The
Philosophy of Money reveals the cultural
costs of such market autonomy. He warns that
money-mediated relationships, central to free
markets, can lead to depersonalisation, where
human interactions become transactional
and stripped of emotional depth. This results
in a society where value is increasingly
determined by price rather than meaning
or morality.

Moreover, Ritzer’s (2011) concept of



McDonaldization—the process by which
principles of fast-food chains dominate
other sectors—can be seen as a critique of
unchecked free market logic. Efficiency,
calculability, predictability, and control may
serve market expansion but erode cultural
diversity and human spontaneity.

In free markets, supply and demand
dictate prices, with minimal government
interference. These markets encourage
competition, innovation, and efficiency, but
can also lead to inequality and monopolies if
unregulated. Free market systems are often
associated with capitalist economies.

Features of Free Markets

1. Minimal Government
Intervention

Economic activities are largely unregulated
by the state. Decisions regarding production,
pricing, and consumption are made by
individuals and firms.

2. Price Determination by Market
Forces
Prices are set through the interaction
of supply and demand. There is no central
authority fixing prices, making the market
self-regulating in nature.

3. Freedom of Choice

Consumers and producers are free to
choose what to buy, sell, or produce, based
on personal preferences and profit motives.

4. Profit Motive as Driving Force
Firms operate to maximise profits, which
in turn encourages innovation, efficiency,
and competitiveness.

5. Competition Among Sellers and
Buyers

A healthy level of competition exists,
which helps lower prices, improve quality,
and increase consumer choice.

6. Private Ownership of Resources

Land, labour, and capital are owned
privately, and their use is determined by
individual or corporate interests rather than
state planning.

7. Voluntary Exchange

Transactions in free markets are made
voluntarily, with both parties (buyer and
seller) entering the deal for mutual benefit.

8. Limited Role of the State

The government’s role is restricted to
enforcing contracts, protecting property
rights, and maintaining law and order.

9. Decentralised Decision Making

Unlike in centrally planned economies,
decisions in free markets are made at the
individual or firm level, not by a centralised
authority.

10. Innovation and Dynamism

Due to competition and profit incentives,
free markets often lead to technological
advancement and dynamic product
development.

5.1.3.4 Digital/Online Markets

In the age of algorithms and global
connectivity, digital or online markets have
emerged as transformative spaces, reshaping
economic exchanges. Unlike traditional
marketplaces rooted in physical space,
digital markets exist in the virtual realm—
operating 24/7, transcending geographical
boundaries, and blurring the lines between
producers and consumers. These markets are
not merely technological innovations; they
are deeply social institutions, embedded in
networks of trust, reputation, and algorithmic
governance.

At first glance, digital markets seem to
extend the principles of the free market—
enhancing individual choice, lowering
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transaction costs, and increasing efficiency.
Platforms like Amazon, Flipkart, and eBay
allow sellers and buyers from diverse
regions to interact in real time, often without
intermediaries.

From a sociological lens, digital
markets reflect the broader processes of
McDonaldization. Online platforms prioritise
efficiency, calculability, predictability, and
control—hallmarks of rationalised systems.
Customers expect instant deliveries, precise
tracking, and standardised service. However,
such convenience often comes at the cost of
labour exploitation, consumer manipulation,
and the erasure of local market cultures.

Digital markets are not just new channels
of exchange—they are reconfigurations of
social life, reshaping how we value goods,
relate to each other, and experience labour.
As a social institution, the digital marketplace
exemplifies the convergence of technology,
capitalism, and culture. Sociological analysis
reminds us that behind every click and
transaction lies a complex web of human
behaviours, structural inequalities, and
evolving norms. Understanding these
dimensions is crucial for grasping the true
nature and impact of markets in the digital
age.

Digital markets have revolutionised
commerce by digitising transactions and
decentralising sellers. These markets
demonstrate the rise of platform capitalism,
where data becomes a currency. As Howes
(1996) notes in Cross-Cultural Consumption,
digital spaces reshape consumer identity and
behaviour. Online markets also challenge the
traditional boundaries of time, space, and
personal interaction. These markets align with
Giddens' idea of disembedding mechanisms,
where face-to-face trust is replaced by
algorithmic logic and digital reputation
systems. These are virtual platforms where
buyers and sellers interact via the internet.
They offer convenience, reach, and speed

but reduce personal interaction. Technology
enables real-time transactions, user reviews,
and algorithm-based recommendations.
These markets have transformed global
commerce in the last two decades.

Example: Amazon, Flipkart, eBay, and
small businesses on Instagram or WhatsApp.

5.1.3.5 Black Markets

Operating outside the legal framework,
black markets are driven by exclusion, scarcity,
and resistance. They represent marginal
economies where legality is suspended.
These markets can be understood through
the lens of critical sociology, highlighting
the structural inequalities that drive people
into illicit trade. These markets demonstrate
how power, inequality, and state control
shape the economy. Karl Polanyi's idea of
double movement—society’s resistance to
unfettered markets—is relevant here. Because
of their illicit nature, prices can be inflated,
and quality cannot be guaranteed.

Examples:Illegal drug trade, smuggling
of rare goods, unlicensed arms dealing.

5.1.3.6 Financial Markets

These are markets where financial
instruments like stocks, bonds, and
derivatives are traded. They are critical to the
functioning of modern economies, allowing
for investment, capital formation, and risk
management. They are highly regulated and
often complex.

Example: Bombay Stock Exchange (BSE),
New York Stock Exchange (NYSE).

These are complex institutional arenas
where capital is traded, regulated, and
invested. Simmel's (1900) The Philosophy
of Money helps us understand how money
becomes a symbol of value abstraction,
affecting human relations and social distance.
Financial markets often reflect global
inequalities and speculative behaviours.
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The commodification of risk, anonymity
in transactions, and the rise of speculative
culture point to the growing detachment of
finance from production.

5.1.3.7 Informal Market

Informal markets exist outside the
formal economy, often without licences,
tax compliance, or labour protections. They
are highly prevalent in developing countries
and serve as important livelihood sources
for marginalised populations.

Example:Street vendors, small food
stalls, local craftsmen selling without formal
registration.

Informal markets reflect the survival
strategies of marginalised groups, especially
in developing nations. Wolf (1999) and
Verdery (1996) provide insights into how
informal economies thrive in post-colonial
and post-socialist contexts. These markets
often resist formalisation but are vital to
grassroots economic life. Informal markets
illustrate resilience, agency, and social
reproduction under conditions of state
failure or exclusion. They are sites of both
innovation and precarity.

Understanding the types of markets
through sociological theories helps us move
beyond the economic lens and view markets
as dynamic, socially embedded institutions.
From George Simmel’s philosophical
reflections on money to Granovetter’s
embeddedness and Smelser’s institutional
economics, sociology reveals how markets
are shaped by human behaviour, culture,
and power. This sociological approach is
essential for grasping the moral, relational,
and institutional fabric of economic life.

5.1.3.8 Global Markets

Shaped by transnational corporations and
digital finance, global markets represent
a new frontier. Here, economic decisions
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made in one part of the world can ripple
across continents. The global market is where
culture meets capital, and inequalities are
magnified even as connections expand.

5.1.4 Market Economy

Imagine a small town in transition. Once
known for its bustling traditional markets
where fishmongers, potters, and farmers
haggled with regular customers under the
shade of banyan trees, the town is now
transforming. Young entrepreneurs set up
sleek storefronts and online portals; locals
speak of investments, stocks, and global
demand. What we’re witnessing here is
not just economic change; it’s the rise of a
market economy. A market economy is an
economic system in which the production,
distribution, and pricing of goods and services
are governed primarily by supply and demand
with minimal state intervention.

Atits core, a market economy is a system
where economic decisions like what to
produce, how to produce, and for whom
are driven by supply and demand, rather than
by central planning. Prices are determined
through competition, and resources are
allocated through voluntary exchange. It
promises individual freedom, innovation,
and growth. But as we peel back the layers,
we see that this economic model is not just
about numbers; it is deeply social, cultural,
and ideological.

The rise of a market economy brings
choice, innovation, and growth, but also
competition, inequality, and social disruption.
It changes how people work, what they
consume, how they relate to each other,
and even how they imagine success. In the
town, the community’s cohesion is tested as
new economic aspirations reshape values and
relationships. Through the lens of economic
sociology, we understand that the market
economy is not a cold, mechanical system;
itis a living, evolving social institution. Its
impacts are not just economic but deeply
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human. A market economy is driven by
supply and demand with minimal government
intervention. While this system fosters
innovation and efficiency, it also creates
social disparities.

A market economy is an economic system
where private individuals and businesses
make economic decisions based on supply
and demand, with minimal government
intervention.

Examples of Market Economies

* The United States : A highly
capitalist economy with
minimal  government
intervention.

* Germany: A social market
economy with a balance of
free-market principles and
social welfare.

* Japan : A technologically
advanced economy driven
by market forces.

5.1.4.1 Contrasting System:
Mixed Economy

Countries like India and China operate
as mixed economies, where both market
forces and government planning coexist.
For example: India has private businesses
(Reliance, Tata) and public enterprises
(Indian Railways, ONGC).

A combination of historical, cultural,
and institutional influences shapes markets.
Verdery (1996) explores how post-socialist
economies transitioned from state-controlled
markets to capitalist structures, illustrating
how market mechanisms are not universal
but rather context-dependent. The shift from
command economies to privatized trade in
Eastern Europe required the establishment
of new social contracts, reflecting Polanyi’s
(1944) argument that markets must be
embedded in regulatory frameworks to

function effectively. Similarly, Smelser
(2013) examines how social structures
influence economic policies, highlighting the
role of governments in market stabilization.

Markets, as social institutions, are deeply
embedded in society, shaping and being
shaped by social norms, political structures,
and economic policies. The type of market
and the extent of government intervention
determine the nature of economic activities
and social relations. Markets, rather than
being self-regulating systems, are deeply
influenced by social relations, historical
contexts, and institutional regulations. As
societies evolve, so do market structures,
adapting to new forms of economic exchange
while remaining embedded in social networks.
Understanding markets as social institutions
provides a holistic view of economic systems,
reinforcing the interconnectedness of the
economy and society.

5.1.4.2 Market Economy’s
Impact on Society

* Innovation and Choice:
People now have access to
global goods, from Korean
skincare to Turkish rugs,
thanks to market expansion.

* Entrepreneurship : Young
people are starting businesses,
building apps, and offering
freelance services.

* Inequality : As Wilk &
Cliggett (2018) observe,
market economies can widen
social gaps. Those with
capital and digital access
thrive; others fall behind.

e Cultural Erosion : Local
crafts, traditional diets,
and indigenous knowledge
systems may lose relevance
when global brands flood the
market.
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The emergence of a market economy
where supply and demand determine prices
and production is often hailed as a driver of
growth and innovation. However, its impact
on society is far from neutral. In a market
economy, individual choice becomes central.
On the surface, this appears empowering.
Consumers select from vast options, and

entrepreneurs compete to offer better services.
Moreover, the market economy often fosters
inequality. Those with capital and access
to resources dominate production, while
others become mere labour inputs. The
commodification of education, healthcare,
and even water reveals how deeply the market
logic can penetrate into basic human needs.

Recap

¢ Markets are more than economic spaces; they are social institutions
embedded in culture, history, norms, and human interaction.

¢ Economic actions in markets are deeply intertwined with social networks,
challenging purely rational economic notions.

¢ Money's emergence transformed social life, increasing individual freedom
but also leading to impersonality and rationalisation of relationships.

¢ Sociologically, markets reveal who participates, how values and emotions
shape exchange, cultural assumptions behind prices, and power structures.

