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About the University

Rajiv Gandhi University (formerly Arunachal University) is a premier institution for higher education in the state
of Arunachal Pradesh and has completed twenty-five years of its existence. Late Smt. Indira Gandhi, the then
Prime Minister of India, laid the foundation stone of the university on 4th February, 1984 at Rono Hills, where
thepresent campus is located.

Ever since its inception, the university has been trying to achieve excellence and fulfill the objectives
asenvisaged in the University Act. The university received academic recognition under Section 2(f) from the
University Grants Commission on 28th March, 1985 and started functioning from 1st April, 1985. It got financial
recognition under section 12-B of the UGC on 25th March, 1994. Since then Rajiv Gandhi University, (then
Arunachal University) has carved a niche for itself in the educational scenario of the country following its
selection as a University with potential for excellence by a high-level expert committee of the University Grants
Commission from among universities in India.

The University was converted into a Central University with effect from 9th April, 2007 as per notification
of the Ministry of Human Resource Development, Government of India.

The University is located atop Rono Hills on a picturesque tableland of 302 acres overlooking the river
Dikrong. Itis 6.5 km from the National Highway 52-Aand 25 km from Itanagar, the State capital. The campusis
linked with the National Highway by the Dikrong bridge.

The teaching and research programmes of the University are designed with a view to play a positive
role in the socio-economic and cultural development of the State. The University offers Undergraduate, Post-
graduate, M.Phil and Ph.D. programmes. The Department of Education also offers the B.Ed. programme.

There are fifteen colleges affiliated to the University. The University has been extending educational
facilities to students from the neighbouring states, particularly Assam. The strength of students in different
departments of the University and in affiliated colleges has been steadily increasing.

The faculty members have been actively engaged in research activities with financial support from UGC
and other funding agencies. Since inception, a number of proposals on research projects have been
sanctioned by various funding agencies to the University. Various departments have organized numerous seminars,
workshopsand conferences. Many faculty members have participated in national and international conferences
and seminars held within the country and abroad. Eminent scholars and distinguished personalities have visited
the University and delivered lectures on various disciplines.

The academic year 2000-2001 was a year of consolidation for the University. The switch over from the
annual to the semester system took off smoothly and the performance of the students registered a marked
improvement. Various syllabi designed by Boards of Post-graduate Studies (BPGS) have been implemented.
VSAT facility installed by the ERNET India, New Delhi under the UGC-Infonet program, provides Internet
access.

In spite of infrastructural constraints, the University has been maintaining its academic excellence. The
University has strictly adhered to the academic calendar, conducted the examinations and declared the results
on time. The students from the University have found placements not only in State and Central Government
Services, but also in various institutions, industries and organizations. Many students have emerged successful
in the National Eligibility Test (NET).

Since inception, the University has made significant progress in teaching, research, innovations in
curriculum development and developing infrastructure.
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INTRODUCTION

Generally, an cconomy rellects the way off orgnni'/.i'ng and p%'rforming cconom.ic acti_vilics such.a.f» r‘)rodtfction,
consumption and distribution. The dillerences 1n org,amzmmn an opcrx?tmn of these activitics give us
diflerent cconomic systems. Accordingly, we have natiohal cconomy, rchorga.l cconomy or state cconomy
if we consider the economic activities on the basis ol a gcograplncgl or political boundary: Similarly, we
have capitalist, socialist, and mixed cconomy on the basis of the sngn.lﬁcapcc ot" ownership of means of
production while organising these activitics. These economies also differ in their pecul‘lzu:mes from one
nation o the other. For example the socialist economy of China is different from the socialist economy of
the former Soviet Union, While the economy of China has agricultural base, the economy of Soviet Union
had industrial base. An understanding of, say a socialist economy, may not capture the ground realities
which exist in different countrics. It is therefore necessary to discuss the economy of a nation or a region
for a meaningful understanding. 1t is in this context that the course entitled. Indian Economy and the
Economy of Arunachal Pradesh bear significance. The course has two sections, namely Indian economy
consisting of six units and the economy of Arunachal Pradesh consisting of two units.

Unit-1 discusses the nature and structure of Indian economy. Besides, it includes discussion on National Income
and contribution of different sectors to its growth over the years.

In the process of development of a nation its population has a greater bearing. Development is meant for the
people and people are the agents of development. That is why the study of population with its associated components
such as literacy, sex ratio, occupational distribution are very important. This is the subject matter of Unit-Il which
also discusses the population policy adopted in India over the years.

Indiais an agricultural country; hgriculmm share in National Income is quite sizable. Hence the role of agriculture
in Indian economy is very important. Unit-1IT discusses the nature and status of Indian agriculture and measures
like land reforms and green revolution to raise agricultural productivity and thereby developing agriculture.

In the process of transformation of economy, Industries follow agriculture and foreign trade follows industrics.
Unit-TIV discusses the industrial development of India after independence. It has described the pattern of
industrialization as a result of different industrial policies. Besides, it has specially focused on the cottage and small
scale industries in the economic development of India.

Unit-V discusses the foreign trade, its composition and nature. An important instrument in foreign trade, that is
Balance of Payments has also been discussed in details. As international trade is directed by World Trade
Organisation, the unit also discusses India's emerging role as amember country in World Trade Organisation.

India has adopted planned apgroach todevelopment. Asa matter of fact, India formulates plans for economic
growth and social justice. Unit-VI discusses various five year plans and critically evaluates its performance.

Consequent upon globalisation, India has also embarked upon economic reforms. The unit has made an appraisal
of economic reforms in the process of economic development in India.

Unit-V1l and Unit-VIII dim the economy of Arunachal Pradesh with reference to the State Domestic Product,
population, agriculture and industry. Unit-VII discusses domestic product, contribution of different sectors to it

and the population along with its characteristic. Unit-VIII has discusses development of agriculture and industry
with reference to traditional practices in these two sectors.

The course explains the economic behaviour of'a nation and a state. In the process of explanation both theoretical
and empirical explanations have been blend to present the systems objectively. ;
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Unit-I
STRUCTURE OF INDIAN ECONOMY

Structure

1.0 Objectives

1.1 Introduction

1.2 Basic features of Indian Economy 4

1.3 National Income and its Growth

1.4  Changing Sectoral Composition of National Income
1.5 LetUsSum Up

1.6  Key Words

1.7 Check Your Learning

1.8  Suggested Readings

1.9 Hints/Answers to Questions in Check Your Progress

1.0 Objectives
After ;mdying this unit you will be able to:

- understand the nature of Indian economy;
- - describe the important characteristics of Indian economy;
- learn about the national income of India;
discuss the trends of growth of national income over the years; and

- know the contribution of different sectors to national income of India and its changes
over the years.

1.1 Introduction

In an economy there are different agents involved in economic activitics. These agents may be
consumers or producers or both at private or government levels. The agents also may be individuals or
institutions. The consumers and producers may be firms, industries or households. All these agents together
are constituents of an economy. These agents and inter-relationship among them are what we call the
structure of the economy.

The structure of the economy can also be viewed from its sectoral activities. There arc mainly
three sectors such as primary sector, sccondary sector and tertiary sector. All these sectors produce output
and services whose monetary value constitute national income. When we say structural transformation we
mean that contribution of different sectors to the national income changes. For example - the contribution
of primary sector may decline but that of secondary sector may increase in the process of cconomic
development.

Primary sector activities relate to activities associated with land directly or indirectly. These include
agriculture, livestock, forestry, mining and quarrying. Livestock, forestry are indirectly related to land and
therefore, are called allied actives. The secondary sector activities are manufacturing activities; industrics,
construction etc. are included in this sector. Tertiary scctor activities include services like banking, health,
etc. All these sectors in terms of their contribution outline the structure of a national cconomy.

1



I this unit, the features of Indian economy are discussed as mibecd econouy sy, (e Sk
ol national income and its composition are discussed to make you understand the nature of our economy
as a developing economy,

1.2 Basic features of Indian Economy

conomics is a socinl science. 1t basically discusses nctivities like production, consumption,
distnbution and exchange which are called economic nctivitics, Thesc activitics have many related aspects,
One aspect is related to the ways of organization and management of these activities. The different ways
of managing cconomic activitics give us different cconomic systems/ economies. However, difference in
the ways of managing activities is not the only basis of distinction between different economies. There are
other features which distinguishes one economic system from the other.

Associated with the ways of management of economic activities there is an issue related to means
of production or resources in production activitics. Production in fact is the starting point of all economic
activities. Means of production are cither privately owned or state owned or owned by both the private and
government sectors. Accordingly, the ecconomics can be capitalist, socialist or mixed economies. In a
capitalist economy, the means of production or resources are owned by the private sector as is the case in
U.S.A. In a socialist cconomy, the means of production are owned by the government as was the case in
former Sovict Union. Means of production, also called factors of production, are primarily land, labour,
capital and organisation. In some other economies, the elements of both capitalist and socialist systems
arc present. These economies are known as mixed economies. India is a mixed economy. In India, means
of production are owned by both private and government sectors.

