Inpian Economy
1950-1990

After studying this ehapter, the learners will

¢ come io know the goals of Inda's five year plans

» kunow zbout the development polices in different sectors such as
agrienltins agd indusiry from 1950-1850

¢ ==ty think about the merits and mitstions of = reguisted economy.
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The central objective of Plapniag o Iadia.., s to Initiate a process of
development which will raise the lving standards and open ont to the people
new opporfunities for a gfoler and more variod life.

First Five Year Plan:

2.1 IxtEonUcCTioS

On 15 August 1847, India wekes to=
few dawn afﬁ'EE&am. Fipzllyvee were
masters of cur own destiny after
some two hundred yvears of British
rule: thie job of naticn ullding sas
oo in'our own Hands. THe lésdess
of independent Indl= had to decide,
=mong other thmgs, the type of
economlc system most suttables for
our mation, & system which would
promaote the welfare of gll rather then
4 few. There are diffesr=nt types of
econcmic systems (sse Box 2.1 and
among thems. socialism appealad to
Jawzharisl Nehm the most However.
he was oot In favour of the kind of
sociailsm sstablished I the {ormer
Soviet Untion where a8ll the means of
production, L.e, gll the factoriss and
farms in the county. wereovoed B
the government. There was oo private
property. It i5-pot possible m =
democracy like Indiz for the
govermment i clianige the ownesrshinp
pattern of land #nd other properties
of {5 efizens m the war ihat itsas
dorie in the formerSoviet Union,
Nehsu, afidmany other leaders and
thinker= of the newly independent
Isdiz; sought =n Sitermativye o the
exireme versions of capitalism and
socialismn. Basicslly ssmpathisicg with
the socielist cutlook, they found the
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answerin 2n sconomic system which.
n their vi=w. combined ths best
features ef socialism witheut itz
drm=wbarcks: In this view, India-would
be a sorizlist =oeizty with & stonz
publie sectar but al=s with private
properiy and democracy; the dovesmnent
would plan [z== Box 2.2] for the

W)ﬁ’ Work These Our

?‘I-"TE;:?.IE a chart on the
d:i:ﬁ':’ﬂmﬂt_i’pﬂ of economis
systems prevalent in the
world ©ist owt the-conntsies
== capitslist sceialisr and
Jrirsd economy

#Plan a2 class trip 5 a0
sgrirulinge S Biviids the
cla<k Into =ven groups wih
ear_hgrnupmplnnﬂ. ==l
goal, far -exampls, the
purpose of the visit, money
‘expenditure involved, time
taksn  resousess penple
accompanving the group
and who nsad s b
contacted, possible places
of visi, pesstble questions
iy be ask=d =i Now wilh
the help of your teacher,
complie thess specific dodls
and compare with long-term
soals of successful viait to
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Box 2.1: Types of Economic Systems

Exay sockEiy has 10 answer thres quesidons
#What goodds and canvices should be prodised in the couney?
» How zshould the goods and services be produced? Should producers use
more htiman Ishour or more-capital fmachines] for producing things?
#How should the goods and services be dismibuted among people®
One answer 10 thess questions i 10 depend on the market fortes of
supph'and demand. In 2 market econoniy, alzo callsd capitalism_ only thoss
cansumer gonds Wil be produced fhatarein demeand, [=. gocds fhet can
be sold profliably sither in the domestic or in the foreign markess If cars
ave in demend, sars will be producad and f bicycies are in demand hieveles
will be prodused. If labour 5 cheaper than capital meors labour-intenése
mﬁuﬂdprﬂuﬁmﬁﬂb&uﬂaﬂxﬂ&mahamm
the goods produced are distributed among peopie not o the Basls of what
peopie need buton the basts of Purchasing Power—the abiior (o buy goods
and servicas Thatjs m::m:ﬁmﬂﬂumnﬁ'mmfpﬁdﬂ.ﬁhwim'
Ethﬂ&mgfﬂrthﬁfﬂﬂ’bmuthﬂtﬁﬂhiuﬂﬂfmaﬂ_mﬂﬂm
the market ssnse because the podr dbomot have the plrchasing power o
back the-dsmand A= 3 result this commodity will not 5= producsd ahd:
sunpied as per markst forces Su_heaﬁﬂmdidnmxppﬁlm.!awahaﬁai
Nehmn, oty first prime mintsten for it meeant that the grear majority of peaple
ﬂ@mmmﬂmﬁmmmmm;ﬁmm
quatite of Iife
mann=r In = ocislist soclen the government decides swhar goads ars o be
produced In accordsnes with the needs of soclety. it £ assumed that the
mmzmmwhmbg&ﬁﬁ)rﬂu;eqﬂenfﬁlemﬁﬂd&cm
desires of individusl consumers ars not given much importance. The
gmmﬁﬂdmiahw@adsmetubepﬁﬁm;ndhwmqmﬂﬂbe
distritar=d. In principle, distrinition nndsr soctalfam 15 suppossd (o be baeadt
on what peopie ne=d and not on what they can aford to purchass Undice
under capitaiism. for axample 8 =scialist nation’ provides free heaifh care
to gli its citizens  Swoicelv, a socfalisr society has no privats propernty since
everything s owned by the stote in Cuba and China. for exaniple, most of
the econcmic aciivities ave govened by the Soclsletie principles
chﬁm_mnﬁ;umindummiﬁ.it the government =nd the
matkst tmgdihey answer the three quesilons of what 10 Eeduze, how ©
ﬁﬁmnﬂmfﬁmmmhmmmamm The
mistket will provids whaterer Foods and services It &n produce well, and
the government witl provide sssential soods and senvices which the metiet
f=ils i an
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Box 2.2: What Is a Plan?