¢ Markets are embedded in relationships, regulations, and norms, demonstrating
their interconnectedness with broader social structures.

¢ Polanyi and Granovetter highlight that markets are not independent
entities but are influenced by social frameworks.

¢ Classical economics views markets as self-regulating, but sociologists
argue they are influenced by social structures.

¢ The concept of embeddedness emphasises that markets exist within
broader societal frameworks, shaped by networks and historical contexts.

¢ Investor behaviour in stock markets is influenced by relationships and
trust, not solely rational calculations.

¢ McDonaldization illustrates how global markets standardise consumer
experiences, impacting expectations and economic interactions.

¢ Markets organise production, distribution, and consumption, influencing
social hierarchies, power, and individual opportunities.

¢ Historically, markets evolved from being embedded in social obligations
to becoming impersonal and rationalised in modern capitalism.
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The commodification of labour, relationships, and time transformed
everyday life with the rise of modern markets.

Even in hyper-competitive economies, personal networks, trust, and
informal rules play a crucial role in market behaviour.

Markets are categorised into traditional, regulated, free, digital/online,
black, financial, and informal, each with distinct features.

Traditional markets are culturally embedded, governed by customs, kinship,
and trust, often emphasising reciprocity.

Regulated markets involve state or governing body intervention to ensure
equity, protect consumers, and prevent exploitation.

Free markets operate with minimal state regulation, driven by supply
and demand, fostering innovation but potentially leading to inequality.

Digital/online markets transcend physical space, operating 24/7, blurring
producer-consumer lines, and embedded in algorithmic governance.

Black markets operate outside legal frameworks, driven by exclusion,
scarcity, and highlighting structural inequalities.

Financial markets trade instruments like stocks and bonds, reflecting
global inequalities and speculative behaviours.

Informal markets exist outside the formal economy, serving as livelihood
sources for marginalised populations and reflecting resilience.

Global markets, shaped by transnational corporations and digital finance,
magnify inequalities even as connections expand.

A market economy is an economic system where production, distribution,
and pricing are primarily governed by supply and demand with minimal

state intervention.

The market economy, while promising freedom and innovation, is deeply
social, cultural, and ideological, embedded in networks of trust and norms.

Market economies can lead to innovation and choice but also to inequality
and cultural erosion.

Mixed economies combine market forces and government planning,
illustrating the contextual nature of market mechanisms.

Understanding markets as social institutions provides a holistic view,
reinforcing the interconnectedness of economy and society.
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Objective Questions

8.

9.

What challenges the traditional economic view of markets?

Who explored how monetary exchange changed social life?

What concept did Karl Polanyi introduce regarding markets?

What drives a self-regulating market in classical economics?

What explains global markets standardising consumer experiences?
What type of market relies on customs and kinship?

What prevents exploitation in regulated markets?

What is the primary driving force in free markets?

What are virtual platforms for buyer-seller interaction?

10. What operates outside the legal framework due to exclusion?

Answers
1. Social networks
2. Georg Simmel
3. Embeddedness
4. Supply and demand
5. McDonaldization
6. Traditional
7. State intervention
8. Profit motive
9. Digital markets

10. Black markets
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Assignments

1. Analyse the sociological implications of Georg Simmel's The Philosophy
of Money in understanding the transformation of social relationships with
the emergence of monetary exchange.

2. Compare and contrast the key characteristics of traditional markets and
regulated markets. How do these differences highlight the varying degrees
to which social and institutional factors influence economic exchange?

3. Examine the concept of McDonaldization as applied to digital/online
markets. How does this sociological perspective help us understand the
broader societal impact of these modern market structures?

4. Despite the perceived benefits of free markets (innovation, efficiency),

what are the potential social costs and inequalities that can arise from
their unregulated operation?
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Free Trade, Fair Trade, and
Economic Reforms

Learning OQutcomes

After the completion of this unit, the learner will be able to:

¢ cxplain the conceptual differences between free trade and fair trade,
along with their socio-economic implications

¢ cxamine the key features, positive impacts, and socio-economic
challenges associated with economic liberalisation policies

¢ cvaluate the impacts of privatisation on efficiency, social equity, and
the nature of public services

Prerequisites

To understand the debates surrounding free trade, fair trade, liberalisation, and
privatisation, one needs a foundational grasp of markets as social institutions
rather than purely economic entities. Traditionally, economics views markets in
terms of supply, demand, and competition, but sociologists argue that markets are
embedded in social, cultural, and political structures. This perspective helps explain
why economic policies affect different social groups in varied ways.

A key prerequisite is an understanding of economic transitions, such as how
societies shift from state-controlled to market-driven economies. Liberalisation
and privatisation often lead to structural changes that impact employment, wealth
distribution, and consumer behaviour. Familiarity with the sociology of economic
life, which examines how policies shape market inequalities,is also important. By
examining real-world examples such as the rise of digital markets, corporate supply
chains, and labour outsourcing, a sociological perspective on trade policies can
be gained. This unit will encourage critical assessment the impact of free-market
policies on different stakeholders and explore alternative trade models that promote
equity and sustainability.
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Keywords

Free trade, Fair trade, Liberalisation, Privatisation, Market embeddedness, Economic

globalisation, Consumer culture

Discussion

The global marketplace often presents a
fundamental tension: should trade be entirely
free, allowing corporations to operate without
restrictions, or should it be fair, ensuring
producers receive a just price for their work?
This dilemma lies at the heart of the ongoing
debate between free trade and fair trade,
which has significantly shaped economies,
markets, and societies worldwide. Proponents
of free trade emphasise its potential to drive
economic growth by expanding market
access, fostering innovation, and increasing
efficiency. They argue that removing tariffs
and other barriers leads to lower prices and
a wider variety of goods for consumers, as
countries specialise in what they produce
most efficiently. This approach, rooted
in classical economic theories, suggests
that overall prosperity is maximised when
markets are allowed to operate with minimal
government intervention, guided by supply
and demand.

The fair trade movement advocates for
an alternative approach. Fair trade seeks
to ensure that producers, particularly in
developing countries, receive a just price
for their products, enabling them to achieve
income security and sustainable livelihoods.
This model also emphasises improved
working conditions, community development
initiatives environmental protection, and the
empowerment of marginalised producers
through cooperative structures. Fair trade
aims to inject ethical considerations directly
into the economic transaction, fostering
transparency and promoting long-term,
equitable partnerships.

5.2.1 Free Trade

Free trade is based on the idea that
removing barriers—such as tariffs, import
quotas, and subsidies—allows markets to
function more efficiently.

For decades, governments and economists
have championed free trade as a means to
boost economic growth. The idea is simple:
remove barriers like tariffs, quotas, and
government restrictions, allowing goods
and services to flow freely across borders.
In theory, this system benefits everyone—
businesses expand, consumers get cheaper
products, and economies flourish. Free trade
refers to an economic policy where goods
and services flow across international borders
with minimal government restrictions,
such as tariffs, quotas, and subsidies. The
fundamental idea behind free trade is that
markets function most efficiently when there
are no artificial barriers to trade.

However, free trade is often not as "free"
as it sounds. The power dynamics in global
trade are heavily skewed in favour of wealthy
nations and multinational corporations. The
market dictated prices, and he had little
control over his earnings. At the same time,
companies in developed countries took
advantage of cheap labour in developing
nations, outsourcing manufacturing to
places where wages were low and worker
protections were minimal. While consumers
in London, New York, or Tokyo enjoyed
inexpensive goods, the workers who made
them often struggled in poor conditions,
with limited rights and no bargaining power.
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5.2.1.1 Key Features of Free

Trade:
* No Tariffs or Import Taxes:
Countries do not impose extra
charges on imported goods.

* No Quotas: There are no
limits on the quantity of
goods that can be imported
or exported.

*  No Government Subsidies:
Governments do not
financially support local
industries to make them more
competitive.

* Minimal Regulations: Trade
policies do not impose heavy
restrictions on businesses.

» Competitive Markets: Prices
are determined by supply
and demand, rather than
government intervention.

5.2.1.2 The Dynamics of Free
Trade: Benefits and Challenges

Free trade, while a powerful engine for
economic growth and consumer welfare, also
presents notable societal and environmental
challenges.

Benefits :

* Economic Growth: Increases
market size, leading to greater
productivity and innovation.

* Lower Prices: Consumers
benefit from access to cheaper
goods and services.

e @Greater Consumer Choice:
A wider variety of products
from different countries.

 Efficiency: Companies focus
on their strengths, improving
overall productivity.

Challenges :

 Job Losses: Domestic
industries may struggle
against foreign competition.

* Exploitation of Labour: In
countries with weak labour
laws, workers may face poor
conditions.

* Environmental Damage:

Unregulated industries
may prioritise profit over
sustainability.

*  Market Instability: Countries
become highly dependent on
global market fluctuations.

Examples of Free Trade Agreements

*  World Trade Organization
(WTO) : Promotes global
free trade policies.

e North American Free Trade
Agreement (NAFTA)
Between the U.S., Canada,
and Mexico

* European Union (EU)
Single Market : Allows free
movement of goods and
services within the European

Union.

5.2.2 Fair Trade

Fair trade is an ethical and sustainable
trade system that prioritises social, economic,
and environmental justice by ensuring that
producers, especially in developing countries,
receive fair wages, better working conditions,
and sustainable business opportunities. Unlike
free trade, which focuses on minimising
restrictions, fair trade intervenes to correct
market inequalities and protect vulnerable
workers and producers. However, critics point
out that fair trade often benefits powerful
multinational corporations more than small
producers.
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5.2.2.1 Key Features of Fair
Trade

1. Fair Wages: Farmers and workers
receive a minimum price that covers the
cost of sustainable production.

2. Ethical Labour Practices: No child
labour, forced labour, or exploitative
conditions.

3. Environmental Sustainability:
Encourages eco-friendly farming and
prohibits harmful chemicals.

4. Community Development: Profits
from fair trade often support education,
healthcare, and infrastructure in producer
communities.

5. Transparency & Accountability:
Companies must follow strict certification
guidelines (e.g., Fairtrade International,
World Fair Trade Organization).

/ N\
+ Karl Polanyi’s "Embedded
Economy" Theory (1944)
Markets should be
embedded in social and
ethical considerations, not
just profit motives.

* Amartya Sen’s Development
as Freedom (1999)
Economic policies should
enhance human capabilities
and not just focus on GDP
growth.

\ /

5.2.2.2 Advantages and
Disadvantages of Fair Trade:

1. Protects Small Farmers:
Shields them from market price
fluctuations.

2. Promotes Ethical Consumerism:
Encourages buyers to make
socially responsible choices.

3. Supports Sustainable
Development: Encourages eco-
friendly production.

4. Ensures Quality Products: Fair
trade products are often organic
and handcrafted.

Disadvantages :

1. Higher Prices: Fair trade products
(e.g., coffee, chocolate) cost more
than non-fair-trade alternatives.

2. Limited Market Reach: Not all
consumers are willing to pay extra
for ethical products.

3. Bureaucracy & Certification
Costs: Small farmers may struggle
to afford fair trade certification
fees.

4. Dependency on Western Markets:
Producers remain dependent on
Western consumer demand rather
than developing independent
economies.

/

N\

N\
Examples of Fair Trade

* Fairtrade Coffee
(Colombia, Ethiopia,
India) — Farmers receive
better prices, reinvest in
their communities.

* Fairtrade Chocolate
(Ghana, Ivory Coast) —
Helps prevent child labour
in cocoa plantations.