There is also another way of looking at the economic system. It is a fashion to look at an economy
on the basis of per capita income. Differences in per capita income distinguish between the cconomies
also. Accordingly, an economy can be developed if the per capita income is high or underdeveloped if the
per capita income is low. If the per capita income is not high but shows an increasing trend, the economy
is called a devcloping economy. The term 'underdeveloped' has a relative meaning. In other words,
there is no economy which is underdeveloped in absolute terms. The economy in which the process of
development has not started or is very slow to make any change visible is called an underdeveloped
economy. However, the term ‘underdevelopment' is not very popular in its use. In developing economy

_ the process of development is quite visible. Generally, those countries which have real per capita income
less than a quarter of the per capita income of the United States are developing countries. According to the
United Nations, the terms 'developing countries' mean that though still underdeveloped, the process of
development has been initiated in these countries. India is an example of developing country, whereas
11.S.A., Canada, Switzerland, Japan are developed countries/economies,

As has been said, the Indian economy is a mixed economy. Means of production are owned by
both private and government sectors. For example, the land is owned by the government and the private
people as well. India is also a developing economy as the process of development has been initiated in the
country precisely with the beginning of the First Five Year Plan. There are certain characteristics of the
Indian cconomy. A study of these characteristics  will help us in understanding the nature of Indian
cconomy both as a developing and mixed economy. The basic features of the Indian economy are explained
as follows:

i.  Low per capita income; The underdeveloped economies like India are characterized by the
existence of low per capita income. Per capita income is the total national income divided by

. f
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i country. The per capita income of India is one of the lowest in the world.
:‘:\:‘l‘n!:‘grlnc:;?l: E:comc i?:2002pwns $480 whercas the same in Switzerland was about 79
times, in Germany about 47 times, in the USA and Japan 70 times the per capita income in
India. Despite the fact that Indian economy has grown at a faster rate }han the developed
countries during 1990-2002, the diffcrence in per capita income between India and the dcvclopcld
cconomics is very large. 3

Low rate of capital formation: Another basic characteristic of lfldian economy is the existence
of low rate of capital formation, 'Capital’ means produced cqmpn'lent which he_lps in further
production. The term ‘capital formation, means the process of addmg to the capital assets. An
adequate amount of capital formation is very essential for initiating fmd a?celem}xng q:c
cconomic development of a country. The amount of capital per head aval_lable is lm'v m‘lndna.
Not only is the capital stock extremely small, but the current rate of capital format_lon is also
very low. This low rate of capital formation is due to low propensity and cgpacny 10 save
resulting from low per capita income as well as weakness of the inducement to invest. In Sl.lch
an economy the low level of per capita income limits the size of market for manufacturing
output which weakens the inducement to invest. Low level of per capita income can not create
sufficient demand for the products of manufacturing sector. The insufficient demand limits
the growth of manufacturing sector.

Primary producing economy: The Indian economy is basically a primary producing cconomy.
A primary producing economy is one where agriculture and allied activities like forestry,
animal husbandry, fishing, etc. are the main sources of livelihood for the majority of the
“population. Agriculture is considered as the backbone of Indian economy. This sector employs
more than 60 percent of the total work force. Although the share of agriculture to gross domestic
product of India has been declining it still constitutes 26 percent of GDP as per figures of
2001-02. The performance of agriculture greatly affects that of the other sectors through
backward and forward linkages. To carry on agricultural production, various inputs are required
like tractor, power-tiller, fertilizer etc. Thus, development of agricultural sector requires
purchasing of various inputs from other industries. This is called backward linkage. On the
other hand, agricultural products are sold to and used by other industries. Thus agricultural
sector leads to development of agro-based industries by providing necessary raw materials.
This is called forward linkage. As a source of livelihood and food security agriculture has
special significance for the people of India particularly the poor and vulnerable sections.

Heavy population pressure: India is the second highest populous state in the world after
China. One of the main economic problems of India is the existence of a very high growth rate
of population. This has resulted from a higher birth rate and a declining death rate. The rate
of growth of population was about 1.31 per cent per annum during 1911-2001, The death
rate has fallen from 49 per thousand during 1911-20 to 8.5 per thousand in 2000 whereas the
birth rate has declined from about 49 per thousand to 25.8 per thousand in the corresponding
period. The fast rate of growth of population necessitates a higher rate of economic growth in
Prdcr to maintain a decent standard of living of people. Thus heavy population pressure has
imposed a great economic and social burden in our country.

Underu‘tilization_of natural resources: Indian economy like most of the developing
cconomies is rich in various types of natural resources. But in many cases such resources are

3



cither underutilized or unutilized due to various reasons such as their inachssibility, Shonag,;
of capital, simple technology, etc. Vast forest and mincral resources remain unexplored.

Vi Existence of unemployment and underemployment: The rapid growth ratc of population,

has resulted in a very high level of unemployment and undcrcmplqymcm in India
Unemployment is defined as a situation where a person does not get any g‘au:lful employmen;
Opportunity inspite of having capacity and willingness to work at the existing wage rate. 4
person is said to be underemployed when he gets employment, but less than his capacity 1,
work. Since labour is an abundant factor, it is impossible to provide gainful employment 1,
the entire working population. In India unemployment is structural in nature. In the agriculturs|
sector, there is large scale disguised unemployment. That means a much larger number o
labourers are engaged in production than are really needed. Disguised unemployment i »
situation where there is surplus labour force and everybody seems to be employed. If ¢
remove the surplus labour, total product will not be affected. The productivity of the surp!.s
labour force is nearly zero. Disguised unemployment is the result of heavy pressure of populaticn
on land and the absence of alternative employment opportunities in the rural areas. On the

other hand, lack of sufficient capital does not allow expansion of industries to such an exten:
that the entire labour force is absorbed.

Vii.  Poor quality of technology and skills: Another characteristic of Indian economy is the
existence of primitive methods of production and inferior and less productive techniques,
There is also a terrible dearth of skilled human capital. The labour force is regarded as 'human
capital'. Skilled human capital refers to the labour force which is skilled in the sense of better
education, training and thereby more efficient and productive. Poor quality techniques and
lower skills result in inefficient production. The Indian economy suffers from technological
backwardness which can be attributed to a very small amount of investment on research and
development. The expenditure on primary to higher education and research and development
in 1997 was about 3.2 percent of GN.P as compared to 5.2 percent of GN.P in U.S.A.

The above discussion on the features of Indian econom
cconomy. It suffers from low per capita income due to a large
rate of growth of national income on the other. The low lev
responsible for slow pace of economic growth. Indian econ
agriculture and allicd activities constitute the main source of livelihoods for the majority of the population.
Although India is rich in various types of natural resources, most of these are unutilized or underutilized.
BBesides, there s large scale unemployment and underemployment, The quality of technology used and the

r-uality of labour force employed are also poor. All these factors are responsible for slow rate of development
ol the Indian cconomy.

y shows that India is basically a developing
size of population on the one hand and low
el of capital formation is one of the factors
omy is a primary producing economy where

! Check Your Progress-1

What do you mean by a socialist economy? Name a few socialist cconomies in the world.
Is India a mixed economy?

What do you mean by backward and forward linkages?
What do you mean by the term 'capital'?
Write the name of some developed economies.

~_ :
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1.3 National Income and its Growth

National income is the flow of all goods and services produced in an economy during a particular
vear. According to National Income Committee of India, "A national incoxpe estlmatc.me‘:asu:cs the volume
of commodities and services turned out during a given period, counted without duplication”. Thc ﬂo.w of
all the goods and services produced in a year is expressed in terms of moncy value to give a §|ng_le
measure 10 express the national income, It is because the goods and services produced are varied in
shapes, sizes. qualities and in nature and they can not be added to give a single measurc. We can not add
up orange to apples or pens to services of teachers. Therefore, it is difficult to express the national income
interms of diverse goods and services. So, the national income is the money value of all the ‘ﬁnal goods
and services produced during a year. Money being a generally accepted medium of.exchangc is qsed asa
measure of value for estimating the goods and services. The year is known as financial or accounting year.
In India the financial year is the period from 15t April of a year to the 31st March of the fo!lowmg year.
Forexample, in India, the 1st April 2006 to 31st March 2007 is a financial year for all accounting purposes.

The goods and services to be included in national income are to be final goods and sc1:vices. The
goods and services used for final consumption are final goods and services and are distinguished from
intermediary goods. Intermediary goods are used further in the process of production, but not to satisfy the
consumer wants directly. For example, the portion of paddy used for consumption purpose is final good,
but the portion which is kept for seed purpose is called intermediary goods. The insistence of the final
goods and services is to make sure that we do not double count a good. For example, we do not intend to
include the full price of the car as well as the price of tyres used in the car while calculating national
income. Many parts of the car may not be manufactured in car manufacturing factory. Tyres are separately
" manufactured. If the price of the tyre is included in national income, its inclusion, while taking full price
of the car, will lead to double counting. If we do so the value of the tyre gets counted twice.

National income is estimated both at current prices and at constant prices. National income at
current prices refers to the money value of final goods and services produced during an accounting year in
terms of prevailing market prices of that year. More accurately, national income at current prices is the
sum total of the valve obtained by multiplying quantities of goods and services produced in an accounting
ycar with the prevailing market prices of that year.

National income at constant prices, on the other hand, refers to the money value of final goods and
services produced during an accountinig year, but expressed in terms of market prices of a base year,
usually a past year of reference. It is the sum total of value obtained by multiplying the quantities of goods
and services produced during an accounting year with the prices of a base year. A base year is generally a
normal year without any war, without or with very insignificant natural calamities, political instability,
ctc. However, the base year shifis with the passing of time taking into consideration different policy
measures of the government. But the new base year is also supposed to be a normal year of not  from
distant past. After Independence, 1948-49 was accepted as base year for national income estimates, In
course of time, 1960-61, 1970-71, 1980-81and 1993-94 have been accepted as base year of reference.
National income at current prices is called nominal national income, while at constant prices it is called
real national income. :

The national income of a country can be measured at three levels of the basic economic function, viz.
(@  asaflow of goods and services,
(b)  asaflow of income, and



(c)  asaflow of expenditure. _ — ) )
Accordingly, there are three methods of compuling national income. They are:

)] Product Method,

(2)  Income Method and

(3)  Expenditure Method.

In the product method, the total value of all final goods a.nd services produced ": a C(;U""Y d‘un?g
a particular year is calculated at market prices. According to the 1.ncomc method, the ne rmc mc’;:a)mml.
received by various factors in a particular year in terms of rent, interest, wage and profit arc aggregated
together to find out national income. According to the expenditure method, the total expenditure incurreg
by a country during a particular year is added together.