A plan spells gut how the resoirces of 5 natinn should be put to s i
mﬁmfme#mlgﬂmﬂwﬂawﬂtumm;ﬁm
be achim=d within 3 specified peried of tims; in India plane were of ve
sears durstion and were edlled five:vear plans (we borrowed this from the:
formier Sovies Tinfon, the plonssr by natfonal plawning], Cur plan doctiments
upto the year 2617 noe anly specily the objectives 1o be amained in-the five
mﬂcf;pimhmahﬁwmumh:a:hrﬁ-ﬁimapﬂwrﬁmm
This long-term plan fs callsd ‘perspectve plan’ The five year plans ware
supposad 1o pro<ide the basis for the perspective plan

It will be unrealissic to sxpect all thegoals of a plan @ beZhen egual
importavics i al] the plans Infns:!hfgﬂahmk}'atn.ﬂlhhemmﬂuifﬂr
Emmpiﬁihzgnﬂmmmdudngmudmmthnﬂmnmhemmnﬂiuﬁth
the goai af incressing =mployment f the technoliogy reduces the nesd for
tabour: The planners have 1o halance the geals. 2 very difficulr job tndesd,
We find different goals being emphmsised In different plans i Indin.

Indig’s five year plans did not spell out how mmch of sach and svery
good and service 15 1o 'be produced. This |s peither pessihle-nor pecessary
fthe former Sovies Cnlon trizd to do this and Biled) It & sasugh §f the plan
i sp=cific about the s=ctars whsreit plays = commsnding role for instance,
mmmmmﬁlmmmmwm

‘eronoizy with the piidte sédorbeing
encourdaged to bepari of theplan =flori.
The ‘Industrial Policy Resolution” of
194% and the Directive Frinciples of
the Indizn Constitubion reflacted

this ontlogk. In 1950, the Planning

Commission was s=t up with the
Prime Ministeras lts Chawrperson. The
er= of five y=ar plans had begun.

2.2 Te= Goars or Five Yeak PrLaxs

A plan should kawve some cleazly
specified gosls, The guals of the five
vear plans were! growth, medernisation
self-reliance and equity. This does not
mean that =l the plans have given
egual importance to all these gosls.
Dhae to limited resources, = choice has
tc be made m ==ch plans sboutwhich
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of the doals = to be divern primary
importance. Nevertheless. theplanners
hove to ensure that, asfaraspossible.
the: oolicies of thes glans do not
contradict thessfoiir geals. Let ps now
legrn about the gozals-sf plapningin
some detsil. '

Growth: It refers to imcrease in the
country’'s cegpacity to produce:the
osutput of goods and services within
the country. It mplies either =
larger stock of productive capital,
or & larger size of Supportimg
services like transport and
bansing. or am incresse in Ehe
effictency of productive capita!l and
serviges. A Fgood imdicator of
economic growth, in the lJanguage of

is

el Bl



Box 2.3: Mahalanobis: the Architect of Indian Planning

Many distingnished thinkers contributed ro the formulation of Indie’s five.
year plans, Among them, the name of the sististirian Prasanis Chandra
Eoholarabils, siorde ot

Fianning, In the real senss of the rm, ‘bedan with the Seconhd Five Year
Fiann The Second Flan, a landmerk contribution ta Sevelopmient planning
In gemeral, Jaid down, the bastc ideas redarding
geals of Indian planning: this plan was based
on the jdeas of Mahslsnohis i thet senss he
can be yegarded pe the architecs of Indian
p_tﬂ_n.ﬁ_t_l::g

Mahstanobis was borndn 1893 fn Eaicuna
He was educated at the Frestdency College in
Calouttz and: 2t Cambridse Universtty in
England Hi€ contribuiions twm the cu.bjﬂ:t of
siatisies- brought Him inteimaiions! feme In
1845 he was m=de & F2llow |[member) of
Eritain's Hoyal Society. one of the prostc
prestiglons arganisatons of scleniists iy the
most cutstanding seisntists ars ma;!ﬁ
members of thiz Socletr.

Mahalenahis ‘Estabhlished the Indiah
Srariaticsl Inetituis (I5)) i5 Celoumre-and
started 2 jourmnal Senklym which smill serves
as. 3 TEspecised forim Ior dfstizncians 16
dizciizs thelr ide=ce Hoth the 1S ond Sankhya e highly r=gardsd by
gfatistirians and sconomists &1l over the-world to thi= day.

During: the second plan perfod. Mahalanobls Invited maay
ﬂjsﬂngumhﬁiemmnﬂ_mmmmﬂmaqﬂahmgdmaﬁﬁsebjmmmdms
-:mn_.micdi-rﬂ:fpmcm Seme &f thess economisis became Nobel Prizs winnes
[ater, which ahows that he could ldentify Indhvidusts with talent Amasng
the ctemomists Invited By Mahalanohis wire thoss who were very critical of
the socizlist princfples of the second plan In-other words, he was willing o
listen to what his oritdes had to say, the mark of = great scholar

Hhﬁ?mmnjmtcé;v rejecEitha Ippﬁﬁnﬁtt}iﬂm:hng formulatsd by
Makalansbie But he will 2lvass be remetmbered for plaving 2 viml rle m.
pfutﬂngimﬁzunthernadmemnmm ani statisticlans cantinue:
o profit from his contrfbution to: statistical theory

Source: Sukiamer Chabrerardy. Mahslonobfs, Prassriz Chandrs" fiz John
Eatwail et al, [Ede ] The N=v Balgrevs Dcfionary: Econamiic
Dsvelopment. W Norfon, Nesr Yors and London.
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As '3 coumiy Gevelops: it