* Handmade Crafts &
Textiles (India, Nepal,
Peru) — Ensures artisans
receive fair wages for their

traditional crafts.
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Table 5.2.1 Free Trade vs. Fair Trade: Key Differences

Aspect Free Trade Fair Trade
Focus Economic efficiency & Social justice, fair wages,
unrestricted trade sustainability
Regulation Minimal government Strict ethical and

intervention environmental standards
Market Forces Driven by supply & Prices include fair wages
demand and sustainability costs

Primary Beneficiaries

Corporations & consumers

Small farmers & workers

Price of Goods Cheaper

Higher (due to fair wages &

sustainability costs)

5.2.3 Liberalisation and
Privatisation

Liberalisation and privatisation represent
two fundamental pillars of economic reform
that have reshaped economies worldwide,
particularly since the late 20th century. At their
core, these policies advocate for a reduced
role of the state in economic affairs and an
increased emphasis on market forces and
private sector participation. They stem from
the belief that greater economic freedom and
competition can lead to enhanced efficiency,
innovation, and overall prosperity within
a nation.

5.2.3.1 Liberalisation

Liberalisation refers to reducing
government control over markets, allowing
private businesses to operate with fewer
restrictions. Many developing nations
embraced liberalisation in the 1990s,
encouraged by organisations like the World
Bank and IMF, which argued that free markets
would drive economic growth. In India,
economic liberalisation opened markets to
global competition, leading to the rise of new

industries and an economic boom. But it also
meant that local businesses had to compete
with powerful multinational corporations.
Small-scale farmers and shopkeepers, like
Ravi and his neighbours, found it increasingly
difficult to survive against industrial-scale
producers and large retail chains.

Liberalisation refers to the process
of reducing government restrictions and
regulations in an economy to encourage free-
market competition and private enterprise.
It typically involves reducing trade barriers,
opening industries to private players,
removing government monopolies, and
allowing foreign direct investment (FDI). The
goal is to create a more efficient, competitive,
and globally integrated economy.

Key Features of Liberalisation

1. Reduction of Trade Barriers:
Lowering tariffs, import duties,
and export restrictions to promote
international trade.

2. Privatisation: Transferring state-

owned enterprises to private
ownership to improve efficiency.
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3. Deregulation: Reducing excessive
government control over
industries, allowing businesses
more freedom.

4. Encouraging Foreign Investment:
Opening up sectors to foreign
companies to boost capital inflow
and technology transfer.

5. Financial Sector Reforms:
Allowing private banks,
deregulating interest rates, and
modernising stock markets.

Liberalisation in India (1991 Reforms)

India adopted economic liberalisation in
1991 under the leadership of Prime Minister
P.V. Narasimha Rao and Finance Minister
Dr. Manmohan Singh. The country faced a
severe economic crisis, leading to structural
adjustments recommended by the IMF and
World Bank. As a result:

+ Foreign companies entered
Indian markets (e.g., Coca-Cola,
McDonald's).

e Private businesses flourished,
replacing inefficient public sector
units.

* The economy grew rapidly,
leading to industrial expansion,
increased employment, and
higher GDP growth.

While liberalisation boosted economic
growth and globalisation, it also had
challenges like increased inequality,
dominance of multinational corporations,
and the decline of small-scale industries.
Liberalisation policy became widespread in
the 1990s, when many developing nations
opened their economies to foreign investment
and global competition. Liberalisation refers
to the process of reducing government control

competition and global integration.

Positive and Negative Impact of Liberalisation

Liberalisation policies generally yield
several positive outcomes, fostering
economic dynamism and growth. These
reforms typically lead to increased
economic growth and attract substantial
foreign investment, injecting capital and
innovation into the national economy. This
often stimulates the expansion of various
industries, which, in turn, can generate new
employment opportunities. Additionally,
the heightened competition characteristic
of liberalised markets usually results in
greater consumer choice and potentially
more competitive pricing, as businesses
strive to offer improved value and efficiency.

However, the implementation of
liberalisation also brings notable negative
consequences, particularly affecting local
economies and vulnerable populations.
A significant drawback is the intense
struggle faced by small businesses and local
enterprises, which often cannot compete
effectively against the vast resources
and scale of multinational corporations.
The increased market volatility that can
accompany these reforms frequently
contributes to job insecurity and wage
suppression, as companies prioritise cost-
cutting in highly competitive environments.
Moreover, when essential public services
are privatised, they tend to become more
profit-driven, potentially compromising
their accessibility and affordability for all
citizens. A case in point is India's economic
liberalisation in 1991, which, while boosting
the overall economy by allowing international
brands like Walmart and Amazon to enter
the retail market, simultaneously displaced
numerous local street vendors and small
retailers who were unable to contend with
large-scale operations.

Impact of Liberalisation on Markets

Liberalisation refers to the relaxation of
government restrictions in areas such as
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trade, foreign investment, and industrial
regulation. It promotes a market-friendly
environment by reducing the role of the state
and increasing the role of private enterprise
and market forces.

a. Enhanced Competition

Liberalisation encourages more firms to
enter the market, including foreign players.
It breaks down monopolies and oligopolies
that previously existed under protectionist
regimes. The increase in competition often
leads to better products and services for
consumers.

b. Increased Efficiency and
Innovation

Firms, facing global competition, are
forced to innovate and improve productivity.
Access to foreign technology and management
practices enhances domestic capabilities.

c. Expansion of Consumer
Choices

Liberalisation leads to the availability
of a wider variety of goods and services.
Consumers benefit from improved quality
and competitive pricing.

d. Integration with Global
Markets

It opens up domestic markets to global
trade and investment flows. Domestic firms
gain access to international markets and
global supply chains.

e. Sectoral Shifts

Emphasis shifts from agriculture and
public sector-dominated industries to
manufacturing and services. This reshapes
the labour market and production structures.

5.2.3.2 Privatisation

Privatisation refers to the process of
transferring ownership and control of

government-owned enterprises to the private
sector. It aims to increase efficiency, reduce
financial burdens on the state, and promote
competition. Privatisation is often part
of broader economic reforms, especially
in liberalised and globalised economies.
Privatisation had been harsh, but it pushed
individuals to adapt. While some suffered job
losses, others embraced new opportunities,
proving that change, though difficult, can
lead to unexpected growth.

Privatisation goes hand in hand with
liberalisation, shifting ownership of public
enterprises to private hands. While this often
improves efficiency, it also raises concerns
about social responsibility. For example,
when public utilities like water, electricity,
and transportation are privatised, the focus
shifts from providing affordable services
to maximising profits. This has been a
major concern in sectors like healthcare
and education, where privatisation can limit
access for the poor. Katherine Verdery (1996)
studied how privatisation affected former
socialist economies, showing that while
it created wealth for some, it also led to
massive economic inequalities. Similarly,
in India, privatisation of agriculture has
led to corporate dominance over seeds,
fertilisers, and distribution networks, further
marginalising small farmers.

Key Features of Privatisation

1. Transfer of Ownership
Government-owned enterprises
are either sold to private investors
or their management is handed
over to private entities.

2. Reduction of Government Control
: The government withdraws
from direct involvement in the
business, allowing market forces
to operate freely.

3. Encouragement of Competition:
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Private sector participation
introduces efficiency, innovation,
and better customer service.

4. Disinvestment : The government
sells its shares in public sector
enterprises to private investors,
either fully or partially.

5. Increase in Foreign Investment :
Privatisation often attracts foreign
companies, leading to better
technology and management
practices.

6. Improved Efficiency and
Profitability : Private companies
focus on profits, leading to better
resource allocation, customer
service, and productivity.

7. Employment Shifts : While
privatisation often leads to job
losses due to restructuring, it can
also create new opportunities in
amore competitive environment.

N

Examples of Privatisation in India

/

* Air India’s privatisation
(2021) : Sold to Tata Group,
improving efficiency.

* Delhi Metro’s private
partnership Allowed
private investment in metro
operations.

* Banking sector reforms :
Private and foreign banks
entered, improving service

quality.
\ /

Privatisation: Impact and Socio-Economic
Challenges

Privatisation, the transfer of state-owned

entities or public services to the private sector,
is a key economic reform often implemented
to enhance efficiency and foster market-
driven growth. Its anticipated positive
impacts include increased efficiency and
innovation within industries, a reduction in
government debt through the divestment of
loss-making enterprises, improved services
leading to better customer satisfaction, and
the attraction of foreign investments along
with modern technology. The underlying
assumption is that private sector motivation
for profit will lead to leaner operations, better
resource allocation, and a more competitive
environment.

However, the pursuit of these economic
benefits introduces several socio-economic
challenges. Privatisation frequently results
in job losses due to rationalisation and
layoffs, contributing to social inequality.
There is also a risk of creating monopolies
or oligopolies where a few powerful private
companies dominate industries, potentially
stifling competition and consumer choice. A
significant concern is that essential services,
once privatised, may become unaffordable for
the general public as profit motives outweigh
accessibility. Furthermore, private entities
often prioritise short-term profits, sometimes
at the expense of long-term employee welfare,
environmental sustainability, or public good.

A sociological lens reveals the deeper
implications of privatisation, highlighting
that markets are not isolated economic
spheres but are deeply embedded in social
structures, relationships, and cultural
expectations. The drive for efficiency in
privatisation can directly conflict with
social security, leading to reduced worker
protections and mass layoffs, as seen
in the price hikes for basic services like
transportation, electricity, and water in many
developing countries following privatisation.
This shift also disrupts established social
relationships by transferring control from
state authorities, accountable to the public,
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to corporate entities primarily driven by
profit. The "McDonaldization" of public
services, as described by George Ritzer,
further illustrates this trend, where efficiency,
calculability, predictability, and control
dominate, potentially reducing personalised
care in sectors like healthcare. Moreover,
privatisation often exacerbates wealth
inequality, benefiting corporate elites and
investors while impacting working-class
employees with job losses and declining
wages, as exemplified by Russia's rapid
privatisation in the 1990s. The historical
pressure from international financial
institutions on developing nations to privatise
has also contributed to foreign corporate
dominance in key sectors, impacting national
infrastructure and sovereignty.

Recap

In conclusion, while privatisation
has undeniably brought technological
advancements, foreign investment, and
improved efficiency, it concurrently raises
significant concerns about equity, job security,
and corporate control over vital services.
The overarching challenge lies in achieving
a balance between economic efficiency
and social justice. This necessitates that
governments implement robust regulatory
frameworks, ensure strong worker protections,
and maintain state oversight or control over
essential services to ensure that the benefits
of privatisation are inclusively distributed
across all segments of society, rather than
just a select few. Ultimately, privatisation is a
profound social transformation, underscoring
that markets are dynamic entities shaped by
power, culture, and intricate social structures.

¢ The global marketplace grapples with a fundamental tension between
unrestricted free trade and ethically driven fair trade.

¢ Free trade prioritises economic efficiency, market access, and consumer
choice by minimising government restrictions like tariffs and quotas.

¢ C(Classical economic theory suggests free trade maximises global prosperity
through specialisation and minimal state intervention.

¢ However, free trade often skews power dynamics towards wealthy nations
and multinational corporations, leading to potential exploitation and

instability.

¢ Fair trade is an ethical system focusing on social, economic, and
environmental justice for producers in developing countries.

¢ Fair trade ensures fair wages, ethical labour practices, environmental
sustainability, and community development through a Fairtrade Premium.

¢ Liberalisation involves reducing government regulations and restrictions
on economic activities to encourage free-market competition.
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¢ Key features of liberalisation include reducing trade barriers, encouraging
foreign investment, and deregulating industries.

¢ Liberalisation can boost economic growth, expand industries, and increase
consumer choice, but also leads to small business struggles and market
volatility.

¢ Privatisation is the transfer of state-owned enterprises or services to the

private sector, aiming for increased efficiency and reduced government
debt.