The national income of India was first calculated by Dadabhai Naoraji in 1 §68. A‘ﬁcr lndepcpden.cc_
the National Income Committee was appointed in 1949. Later on the task of national income estimation
was entrusted to Central Statistical Organisation (CSO).

In order to understand the process of economic growth, a study of trends in national income is
necessary. An analysis of trend in national income over the last 50 years is relevant to understand the

impact of planning in India.
. Table- 1.1

Annual Average Growth Rate of national Income
(at 1993-94 prices)

Plan Periods NNP at factor cost Per capita NNP
First Plan(1951-56) 3.6 1.8
Second Plan(1956-61) 4.1 2.0
Third Plan(1961-66) 2.5 0.2
Annual Plan(1966-69) 3.8 1.5
Fourth Plan(1969-74) 33 1.0
Fifth Plan(1974-79) 5.0 2.7
Annual Plan(1979-80) 6.0 83
Sixth Plan(1980-85) 5.4 ‘ 32
" Seventh Plan(1985-90) | 5.8 3.6
Annual Plan(1990-91) 54 33
Annual Plan(1991-92) 0.5 15 =
Eighth Plan(1992-97) | 6.7 4.6 |
Ninth Plan(1997-2002). | 4.6 3.0 — |
2001-02 6.2 i3 =
2002-03 42 24 ==1

Source: CSO, National Accounts Statistics, 2001 and 2003.
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os of national income during various plan periods hav_c been demonstrated
annual average growth of Net National Product (NNP)
cent during the Sccond Plan, However, during

e annual growth rat
(i table 1.1, 1 shows that during the First Plan,
was 3.0 per eent at 1993.94 prices, which rose to 4.1 per he :
the 1hind Plan annual average growth of national income and per capita income 'droppcd 025 per cent
and 0.2 per cent respectively. This was largely because of a scrious droug!ﬂ in 1965-66, which was
followad by anothet drought year and also a business recession. I lowever, during the three annual plan pf
1966-09, the average annual growth rate of national income rose to 3.8 per cent and tha‘t of per capita
income 1o 1.8 per cent. Again, average annual growth rate of national income and per capita income fc'll
1 3.3 per cent and 1.0 per cent respectively during Fourth plan period (1969-74).  The sharp increase in
the price level during 1972-73 and 1973-74 and the shortfalls in production due to underutilization of
capacity were some of the factors responsible for a lower growth rate during the Fourth Plan.

During the Fifth Plan (1974-79) the average annual growth in national income was 5.0 per cel:nt
and that of per capita income was 2.7 per cent. During the Sixth Plan (1980-85), national income of lndfa
grew by S.4 per eent with a per capita income growth rate of 3.2 per cent. The national income of India
registered a growth rate of 5.8 per cent per annum and the annual growth of per capita income was 3.6
percent during the Seventh Plan, The Eight Plan (1992-97) showed growth rate of national income at 6.7
percent per annum with .. per capita income growth of 4.6 per cent. During 2001-02 and 2002-03, growth
rate of national income was 6.2 per cent and 4.2 per cent respectively.

1.4 Changing Scctoral Composition of National Income

An important aspect of the national income of a country is its sectoral composition. Sectoral
composition of national income refers to the contribution made by various sectors of the country to its
national income. Sectoral composition of national income is also known as distribution of national
income by industries of origin. The process of economic growth greatly influences changes in the sectoral
composition of national income. The sectoral composition of national income of India has been shown in
table 1.2 i

Table - 1.2
Sectoral Composition of National Income (at 1993-94 prices)

As Percentage of GDP

1950-51 1980-81 2001-02
. PrimarySecctor 577 39.7 239
a) Agriculture 50.2 358 21.9
b) Forestry 6.7 3.0 1.1
c) Fishing 0.9 1.0 1.0
Il Sceondary Sector 148 23.7 26.6
a) Mining &Quarrying 1.5 2.1 22
b) Manufacturing 8.9 13.8 16.8
c) Electricity, gas & 0.3 1.7 2.5

water supply

d) Construction 4.1 6.1 5.1
II.  Tertiary Sector 28.0 36.6 49.5



a) ‘Transport, communication

& Trade 11.9 184 222
b) Finance and Real Estate 6.7 6.5 12,8
c) Community and Personal
Services 9.4 1.7 13.5 i
Commaodity sector 72.0 63.4 50.5
Service Sector 28.0 36.6 49.5

—

Source: EPW Research Foundation (2002), National Accounts Statistics of India (1950-51 1

2000-01) and CSO, National Accounts Statistics(2003).

The distribution of national income by industrial origin is generally categorized under three brond. lfemls.'
primary sector, secondary sector and tertiary sector.  The trends in the changing sectoral composition of
national income can be explained as follows:

The share of the primary sector which includes agriculture, forestry and fishery has declined from
57.7 per cent in GDP in 1950-51 to 23.9 per cent in 2001-02, Agriculture is the main source of
livelihood for the majority of the population and it contributes the bulk to the primary sector. However,
the share of agriculture in GDP fell from 50.2 per cent in 1950-51 10 36 pereent in 1980-81 and 21.9
per cent in 2001-02. The share of fishing in GDP has remained stable at 1 percent throughout the
last five decades. However, the share of forestry in GDP has shown a continuous decline from 3
percent in 1950-51 to 3 per cent in 1980-81 and finally 1.1 per cent in 2001-02.

The share of secondary sector which includes mining, manufacturing, construction, electricity, gas
and water supply has shown a steady increase from 14.8 per cent in 1950-51 to 23.7 per cent in
1980-81 and 10 26.6 per cent in 2001-02.

The two major components of the secondary sector are manufacturing industries and construction.
The share of manufacturing in GDP increased from 8.9 percent in 1950-51 1o 16.8 per cent in 2001-
02. Against this, the share of construction increased from 4.1 pereent in 1950-51 to 6.1 per cent in
1980-81, which declined 10 5.1 per cent in 2001-02,

The share of tertiary sector which includes lmdc: transport, communication, banking, insurance.
real estate, community and personal services improved from 28.0 percent in 1950-51 1o 36.6 por
centin 1980-81 and 10 49.5 percent in 200102, Inthe tertiary sector share of transport, communication
and trade increased from 11.9 per cent in 1950-51 10 23.5 per cent in 2001-02. The contribution of
finance and real estate ipcreased from 6.7 percent in 1950-51 10 12.5 percent in 2001-02, On the
other hand, the share of community and personal services in GDP increased from 9.4 percent in
1950-51 to 11.7 per cent in 1980-81 and to 13.5 pereent in 2001-02. Finally, in able 2, all the
scctors have been categorized into two broad heads-commodity sector and service sector. It shows
the contribution of commodity sector in GDP continuously declined over the years while the same
for service sector exhibited an increasing trend. ’

Check Your Progress-11

b et sact) Sliere

What are the different sectors of Indian cconomy?

Why is national income expressed in money terms?

What do you mean by per capita income?

What do you mean by national income at current prices?

What are the different methods of estimating national income in Indin?

8§



1.5  Let Us Sum Up

y shows that India is a developing economy. This
One of the important features of the developing
like low per capita income, low rate of
ral resources, cte. responsible for this

The above discussion of the structure of Indian cconom
is very much reflected in the features ol the cconomy:.
cconomy is its slow rate of growth, There are various factors
capital formation, heavy population pressure, underutilised natu
slow growth of Indian cconomy. A look into the changing sectoral composition of national income of
India shows that the share of primary sector has been declining consistently whercas the shares of secondary
and tertiary sectors have increased considerably. This is duc to the fact that when an economy progresses
the share of primary sector declines whereas those of secondary and tertiary sectors increase.

1.6  Key Words

Capitalist cconomy : Where means of production are owned by the private sector.
Socialist cconomy : Where means of production are owned by the state.
Mixed economy : A combination of the features of capitalist and socialist

economics; some activities are carried out by the private
sector whereas some other activities carried by the public

sector.

Per Capita income : Total national income divided by total population, in other
words, income per head.

Backward linkage : Where proportion of inputs are purchased from other
industries,

Forward linkage - Where proportion of outputs ar¢ sold to other industries.

National income -~ -~ ¢ Value of all the final goods and services produced ina country
during a particular year.

1.7  Check Your Learning
1. Explain the salient features of the Indian cconomy.
2. Expiain the characteristics of a developing economy with special reference to the economy
of India.
3. What do you mean by national income? Examine the trend of national income of India.

4. Write a notc on the changing sectoral composition of national income of India.

1.8 Suggested Readings
Misra, S. K. and Puri, V. K. Indicn Economy, Himalaya Publishing House, New Delhi,

Recent Edition,
Dutt, Ruddar and Sundaram K. P. M., (2001 Edition): Indian Economy, S. Chand and Company, New
Delhi, Consult the very recent edition. -
Kapila,Uma (Ed.- 2001 Edition): Indian Economic Reforms, Academic Foundation. New Delhi.
Jalan, B. (1992) © The Indian Economy-Problems and Prospects, Viking, New Delhi.
Behera, M.C. and Sahoo, M.S. (1997): An Introduction to National Income Accounting, Himalayan
Publishers, llanagar.



1.9

Hints/Answers to Questions in Check Your Progress

Cheek Your Progress-1

19

S,

A socialist cconomy is one in which the means of production are owned by the governmen,
Former Soviet Union, Cuba and China are socialist countries.

Yes.

In the process of production one industry depends on other industries for inputs. This type of
link is called backward linkage. On the other hand, the product of industries may be used as
input/raw materials in the production process of other industries, This type of link is called
forward linkage. For example, development of agricultural sector requires purchasing of various
inputs like fertiliser, pesticides, tractor, etc. from other industries. This is called backward
linkage. On the other hand, agricultural products are sold to and used by other industries like
sugar mills. Thus, agricultural sector leads to development of agro-based industries by providing
necessary raw materials. This is called forward linkage.