Box 2.4: The Seivice Seclor

souctural changes®, In the case of Indla,
ithe spruciural change is pem_lllﬂ_.‘r_ Tsually, with development, the share of
mm&mmmamﬁmm&qm Ar higher
EmunfdﬂﬂnmL&Eﬂaetmmmhmﬂmmmr@Fﬂmnmf
Gthar two sactors. In India tHe share of agricultinres in the GOE wss more than
50 per cent—as we would expect for & poor country. But by 1590 the share of
the sevvice secror was 45,55 per cent. more than thor of agriculture or indusoy,
iz what we find tn developed nations This phenomenen of growing share of
the sevvice sector was accelerored in the post 1991 period (this marked the
arszst of globalisaton in the county which w4l be discus=sd in chapter 3.

eronomics, is steadyinecr2ase in the'

Gioss Domestie Froduct [GDF). The
GDP is the market value of gll the
Himl gonds and sexvices moduced in
the country durng a ¥ear. You have
studied this coneept i Class X as
wzil. You can think of the CDP as a

cakes anid growth is tnrrease In the:

size of the cake. If the cake s laTger,
more people can enjoy (1. It is
nepessary o produces mere gonids
and services if the peaple ofindis m'E
to enjoy {in the words of the FastFive
‘ear Planj a mare pch and vared life.

The GDP of 3 country is derived
from the different sectors of the
economy, ramely the agriculthral
sector, the indusirial sector and the
service sector. The contribution

made by each of theseg sectors makes-

up the structural eomposition of
the economy. [n°some countries,
growih in agrcunlbure conbribotes
more to the GDP growth, whils I
some countries the growth in the
sexvics sechnm conilobuies more 1o
GDP growth jsee Box 2.4).

Modernisation: To increase the
producHon of goods and services
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the producers bhave to adopt new
technoloiy. For example. & farmearcan
Imecresse the cutput on the farm by
using new Seed varieties imstead of
using the ald enes. SSmilasly, 5 factory
cal Imcrease cugFil by using a new
tvpe of machins, Adoption of new
technology isealled modernisation.

However, modsroisation dees not
reier only to ths use of new technoingy
bt alsn to changes o soial outlock
surh.as the retognitim that woemen
5 baditions]l soelety. women ars
suppesed o remain at nine while men
work A modsrn sockEty makes uss of
the talents of women o the work placs
— in hanks, factories, schools et —
and surch = socety m most oocassians
= also presperons.

Self-relianece: 4 nation can promots
economic growibh and modernisation
by using-its5 pwn resources or by
using resources imporied from other
nations. The first seven five vear plans
gEve importtance to self-reliznce
which means aveiding imports
gf those goods which eculd be
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F\ﬁ" Work These Out

l2] Productdon of focd gratns
[ Paociaging of prochices
fe] RMiass communication

# Fingd our-and prepere

= Ob=erve the diffsrence

i“ﬂMmsﬂm‘wmdmmemmgamﬁchnﬂqvuseﬂhr

a list of major tems thet Indls tmported and exported
during 1890-01 and I015-18 (For this: =ee F 145 also)

ol Do you see the fmpact of self-reliance? DHscuss
Far getiing these detafls you may refer to Fconomle Strves of the |atee: vear

produced i India itself. This policy
Wras considered a necessity o order to
redurs gur dependence o foreiygn
countries, especially for food It is
understandable that people who were
recentiyiresd from foreign domination
should give imporiance o sei-
relismce. Further, it was feared that

dependence on imported food
supplies. foreign techmology and.

foreign capital may make I]:u:ﬂﬂ s
sovereignty 1"u_LﬂEra£rlE 2] fm:‘EﬂIn
interferences {n our policies

Equity: Now growth. modernisation
and self-relisnce, by thems=ives, may
not improve the kind of 1 which
people are living,. A countyy can have
high growth, the most 'modern
technology d=veloped m the country
{tzeif. and also have mostof itz pople
living in poverty. It 5 fmportant to
ensure that the benefits of econemic

prosp=rity Teach the poor sections as

well instead of being enjoyed cniv by
the rich. So, tn addifion to growth.
mmoderoisation and seif-rsifsanes,
equiby i alsg lmporiant. Fvery Indian
should be able to mee=t his or hier hasic

]
3

needs such as focd, = decent hnrus-E
eduratinn and health ¢ar= and
ineguality in the distribution of weslth
shopld be reduced,

‘L=t us now see hiow the first seven
five vear plans, cgyvering the period
1850-1990. attempted to atisin these
four goals and the sxtent to which
they succeeded in doing so, with
reference to sgriculture, industry
and trade. You will study the policies
and developmental issues taksn op
sfter 1991 1 Chapter 3.

2.3 AcRICULIURE

You have learnt in Chapter © that
dunmng the colonia! ruls there was
neither growth mor eguily in the
agricultyral sechor. The Dolicy makers
of independent india had to address
these izsveswhich they did through
land reforms and promoting the use
of High Yielding Variety' (HYV] seeds
which ushered in = revolubtion do
Indian agricultars.