¢ While privatisation can improve efficiency and attract investment, it
risks job losses, monopolies, and making essential services unaffordable.

¢ Sociological perspectives emphasise that both liberalisation and privatisation

are not merely economic policies but profound social transformations
embedded in power, culture, and social structures.

Objective Questions

1. What is free trade's main goal?

2. What barriers does free trade remove?

3. What does fair trade prioritise?

4. What do fair trade producers receive extra?

5. What policy reduces government control over markets?
6. What does liberalisation encourage?

7. What is the transfer of state ownership?

8. What is the risk of privatisation?

9. Which theory describes market uniformity?

10. Who argued markets are embedded in social relationships?
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Answers

8.

9.

Economic efficiency
Tariffs, quotas
Social justice
Fairtrade Premium
Liberalisation
Foreign investment
Privatisation

Job losses

McDonaldization

10. Karl Polanyi

Assignments

. Analyse the core arguments for and against free trade, drawing on concepts

like economic efficiency, market dynamics, and potential societal challenges
such as labour exploitation and environmental damage.

Discuss how the Fair-Trade movement attempts to address the negative
consequences often associated with free trade.

Explain the concept of liberalisation, detailing its key features and providing
examples of its implementation (e.g., India's 1991 reforms).

Examine the impact of privatisation from a sociological perspective. How
does it affect efficiency, social security, and wealth inequality?

Differentiate free trade from fair trade, exploring how each model influences
market structures, labour practices, and social inequalities in the global
economy.
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International Financial
Management

UNIT

Learning OQutcomes

After the completion of this unit, the learner will be able to:
¢ differentiate between the balance of trade and balance of payments

¢ cxplain the impact of these concepts on a country’s economic interactions
with the rest of the world

¢ analyse how the organizations of IMF, GATT, and WTO influence global
trade, finance and economic stability

¢ critically evaluate the policies and practices implemented by international
trade organizations and their effects on national economies

Prerequisites

©

Countries can no longer be viewed as separate economic entities in our contemporary
world. The exchange of goods, services, capital, and information is incessant, resulting
in a complicated web of economies. There are rules, systems, and policies that
regulate the flow of resources across various nations. These exchanges are not simply
transactional; they also encompass the aim of sustaining balanced economies and
resolving socio-economic challenges such as poverty, inequality, and environmental
problems. A global economy consists of several core principles that dictate how
countries interact with one another in terms of trade, and the aforementioned questions
are crucial to understanding a country’s decision-making. Where do countries set
the success of their exchange, and what occurs if a country’s expenses exceed its
income? These are two fundamental questions that depict the measurement of inflow
and outflow. The role of international organizations such as the IMF, WTO, and
GATT also requires further consideration as they aid in understanding the impact
of global trade and finance. While investigating the principles of payments, trade
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balances, and international treaties, the structure that governs economic relations
between sovereign states becomes clear. This information is beneficial not only for
grasping the macroeconomic framework but also for evaluating policies central

to everyday living.

Keywords

International financial management, WTO, IMF, GATT, Balance of payments,

Balance of trade, Trade rounds

Discussion

6.1.1 International
Financial Management:
A Brief Overview

International Financial Management
(IFM) deals with financial decision-
making in a global context. As businesses
increasingly operate across borders, they
must navigate complex international
environments involving multiple currencies,
varying economic policies, political risks,
and regulatory frameworks. IFM helps
organizations manage these challenges by
providing tools to make informed financial
decisions in a globalised economy.

Unlike domestic finance, IFM must
account for exchange rate fluctuations,
differences in taxation, interest and inflation
rates, and the financial impact of geopolitical
events. Whether it is raising capital from
international markets, managing foreign
investments, or protecting against currency
risk, IFM plays a vital role in ensuring
financial stability and strategic growth for
multinational firms.

A key aspect of international finance is
understanding a country’s interaction with
the global economy. These interactions are
reflected in various economic indicators
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that help assess a nation’s financial health
and its position in the world market. For
financial managers, such indicators are
essential in evaluating risks, identifying
opportunities, and making cross-border
investment decisions.

In the following section, we turn to
two critical tools that offer insights into a
country’s external financial dealings: the
Balance of Trade and Balance of Payments.
These concepts form the backbone of
international economic analysis and are
central to understanding how nations engage
in global financial flows.

6.1.2 Balance of Trade and
Balance of Payments

In the realm of international financial
management, gaining insight into a country’s
economic relations with other countries,
considering its global interactions, is
important. The Balance of Trade and Balance
of Payments are two of the most significant
indicators of these interactions. They shed
light on a country’s trading activities,
investment, and the overall economic health
of the nation. These instruments assist
investors and financial managers in making
policies, measuring risks, and developing



strategies in this domain. Analysing these
indicators helps evaluate the country’s
standing in the global economy and identify
any potential problems or gaps that may
arise in international financial operations.

6.1.2.1 Balance of Trade

So, what is the balance of trade? As the
name suggests, the Balance of Trade is the
difference between the monetary value of a
nation’s exports and imports of goods over
a certain time period. The International
Monetary Fund (IMF) defines the balance
of trade as the difference between a country’s
exports and imports of goods. This measure
is a key component of the current account
within the broader balance of payments
framework. It is important to note that the
IMF definition does not include services in
the balance of trade.

Simply put, it is evident from the
definitions themselves that a good balance of
trade can define the economy of that country.
In basic terms, if a country’s exports are
greater than its imports, there is a substantial
chance of a developed economy. When a
country’s exports are more valuable than its
imports, it enjoys a positive trade balance
or trade surplus. Conversely, when imports
outweigh exports, the country faces a trade
deficit or negative trade balance. Trade
balances indicate how competitive a nation
is economically on a global scale. As of
2022, about 59 out of 200 countries had
a trade surplus. The trade balance reflects
the gap between what a country produces
and what it consumes from abroad. It does
not include items such as foreign stocks or
imported goods used for local production.

Another interesting fact is that measuring
the trade balance is tricky due to data issues.
For example, global export totals often exceed
imports, which is impossible. This mismatch
is likely due to hidden transactions like tax
evasion, smuggling, or data gaps—even in

developed countries. Several factors can
affect the balance of trade, including:

* The cost of production in the
exporting economy and that of
the importing economy

*  The cost and availability of raw
materials

¢ Currency exchange rate

movements
» Taxes or restrictions on trade

e Non-tariff barriers such as
environmental, health, or safety
standards

* The availability of adequate
foreign exchange

* Prices of goods manufactured
domestically (influenced by the
responsiveness of supply)

6.1.2.2 Balance of Payments

On the other hand, the balance of payments
of a country is the difference between all
money flowing into the country over a
particular period and the outflow of money
to the rest of the world. According to the
International Monetary Fund (IMF), it is
a statistical statement that summarises
economic transactions between residents
and non-residents during a specific time
period. These transactions are classified into
the current account, capital account, and
financial account. In simple terms, it includes
all transactions in goods, services, income,
financial claims, liabilities, and transfers
between an economy and the rest of the
world. The BOP helps assess a country’s
economic relationships and external financial
position.

The Balance of Payments consists of three
primary components:

1. Current Account: Records trade
in goods and services, income
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from abroad, and current transfers
like remittances and foreign aid.

Financial Account: Tracks
investment flows, including
foreign direct investment (FDI),
portfolio investment, and changes
in foreign exchange reserves.

Capital Account: Covers capital
transfers and the acquisition or
disposal of non-produced, non-
financial assets like patents or
trademarks.

The BOP is an important aspect of a
country’s international finances; it reflects
the viability of economic activities within
and outside the nation, as well as how
resource-integrated a nation is across the
globe. Firstly, it impacts a country’s currency
value. If the outflow of foreign exchange in
a nation outstrips its inflow, the demand for
foreign currency increases while the supply
of the local currency rises. This leads to
the depreciation of the local currency. In
contrast, the local currency will appreciate
when inflows exceed outflows.

Secondly, BOP data demonstrates a
country’s potential as a trading or investment
partner. A country facing a BOP deficit
may implement restrictive policies, such
as cutting down on imports or controlling
capital outflows. In contrast, a country with a
strong BOP surplus is more likely to promote
free trade by liberalising constraints on capital
inflows, thereby allowing wider opportunities
for foreign businesses.

Thirdly, BOP assists in determining
a nation’s capability to compete in the
global economy. A continuous trade deficit
could indicate structural problems within
the country’s industries or issues with
competitive ability, which may necessitate
areview of trade and investment policies by
domestic industries. To sum up, BOP helps in

analysing not only the accounting functions
that provide an overview of the economy
but also portrays real-time indicators of the
country’s strengths and weaknesses, such
as predicting currency value and foreign
trade prospects.

6.1.3 International
Monetary Fund (IMF)

The International Monetary Fund (IMF)
1S a major economic organisation of the
United Nations, comprising 191 countries
and located in Washington, D.C. It functions
as a global lender of last resort and promotes
stability in exchange rates. Its mission further
supports international trade while fostering
employment and mitigating global poverty.

Originally, the IMF was intended to
aid in reconstructing the international
monetary system after the Second World
War. Established in 1944 during the Bretton
Woods Conference, it began with 29 member
countries focused on maintaining fixed
exchange rates. Currently, the IMF plays a
key role in addressing balance of payments
problems and financial crises.

The IMF is funded by contributions made
by member countries within a quota system,
which forms a fund that needy countries can
borrow from. Additionally, the IMF monitors
the economies of its members, collects and
analyses data, and offers economic advice.

According to the IMF’s official website,
the IMF has three critical missions:

1. Furthering international monetary
cooperation

Encouraging the expansion of
trade and economic growth

3. Discouraging policies that would
harm prosperity
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To fulfil these missions, IMF member
countries work collaboratively with each
other and with other international bodies.
The IMF claims that it works to achieve
sustainable growth and prosperity for all
of its 191 member countries. It does so by
supporting economic policies that promote
financial stability and monetary cooperation,
which are essential for increasing productivity,
job creation, and economic well-being. The
IMF fosters international economic stability
by offering three primary functions:

1. Policy Advice

A core responsibility of the IMF is
monitoring the economic and financial
policies of member countries and providing
them with policy advice, an activity known
as surveillance. As part of this process, which
also takes place at the global and regional
levels, the IMF identifies potential risks and
recommends appropriate policy adjustments
to sustain economic growth and promote
financial stability. Vigilant monitoring by
the IMF is essential for identifying risks that
may require remedial policy adjustments.
International cooperation on these efforts
is critical in today’s globally integrated
economy, where the problems or policies
of one country can affect many others.
IMF membership, which includes nearly
all the world’s nations, can facilitate this
cooperation.

The policy advice and monitoring is
conducted through two different kinds of
surveillance. Firstly, country-level oversight,
or bilateral surveillance, involves the IMF
regularly monitoring the economic policies
and performance of each member country.
It reviews factors like growth, inflation,
trade, and financial stability to ensure they
support both national and global economic
health. The IMF provides advice to help
countries avoid problems such as crises or
large deficits. Secondly, global oversight,
or multilateral surveillance, is the IMF’s
process of monitoring the global economy to

o

spot risks that could affect many countries.
It examines how policies in one country can
impact others and encourages cooperation
among nations. The IMF provides reports,
analysis, and advice to help countries make
better economic decisions and avoid crises.
This global monitoring helps maintain
stability in international trade, finance, and
monetary systems.

2. Financial Assistance

The IMF assists countries hit by crises by
providing financial support to create breathing
room as they implement adjustment policies
to restore economic stability and growth.
It also provides precautionary financing to
help prevent and insure against crises. The
IMF’s lending toolkit is continuously refined
to meet countries’ changing needs. Unlike
development banks, the IMF does not lend for
specific projects. Instead, it provides financial
support to countries affected by crises to
create breathing room as they implement
policies that restore economic stability
and growth. It also offers precautionary
financing to help prevent crises. IMF lending
is continuously refined to meet countries’
changing needs.