Capital is produced means of production; for example, equipments which are produced to
help in further production.

U.S.A., Canada, Japan, Switzerland.

Check Your Progress-11

1.
2.

4

Primary, Secondary and Tertiary sectors.

In an economy, millions of goods and services in different shapes and sizes are produced and
their quantities are measured in different units. These heterogeneous goods and service with
different measures can not be added up to give a single measure, That is why money value of

all these goods and services taken and added up to arrive at a single measure of national
income. '

Per capita income refers to income (net national product at factor cost) per headonan average
ina country. It is estimated  dividing national income by total population.

National income at current prices refers to the money value of final goods and services produced
during a financial year in terms of prevailing market prices of that year (current market prices).

It is obtained by multiplying quantities of goods and services produced during the year with
current market prices,

Product method, Income method and Expenditure method.
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2.1 Introduction

Population growth is often said to be one of the main factors behind India'’s backwardness. India is
clearly one of the most densely populated countries in the world. India's population has trebled since
independence. It seems to be heading towards 1.5 billion by the middle of the twenty-first century. For any
student of Indian econamy, it is important to have a clear understanding of the size and growth of India's
population, the reasons for the changes in growth rates of population as well as the government policies in
this regard.
2.2 Population in India: Size and Growth

The population of India is the second largest in the world next only to China. About 17 per cent of
* the world's population reside in India. where as it accounts for only 2.42 per cent of the total world area.
Ifavailability of dernographic data is an indicator of development, then India is above many underdeveloped
countries of the world where paucity of demographic data still poses a serious concern for systematic
demographic analysis. The size of population of India presents a history of ematic growth. It was from
1881 onwards that Census was conducted every ten years in the country. Data from 1901 onwards are
considered to be more reliable. The size of Indian population decreased between 300 B.C. and 1600 A.D
and similar decreases could be seen during the decades of 1871-1881, 1891-1901 and 1911-1921. The
decline of population during the interval 1911-1921 is mainly attnbuted to the influenza epidemic of 1918
in which according to one estimate more than 15 million persons were killed.

11



w20V percent decennip) Elow)|
Aceanting o the 2000 Consi, Tndin's population of 1027 miltion shows 21 =dp aw)
m“\\-:\'u'l!n‘-‘|~:-|.\:.\.u~ ll‘um 1901 10 2001 ‘uwulllnp. I mlsolute lllcu‘ll;t;; Illl l“"'l;'l'l":' .'::'n'a‘l‘-.ll')lﬁ"."li ::::::::: ‘I':'LI : llh.
1991 census population. The toal palatlon eoniata al 3315 m |lm-'- Im;t heen o marginal clcdm’,‘.l“.
nchvating asen ratio of OV pecording o the 2001 censis llmnuln..t‘u n' i llu: it l“; In
Erowth vate of population fiom 2 14 pervent duig 198191 "', 19 "_‘“u ison |(,L(,|hc, countric ”.
2001, vet the prowth rate ol popilation continmes 1o be quite high in mu‘\[lm:'n D e :u 0
Furope and Notth Amerien. The ligh rte o poputation growth in fndia with ¢ "'l;"v L Alr:(hl:" "'""'"
has some advantages ax well oy disadvantage from the cconomic and mn:iu} p«uulﬁ v |lcw | .‘L (m.:u'.
level it provides o g el grrowiings Dabone oree as well as i Targe market for goods and services, O the

» |- b t Y . 3, fprals
other hand, in an agraian country with low savings and low enpital formation, investment generation
poses serious problems

The population growth of India can be subdivided into four distinet periods, The l.'nr:_sl twenty years of 'lhc
century from 1901 10 1921 witnessed o net addition ol only 5.4 per cent, or 12.9 million persons to Indiyy
|m|mI;;|iuu. the next thirty years from 1921 10 1951 suw an inerease of 43.7 per cent or an addition of 111
million people. 1t was from 1951+ 1981 that India experienced an explosive population growth of 1893
pereent oran addition of 322.2 million persons, The last two decades from 1981 10 2001 witnessed a hiyh

Erowth of population with some sign of slowing down. During (his period the population increased b,
343.7 millions.

Prior 10 1921, population growth in Indin was sporadic amd more or less stationary, Both birth rate an.
death rate were high during that period. The year of 1921, also known as the year of 'Great Divide', mark..
the dilference in the growth pattern of population in India. The period between 1921 and 1951 saw rapid
population growth, which was mainly beeause of decline in mortality and o large base population with
littke impact of Tamily planning programmes, while the deeade of 195141961 saw an explosive population
growth, where 78 million persons were added to the Indian population. Between 1961 and 1971 about 109
million persons were added, while (he next decade from 1971 to 1981 saw an addition of 135 million

persons. Further, between 1981 and 1991 there was o net addition of 160 million persons and the last
decade of the century from 1991 10 2001 Suw an inerease of 184 million persons, The significant point ot
the last decade was that India has entered a phnse of Demographic transition characterized by declinin,
fertility in some states and the increase in populntion has been primarily on account of o significan
reduction in the death rate,

Table: 2.1
Population of India: 19012001 .

" Your Population Decadal Average Annual Density | Sex Ratio
! (million) Growth rate % Exponential Growth Sq. km,
Rate %
1901 238.4 - - 77 972
1911 252.1 5.75 1 0.56 82 964 =]
1921 251.3 -0.31 -0.03 81 955
1931 | 2790 11.00 1.04 ) 950
1941 | 318.7 14.22 1.33 103 95 |
1951 [ 3611 13.31 1.25 17 96 |
12



1961 439.2 2104 L 1 0l
1971 S48.2 2480 220 = 8 ' i
1981 683.3 24,00 2.22 Mo Y|
1991 846.3 2388 2 Ny URY)
2000 | 1027 204 CL ;\',:l , o
& Constes Commisaloner, Indin

Source: Census of India 2001 Paper-1 of 2001, Registrar General

2.3 Population in India: Oceupationnl Distribution

« The work participation rate refers to the propottion of total workers to the total poputation exprensed

as a pereentage. In general, the total work participation rate in India shows pisbige trend sinee 1971 The
trend is more pronounced in rural arcas than in urban arcas, where ft s remmined almost constant al L
per cent. In the case of females there has been an inerease in both rual as well e urban areas it i the
case of males, a slight decline is noticed between the period from 198 1o 1991,

Table: 2.2
Work Participation Rate: 1971-1991

Census Category Persons Males Fenles

Year ey

1971 Total 34.17 52,75 14,22
Rural 35.33 53.78 15,92
Urban 29.61 48.88 T8

1981 Total 36,70 52.62 19.67
Rural 38.79 53.77 23,00

R 29.99 49.06 8.31

1991 Total 37.68 51,56 22.73
Rural 40.24 52.50 27.20
Urban 3004 48.95 9,74

Source: Census of India, Paper 3 of 1991, pp.9.11, 103

So far as the occupational distribution of the workers is concerned, in the censuy, generally n nine
fold classification is followed. The occupational categorics covered nre! Cultivators, agricultural labourers,
livestock, forestry and fishing etc., mining and quarrying (all these are included i the primary sector),
Houschold and non-houschold industries, constguction (these two are part ol the secondary seetor), trade
and commerce, transport, storage and communications, and other services (all are part of the tertiary
sector). The broad trends in the sectoral composition of workers in Indin are discussed below:

(i) In 1951, 72.7 per cent of workers were dependent upon the primary sector. By 1991, it has
come down to 67.4 per cent,

(i) In 1951 only 10.0 per cent of the workers were dependent on the secondary sector, which
increased to 12.1 per cent in 1991,
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(iii) The share of the tertiary sector in total workers has gonc up from 17.3in 1951 t0 205 i 199;

i H iv declined from 50 per cent in 195
(¥)  Atamore disaggregated level, the share of cultivators has . 19;
to 38.4 per cenfi’;cl%‘)l » While the share of agricultural labourers has increased from 19 7 Per
cent 10 26.5 per cent during the same period.

24 Causes of Rapid Growth of Population

The main causes for an increase in population of a country are a high birth rate, a relatively !m\_e:
death rate and immigration. In India, the population has rapidly increased due to a steady decline in (;.
death rate, while the birth rate continued to remain high. There were many factors, which Were responsin .
for the decline in the mortality rate. The foremost among them was the elin;ipation of famines, cont:
over epidemics, as well as spread of education and expansion of medical facilities. In spite, ofa dcch.-..c I=
the death rate, the birth rate continued to be high. This was mainly because of the economic and '
factors. The compelling economic factors were that being primarily an agrarian society, addmoml_ chilgr,-
Were never considered to be an economic burden, Rather they were considered to be economic ass. .
Further in India the pace of industrialization as well as the process of urbanization has been quite slow z- -

ce it has failed 1o generate social force to bring down the birth rate. The social factors such as no:-
universality of marriage, religious and social superstitions, joint family system, lack of education and
lower age at the time of marriage have in their own way contributed to a high birth rate.
2.4.1 Causes of Decline in the Mortality Rate
been observed that the cause of death is not generally reported accurately and hence there ic

It has
some difficulty in ascertaining the main causes of decling in mortality rates, Nevertheless the main factors
for the decline in the mortality rate are as follows. !

Other factors: Apart from the above factors there are many other factors
decline of mortality in India. Factors like

~ ’



Economic Factors

Economic factors have always played an important role in shaping human t?chaviour. szctors like
extent of urbanization, spread of poverty and occupational dislributiorl of popula.uorg have‘a'n important
bearing on the birth rate of the country and thus not allowing any significant decline in fertility.