Land Reforms: At the time of
independence, the land tenure system
was chamactedssd by intermediariss

INDIANY ECONOMIC DEVELCPAENT
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Bax 2.5: Ownership and Incentives

mmdMEmﬂMhﬁﬂmmaﬁﬂmwmﬁﬁiwm
1=ke mare Intersst—that will hdve mors incentive—In inereasing output if
they are the owners of the land, lﬁmmmpmlﬂﬂﬂﬁﬁhﬁﬁiﬂ
tiiler o make profit from the increased sutpur. Tepants donot have the incenthvn
i make improvemenis on lend singe U is the landowner wha would benefic
mare fom highsr guiput. The tmporisnee of ownership tn providing Incentivss
15 w=ll Hlustrsted by the carslessness with whith Srmers In the ovme Sovist
Urdanwsedta: fruits for 2al= It was not uncomman tosse farmers parking
rotten frittts along with fresh fmalts in-the same box- Now, every farmer imows
that the Totten frufrs will spoll the fresh fuits if thev are packed mgether, This
wﬂim;hﬁmth:ﬁrmﬂsmﬂjemmmtbeamﬁ So why A the
Sovist farmers do vmlthﬁnuﬂ&ﬂﬂbrhuﬂt’zﬂ:hhlﬂﬂmthﬂ“
The enswer Hes In the incsntives faring the farmers. Since farmers In ths
formey Sovier Unfon did not ownany land, they netther enjoved. the profits nor
suffered the losses In the shsence of ownarship, there was no incentive on
the part of farmers to be efficlens, Whiﬂ:ahéﬂphin!ﬂiﬁpﬂﬁrpﬂfmd
-&Wﬂlmt&mmdmmmdlhmﬁsd
hig]:lh fertl=land.

Enmwu. Thomas Sowell ‘Bzsic Fconamics: ;i Citizen's Guide to the Ecornmy.

fraricusiv
=tc.) who mesely colledtsd =nt Eom
the actnal Hllers of the ==l wathout
coninibuting towands. moprovements
on the forms.  The low productivity of
the agriruliiimal Secter foreed Indi o
import food fromn the United States of
Axnerica {U.SA.), Equity im-agricnlfure
called for land reforms wihech primarily
1=ter I changs in the owosiship of
landholdings. Jnst 3-year after
independence, steps were taken o
ahalish intermedisries and to make the
tiliers the owners of land The idea
behind this mote was thal ownershio
of land would give incentives {s== Box
2.5] to the ullers to iovest in making
improvements provided sufficlent
capital was marde availahle o them.

BEEAN ECONOAMY. 1EED-12048

called rannipdars. fagirnars

Land eceiling wos snothsr ocolicy to
pﬁ_m:f:ut_e squity in the agricultursl
sire of land which could be owned by
an ndividual., The purpose of land
csiling was to rtedoce the conoenirstion
of lamd owmership - a few hands
The abohtion of \ntermedi=riss
meamit that some 200 lakh Ermmnts
camis inks direct contarct with the
government — they wese thus
freed brom being expigited Ly the
zaxmindars. The own=rship conferrsd
on tenznts gave them the incentive to
mrrease putput and this contributed
to growth in agricubbare: However, the
goal of equiity was not fully served
by abolition of intermediaries. In
some areas the formsr r=mindsrs

[
)
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continned o owe large areas of land
by making use of some loopholes in
the Jegislation: therce were cases
where tenants were evicted and the
landowners claimed to be self-
cultivators {the actual tllers), claimng
ownership of the land: and even when
the tillers got ownership of land, the
poorest of the agricutlitnmal labourers
[suzeh as shayecroppers and landless
labourers) did not bensfit from land
refarms.

The land ceiling legislatinon alsg
faced hurdles. The kig landlerds
challenged the legislation in the
couris, delaying its implemmentation
They used this delay to register their
lands in the name of closs relatives,
thereby escaping fom the
legislation, The legislation also had:
a lot of locophales which were
exploited by the hig landhbolders to
retsin their land. Land reforms were
suceessful in Kerals and West
Bengal because these states had
governments committed to the palicy
of land to the tilles. Enfortunately
other states did not have the same
level of commitment and vast
inequality in landholding continnes
to this day.

The Green Revolutlon: At
independence, about 75 per cent of
the connirv's pupulation was
dependent on agriculture.
ProdocHvity inthe agricuilingsl sector
wras very low because of the use of old
technciogy and the absence of
required infrastructure for the vast
majority of farmers. Inodia’s
sgricolture vitally depends on the

-

monsgon and if the monsoon fell short
the fsmmers wese in trouble unless
they had aceess to irridation facilities
which very few had. The stegration in
agriculture dupng the colenial rule
was permanently broken by the grsen
revolution. This refers in the large
Inerease in producHon of food grains
resulting from the nse afhigh yielding
variety (HYV) seeds especially for
wheat and rice. The nseof these seeds
required the use of fertiliser and
pesticide in the comect guantities as
well s regular supply of water, the
application of these inputsin correct
proportions is vitel: The fasmers who
could benefit from HYV.seeds requuired
reliable rrigation facihities as wellas
the Bnancial resonrces o purchass
fertiliser and pesticide. Asaresult, in
the first phase of the green revolution
fapproximately mid 1960s upta mid
1970s), the use of HYV sseds was
restricted to the more affluent ststes
such as Punjab, Andhra Pradesh and
Tami] Nadu. Further, the use of HYV
seeds primarily benefited the wheat-
growing regtons enly. 'In the second
phase of the green rtevolution
[mid-1G70s to mid-1980s]), the HYV
technology spread o a larger muimber
of states and benefited more varisty
ef crops. The spread of green
teveiution techoology enabled India
to achieve self-sufficieney in food
grains; India ng longer had to he
at the merey of America; or any
other nation, for mesting {5 food
TEgIHIFmeEnis

Growth in agricultural ocutput is
Important but if is not ezough. li a
large propertion of this increase is

INDIANY ECONOMIC DEVELCPAENT
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consumed by the farmers themsehes
instzad of being sold 1o the market.
the higher sutput will oot make murh
of a differenire to the econooy a5 a
whole. 1, ocn the other hand, a
substantial amoumt of agrcuitaral
producs is sold in the market Gy the
fermers, the higher oubput o= make
a difference to the economy. The
porton of agricultural prodice which
is sold in the mark=t by the farmers
is czlled marketled surplus. A good
properiicn of the rice and wheat
Froduced during the gre=n revolutinn
peried (awvailsble as marketsd
suTpius] was soid by the Ermers n
the markst As a result the price of
food grains declined relative toother
items of consumption. The low-
incom= groups, who spend & large

ESENAN EDONOMY 18E0-18908

percentage of their income gn nod,
benefited from this decling in relative
prices. The green revolution spohled
the govermment to procire. sz
amennt of food grains to build o steck
which conld be used in times of food
shoTiage.