3. Capacity Development

Strengthening the capacity of institutions
including central banks, finance ministries,
revenue administrations, statistical agencies,
and financial sector supervisory agencies
results in more effective policies and greater
economic stability. The IMF works with
member countries to modernise their
economic policies and improve institutional
effectiveness by providing demand-driven,
tailored technical assistance and training
focused on issues critical to economic
stability and growth. Capacity development
can help countries enhance tax collection,
modernise monetary and exchange rate
policies, develop legal systems, strengthen
governance, collect and disseminate data,
and much more.
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6.1.3.1 Criticism of IMF

While the International Monetary Fund
(IMF) plays a key role in stabilising the
global economy, it has also faced significant
criticism over the years. Many scholars,
policymakers, and civil society groups argue
that its policies often prioritise financial
discipline over social welfare and national
development goals. The following points
highlight some of the major criticisms
directed at the IMF’s operations, especially
regarding its lending practices and policy
conditions.

« IMF loans often require
countries to cut budgets, raise
taxes, and reduce subsidies,
which can harm the poorest
people the most.

* Countries that receive IMF
aid must adhere to its policies,
reducing their freedom to
make independent economic
decisions.

 The IMF often applies the
same set of policies to every
country, without considering
each country’s unique economic,
social, cultural, or political
situation.

* Reducing government spending,
as the IMF recommends, can
limit funding for important areas
like health, education, and social
welfare.

* Selling public assets
(privatisation), which the IMF
often encourages, can lead to job
losses and make basic services
more expensive.

* The IMF’s decision-making
process is not transparent, and
it doesn’t include input from the
people or communities affected
by its policies.

* Since voting power in the

IMF depends on how much
money a country contributes,
wealthy countries—especially
the U.S.—have more control,
which can disadvantage poorer
nations.

* The IMF often doesn’t fully
consider how its policies affect
people’s lives, including issues
like inequality, fairness, or social
unrest.

* The IMF usually suggests
short-term solutions without
adequately considering whether
they will support long-term
growth and stability.

* Countries that borrow from the
IMF repeatedly can fall into a
debt trap, becoming dependent
and unable to manage on their
own.

e The IMF’s structural reforms
and trade liberalisation policies
can damage local industries and
increase a country’s reliance on
foreign goods.

e The IMF has largely ignored
environmental concerns, and
its programmes have not paid
enough attention to climate
change and sustainability.

6.1.4 General Agreement
on Trade and Tariffs
(GATT)

The General Agreement on Tariffs and
Trade (GATT) was a multilateral treaty aimed
at encouraging international trade by reducing
trade barriers such as tariffs and quotas. Its
main goal, as stated in its preamble, was
to significantly lower tariffs and eliminate
trade preferences through reciprocal and
mutually beneficial arrangements.

GATT originated from discussions at the
United Nations Conference on Trade and
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Employment. It was established following 123 countries in Marrakesh on 15 April 1994.
unsuccessful efforts to create the International

Trade Organization (ITO). Signed by 23 Various trade rqun@s of discgssiong were
countries in Geneva on 30 October 1947, held under GATT in different cities with the

it came into provisional force on 1 January participation of many countfies. Ur.ltﬂ the
1948. GATT remained active until 1 January Uruguay Round in 1986, which de(.lldﬁ'?d to
1995, when it was replaced by the World create the WTO (World Trade Organisation),

Trade Organization (WTO), created through the rounds are considered part of the GATT.
the Uruguay Round Agreements signed by

Table 6.1.1 GATT Rounds of Discussion

Round Year Achievements/Decisions

* 23 countries participated.
Geneva April 1947 *  Tariff reductions on 45,000 products.
*  Established the basic framework of GATT.

* 13 countries participated.
Annecy April 1949 *  Focused on further tariff reductions.
e Around 5,000 tariff concessions were made.

* 38 countries participated.

e Around 8,700 tariff concessions were made.

*  Significant rollback of protectionist measures
post-WWIL.

Torquay  September 1950

e 26 countries involved.

Geneva (2)  January 1956 e Tariff cuts valued at around $2.5 billion in trade.

* 26 countries participated.

*  Tariff concessions worth $4.9 billion.

* Addressed the creation of the European
Economic Community (EEC).

Dillon  September 1960

* 62 countries participated.
*  Average 35% cut in tariffs on industrial goods.

Kennedy May 1964 *  Anti-Dumping Agreement introduced.
*  Moved beyond just tariffs to address non-tarift
issues.

* 102 countries participated.
*  Focused on non-tariff barriers.
Tokyo  September 1973 +  Agreements on subsidies, government
procurement, and product standards.
+  Strengthened the dispute settlement system.
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It is evident from the table that various trade
rounds have influenced trade liberalisation.
In April 1947, average tariffs for major
GATT members were around 22%. After
the early negotiation rounds, countries such
as the U.S., U.K., Canada, and Australia
experienced larger tariff cuts than others.
By the Kennedy Round (1964-67), average
tariffs had dropped to 15%, and following
the Uruguay Round, they fell to below 5%.
GATT also contributed by making tariff
cuts long-term, promoting fair treatment
of all members, improving transparency,
resolving disputes peacefully, and reducing
trade barriers and uncertainty.

Although the WTO succeeded GATT,
the original GATT 1947 agreement still
applies under the WTO framework, albeit
with updates known as GATT 1994. Countries
that were not part of GATT in 1995 must
fulfil certain entry conditions outlined in
WTO documents. As of September 2019,
36 countries were on the accession list.

6.1.5 World Trade
Organisation (WTO)

The World Trade Organisation (WTO) is
the most prominent economic body in the
world, comprising two hundred sixty-six
member states and encompassing more than
ninety-eight percent of global trade and GDP.
Founded on January 1, 1995, it replaced
GATT (General Agreement on Tariffs and
Trade), which was established in 1948. The
WTO is located in Geneva, Switzerland,
and its governing body is the ministerial
conference, which is held every two years.

The WTO was established through the
Uruguay trade round of GATT. Before GATT’s
40th anniversary, members recognised that
it was struggling to keep pace with a rapidly
changing global economy. In 1986, the
Uruguay Round commenced in Uruguay to
address these issues. It aimed to expand trade
rules to cover services, intellectual property,

agriculture, and textiles. The talks concluded
in 1994 with the Marrakesh Agreement,
creating the WTO. GATT continued as GATT
1994, updated within the WTO framework.
The deal included 60 agreements covering
goods, services, intellectual property, dispute
resolution, and trade policy reviews.

The WTO initiated the Doha Development
Round in 2001 to make global trade fairer,
especially for poorer countries, by reducing
farming subsidies and trade barriers. However,
talks stalled due to disagreements between
rich and developing countries—mainly over
agricultural subsidies and industrial tariffs.
Efforts to revive negotiations have failed,
although the 2013 Bali Declaration did
ease trade procedures. The round remains
incomplete, and no new major WTO
negotiations have commenced since, leading
to an increase in bilateral trade agreements
between countries.

Trade disputes between members are
overseen and resolved by the WTO, which
also ensures that members comply with
mutually accepted rules. The General Council
supervises day-to-day activities with over 600
employed staff who perform auxiliary tasks,
ensuring that the guiding necessities of the
council are met. The annual member budget
amounts to approximately two hundred and
twenty million dollars, based on mutual
member trade share supplied budgets.

The WTO sets the rules for international
trade but does not dictate outcomes. Its main
focus is to guide trade policy through key
principles:

1. Non-discrimination : This
comprises two parts—Most
Favoured Nation (MFN) and
National Treatment. Under MFN,
a country must offer the same
favourable trade terms to all
WTO members. If one country
receives special treatment, others
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In addition, the WTO publishes key annual

must receive it too. Exceptions
include free trade agreements and
special treatment for developing
countries.

Reciprocity : Countries agree
to open markets to each other
rather than engage in one-sided
liberalisation, ensuring mutual
benefit.

Binding and enforceable
commitments : When countries
commit to certain tariff limits,
they list them in a legal schedule.
These “ceiling” limits cannot
be raised without negotiation
and possible compensation. If
disputes arise, countries can use
the WTQO’s formal system to settle
them.

Transparency : Members must
publish their trade rules, allow
reviews of trade decisions,
respond to other members’
questions, and report policy
changes.

Safeguards : The WTO allows
exceptions. Countries can restrict
trade to protect the environment,
public health, or the well-being
of animals and plants.

reports:

1.

2.

World Trade Report: explores
trade issues and challenges.

WTO Annual Report: reviews
the organisation’s yearly work,
finances, and structure, promoting
transparency.

3. The World Trade Statistical
Review: offers detailed trade data
and analysis, replacing earlier
trade statistics.

6.1.5.1 Criticism of WTO

While promoting global trade, the
WTO has also faced criticism regarding
its functioning and impact. Many argue that
it favours powerful economies, neglects
the needs of developing nations, and lacks
transparency and fairness in decision-making
processes, often compromising social,
environmental, and labour standards.

*  Numerous WTO policies tend
to favour wealthier member
countries.

* Decision-making is dominated
by powerful nations.

 The organisation’s focus
on reducing trade barriers
often overlooks social and
environmental issues.

* Changes such as lowering tariffs
and cutting subsidies can harm
local businesses and industries.

*  WTO agreements lack sufficient
protection for workers’ rights
and environmental safeguards.

* Less developed countries
struggle to meet the strict criteria
set by the WTO.

* There has been a slow response
to critical issues like climate
change.

* There is a lack of public
involvement in negotiations,
making them secretive and
opaque.

* Critics argue that the WTO
prioritises capitalism and
economic profits over human
welfare and fairness.
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Recap

Balance of Trade refers to the difference between a nation’s exports
and imports of goods over a specific period.

A surplus occurs when exports exceed imports, while a deficit happens
when imports are greater than exports.

Balance of Payments refers to the total transactions between a country
and the rest of the world. It includes the current account, financial
account, and capital account.

The International Monetary Fund is a key global financial institution
that helps countries with balance of payments problems, promotes
global monetary cooperation, and provides financial support.

Critics argue that IMF policies prioritise financial discipline over social
welfare and national development goals.

IMF-imposed austerity measures can harm the poorest citizens by
cutting budgets and raising taxes.

The General Agreement on Tariffs and Trade aimed to reduce trade
barriers and encourage international trade by lowering tariffs and
eliminating quotas.

It was replaced by the World Trade Organisation (WTO) in 1995 after
operating from 1947 to 1994.

The World Trade Organisation, founded in 1995, regulates international
trade by setting global trade rules and resolving disputes between member

states.

The WTO has faced criticism for favouring wealthier countries and
neglecting the needs of developing nations.

Its policies are often seen as harmful to local industries, social welfare,
and environmental sustainability.
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Objective Questions

o fn 5> B9

What does the Balance of Trade measure?

Which component of the Balance of Payments includes trade in goods
and services?

What replaced GATT in 1995?
Which trade round aimed to create the WTO?
What is the main responsibility of the WTO?

What is the main focus of the current account in the Balance of
Payments?

How does the Balance of Payments impact a country’s currency
value?

What type of financial assistance does the IMF provide?

What does the IMF do to improve the capacity of countries’ economic
institutions?

10. How did GATT contribute to global trade?

11. What principles does the WTO focus on in international trade?
Answers

1. The difference between a country’s exports and imports of goods.

2. The current account.

3. The World Trade Organization (WTO).

4. The Uruguay Round (1986-1994).

5. To regulate and facilitate international trade through agreed rules.

6. It records trade in goods, services, income from abroad, and current

transfers.
7. A surplus causes currency appreciation, while a deficit leads to

depreciation.
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8. The IMF offers financial aid to countries facing economic crises and
assists with recovery.