Dominance of agriculture: Even today in India nearly two-thirds of the working population is
employed in agriculture. It has been observed that in agrarian societies children have never been considered
as an cconomic burden, rather they are considered to be economic assets who help the family in thci_r farm
activities. Parents do not have to support their children for a long duration as they start carning their own
livelihood at a much younger age. Contrast is the case in case of industrial society where parents support
their children for a longer duration and hence they prefer a smail family. In India the process of
industrialization has been rather slow and hence there has been no substantial decline in fertility rate.

Poverty: Poverty is another factor that has been responsible for a high fertility rate. It has been
observed that at a lower income level of the family the benefit of having an additional child in a family
exceeds the cost of upbringing the child, Hence people tend to have a larger family. The benefits, which
the family expects from an additional child takes the form of expected services, income and social security.
The only economic assets that the poor have are their own labour and additional numbers of carners in the
family. The low survival rate reinforces the preference for more children. In India as the per capita income
is very low and nearly 40 per cent of the population lives below the poverty line, this faction plays a very
crucial role in determining the high birth rate. Thus we see that poverty acts as a hurdle in the adoption of
family planning programmes by the poorer sections of the society.

Slow pace of urbanization: In spite of an increase in the urban population in India during the last
four-decade from 17.62 per cent in 1951 to 25.72 percent in 1991 the pace of urbanization has been very
slow. About 65 per cent of the population still lives in the rural areas where an additional child is considered
as an additional sct of working hands. Census data reveal that fertility rate is lower in cities than in the
villages.

Social Factors: The role of social factors to the high birth rate is tremendous in India. Factors such
as universality of marriage, religious and superstitious beliefs, joint family system, and lack of proper
cducation are responsible for an ever-increasing rise in fertility rate. -

Universality of marriage: Universality of marriage is to a great extent, a religious and social
necessity in India. This has a negative impact on the fertility rate in the country and hence acts as an
obstacle to population control, -

Lower marriageable age: The relatively lower age at the time of marriage is another factor that
acts as a constraint on population control and is believed to be responsible for high fertility rate in the
country. In India since the average marriageable age for women is around 18 years, the fertility rate is
bound to be high.

Superstitions: In India religious and social superstitions play a very important role in determining
the fertility rate. People are governed by many irrational social and religious superstitions during the birth
of a child. This is one of the crucial factors, which is responsible for the ever-increasing population.

Lack of education: In India there is widespread illiteracy. According to the 2001 census 55.30 per
cent of the population was literate. It is education, alone which can change the attitude of the people
towards family, marriage and birth of child and expose them to rational ideas.
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Check Your Progress-1 o .

What is the percentage of world population living in India?

What do you mean by sex ratio? .

Why the year of 1921 is known as the year of great divide?

What are the stages of demographic transition? '

Which stage is called the stage of Population explosion? : 4
Which period in India is characterized as the second stage of demographic transition?

—_— )

R

25 Population Policy

Population policies are policy measures that bring out required and desirable changes in the growth,
composition and quality of population in any country. Though often it is narrowly defined to mean only
family planning programmes, or programmes concerning the reduction of the growth rate of populatio,
population policies, in the wider sense, encompass a whole gamut of issucs concerning the quantity and
quality of human population.

There has always been a debate regarding the desirability of family planning programmes. It is no!
easy to bring down the population growth rates of a country, because the only method to do so is through
family planning, and the success of family planning programmes depends on the level of development of
the country, particularly the level of education.

During the first decade of planning, family planning programmes was taken up on a modest scale
with a clinical approach. In pursuance of this objective, clinics were opened in rural and urban areas, but
the thrust on family planning increased after the publication of the 1961 census data which showed a more
than anticipated growth rate. A full-fledged Department of Family Planning was created in 1966, and an
extension approach was adopted under which male and female family planning workers were recruited to
provide alternative contraceptive methods to the users. During the period 1966-69 the family planning
programme was made target oricnted and more funds were provided for it, but the achievements were not
up to the desired levels. The fourth five year plan accorded a high priority to this prosramme and higher
outlay was provided with an objective of reducing the birth rate from 39 per thousand to 25 per thousand
in the next 10-12 years. In order to achieve this objective a concrete programme was carried out to provide
adequate facilitics for couples during their reproductive period. The emphasis of the programme was on
group acceptance of small family norm, personal knowledge of family planning methods, and reads
availability of supplies and services. The basic approach of the government was mix of clinical and extension
approaches. Also, the programme was completely voluntary and the government relied on persuasion
r=ther than coercion,

2.5.1 National Population Policy, 1976

The New National Policy of 1976 marked a departure from the carlier policies. While carlier
policies were based on the understanding that, while government should continue 1o pursue the family
planning policies, population grf)Wlh would be effectively controlled by the process of economic
development and improvements in literacy. But the policy of 1976 clearly declared that, "to wait for
education and economic development to bring out a drop in fertility is not a practical solution. The very
increase in population makes cconomic development slow and more difficult of achieveme'... We have
to go out of the vicious circle through a dirof:t assault upon this problem as a national commiitment”. The
policy was a more proactive one and some direct measure like raising the legal minimum age of marriag®
to 21 for males and 18 for girls were adopted. While an all out ¢ffort was made to involve Zilla Parishads
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and Panchayat Samitis', all government departments were mobilized to motivate citizens to adopt responsible
reproductive behaviour. During the emergency, compulsory sterilization and coercive family planning
basically discredited the family planning programme.

In the period after emergency, again there was a revision in government policy towards family planning.
While the targets were routinely revised and fresh goal post were agreed upon, the use of coercive methods
were not envisaged in the subsequent policy pronouncements. During the seventh five year plan, the need
for decentralized planning and implementation was emphasized. Relatively modest targets were fixed and
the structure of incentives for adoption and disincentive for non-adoption of the programme was revised.

Critical Appraisal of Population Policies in India
Some of the main criticisms of the population pélicy in India are as follows.

(i) Malthusian Fears: From the very beginning, some scholars have been questioning the
assumptions behind the alarming attitude towards population growth in India. They point out
that historically growth of population has always been accompanied by the development of
the economy and making population growth responsible for India’s backwardness is a simplistic
view popularized by western countries and aid-agencies. The emphasis should be on developing
the quality of life rather than creating exaggerated fears about numbers.

(i) Overemphasis on Contraceptives: Critics have also pointed out that making the contraceptives
available and popularizing their use has alivays been the thrust of government policies in
India. Raising the standard of living have not been given due emphasis. Development, in fact,
is the best contraceptive. The Kerala model of development has clearly shown that government
investment in health and education is a far better option to reduce fertility.

(iii) Inappropriateness of Coercive Methods: The use of coercive methods during the emergency
not only backfired, it was also a set back for the pogramme as a whole. And it took years to
overcome the set back. Given India's socio-cultural ethos, diverse social and cultural practices
and nature of governance such methods would only alienate people from family planning.

(iv) Targets and Achicvements: The target approach adopted for many years put a burden on the
field staff to show the results and so instead of genuinely convincing people about the need for
family planning, the programmes ended up in scams and fiascos. Although the targets remained
unfulfilled even on paper, the actual realizations were even worse.

(v) Neglect of the Gender Dimension: The family planning programme rested crucially on the
acceptance and use of it by men and women. Clearly women's autonomy and decisison-making
capabilities are linked to the success of such programmes. But Indian planners, by and large,
assumed that there is no need to raise questions about gender justice and women's reproductive
and other rights in a conservative society like ours. Thus, the programmes only aimed at
maintaining the supply, but hardly anything was done to alter the basic framework of decision-
making in houscholds and communities.

In recent years, there have been some changes in the focus and implementation of the family
planning programme.

Firstly, voluntary organizations, non-governmental organizations, civil society and community
organizations have come to play a far more important role in the family planning programmes.
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, o Wt : stive and Child Health
Secondly, the focus haw shifted from family planning per se 1o "‘-li"f”.‘l]".""}’: er arosion apprcci:ft[i(cﬁ\")'
which is o more comprehensive appronch for ensuring hetier heult 3 Iul’cf ilL (e i of
the linkages between eduention, Income nd neeess to information with the Tamily p 4 mes,

Thirdly, now it is widely necepted that the issue of family wize is Im!u:d to the ;wcsu:):l (:’fd lcnglc’s
autonomy and gender justice, As long as women do not enjoy an c'quul slatuy in terms (:' ur(.c:.s. OP luf:ahon_
camings and decision-making, the outcomes of population policies would be unsatisfactory. Patriarchy)

control over women's body and decision making prevents, women from deciding their appropriae
reproductive choice,

Fourthly, although it is being recognized that papulation policics fs very much Imkt_:d to the overa))
well-being of the people, the pradual withdrmwal of the state from providing cheap and basic health care g
the people is likely 1o affect the repraductive henlth scenario ndversely,

Cheek Your Progress-11

Discuss the trends of population growth in India,

Discuss the occupational distribution of population in India,

Critically examine the causes of population growth in India.

What are the factors responsible for a high growth of population?

What is the role of government policy in controlling population growth?
Critically examine population policies followed in India afier independence.,

SN —

2.6 Let Us Sum Up

Thus, we see that population growth is one of the main factors behind India’s backwardness. There arc
many factors which are responsible for the risc in population growth. The most pronounced being the
increase in high birth rate. The government has fo implement the population policy in Jetter and spirit if
the alarming growth of population has 1o be checked,

2.7 Key words

Demography ¢ Itis a branch of cconomics which deals with the study of

population studies,

Work Participation Rate Itrefers to the proportion of'total workers to the total population

cexpressed as a pereentage,

Occupational Distribution It refers to the different occupational categories of workers.

For ¢.g. cultivators, agricultural labourers, forestry ctc.
Mortality Rate ¢ Itrefers to death rate, g

2.8  Check Your Learning

(i) Discuss the trends of population growth in India.

(i)  Critically examine the causes of population growth in India.

(iii)  Discuss the occupational distribution of population in India,

(iv)  What are the factors responsible for o high growth of population?