While the pation had immensely
benefited from the green revohiting, the
technology onolved vwas not fes from
fsEs One shich risicwas the possindiity
that it wenle norease the disparities
betvween small and big amers—sinces
cnly the big farmers could afford the
reguired ioputs, thereby t=aping mest
of the benefits of the green revolution
Moreover, the HYV cropswere siso more
proae o atiark by pestsamd the smmall
farreers who sdopted this technology
could lose everything in a pest attack.

[ r




Fortunately, these Tears did not
come ttue because of the steps taken
by the government. The government
provided |oans.at 8 lowinterest rate
te sm=z=l! farmers and subsidised
fertii=sers so that smell fermsrs conls
also have access to the nesded
inputs. Since the small farmers conld
obtsain thz reguired inpumis. the
output oo sm=ll Brms eguoalled the
output on levge Isrmsin the eonrse
of time. As = yvesult, the green
Tevolhition bensfited the=mal] as well
as rich farmers. The risk of the smail

farmers being fuined wheno pessts

attack their crops was consider=sbly
Teducsd by the services rendersd by
researohn mstitutesesiablished by the
sovernment. You should fighke that
the green révelutiom would have
fatoured the rich farmers only if the
state did nol play an e=Emsivesrole
in ensuring that the small farmer
also gains from the n=w technology

The Debate Over Subsidles: The
economric justification of subsidles
egriculture is, at preseat. a hotly

debated question. It is generally

agreed tHat [t was necessary to use
subsidies to provide an incentive for
adoption of the new HYV technology
by fErmers in genst=El and small

farmesrs in partcunlar. Any new
techuology will be lguked upon as
being co=ky by amers. Subsidies

were, ther=fore, nesded to encourage
farmers to tést the oew technclogy.
Some sconomists believe that cnece
the techmology is found profitable
&nd 3 widely . adopted, subsidies

(]
in

should be phassd gt since their
purpose has been served. Further,
suisidies are ineant to benefit- the
farimers but & substantis! smount of
fertiliser subsidy alse bensfits the
fertiliser industsy: apnd among
fErmars, the subsidy largeily bemefiis
the formers i thes more mrosperous
regicos. Thevefore, it 5 argued that
there |s no cass for continuing with
fertiliser subsidies: it does not benefit
the target group ssd it is a huge
burden on the government' s finances
|seealso Sox 7.6,

On the other hand, some belisve
that the govermment should eostious
with agnoultural subsidles because
farming in India coptinues (o beansky
busimiess. Most farmers are very pooT
and thevwill net be able to afford the
requrired mputs without sobsidies,
Elimminating suibsidies will inceease the
meguality Setween rich and poor
farmers and violate the goal of equity.
These experis argne that iff subsidies
are largely hemefiting the fertiliser
industry and big farmess. the cormect
policy = oot to abolish subsidles bt
to tale steps to snsure that gnly the
poor farmers enfoy the benefits,

Thus, by the late 1960s. Indian
agriculiuma! productivity had increased
sufficzently to enable the country to be
seif-sufficient in food grains. Thisisan
achievement to be proud of. Cn the
negative side, soms 65 per cent of the
country’s populativn continusd to be
1990, Economists have found that as
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Box 2.0: Prices as Sigmals

You would have lesmmt In 2n earllsr class shous how prices of goods are
detErminad in the marlet It is tmportant o underssand thst nrices are signals
about the avalizhilior of goods. I = good becomes scarce, fts price will rise ang
those who .isﬂth!isjuﬂwﬂlha\'tﬂﬂmftﬁﬂvetﬂnﬂke eificient decistons
shonst lis use basad onthe price. T the price of water goes up becsuse of lower
mpply, mlemmﬁmemmmmmmmgmmmm
they may stop watesing the garden to conserve water We complain whenever
theprtn_na_‘pﬁtmlinnﬁmanﬁhlum. it on-the government Bit the increase
in petrol price reflects greater scavcity and the price rise is 3 signal thas less
petro] is avatlahle—this provides an fncenttve o iise less petrol or look for

Some sconomiste point aut that subsigise de not allow prices to indicaze-
the supply of a goed. When siectricity and water are-previded at a subsidised.
mte-ar free, they will be used waseefully withourany concern for thelr Scarciy
Farmers will cultyate water intensive crops & warer 15 suppliad free, although
e warer resoinces in that reglon may be searce and such crops will further
deplete the alr=ody ecarce resmnzes I waker = priced t4 reflert coarvrity,
farmiers will cultfvats crops suitable to'the region. Fartlizer and pesticide
subsidfes yesull In overnse of-resources which can be harmful to the
envirenment Subsidies provide an incentive for westeful use of résources
Think aboiit subsidles In =rms of nrentives and s=% ypursell whether i1 1s

Wﬁéﬁﬁﬂﬁtﬂﬁﬂtlﬂﬁrﬁﬂﬂmpﬂﬁﬂﬁ!ﬁfm to farmers

a pation bevomes more prosperous,; the

proportion of GDP contributed by
agricultisre as well'as the propordon of
population working in. the sector
d=elines comsiderably, In Indis,
betwesn 19560 and 1890, the
propertion of GDP contributed by
agriculture declined significantly but
oot the populatinn dependiny on i
[67.5 per =ntin 1950 t0'64.9 pere=nt
by 1990G). Why wa= such = large
proporticn of the populstion sngages
in agricubiure aithough agricultural
cartput could have grown with much
less people working o the sector? The
answer i5 that the indnstris] sector gndg
the service sector did not absorh the
people working in the agricnitunival
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sector. Many economists call this an
imporrant failure of oar policies
followed during 1850-1840,