9. The IMF assists in strengthening countries’ central banks, ministries,
and revenue agencies.

10. GATT helped reduce tariffs and removed trade barriers, promoting
international trade.

11. Non-discrimination, transparency, and reciprocity in trade relations.

Assignments

1. Analyse how the Balance of Payments influences a country’s economic
stability and global economic position.

2. Discuss the effectiveness of the IMF’s financial assistance and policy
advice in the context of its criticisms, particularly regarding the
impact on developing countries.

3. Evaluate the transition from GATT to the WTO and its significance in
global trade liberalisation, addressing the role of the Uruguay Round.

4. Explore the WTO’s role in resolving trade disputes and ensuring
compliance with international trade rules. How does it impact
developing countries differently than developed ones?

5. Critically assess the criticism that the IMF and WTO prioritise
economic stability and growth over social welfare, environmental
sustainability, and human rights.

6. Discuss how the WTO’s principles of non-discrimination and
reciprocity have shaped global trade and the participation of both
developed and developing countries.

7. Assess the impact of GATT’s reduction of tariffs on global trade. How
did the agreement influence international trade flows in the years
following its adoption?
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Globalization and
Global Capitalism

UNIT

Learning OQutcomes

After the completion of this unit, the learner will be able to:

¢ discuss the key concepts and processes of globalization and global
capitalism

¢ identify the roles and characteristics of multinational and transnational
corporations in the global economy

¢ examine the principles and practices of Corporate Social Responsibility
(CSR) in business operations

¢ analyse the impact of e-commerce, virtual markets, and digital platforms
on trade and society

¢ cvaluate the challenges and opportunities presented by e-commerce and
virtual markets in a global context

Prerequisites

The modern world is shaped by connections that span across countries and
continents. Trade, communication, finance, and migration now move more freely
than ever before. This transformation did not happen overnight. It is rooted in
major historical processes such as colonialism, industrialisation, and the spread of
capitalism. These developments laid the foundation for an interconnected global
economy. The late 20th century marked a turning point with the rise of information
technology, liberalised markets, and faster modes of communication. As barriers
between national economies fell, businesses and institutions began operating across
borders. While this shift brought growth and innovation, it also led to new forms
of inequality, competition, and regulation. Understanding this context helps us
grasp how the present-day economy functions and why it affects different people
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in different ways. Another important background factor is the digital revolution,
which has transformed how we work, trade, and interact. The increasing use of
digital platforms, the role of multinational corporations, and the global movement
of goods and services are all part of this ongoing shift. These changes continue to
shape daily life, employment, and governance around the world.

Keywords

Globalization, Localisation, Glocalisation, Global capitalism, Corporate social
responsibility, E-commerce, Virtual markets, Digital economy

Discussion

6.2.1 Globalisation and
Global Capitalism

Globalization and global capitalism
are often discussed together, as the two
concepts are closely interconnected. Simply
put, the global expansion of capitalism has
played a major role in driving globalization.
Capitalism is an economic system based on
private ownership of the means of production
and the pursuit of profit. This system has
evolved over time through various historical
stages.

Following the Second World War, two
major economic ideologies emerged:
communism, led by the USSR, and capitalism,
led by the United States. However, with the
collapse of the Soviet Union in the 1990s, the
United States and its capitalist model gained
dominance on the global stage. This shift led
to the rise of a world order heavily influenced
by capitalism, especially through powerful
financial institutions like the International
Monetary Fund (IMF) and the World Trade
Organization (WTO).

Globalization means growing connections
and interdependence between countries in
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terms of economy, culture, society, and
markets. It occurs when trade barriers
are reduced, money flows freely between
countries, transport becomes easier, and
communication technologies improve. The
term became popular in the 1990s, though
the idea began much earlier.

The roots of globalization go back to the
18th and 19th centuries when better transport
and communication helped connect people
worldwide. These changes led to more trade,
sharing of ideas, and cultural exchange. While
globalization is mostly about economics, it
also has social and cultural effects. Wars,
diplomacy, and international relations have
also shaped globalization over time.

Some believe globalization began even
earlier than the modern era, with early
trade routes and exchanges. Large-scale
globalization took off in the 1820s and
expanded further in the late 19th and early
20th centuries. Sociologist Saskia Sassen
later introduced the idea of “global cities”
like New York, London, and Tokyo—places
that lead in economic and cultural influence.

When discussing the broader process of
globalization, it is important to understand
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the concept of the “global village” introduced
by Marshall McLuhan. He coined this term
in his books The Gutenberg Galaxy: The
Making of Typographic Man (1962) and
Understanding Media (1964).

The concept of the global village describes
how electronic media connect people across
the world, making distant places feel closer
and more personal. As digital communication,
like the internet, video calls, and social media
spread, they create a sense of global closeness
where people interact and share content daily
across borders.

McLuhan believed that media does
more than transmit information—it
changes how we think, behave, and form
relationships. In the global village, personal,
cultural, and even political connections are
formed instantly across large distances.
This interconnectedness can lead to both
understanding and confusion, as messages
are often interpreted differently based on
context, timing, and background.

Digital networks now allow individuals to
be part of global communities, transcending
local or national boundaries. These global
interactions are shaping new social structures,
though their full impact is still being studied.
Changes in communication speed and media
access have influenced economies, social
groups, and cultural patterns.

Globalisation affects many areas—trade
in goods and services, sharing of data and
technology, and the flow of money across
borders. Removing trade barriers helps
markets grow internationally. Advances in
transport (such as trains, jets, and cargo ships)
and communication (such as telegraphs, the
internet, and mobile phones) have made the
world more connected.

Between 1990 and 2010, globalisation
accelerated with the rise of the digital age
and the shift of production to developing
countries. In 2000, the IMF explained

SGOU - SLM - BA Sociology- Economy and Society

globalisation using four key ideas: trade,
capital flow, movement of people, and
knowledge sharing. Experts often break
globalisation into three types: economic,
cultural, and political.

6.2.1.1 Economic Globalisation

Economic globalisation refers to the
growing economic connections between
countries through the rapid movement of
goods, services, technology, and money
across borders. It leads to the creation
of a global marketplace. While business
globalisation focuses on removing trade
restrictions, economic globalisation is more
about countries becoming financially and
commercially linked.

Some view economic globalisation as
positive, while others see it as harmful. It
includes:

* Globalisation of production:
sourcing goods and services
from different countries to
benefit from cost and quality
differences.

* Globalisation of markets:
merging separate markets into
one global market.

« It also involves global
competition, technology,
corporations, and industries.

Through economic globalisation,
developed countries often connect with less
developed ones through foreign investments,
reduced trade barriers, economic reforms,
and immigration. International standards
make trade easier and more efficient. A good
example is containerisation, which has cut
transportation costs and boosted trade.

6.2.1.2 Cultural Globalisation

Cultural globalisation is the spread of

1deas, values, and traditions across the world,

helping people connect beyond national and



regional borders. It is driven by the internet,
media, travel, and trade. This process leads
to shared norms and cultural identities and
deepens global social relationships.

Cross-cultural and intercultural
communication studies focus on how people
from different backgrounds understand and
interact with one another. Cultural diffusion,
or the spread of cultural items like food,
language, and religion, is a key part of cultural
globalisation. This can make cultures more
alike—sushi in Germany or Euro-Disney in
Paris are examples. Some worry that unique
traditions are being lost or blended; yet,
others argue that modernity, not globalisation
alone, causes this change.

Religions were early forms of cultural
globalisation. Christianity, Islam, and
Buddhism, for example, have spread across
continents through migration, trade, and
missionaries. Sports, like the Olympics
and the FIFA World Cup, demonstrate
globalisation’s influence by uniting people
from around the world.

Music is another global cultural force.
Genres like jazz and reggae started locally
but became global through media and travel.
World music, including fusions like global
beat and ethnic fusion, now reaches wide
audiences. Globalisation also changes how
people form musical identities based on
culture and personal taste. While Western
countries once led in cultural exports,
Eastern Asia, especially China, is now rising.
Between 1994 and 2002, Asia’s share of
cultural exports grew rapidly, overtaking
North America.

Globalisation continues to influence
and reshape the world’s cultures, blending
traditions, raising questions about authenticity,
and expanding access to diverse cultural
experiences. While some traditions fade
or transform, new forms of culture emerge,
making the world more connected and
complex.

6.2.1.3 Political Globalisation

Political globalisation refers to the
increasing connection and complexity of
political systems across the world. It includes
national governments, intergovernmental
organisations, and global civil society
actors such as international NGOs and
social movements. One major trend is the
declining dominance of the nation-state
and the growing influence of other global
actors. Political globalisation is often
studied alongside economic and cultural
globalisation.

A global political system has emerged
to manage cross-border issues like
trade, migration, and climate change.
Concepts like intergovernmentalism and
multi-level governance help explain this
shift. Intergovernmentalism emphasises
cooperation between national governments,
while multi-level governance highlights how
local, national, and international authorities
interact in today’s political landscape.

With increased global mobility, some
individuals hold citizenship in more than
one country. This is known as multiple or
dual citizenship and reflects the more fluid
nature of national identity in a globalised
world.

Non-governmental organisations (NGOs)
now play an important role in shaping public
policy worldwide. They deliver humanitarian
aid, promote development, and influence
decisions across borders. Large philanthropic
organisations, like the Bill and Melinda
Gates Foundation, fund health, education,
and development projects in low-income
countries. In 2010, private philanthropic
donations to developing nations totalled
around $59 billion.

Not all countries welcome globalisation.
Some adopt isolationist policies to limit
foreign influence. For instance, North Korea
heavily restricts foreign entry and closely
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monitors visitors. Political globalisation
reshapes how countries interact, how authority
is distributed, and how individuals relate to
the state. While it brings cooperation and new
opportunities, it also raises challenges around
sovereignty, identity, and global inequality.

6.2.1.4 Globalisation and
Gender

Globalisation affects women’s work in
various ways by integrating it into the global
economy. A significant number of women
from developing countries are employed
1n sectors such as textiles, electronics, and
agriculture, as multinational corporations seek
cheap labour. For instance, in Bangladesh
and Mexico, women make up a large portion
of the workforce in garment factories and
maquiladoras. While globalisation has
provided women with access to paid work,
it has done little to empower them. These
women endure poor working conditions, long
hours, and extremely low wages. Although
some women gain more autonomy, such
as negotiating better marriage terms and
being recognised as wage earners within
their families, the overall impact remains
limited.

Opportunities for advancement are scarce.
Compared to men, women workers often face
higher rates of underemployment and are
typically relegated to low-skill, low-wage
jobs. Occupational segregation persists,
with men occupying more skilled positions.
Additionally, women in these industries
frequently experience high turnover rates due
to a lack of advancement opportunities and
poor working conditions. While globalisation
has opened up new possibilities, it has also
exacerbated existing gender inequalities,
severely limiting the benefits for many
women.

6.2.1.5 Localisation and
Glocalisation

While discussing the concept of
globalisation and its impacts, two other
interesting terms emerge: Localisation
and Glocalisation. Localisation refers to
the process of emphasising local production,
culture, and economies as a response to
the challenges of globalisation. While
globalisation promotes uniformity, global
supply chains, and the dominance of
multinational corporations, localisation
seeks to protect local industries, cultures,
and livelihoods. It emerged as a movement to
counter the negative effects of globalisation,
such as loss of cultural identity, environmental
degradation, and economic inequality.