(v)  Whatis the role of government policy in controlling population growth?
(vi)  Critically examine population policics followed in Indin after independence.
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19  Suggested Readings
‘Demographic Aspcets of Development: The Indian
Experience’ in Kapila, Uma (Ed): Indian Economy
since Independence, Academic Foundation (15th Edition).

Understanding the Problems of Indian Economy, Academic

Visaria, Praveen M. 2003:

Kapila, Uma: 2003 :

Foundation (Chapter-7). o
Mishra, B.D. (2004): An Introduction to the Study of Populatio:n, South Asian
Publishers, Delhi.
Misra, S.K. and V.K. Puri (1998) :  Indian Economy, Himalaya Publishing House, Mumbai.
Agrawal, A.N. (2005) : Indian Economy: Problems of Deveclopment &Planning,
Wishwa Prakashan, New Delhi.
310  Hints/Answers to Questions in Check Your Progress
Check Your Progress-1
1 17 percent.
2 The ratio of the number of females per 1,000 males.
3 The year 1921 marks the difference in the growth pattern of population in India. Up to

1921, the growth rate was comparatively low due to high birth rate and death rate. After

1921 the population growth was rapid.
Bl Three stages. First stage- high birth rate and high death rate; Second stage- high birth rate

and low death rate: Third stage- low birth rate and low death rate.
5 The second stage.
6 1921-1951
Check Your Progress-1I

1 You have to discuss about the size and growth of population of India from 1901 to 2001
emphasizing on the four distinct periods namely, 1901-1921, 1921-1951, 1951-1981 and 1981-

2001.

2 Hereyou have to write about the distribution of workers in different sectors of the economy,
i.c. primary, tertiary and secondary sectors and discuss about the work force participation rate

from 1971-2001.

3 You have to discuss the main causes of population growth such as decline in mortality rate,
causes for high birth rate and immigration ctc.

4 Here you have to discuss the economic factors as well as the social factors that are responsible
for high growth of population.

5 Here you have to discuss the population policies as policy measures that bring out the required
and desirable changes in the growth, composition and quality of population in a country.

6  Here the main criticisms of the population policy in India have to be emphasized on.

19



Unit II: Indian Agriculture

Structure
30 Objectives
3.1 Introduction

32 Nature of India's Agriculture
+ 33 Causes of low productivity
33.1 General Causes
3.3.2 Institutional Causes

333 Technology and Related Issues .
34 Land Reforms: Objectives, Measures and Evaluation

3.5 Green Revolution - Components and Impacts

36  LetUs Sum Up

3.7 Check Your Learning

3.8 Key Words

3.9 Suggested Readings ,

3.10  Hints/Answers to Questions in Check Your Leaming

3.0 Objectives '
Afier reading this Unit you shall be able to learn and understand:

- the basic features of Indian agriculture;

- reasons for backwardness of Indian agriculture;
- land reforms - their need;

- land reform programmes; and

- green revolution - jts achievements and failures,

3.1 Introduction

¢ Srcultue is the backbone o he Indian economy. It not only provides livelihood to a maicriy
the population, it also is an important sector so faras the overal] development of the €conomy is conxr
The share of agriculture in national income has been dec| ining from 56.5 per cent in 1950-5] to 242
cent in 2000-01. Data from the census of India reveals that whereas 75.9 per cent of the total work

was engaged in agriculture jn 1961, in 199] the percentage of workforee engaged in agriculture il
1 64.9 percent.

During the process of economic development 5 predominnmly agricultural economy grié=’
diversifies into an industrial cconomy. In this process, the agriculture sector provides surplus i
MAnpower, raw materials and savings for (he nascent industrial sector An expanding agriculturs!
also provides a market for the industrial goods, That is why, it is i,ﬁ on';n‘: {0 increase the levek
productivity in agriculture. Food is one of the basic needs of ma'nkind U‘:\lcs‘s enough food is prodie .
the economy, 'lhe goal of food self-sulliciency cannot be achipyeq 'ihus l‘or‘a mfmbcr of reasons. "
importapl 1o improve the performance of agriculture, parlicularl'y for ; country like India, “hic-h‘*:
prodommnnllymmlmchamclcr. Unfonunalclylhcpmductivily levels in Indian ao I inmm;\ﬂ”"';
to many developed countries continue 1o be very low, Ag students of e ust k;;ow the msx‘»;
behind such poor performance of Indian agricylgyre. Although rroc:f?iomn:ff,\::n": Governments ™
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initiated several programmes to raise productivity of Indian agriculture ,it situation has only marginally
improved. Why have these programmes failed to achicve the desired results?

3.2  Nature of India's Agriculture

At the time of independence, Indian agriculture was characterized by low productivity, p_rcc!om_innncc
of subsistence agriculture, low levels of technological adoption and low levels of commercialization. In
1948-49, 49.1 per cent of the country’s net national income was generated in agriculture and the allied
activitics. Over the last five decades or so, the face of Indian agriculture has changed substantially, although
many of the features of backwardness continue to be prevalent in some parts of the country. While
understanding the basic features of Indian agriculture, both the dynamic as well as the static aspects of
agriculture need to be emphasized.

Feudal Relations of Production

At the time of independence large parts of agricultural land was under the control of zamindars,
who were intermediarics between the state and the cultivators. During the British period this class showed
little interest in improving agriculture, and charged exorbitant rents from the cultivators. Although zamindari
was abolished after independence. in parts of the country, these landlords continued to dominate the rural
scene. Exploitation of labourers through various types of bondage systems, exploitation of tenants through
high rents and high interests on loans and lack of interest in reinvestment of- surplus are some of the
features of feudal relations of production in agriculture. Although such forms of exploitation and coercion
are gradually weakening, in some parts of rural India the dominance of large landlords continues even

today.
Small Holder Agriculture

The distribution of agricultural land in India continues to be unequal. But over the years the share
of small and marginal farmers has been increasing. Because of the presence of large number of small and
marginal cultivators, the basic character of Indian agriculture is that of smallholder agriculture. Increasing
population pressure on land and fragmentation has made the average size of holdings very small.

Dualism

Because of uneven development, Indian agriculture is often characterized by various types of
dualism. Dualism.refers to a situation in which the growth oriented, technologically advanced; highly
productive modem sector coincides with the traditional, backward agriculture.

Market Imperfections

‘Although increasingly Indian farmers have started producing for the market rather than for self-
consumption, still a substantial portion of Indian farmers, particularly those living in remote areas do not
produce for the market. Earlier farmers used to depend on non-market sources for various inputs such as
seeds, labour, manures etc. With the development of commercial agriculture, farmers purchase seeds,
pesticides, fertilizers, labour power, various tools and machines and even water from the markets and sell
their output in the market. However, in many areas these markets are either not well developed or are
characterized by a number of imperfections. For example, the market for credit is dominated by informal
sources as a result of which farmers have to borrow at very high interest rates. Similarly, labour markets
are characterized by various forms of bondage and labourers are tied to their employers in various ways.

Low Levels of Productivity

After the introduction of "Green Revolution technology” since the mid-sixties there has been tremendous
growth of productivity in Indian agriculture, but this growth has been largely confined to few crops like
rice and wheat and in few regions like Punjab, Haryana and Western Uttar Pradesh. In spite of the gradual
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expansion of the area under the improved seeds, productivity levels in Indian agricull‘u.rc' continue g
very low by global standards. One of the main reasons behind this low level of productivity is the g, of
outmoded farming techniques.

Instability and Fluctuations in Production

Indian agriculture is often called a'gamble in monsoons'. Because of the lack (?f njt‘qumc ITigatioy
facilities, a majority of farmers depend on rainfalls and thus crop OU‘P_U‘S get h‘f‘“’"y. Fpgndcnl on .lhr
monsoons. Even after the adoption of new technology and farming techniques the instability in Production
has not decreased. In fact the instability in production has increased in the posl:grccn rcvo.h.mon period,
Since the new technology is much more sensitive to variations in rainfall or l_nm_slurc COHdlllOlL'ﬁ. the use
of such technology in adverse agro-climatic conditions increases the instability in crop production,

Regional Imbalances

Indian economy is characterized by a great deal of diversity. The level of agricultural developmen
has been uneven across various regions and states of India. While the north-western states like Punjab,
Haryana and western Uttar Pradesh have achieved spectacular agricultural growth in the post-grecy
revolution period, the eastern and north-eastern states are characterized by very low levels of agricultur|
development. However, there has been a gradual diffusion of the new farming techniques 1o new areas
and many traditionally backward areas have witnessed improvements in agricultural production,

33 Causes of low productivity

The levels of productivity in Indian agriculture are not only low in comparison to many other
countries of the world, even within India there is a great deal of variability in the level of productivily as
well. There are various causes of the abysmally low level of agricultural productivity, These factors could
be clubbed under three broad headings: general causes, institutional constraints and technical causes

3.3.1 General Causes -

Social Environment

The general social environment of an Indian village, according to some authors, discourages
individual entreprencurship, innovativeness and dynamism. The social attitude of the average Indian farmer
is generally described as conservative, with little aptitude for risk taking, The stagnation and lack o
technological change in Indian agriculture is generally attributed to these socio-cultural Tactors. THowever,
a number of economists have drawn attention to the fact that given their resources and constraints the
Indian farmers take their decisions judiciously and rationally.

Population Pressure on Land

India is one of the densely populated countries of the world and a majority of Indians continuc to
depend on agriculture for their livelihood. The continuous population pressure on land has resulted in @
steady decline in the per capita availability of cultivable land. Though additional land has been brougit
under cultivation since 1901, per capita cultivated land has declined from 0,444 hectares in 1921 10 0.219

hectares in 1991.
3.3.2 Institutional Causes

Agricultural development rcquiresq a favomblc institutional Support. The most significant
component of institutional framewoFk in {IEIWU'NIC is the system of lang tenure. It has a powerful bearing
on agricultural transformation. We inherited a land tenure syster from the colonial rule which was no!
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favourable to introduce measures to raise agriculiural productivity, The major concern nlter Independence
has been to reform the system of land tenure, This seethon discusses the land tenure system along with
other clements in institutional framework having bearing on agricaltural productivity.