2.4 bmusteEy an Tarass

Economists have found that pcor
nations can progress only i they have
a gopd industris]l sector Industey
provides esnployment which s mors
stabie than the empioyment in
agriculture: it promotes modermisation
amd overall prosperity: Itis for this
reason that the five vear plans placed
a lot of emphasis oo industrial
development. You maght have
studied in the previous ehapter that,
at-the bime of independence,. the
vanety of industries was very narmow
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facEne af
Tt will be bensifctgl if the

cntries on- farm =sabsidiss

Inthe_hnpcﬁfpieﬁ

}&MPﬂwmvrﬁiz_an agricuiltural fanm, prepare 2 cis= sty an
Emﬂxﬂﬂ;ﬂﬂﬂgﬁ&ﬂ_:ﬁﬂﬂ.ﬁp&ﬂ-ﬂ&rﬂiﬂs machinee

rost involved, marketahle-surpius and incoms exmed.

s in enltiverion metheds could e collerted
from an elderly member of the farming family

[a] Hscuss fhe Sndings In vour cass:

(b} ThHe different groups can then: preparea &mmmm
cast of wroduction, productivity, uis of szeds. FErfillsers, means of
trrigation. dme:taken marketsbie surplus and incoms of thes famiiy.

» Collece newspaper cuttings ralated 1o the World Bank: Internaronsi
Monetary Fund, Worid Trade Organisston  fand mests of G7, G2, G10
countriss). Discuss the views shared by the developed =nd developing

# Frepare ple charis on the occupational fhucture of thesIndian aranomy
mﬁmmmmm@mm&rm&w

185051 ISD=S1
Agzm,l'llu:n =2 BBE
Indusgy 10.7 127
Services e 2 205

view on thic jsemme?

INsruss

#Some economists:argue that Farmers in other coumiries, partienlariy
developed couniries, =re provided with high smount of subsities and are
Enﬂm;ggduﬂ;&mﬁzzlrmm to other countrize Ds vou think eur
farmers will he-ahle o compets with farmers from déveioped countriss?

— largely confined to cotton textiles
and juf= Theére were bwo well-
managed ronmand steei Hrns— one
iz Jamshedpur aand the other n
Kolksta — but, obviously. we needed
to expand the inndustrial bass with =
variety 'of mdustries-if the éconoamy
was to grow.

Publle and Private Sectors In Indlan
Industrial Development: The big
guestion Bond the policy makers was
— wnat should be the roie of the
govermment 8nd the prisate secor s
industirial development? At the time of
mdependencs, Indian mdustrialisis did
not ‘Have the eznital to vwndertake
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investment s Industrial veotuzes
requited for the development of Indizn
sconooy, Nt wat the marksf big
‘enough to encourage fndustrialists to
undertake major projects even if they
had the capital to do so. It is principally
for thesc reasons that the erstwhile
govermunendis had to play an exbnshe
Tole {0 promoting the mdusiviat sector.

I addition, the degidion o develop the
Indian sconomy on-socialist lines-led
to the policy of the governiment
controlbng the commending heighis of
theeconomy. as the Secand Five Year
plan put it. This meant that the
govermment would heve complete
comtrol of thoss industries that were

vital for the economy. The policiss of the

private sector would have tc be
complimentary to those of the public
sector, with the public sector leading
theway

Industrial Policy Kesolution 1950

(IPFR 1956):. In accordance with the
goal of the state controlling the
commanding heights of the ertonomy.

the Indusirial Policy Essalution of
1856 was adopted. This resalution
formed the basis of the Second Five
Year Plan. the plan which tried to
hurild the basis for & socialist pattern
of society. This resolution classified
industries into three catégories. The
st citegory comprissd inbusisies
which would be exclusively cwned by
the govermment: the second category
consisted of industries inwhich the
private sector epntld supplement the
efforts of the public sector, with the
governme=nt taking the sele
responsinility for starhng new 1nTis;

the third eategery consisted of the

remaining industries which were to
be in the prvate sector.

BEEAN ECONOAMY. 1EED-12048

Although thers wasa category of
Imdusiries =it tc the provats sector.
the sertor was kept under siate
cantrol through a system of licenses:
Ne newindustry was ailowsd unless
= lleense swds obhtaised fiom the
government. This policywas used for
promotizg mdoastry i backwazd
regdlons: it was easier to obiain a
license if the Inmdisizal ummt was
establishzd I an ecooomically
backwazd areas. Inm addifon. such

itswers §iven c=xiain roncessions
suchk a8 tex benefits and elechieity
at = lowwertariff. The purpessof this
policy was to promets rEglonal
eguality.

Even an existingindustry hzdito
cbtain = Heenss: for sxpanding
cutput arfor diversifving production
|producing-a new variety of goods).
Tihxs was mesnt to ensure that the
gquantity-of goods produced was oot
more fhan whai the economnry
reguired. License ta expand
prodociion was given only if the
govermment was conyincea that the
economy reguired 3 lprger gantity

of goods:

Small-Seale Industry: In 12535, the
Village and Small-Scaele Industnes
Cormmaties, =lso called the Esrve
Eommittee, noted the possibility-of
using smeall-scale industries for
promcting rural development: A
small-sealedindustry” isdefined with
refererice to the medmunm invess
ment allowesd on the assets of 2 unit:
This lmit bas changed overa period
gf tHme. In 1950 53 small-Seale
Irrdiestria] unit was onswhich invested

9
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a mazimum of apess Bve lakh: at
present the maximum invesbment
allowred is Tupess ane crors.