By encouraging local sourcing,
community-based economies, and sustainable
practices, localisation aims to reduce
dependency on global markets. For instance,
the “Buy Local” campaigns in the United
States support neighbourhood businesses over
international retailers. Similarly, in India,
the “Vocal for Local” initiative promotes
domestic manufacturing and products. Local
food movements, handloom industries, and
regional start-ups also reflect the spirit of
localisation. This approach fosters economic
resilience and cultural preservation, offering
communities greater control over their
development and well-being.

Glocalisation is a blend of “globalisation”
and “localisation.” It refers to the adaptation
of global products, services, or ideas to suit
local cultures and preferences. Businesses
practising glocalisation modify their strategies
to align with local customs. For example,
giant multinational restaurant chains like
McDonald’s offer vegetarian burgers in India
to respect cultural food habits. Glocalisation
allows global brands to thrive in diverse
markets by being culturally sensitive, making
globalisation more acceptable and effective
at the local level.
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6.2.1.6 Criticism of
Globalisation

Globalisation, while driving economic
growth and international connectivity, has
sparked significant criticism across various
sectors. The process has led to profound
changes in economic, political, environmental,
social, and cultural landscapes. While it
promises greater opportunities, the impact
on inequality, local businesses, national
sovereignty, and the environment has been
detrimental in many cases. These criticisms
highlight the complexities and unintended
consequences of globalisation, which demand
a closer examination of its true costs and
benefits.

1. Economic Impacts

* Income inequality has risen as
multinational corporations profit
while many workers, especially
in developing nations, face
exploitation.

* Local businesses struggle to
compete with global giants, often
leading to market monopolies.

* While globalisation has
increased global wealth, the
benefits are unevenly distributed,
leaving large segments of the
population in poverty.

2. Political Impacts

* National governments lose
power to multinational
corporations and international
organisations that prioritise
corporate interests over public
welfare.

« Sovereignty is often
compromised as countries must
comply with global economic
policies dictated by institutions
like the IMF and World Bank.

e QGlobalisation has led to a lack of

accountability, where decisions
made by large corporations
influence political and economic
outcomes in ways that disregard
local needs.

3. Environmental Impacts

Increased trade and production
lead to higher carbon emissions,
contributing to climate change.

Multinational corporations often
exploit weaker environmental
regulations in developing
countries, causing environmental
degradation.

Deforestation, resource
depletion, and pollution are
accelerated by the demands of
the global economy.

4. Cultural Impacts

Local cultures and traditions
are overshadowed by global
consumer culture, leading to
cultural homogenisation.

Western cultural norms,
especially through media and
entertainment, dominate global
culture, diminishing diversity.

Unique cultural identities are at
risk of being lost as globalised
practices replace traditional
ways of life.

5. Social Impacts

Social fragmentation is
exacerbated, as globalisation
benefits some while leaving
others marginalised.

The divide between the wealthy
and the poor has widened,
particularly between developed
and developing nations.

Access to resources and
opportunities is unequal, with
the wealthy gaining more
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advantages while poorer
populations remain underserved.

6.2.2 Global Capitalism

Global capitalism represents the dominant
economic system of the modern world,
characterised by the worldwide integration
of markets, production, and finance. Global
capitalism, also known as international
capitalism or globalised capitalism, refers
to the worldwide expansion of capitalist
economic relations. It encompasses the free
movement of capital, goods, services, and
labour across national boundaries, facilitated
by technological advances, deregulation,
and international trade agreements. From a
sociological perspective, capitalism is not
merely an economic system but a complex
social structure that shapes relationships,
institutions, and power dynamics across
the globe.

The system operates through capital
mobility, allowing investment capital to
move freely across borders so corporations
can seek the most profitable opportunities
regardless of geographic location. Production
networks are organised through global supply
chains, with different stages of production
occurring in various countries, while financial
integration connects stock markets, banking
systems, and currency exchanges on a global
scale. This creates complex interdependencies
between national economies, supported
by regulatory harmonisation through
international institutions and agreements that
standardise rules for trade, investment, and
business practices across different countries.

Global capitalism has generated immense
wealth while creating severe inequality within
and between nations, with the richest 1%
controlling disproportionate global assets and
widening income gaps over recent decades.
This system has transformed work through
precarious employment, skill polarisation, and
global labour competition, while contributing
to environmental degradation through climate

change, resource depletion, and biodiversity
loss. The global financial system remains
inherently unstable, experiencing periodic
boom-bust cycles and systemic risks that
can devastate entire economies.

Despite promoting Western cultural
values and consumerism worldwide, global
capitalism faces resistance through local
cultural adaptation, alternative economic
movements, and social activism. Multinational
corporations wield significant influence over
governance through lobbying and economic
leverage, supported by international
institutions like the WTO and IMF.
However, various social movements, labour
organisations, and environmental groups
challenge the system, while governments
respond with social protection, financial
regulation, and international cooperation to
address capitalism’s negative consequences.

6.2.3 Global Business and
Corporates: MNCs and
TNCs

In today’s era of globalisation, corporate
giants play a major role in shaping
international trade and economic relations.
As global business expands, companies
operate beyond national borders, giving
rise to powerful entities like multinational
and transnational corporations. These
corporations not only drive global production
and investment but also influence labour
markets, technology, and consumer behaviour
worldwide. Understanding the structure and
functions of such corporations is essential
to grasp the dynamics of the modern global
economy.

A multinational corporation is a corporate
organisation that owns and controls the
production of goods or services in at least
one country other than its home country. On
the other hand, a transnational corporation
is an enterprise that is involved with the
international production of goods or services,
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foreign investments, or income and asset
management in more than one country. It sets
up factories in developing countries as land
and labour are cheaper there. It is important
to note that MNCs and TNCs are often used
interchangeably. However, when it comes to
the exact definitions and usages, both have
their own differences. While MNCs operate
with a centralised management structure,

TNCs tend to have a decentralised approach,
with operations spread across multiple
countries. MNCs typically maintain a national
base with foreign subsidiaries, whereas TNCs
establish operations in various locations to
remain highly responsive to local markets
and conditions. This decentralised model
enables TNCs to adapt more effectively to
regional needs.

Table 6.2.1 Difference between MNC and TNC

Multinational Corporation (MNC)

Transnational Corporation (TNC)

A corporation that operates in multiple
countries but maintains a centralised
management structure.

A corporation that operates in multiple
countries with a decentralised
management structure.

Centralised: The headquarters in the
home country makes most major
decisions.

Decentralised: Management is spread
across various countries to cater to local
markets.

Operates through subsidiaries or
branches in foreign countries.

Operates with fully integrated operations
in multiple countries, ensuring local
responsiveness.

Standardised approach to production and
marketing across countries.

Adaptation to local markets, with
strategies tailored to individual country
needs.

Focus on home country control,
centralised decision-making; foreign
subsidiaries follow a common strategy.

Greater local autonomy; operations
are spread across different countries,
responsive to local cultural, economic,
and political factors.

Eg. Coca-Cola, McDonald's, Walmart

Eg. Unilever, Nestlé, Toyota

6.2.4 Corporate Social
Responsibility

Corporate Social Responsibility (CSR)
refers to international private business
practices aimed at achieving societal
goals such as philanthropy, activism,
ethical business conduct, and community
development. CSR initiatives include
volunteering, pro bono work, donations,
responsible investing, and philanthropic
efforts. Initially considered a form of self-
regulation and corporate ethics, CSR was
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largely voluntary. Today, it has become more
structured and often mandatory, shaped by
government policies, international standards,
and evolving business models. CSR is now
closely aligned with Environmental, Social,
and Governance (ESG) criteria.

Over time, CSR has shifted from voluntary
commitments to formalised regulations at
both national and international levels. The
concept of “creating shared value” expands on
CSR, encouraging profit-oriented strategies
that are also socially responsible. At the
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organisational level, CSR has become an
essential tool for reputation management
and strategic positioning. For CSR efforts
to be effective, they must be integrated into
a company’s core operations, going beyond
compliance to proactive engagement in social
good.

Companies adopt CSR for both ethical
and strategic reasons. Ethically, leaders
may be driven by personal convictions,
as exemplified by the CEO of Patagonia.
Strategically, CSR enhances public relations,
reduces potential legal and reputational risks,
fosters consumer trust, and often contributes
to long-term profitability.

However, CSR is not without criticism.
Some argue it distracts from a company’s
primary economic function, offers unrealistic
promises, or serves as a superficial marketing
tool. Critics also view CSR as a way for
corporations to avoid stricter government
regulation and accountability.

Examples of Corporate Social
Responsibility (CSR) include Patagonia
using sustainable materials and donating
to environmental causes, Tata Group
funding education, health, and rural
development projects in India, and Unilever
promoting hygiene through campaigns in
developing countries. Microsoft supports
digital education and provides technology
to underserved communities. The Body
Shop focuses on cruelty-free products and
fair-trade sourcing. Coca-Cola runs water
stewardship programmes, and Google
invests in renewable energy projects. These
initiatives go beyond profit-making, aiming
to create positive social and environmental
impact while aligning with company values
and enhancing brand reputation.

6.2.5 Digital Economy

The digital economy refers to the way
production, distribution, and trade have

changed with the use of digital computing,
the internet, and web technologies. It also
includes how digital tools are changing the
way people work, how businesses operate,
and how the overall economy functions.

The fast growth of information and
communication technologies (ICT), aimed at
improving productivity, has played a major
role in building the digital economy. One
clear example is the Internet of Things (IoT),
where everyday items now include digital
features. These changes have helped increase
the use of digital systems and services in
many areas of life and work.

The World Economic Forum (WEF) has
predicted that by the year 2030, 70% of the
global economy will be influenced by digital
technology. This shift became faster due
to the COVID-19 pandemic, which forced
people and businesses to move many of their
daily activities online. As a result, remote
work, online shopping, and virtual services
became more common. At the same time,
businesses that provide the digital platforms
and tools for these activities have grown
rapidly and become more profitable.

This transformation has changed
traditional ideas about how businesses
operate, how consumers engage, and how
governments must respond. The shift has
raised important issues around data privacy,
fair competition, and digital taxation, calling
for updated regulations at both national and
international levels.

The digital economy is not just a
technological change; it is a structural
evolution affecting all aspects of economic
life. It influences how we work, shop,
interact, and govern. While it offers many
opportunities for innovation and efficiency,
it also brings complex policy and ethical
challenges that require careful governance to
ensure fairness, inclusion, and accountability
in a rapidly changing digital world.
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6.2.5.1 Digital Economy: An
Indian Model

The Indian digital economy holds
significant potential for driving positive
changes, such as job creation, financial
inclusion for the poor, and better access
to services for all sections of society. India
is emerging as a global leader in digital
transformation and innovation.

In recent years, India has experienced
rapid growth in its digital economy, driven
by improvements in internet accessibility,
smartphone usage, and government support.
The decline in data costs and the affordability
of mobile phones have played a crucial
role in bringing the internet to millions of
people, especially in rural and remote areas.
This shift has enabled people to use digital
technology for work, communication, and
financial transactions online.

A major aspect of this transformation has
been the rise of digital payments. Apps like
Google Pay, PhonePe, and Paytm, which use
the UPI (Unified Payments Interface), have
made online transactions more convenient.
Mobile payments, without the need for PIN
codes for smaller purchases, have replaced
traditional methods such as cash for shopping
and services. Digital payments are no longer
limited by geographic boundaries, and the use
of paper currency has reduced significantly.
E-wallets and mobile payment systems are
now widely used, even in rural and urban
areas.