Land Tenure System
onditions under which land ix owned and aperated affects the

The land tenure system or the ¢ : . :
or low productivity in sgriculture is the

possibility of increasing productivity, One of the main reasons | culius
continuing hold of the feudal relations of production in some parts of the country. The zamindari "Y"‘Fm
introduced during the British rule created an intermediary class who took little interest in increasing
productivity in agriculture but claimed a significant portion of the produce. Although the sumindari system
was abolished after independence, the dominance of the large landlords continued for muny years, In
many villages few big landlords owned large proportion of cultivated area, undd the tenants were foreed to
pay exorbitant rents on land. This was often accompanied by extraction of high interests on loans advanced
to small peasants and other weaker sections, different forms of hondage and other extra-cconomic
exploitation of the peasants. Such a situation not only resulted in impoverishment of a lnrge section of the
peasantry, but also slowed down the diffusion of improved technology because of the lack of productive
investment by the land-owning classes.

Rural Indebtedness and Credit Market Imperfections

It is well known that adoption of new technology requires investment. Since the majority of the
farmers cannot invest out of their own savings, they need credit to finance the agricultural operations, The
agriculturist needs eredit for a variety of purposes and for dillerent periods. Firstly, s/he needs short-lerm
finance for the purpose of purchasing seeds, fertilizers, pesticides, clectricity, ete. Secondly, s/he needs
medium-term credit to buy cattle and implements, to undertake minor irrigation works, cte, Iinally, s/he
requires long-term linance for purchasing land, farm machinery or for making permanent improvement of
land.

However, the rural eredit markets are not well developed and are generally characterized by the
dominance of the informal sources of credit. Because of non-availability of banks within villages,
cumbersome procedures, and most importantly lack of any collateral o offer, villagers generally borrow
from moneylenders at very high interest rates, Over a period of time they become heavily indebted and
oflen lose their land. Because of this they do not like to take the risk of adopting new technology by
borrowing money. On the other hand, provision of dependable, timely and low-interest bearing loans have
facilitated the adoption of more advanced agriculture in many parts of the country.

Agrarian Structure

The agrarian structure in India is dominated by the preponderance of the small sized holdings. Due
to various reasons, including land alienation, subdivision of holdings etc., the average size of holdings in
India is pradually declining. As per NSS data, 52 per cent of holdings in 1961-62 were of less than 2
hectares size. In 1990-91, 78 per cent of holdings fell under this category. Not only are these holdings
small, they are also divided into a number of tiny plots, which makes introduction of new technology
much more difficult. While some economist are of the opinion that smaller holdings, duc to labour intensive
methods of cultivation, are generally more productive than the larger ones, others point out that the
uncconomic size of holdings in India is a major barrier to the adoption of a number of new technologies.
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A Toehmotogy wnd Related Isies

Frnditbonnd Viyming Technlynes . .
i ers are basically traditiong) ;

o | hnligues adopted by the nverage Indian farmer it Y o Conaline,

Tl techndgues adoy than satisfactory. One of the main Feasong behi :

I syt of 1o wow firmiing methods has been k;s-slow diffusion of available and knovn e, -
e doow procisctivity of Indion agriculre b sald to be the ol

: ion of new, improved and localyy .., 2
Phere have Ien ver y lew success storles in tlerms of ipnovation , imp ally Peleyy,
feming teehmbgues,

Inndtequante Terigation Facllitles

Ikgation Is important not only for higher )‘“’l‘!s but also‘ ‘Ijor r?or:dsla?l: y :Idf A,"“mb‘»’r o
Muihies have shown that irrdgation is one of the most crucial prerequisiics for acoption of intemsive farmi,
feehnlques, CGreen revolution has been successful only in arcas with 'rclauvc.ly ’bcner iigation facily,
Wt In 199394 anly 36,7 per cent of the gross cropped area in India was irrigated. In recent yeg, thy

Expansion of urea under irrigation has been very slow,

Thus, incrensing productivity of Indian agriculture requires a mull!-prong strategy. On the ¢,
hand the institutional barriers have to be addressed and on the other new and improved technology haver,
be mude available 1o the farmers, Adoption of the improved techniques of production would Obviow)
require efMicient and timely credit and insurance support, but at the same time such support has 1 &
supplemented by information and marketing support as well. Given the significant relation betyze

cducation and adoption of new technology, there is a need to improve the educational attainments of thy
furmers,

3 Land Reforms: Objectives, Measures and Evaluation

Although there are lots of différences in the way land reforms programmes have been designn
and implemented in various countries, it is gencrally accepted to mean the redistribution of property 0
rights in land for the benefit of the landless, tenants and farm labourers. However, a broad set of programm?
aiming at improvements in land tenure and agricultural organization are often termed as land reforms.

As it has already been discussed, the land tenure system in India during the colonial period w2

marked by the dominance of a class of landlords, exploitation of the ordinary cultivators and tenants
incfTicient methods of cultivation (See Box-I).

The government has defined the objectives of land reforms as follows:
(i)  removal ofimpediments to increase a
structure inherited from the past; and

(ii)  climination of all forms of exploitation and social

provide security for the tiller of the soil and assure
scctions of the rural population,

gricultural production so as to arise from the 27

injustice within the agrarian s,\"slcm. a
equality of status and opportunity ©

In the specific context of India, land reforms m
(i)  Abolition of the Intermediaries
(ii)  Ceiling on Land Holdings and Land Redistribution
(iti) ‘Tenancy Reforms .
(iv) Agricultural Reorganisation

casures included the following set of policy measur*
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Box-1

System of Land Tenure during Pre-Independence India

The system of land tenure in India during the pre-independence period was characterized by & great
deal of variability and regional variations. For example. in many parts of North East India including
the area that constitutes Arunachal Pradesh, the traditional land tenure systems of the tribes were
left unaltered. But so far as the vast majority of the country’s area is concerned there were basically
three different types of land tenure systems in India- the zamindari system, the mahalwan system
and the ryotwari system. The basic difference among these was regarding the mode of payment of
land revenues. While in the zamindari system it was the responsibility of the zamindar to collect
land revenue from the peasants and to submit the same 1o the government, in the mahalwan system
it was the village headman who was to collect and deposit the revenue on behalf of the whole
village and in ryotwari system the individual farmer was responsible for payment of revenue directly
1o the government.

The zamindari system was created by the East India Company in 1793, when the ‘permaneni
settlement’ was introduced by Lord Comwallis. Under this system the landlords, called zamindars,
were declared full proprictors of large arcas of land and were entrusted with the task of collecting
rent from the farmers. Thus a class of intermediaries was created between the state and the farmers.
The share of the government in total rent was fixed at 10/11th, the balance going to the zamindars
as remuneration. At the time of independence, this system was prevalent in West Bengal, Bihar,
Orissa, Uttar Pradesh, Andhra Pradesh and Madhya Pradesh. The zamindari system suffered froma
lot of drawbacks. Firstly, the landlords, without participating in the production process claimed a
substantial share of the produce. This was detrimental to the process of capital formation in
agriculture. Secondly. since the system conferred unlimited and arbitrary rights on the zamindars to
extract as much rent as possible, it often led to exploitation of the peasants. In many areas the
tenants were subjected to many different forms of extra-economic exploitation like forced labour

and compulsory gifts.

Abolition of Intermediarics

Soon after independence steps were taken to abolish the zamindari system. In fact in some states,
legislations were in place for their abolition before 1951. However, in most of the states the task of
enactment of laws and their implementation were done during the first five-year plan. In temporary settled
areas like Uttar Pradesh and Madhya Pradesh. where the land records were relatively well maintained, it
did not encounter much problem. but in many other areas, such as the zamindan arcas of Orissa, Bengal
and Bihar and in areas of jagirdari settlements, such as Rajasthan and Saurasthra. the land records and the
administrative structures have to be built from the scratch. Even then, zamindan abolition was one of the
relatively satisfactory measures undertaken under the land reforms programme. The only troublesome
aspects was the exemption given to land under 'personal cultivation’, which was used as a pretext for
retaining large chunks of land by the zamindars.

Tenancy Reforms

As the system of landholding in colonial India had created a large group of intermediaries, the actual
farmers were cultivating land under various forms of tenancy. Tenants can be classified into:
(i) occupancy tenants, i.c. those who enjoy permanent tenancy rights like the owners and do
not face the fear of eviction as long as they pay the rent regularly;

25



(i)  tenants-at-will; and : I )
(i) sub-tenants. The condition of the last two categories of tenants was really precarioys ,
they could be evicted at the will of the landlords.