It is believed that small-scale
industries are meore 'labour intensive’
i.e.. they use more Isbhgiivr than the
large-scale industties-and. therefors.
genersts more employvioent. Bubihess
indusiries cannot compets with the g
industrial fims: it is obwvicus that
development of small-scale industry
requires them to be shnelded from the
large firmms. For this purpose. the
production of 8 number of products
was reserved for the small-scale
ipdusty: the oiterion of r=seration
being the akility of these goits to
mamndacture the goods: They were also
gnven concessions such aslower excise
duty and bank loans ar lowsr intersst
FRIEs,

2.5 Trape Powsoy: Invort Stessoimomox

The industrial policy thal Indis:

adopisd was closely related to the
trade policy. In the first seven plans.
trade was characterised by what is
commmoniy calied an mward locking
trade strategy. Technically, this
stratedy is called import substi-
tution. This policymimmed =t replacing
crsubstituting importswith domestic
production: For exampie, instead of
importingvehicles made i a foreign
eountry, imdustries would be

encouraged teproduce theminindia:

itseif. In this policy the government
protecied the domestic industries
from foreigs competition, Protection
from impEeris teok two forms: tanils
snd guctas, Larifis-sre 2 tax an

30

Imported goods: they maks impeorted
goods moreexpensive and disrpurade
their nse, Quotas specify the gonantity
of goods which car be'imported. The
effect of tariffs and guotasis that they
resitict imporisand, ther=fors, protect
the domestic firms from foreign
competition

The policy of protectizn was based
gn the notion that industries of
devzloping couniriss woe oot In 2
positicon to competz agsinst thz
goods pmroduced Uy more developed
economi=s. It was assumed thot f the
domzstic industries were protected
they would lsarn to compets in the
course of Gme. Qur planoess 3i=0
fearsd the possibiiity ef forsign
exchange being spent en import of
iy goods Afne restrictions-were
piaced on fmports. Nor was any
saTicuys thought Fiven tc promots
exports tuntil the mid-1980s:

Effeet of Polleies on Indusirial
Development: The achisvements of
India’s mdusizial sectbr dusing the
Hrst =even plamss-ste liopressive
Inde=zd. The propertion of GDF
contributéd 'by the industrial
soctor incr=ased in the pericd from
13 per centin 1950-51 to 24 6-per cent
i '1880-91. The riss in the
tndustsy’s- share of GDP is au
mporiant indicator of development:
The'six per cent annual grewih rate
of the industrial sector during the
period is commendable. No longer
was Indian industry restricted largely
to cotton textiles and jute; i fact, the
Industrial secisr beeame well
diver=ified by 1390, k=gely due io
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P P otk These Out

» Comstrucr= pie chart-for the following tabis on-secroral coraribution 1o GBP
and Giscuss e difference i the: conmibutie of the sectors tn the Hahrof
effecis of devslopmen: during 1950-51

Sectar I8953-51 155521
W
Agrieninize -&}Qﬁ N 580 213
S abs Ul e
lmiﬂstrr 13.5 245
Services ] 0 i05

# Condurt o debate in volir clazsrdbrn on the nssfiibess of Pohlic Sector
Endermiings (F5Es] by dniding the class into two groups. One group may
spesk in favour of PSUs znd the other group agatnst ithe motlon (involve as
many students 25 possihle and =nesirage tham o ghve ss=mpies)

the public sector. The prometion
of small-spale industries gave
opportunities to those people whe did

not have the canite! io starf large

firms to get into business. Protection
from foreign competition enabled the
develppment of indigenous mdusities
in the areas of electronics and
Automobile seetors whirh otherwise
ronld not have developed.

I spite of the sontmbubtion made
by the public sector to the growth of
the Indian economy, S0ME ECOTOMESES
are critical of the performance of
many publicsector enterprises. it was

propossd at the beginning of this

ehapter that mibally publie secter

BEEAN ECONOAMY. 1EED-12048

was reguired in-= g way., it is now
widely held that state enterprises
continued to produce certain goods
and services [efien monopolising
them) although this was no longer
reauired. An example is the provision
of telecommunication service. This
ndustry continued to be reserved for
the Puhlic Sector even after it was
realised that privete sector firms
conld alspo provide it Due to the
absence of competition, even till the
late 19903 one had to wait for 2 long
time to f=t a telephone connection.
Ancther iostance could be the
establishment of Modern Bread, a

bread-menufacturmyg firm, as f the

8]
[
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private sector could not manufaetnge
bread! In 2001 this firm was sold to
the privaie sector. The point §s that
after four decades of Flanmed
development of Indisn Economy oo
distinrticn was made between fil what
the public sector alonz csn do and
{iE] wihst the private sector can also
do. For example, sven oow only the
public sector supplies oational
defens=..And even thourdh the grv=te
sectcr can manage hoteis w2l vt

fHe gcr'r-ruzmz[u alss runs hotels, This

has led som= scholars to argue that

the stat= should get out of areas

which the private secior can manage
anid the govermnent may concenimste
= respurces on onporisnt SETVICES
which the private sector cannct
Erovide.

Many public sector firmms Incuryed
huge losses but continusd to
function becauss it is difficult to close
a government undertaking cven €1t
is: a’ drain on the nation's limited
TeEEouToes: Lhiz doss ot mean that
private Grmms are alwass profitable
{mdeed. guifé-a fewr of the publie
sector firms were origlnally private

foms wihlch were on thes vesge of

closure due to losses; they were then
niationalised to protect the jobs of the
worhkers). However, d loss-malking
private Bom will fot waste resouzess
by bBeing kept rurming despite the
losses. '

The ==zd o abtain 2 Heense to Start
an indistry was misused by
industrial Hous=s: & big industrialist
would get 2 license not for starting a
nEw firm but to prevent competitors
from starting new firms. Theexcessive

3z

regolatinng of what cams o be mlled the
permit lHcense raj prevented certain
firmns from becoming more eficient.
More time was spent by industriaslists
in trying to obtzin a license or lobby
with the concermed minisiries rather
than oo thinking avont how toimpreve
their producis.