6.2.6 E-Commerce and
Virtual Markets

E-commerce is a term used in business
to indicate the buying and selling of goods
and services through the web over the
internet. It makes use of technologies like
mobile commerce, electronic funds transfer,
supply chain management, online transaction
processing, and electronic data interchange
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(EDI). E-commerce is the biggest area of
the electronics industry as it has been the
leader in semiconductors for many years
now. While it normally uses the web for
transactions, it is observed that email and
other multiple technologies are also involved.

The most typical e-commerce examples
are those of buying products through various
channels, such as books via Amazon, and
services like digital music through platforms
like iTunes. E-commerce operates in three
domains primarily: online retail, electronic
markets, and online auctions. It is facilitated
by electronic business systems, which in
turn enable uninterrupted and smooth online
transactions.

The main advantage of e-commerce is its
convenience, which can also be translated
as the easy and fast way of shopping and
paying for the goods and services users want
over the internet. This brings about many
benefits for both customers and businesses as
it is less time-consuming and space-saving.
The new model of shopping will not only be
time-saving and accessible, but also flexible.

Virtual markets are online setups that
function as intermediaries between merchants
and customers empowered to buy or sell
goods and services without the necessity
of having a physical shop. These markets
make use of e-commerce technologies and
function completely via the web. Examples
include online retail markets like Amazon,
eBay, and Alibaba, which offer users the
opportunity to compare prices and items, as
well as to buy the desired products. Virtual
markets provide certain advantages such
as being available 24 hours a day, seven
days a week, a variety of products, and the
possibility to shop from anywhere in the
world. They are also a secure environment
for electronic payments and allow both small
and large businesses to access the global
market.




6.2.7 Criticism of
Digital Economy and
E-Commerce

Despite the progress made by e-commerce,
virtual markets, and the digital economy, they
continue to face significant criticism. One of
the primary concerns is the widening digital
divide. Many people, particularly in rural
and underdeveloped areas, still lack access
to digital platforms, leaving them excluded
from the benefits of the digital economy and
worsening existing inequalities.

E-commerce companies often rely
heavily on data, which raises serious privacy
concerns. The collection of vast amounts
of personal and financial data increases
the risk of cyberattacks, data breaches,
and misuse of this information. Moreover,
many e-commerce businesses prioritise
profit over ethical considerations, leading

Recap

to poor working conditions in warehouses
and logistics centres, especially in countries
with weak labour laws.

Virtual markets have also contributed to
the decline of traditional local businesses,
resulting in job losses and the closure of small
family-owned shops. Large e-commerce
players dominate the market, while small
retailers struggle to survive, leading to
market monopolies. The growing demand
for data centres, electronic waste, and energy
consumption by online platforms further
contributes to the environmental impact of
the digital economy.

Lastly, the rise of the digital economy has
led to a more isolated shopping experience.
Online shopping has reduced face-to-face
interactions and community engagement,
which are vital for building strong social
connections.

¢ Globalisation integrates world economies and societies, driven by
technology, liberalisation, and communication.

¢ [t affects employment, cultural exchanges, national economies, and
individual lifestyles.

¢ Women in developing nations face both opportunities and exploitation
due to global labour markets, often being relegated to low-paying,
low-skill jobs.

¢ Localisation promotes local production and identity to counter
globalisation’s negative effects.

¢ Glocalisation adapts global products to suit local markets, making
globalisation culturally sensitive.

¢ Globalisation is criticised for widening inequality, undermining sovereignty,
damaging the environment, and causing cultural homogenisation.
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Multinational Corporations (MNCs) operate globally with centralised
control, while Transnational Corporations (TNCs) have decentralised,
regionally responsive models.

Corporate Social Responsibility (CSR) involves businesses contributing to
societal goals, aligned with ethical practices and sustainable development.

The digital economy uses internet technologies to reshape production,
trade, and services globally.

India’s digital economy is rapidly expanding through increased connectivity,
digital payments, and government support.

E-commerce facilitates buying and selling online, driven by technologies
like electronic funds transfer and mobile commerce.

Virtual markets enable global shopping without physical stores, offering
accessibility, price comparison, and a wide product range.

Criticisms of the digital economy include the digital divide, data privacy
issues, exploitation of workers, loss of local businesses, and reduced
social interaction.

Objective Questions

. What is the key difference between MNCs and TNCs?
. What does CSR stand for?

. What term refers to the integration of national economies into the

global economy?

. What is a significant concern regarding the impact of globalisation on

local cultures?

. What is the impact of globalisation on income inequality?
. What is the main impact of globalisation on political sovereignty?
. What is the main ethical issue related to CSR?

. What does “digital economy” refer to?
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9. What are the benefits of e-commerce for businesses?

10. How do virtual markets affect small local businesses?

Answers

1. MNC:s are centralised; TNCs are decentralised.

2. Corporate Social Responsibility.

3. Globalisation.

4. Cultural homogenisation.

5. Globalisation often increases income inequality, benefiting richer
countries and individuals.

6. Globalisation can limit political sovereignty as countries must
comply with international agreements.

7. The ethical issue is whether CSR actions are more for marketing
than for genuine impact.

8. The digital economy involves online transactions, digital tools, and
technologies driving commerce.

9. E-commerce allows businesses to reach a global customer base and
reduce overhead costs.

10. Virtual markets often dominate, pushing small local businesses out

of the market.
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Assignments

. Discuss the major criticisms of globalisation in the context of

developing countries. Use real-world examples to support your
arguments.

Compare and contrast Multinational Corporations (MNCs) and
Transnational Corporations (TNCs) with examples. Evaluate their
impact on the economies of host countries.

. Analyse the role of women in the global workforce under global

capitalism. What challenges and opportunities do they face?

. Evaluate the effectiveness of localisation and glocalisation in

preserving cultural identity in the age of globalisation.

. Discuss the evolution of Corporate Social Responsibility (CSR) and

its growing significance in today’s business environment.

Examine the growth of India’s digital economy. Highlight the role
of government initiatives and the challenges of bridging the digital
divide.

. Write a short essay on the pros and cons of virtual markets and

e-commerce in contemporary society.

Suggested Reading

Sassen, S. (1998). Globalization and its discontents: essays on the
new mobility of people and money. The New Press.

Castells, M. (2010). The rise of the network society (2nd ed.). Wiley-

Blackwell.

. Banerjee, S. B. (2008). Corporate social responsibility: The good, the

bad and the ugly. Edward Elgar Publishing.
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SECTION A

Answer any ten questions of the following. Each question carries one mark.

10.

I1.

12.

13.

(10 x 1 =10 Marks)

. Define use value.

Who authored The Gift?

What is a measure of wealth?

Who authored The Philosophy of Money?

What do you mean by gift economy?

What is the core themes in the sociology of the knowledge industry?

Who developed a three-point formula to classify agrarian classes?

. What term did Durkheim use for a state of normlessness?

Who authored The Division of Labor?
What does the balance of trade measure?
Who authored The Postmodern Condition?

What type of law is linked to mechanical solidarity?

Who introduced the term Precariat?
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14. What is the visible manifestation of gig economy in today’s economy?

15. Who authored Economic Action and Social Structure:
The Problem of Embeddedness?

SECTION B
Answer any ten questions of the following. Each question carries two marks.

(10x2 =20 Marks)
16. List the different types of labor.
17. What do you mean by rationality?
18. How did Kingsley Davis describe the ownership of property?
19. What do you mean surplus value?

20. How does Marx place division of labor as a key in operating power and
inequality?

21. Define outsourcing.

22. Describe peasant mode of production.

23. What do you mean by knowledge worker?

24. How does gender factor in outsourcing?

25. Describe risk society

26. What is freelancing?

27. State any two features of traditional markets.

28. What did Max Weber refer to as the ‘iron cage’ of rationality?
29. How did GATT contribute to global trade?

30. State any two features of privatisation.

SECTION C
Write a short note on any five questions of the following.

Each question carries four marks.

(5%4 =20 Marks)

31. Examine Marx and Engels' take on property and property relations.
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32. Differentiate between welfarism and neoliberalism?
33. Discuss the features of redistribution.
34. What are considered to be the cultural consequences of outsourcing?

35. ‘Outsourcing is a modern expression of labour exploitation and capital
accumulation, reinforcing global inequalities,’ justify

36. Explain Theodore Adorno's take on knowledge industry.
37. List and explain the features of regulated markets?

38. How is the growing emphasis on free markets working towards collectively
producing beneficial outcomes for society?

39. Compare and contrast between free market and digital market.

40. Describe the concept of liberalisation, highlighting its main features and
illustrating with examples of its implementation.

SECTION D
Answer any two questions of the following. Each question carries ten marks.

(2x10 =20 Marks)

41. Examine the role of anomie in Durkheim’s theory of the division of labour.

42. Critically examine the main arguments supporting and opposing free trade,
with reference to economic efficiency, market dynamics, and the societal
concerns of labour exploitation and environmental degradation.

43. Analyse the criticisms directed at globalisation in the context of developing
countries, using concrete examples to substantiate your arguments.

44. Compare and evaluate Marx’s labour theory of value and Simmel’s philosophy
of money, drawing on examples like traditional crafts and modern branded
goods.
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SECTION A

Answer any ten questions of the following. Each question carries one mark.

(10 x 1 =10 Marks)
1. Who authored The Communist Manifesto?
2. Define emotional labor.
3. What is the opposite of generalized reciprocity?

4. Who authored The Great Transformation?

5. Who classified reciprocity into three types?
6. Which type of solidarity is based on similarity and shared beliefs?
7. Which class leases land and earns income without working it?

8. Which term was popularised by Lyotard in his influential work
The Postmodern Condition?

9. What type of law is associated with organic solidarity?
10. What increases with the division of labour in modern society?

11. Who introduced the idea of knowledge worker?
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12.

13.

14.

15.

Who authored The Managed Heart?
What is the full form of CSR?
Define Precariat.

Who introduced the concept of embeddedness?

SECTION B

Answer any ten questions of the following. Each question carries two marks.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

(10x2 =20 Marks)
Differentiate between use value and exchange value.
What do you mean by surveillance in labour?
State how labour is linked to power and inequality.
What did George Simmel emphasize on in his work The Philosophy of Money?
How do virtual markets affect small local businesses?
Why is production is called a social activity?
List out the five key areas of welfare systems.
What are the three kinds of obligations that gift exchange is based on?
Briefly discuss the functions of money?
How did Daniel Thorner classify Indian peasantry into three divisions?
What do you mean by liquid modernity?
How does Durkheim describe mechanical solidarity?
What is meant by digital economy?
What is meant by McDonaldization.

What do you mean by institutional embeddedness?
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31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

SECTION C
Write a short note on any five questions of the following.

Each question carries four marks.

(5%4 = 20 Marks)
Describe the functions of money.
Explain Max Weber’s Theory of rationality.
Discuss the four postulates that neo liberalism is based on?
List and explain the three types of reciprocity.
What are the key elements of market exchange?

Examine the two key factors that Durkheim identifies as contributing factor
to moral density.

Discuss the two types of social solidarity as put forth by Durkheim.
Elaborate the Marxist view on flexible labour.
How is gig economy relevant in this age of digitalisation of services?

Examine the growth of India’s digital economy.

SECTION D

Answer any two questions of the following. Each question carries ten marks.

41.

42.

43.

44,

(2x10 =20 Marks)

Compare and contrast between Emile Durkheim’s organic solidarity and
mechanical solidarity.

Identify and explain the major types of markets, giving a comprehensive
discussion of their nature and functions.

Discuss market exchange and gift exchange from a sociological perspective,
highlighting their contrasts and assessing the role of gift exchange in present-

day cultural settings.

Explain Daniel Thorner’s typology of agrarian society and analyse how it
contributes to our understanding of India’s rural economy.
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