The protection rom forzigno
competition was aiso being eribcised
cn the groumnd that {t contimed sven
after it pioied to do mors harm then
good. Dues to restrictions en imports.
the Indian consumers haf to
purchase whatever the Indian
producers produced. The producess
were awars that they had 3 captive
market; 5o they had nc incentive o
fmprove the guality =f theic goods:
Why should thev think of improving
guality when ﬂ:{E'l. could s=ll low
quality {tems a2t a hLigh price?
Competition from imporis forces sur
producers to be more sificient.

A few economists zlss peint out
that the publie ==ctor 1= ot msant
for earning proiets bt toe proimoste the
welfaze of the mafion. The publie
sector firms. on this vew, should be
evaluated on the basis of the extsnt
to whirh they corribiite fo the=sifare
cf peopis and not on the profits they
exrn. Regardind protection, -some
economists hold thet we should
protect our producers from {oresgn
competition a5 long as the rich
neations contimie to do so; Owicd to
all these conflicts, economists called
for a changs 1o our policy. This,
slongwith other problems: Ied the
government to intredues a new
economic pelicy in 1991.
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2.6 CoxtLosion

The progiess of the Indisn sconomy
during the hrst sever plans was
mmpressive indeed. Our indusinies
became far more diversified compared
te the simation at ncependence. Incia
bzeame self+ sufficient in food
prodnction ‘thanks te the: green
revoiutivn. Land reforms resulted

abolition of the hated zsmindssT

system. In industrial =ector, many
economists became dissatisfied wiath
the performance of many public sscior
enterprises, EXCcessive dgovernmment
regulation prevented srowth ef

entreprenenrship, In the name of sl
relisnce, Indian producers were
protected agaimst forsign competition
and this did net give th=m ths
Incentive to improve the guoality of
goods that thev produced Indiso
flﬁ]]l:'t_es were ‘imward oricnitsd’ that
fatled to develop a sirung expori
sector. The ne=d for reform of
economic policy was widely felt io the
context gf changing dlobal economsic
scenario, and the new sconomic policy
was ioittsted 1nm 1881 to make
Indian economy more efficient. This is
the subject of the next-chapter.

_'.h,

ECOTIHTY modzl

anid =gty

food graims producdon

cntribuden o GOF.

U= LY
}mmﬁmmmﬂﬁmmmmmwmm
» Carfirion geals of five vear plass =re growih, modemntsaion. selF=uficiency

¥ The malor polies inttiasives In agricuihire sector were land reforms and
grfenr:vnlurmn mﬁgmh_mtdhd!amh{mesdx—zﬁﬂﬂﬁm

# “[he proporton of pesple depending on agrjeninire did not decline =< sxpactad
> mmpare substitudon pollcy intriatives In the mdusizial sector ratsed its

» One of ths majm‘dxmhaﬂatﬁﬂnmﬂustdﬂﬂtﬁrmthetuﬂﬂem

funciioning of the public sector as ft St=med nourring losses leading tc
-ﬁalummgn:ﬂmznmhﬂm
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EXFRCISES

Oefine 3 plan

Why did Indiz opt for planning?

Why shonld plans have goals?

Whart are High Tielding ‘ﬁ';ﬂi"-'.j' (HYV) sceds?
What i= markstable surplus?

Explatn thes aeesd and iype of land refomis implemeni=d 1 the
agricuiture séctor. !

What iz Green Revolution? Why was it impiemented and how did
it henefit the farmers? Explain in brisf

Explatn ‘growth with Squity” as a Planning obfecrve

Does modsrnlsasion 35 a planning objective creats conwadiciion
in the-Hght of emplovment gensration? Explain’

Why was it necessary for = developing counuy lke India 1o fallow
szif-rellance 23 z planning objective?

Wit 1= sectoral composttion of an scanomy? Ix it necessary that
the =ervice séctorczhould contribute mazimum o SDP of an
ecinomy?  Eomment

Why was: publie sector given a leading role in indusirial
development during the planning pericd?

Explain the stardment that gresn revolution snabled the
govEmmment o procure sufficiett food griins to bulld s stocks
that could be used during fimes of shoreage.

While subsidies encourage faymers -to use new technology, they ars
2 huge burden on govemment Anances. Dlscuss the usefulness of
subsidizs In ths gt of this facy

Why, deapite-tha fmiplamsntation of green revolution, 65 per cent

of Idls’s population continuad o be sngaged (n the agriculmre
sectar =il 13907

Though publle séeter {5 very ezsential for industrizs, many public
scetor undertskings incur hude losses and ars a draln on the
économy's resources. Dlzcuss tha usefuinsss of puble sector
underaldngs in the Hght of this facc
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17. Explatn how impart substitution can prot=et domestie indusmry
1S. Why and how was private sector regulszed under the TFR 18567
19. Mawch the following:

1. Prime Mindstey A Seeds that give large proportlon of sutput
2 Gre== Domessie B. Quanticr of goods that can bs Impored
Product

3. Quos= €. Chatrpersen of the planning commission

4 Pzt Bsforms D. The money valus of all the Bt goods
in ons year

5. HYV S=ads E. Improvaments (o the ff21d of agricuiiire
o incresse irs prodieiiviiv

5. Euhsidy F. The monetary =ssistance given by
government for praducitan
activities.
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