Under tenancy reforms the following three measures were given importance.
(i) Regulation of Rent
(1) Security of Tenure
(iii) Conferment of Ownership Rights on Tenants

Regulation of Rent

During pre-independence period, the rents charged by the zamindars were exorbitant. To contr,
this various land control laws were passed by the statc governments. The first five-year plan stated 1,
rent should be at one-fourth or one-fifth of the total produce. In many states it has been fixed at this rz:
However, there have been gross violations of thesc laws mainly because of the strong political power;

the rural landlords. Since most of the tenancy contracts are oral or informal, legal provisions remz
unimplemented,

Security of Tenure

The legislation for security of tenure basically aimed to save the tenants from cjectment and pras
them permanent rights in land. It had three important objectives

(1)  cjectments should not take place except in accordance with the provisions of law;
(i)  land may be resumed by the owner, if at all, for 'personal cultivation' only;
(iii)  inthe event of resumption, the tenant is assured ofa prescribed minimum area for cultivatior

However, as pointed by P.S. Appu, the degree of real protection provided to the tenants unde
this act in any area depended upon :

(i)  the definition of the term ‘tenant’,

(i1)  the circumstances under which the landlord is allowed to resume tenanted land for cultivation

(iii)  the definition of the term 'personal cultivation', and

(iv)  status of land records. In practice, the right of resumption along with flaws in the definitiono
personal cultivation rendered all tenancies insecure, In fact, the fear of losing land to th
tenant, led the land owner to evict the tenants and many landowners compelled their tenait
to give up the land ‘voluntarily, Similarly the non-availability of reliable and up to date lan-
records in many parts of the country made the law virtually ineflective,

Ownership Rights for Tenants

Although it has been repeatedly emphasized that the ownership rights over the land should ¥
conferred on the tenants, who actually cultivate the land, the progress on this front has been far fe®
satisfactory. In the states where the tenants i

could be politically mobilized, tenancy acts were cﬁccm-'cl.‘
cnacted and implemented. Under 'Operation Barga' ? :
Bengal. Similarly, the progress in Kerala was also remarkable, But in Jar
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Ceiling on Land Holdings and Land Redistribution

Another important part of land reforms, which was very controversial from the beginning, was the
imposition of ceiling on land holdings and redistribution of surplus land. There are various arguments in
favour of and against ceilings on land holdings.

Arguments in favour of Ceilings

The basic argument is that since land is the most important pr_oducti
and there are large numbers of claimants over it, its concentration in few

Land redistribution in favour of the poor is an effective strategy for poverty reduction.

Since, there is some evidence that small farms are more productive than large farms; such a policy
of distribution would enhance the overall productivity in agriculture.

Such a redistributive measure, historical evidences suggest, increases the size of the aggregate
demand in the economy and hence, would also provide a larger market for goods and services in the
cconomy.

Arguments against Ceilings

Breaking up of large holdings would adversely affect the economic cfficiency and productivity of
the large holdings.

It may affect growth of output and employment in the long run, mainly because of a decline in
savings and investment. The small farmers are more likely to consume a greater portion of their income
and hence savings would decline. .

Reducing the size of the large holdings would reduce the scope for the use of some mechanized
technologies.

Although, several rounds of legislations have been carried out by state governments to impose a
ceiling on land holdings, the outcome has been very disappointing. Firstly, there are variations in prescribed
ceilings on land holdings in different states, though in most cases, separate ceilings were announced for
irrigated and unirrigated lands. Poor enforcement has been the main reason behind the failure of these
legislations.

Since inception of the ceiling laws on agricultural holdings, according to reports received upto
30th September, 1998, the total quantum of land declared surplus in the entire country was 73.74 lakh
acres, out of which about 65.11 lakh acres have been taken possession of and a total area of 53.05 lakh
acres have been distributed to 55.37 lakh beneficiaries, of whom around 36% belong to the Scheduled
* Castes and around 14% belong to the Scheduled Tribes. It is evident from the above data that there is a
large gap between the annual targets and actual achievements. Unfortunately such gaps are increasing
every year. While the implementation of present ceiling laws in undoubtedly tardy, it is unfortunate that an
environment is sought to be created lately for giving exemption from ceiling laws to industry and large
farmers. Some State Governments have already given relaxation without seeking Government of India's
permission.

ve asset in an agrarian economy,
hands is socially unjust.

Box-II

Prevention of Alienation and Restoration of
Alienated Tribal Land

Article 46 of the Constitution enjoins an obligation upon the States to promote the interests of
the Scheduled Castes and Scheduled Tribes and to protect them from social injustice and all forms
of exploitation. The State Governments have accepted the policy of prohibiting the transfer of
land from tribals to non-tribals and for the restoration of the alienated land to the tribals. The
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States with large tribal population have cnacl?‘(l laws pmh"b""n!’cal:::c,:?l"'(:;)olri:::r l g and for
restoration of alienated land. The legal prnvimm}s are however, gm hav: o Zn o I:. 10 ﬂ.\c ‘f'hﬂls
living within the Scheduled and notified areas. 1‘hough Rome :’:isu lh b il o 1Coming in
cllorts undertaken by different States for restoration of tribal lands, the tas mains unfulfijjy

Agricultural Reorganisation

Another aspect of the agrarian structure that has received the attention of the policy makey is
rapid fragmentation and subdivision of holdings. There are many reasons for the gradual subdivisigy 2
[ragmentation of agricultural holdings.

(i) The law of inheritance in India allows all children to have an equal sharc of the land, Sq
holdings get split up with every passing generations. ,

(ii)  The population pressure itself has acted as a reason for gradual fragmentation of holdings,

(i1i) The break up of the traditional Hindu joint family system has aggravated the problem
subdivision of holdings.

(iv) Farmers often offer land as a guarantee against loans, and when they cannot repay it b
ownership over that portion of land is lost. This has led to alienation of land and conscqu
fragmentation.

(v)  Psychological attachment to ancestral land is very strong in India, and hence every son w2
have a share in father's land, even if it is uneconomic to do so.

(iv) Sharecropping as a method of cultivation also contributes to fragmentation as often the landlor
prefer to lease out their land in small parcels.

The ill affects of such fragmentation and subdivision are many.

(i)  There is a tremendous wastage of land because the plot size becomes so small that it becor
impossible to cultivate in it. A good portion of land is lost in boundaries and bunds to demar
cach plot.

(i)  Technological modernization becomes extremely difficult on such land.

(iii) Some times plots of land are not only tiny but are also dispersed in far flung areas. It lcads
various management problems.

In order to over come these problems, the programmes for consolidation of holdings ha'¢ b
initiated, under which farmers are encouraged to have their plots at one place rather than in dif"
patches. Initially the programme was started on a voluntary basis but later on it was made con1p1|l§00
{ar, the bulk of the land consolidation has been in Punjab, Haryana, Uttar Pradesh, Maharastrl. Imuﬂ:
Onssa. However, the differences in the quality of Jand, emotional attachment of farmers to their fand. 1¢

. I & . . At
availability of land records, ‘mampulallon by the stronger and better off sections of the rural pupul.l!
has led to poor implementation of the programme.

To sum up, historical evidences, from Japan, South Fast Asia, China and many other counl
very clearly suggest that land reforms are g pre-requisite for broad base('l economic growth. Howt\"cfin
reform measures generally results in significant alteration in the power structure in the rural arca:-'{n‘
generally been successful, under conditions of strong and/or authoritarian states, The speed of such™® i
has been one of the determinants of its success, The strong hold of the rural landed clites over h¢ ied
side, and the willingness of the lower rungs of administration 1o collaborate with them, have rcst’c K
incfTective implementation of land reform mcasurc;. Wherever, the poor peasants and tenants ha
8



able to organize themselves and have exercised collective political power, these measures have been
successtul at least to a limited extent. >

35 Green Revolution - Components and Impacts

Groen Revolution refers to a set of technological innovations used to improve productivity in
agriculture. On the hasis of the recommendations of a team of experts sponsored by l'he Ford _Foundauon,
Government of India introduced an intensive agricultural development programme in the mid-1960s.

Some of the Key features of the new technology and the broad framework of the green revolution
were as follows.

(i) Green Revolution basically was an attempt-to raise productivity through use of a variety of
improved inputs.

(i) It was a package technology. There were two distinct components of the technolog.y :

(2) a bio-chemical component, that included HY'V seeds, chemical fertilizers, pesticides etc;
and

(b) a mechanization component, that included the introduction of tractors, thrashers, pump
sets elc.

(iii) The HYV varicties of wheat developed in Mexico and the HYV rice varieties developed in
Philippines were the comer stone of the package technology.

(iv) The package technology was very much sensitive to the availability of irrigation and hence, it
was started initially in the areas which already had the required infrastructure.

(v) The strategy followed a gradualist approach. The initial emphasis was on a few districts and a
few crops.

(vi) Although, it was claimed by the scientists that the technology was scale-neutral, i.e. it could
be used both in small and large plots, in practice it required a substantial amount of purchased
inputs.

(vii) The technology increased the productivity of agriculture at least three times, but it made
agriculture highly energy intensive.

(viii) The forward and backward linkages of this kind of intensive agriculture were very strong with
industries. Many of its essential ingredients like chemical fertilizers, tractors and pump sets
were products of industries.

The programme was launched at atime when India was facing a serious food shortage. Many commentators
had categorized India as a doomed state in Malthusian terms, meaning there by that India would never be
able to keep its food production growth above the population growth. It was a strategy, which relicd less
on institutional support, but more on technological adoption. However, it is important to note that the
supply of new varieties of seeds and fertilizers at subsidized prices were supplemented by

()  credit support to the farmers, and
(ii)  price support in the form of a minimum support price declared by the Food Corporation of India.

Impact of Green Revolution

The impact of green revolution has been so far reaching that in a sense, it has affected the trajectory of

growth of the entire economy. Some of the major implications of green revolution have been discussed
below.
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Increasce in Production and Productivity

There was substantial increase in food grain production and productivity as a result of the adoption of p,
technologies. In particular states such as Punjab and Haryana and for particular crops such as wheat
rice the growth in production and productivity was nothing less than spectacular. The rate of growth
wheat was 3.98 per cent per annum during 1949-50 to 1964-65, but it increased to 4.72 per cent per anny,
during 1967-68 to 1995-96. When we compare the growth of food grains in the pre and the post pre
revolution period, another significant difference is that while in the carlier period most of the improveme,
in production was on account of expansion of area under cultivation, in the second phas, it was larg
because of improvements in productivity.

Regional Incqualitics

Since the green revolution was started in few pockets and with few crops it had an inherent possibility,
increasing regional inequalities. The technology required irrigation as a precondition, and since most,
the already irrigated areas were agriculturally advanced, the technology reinforced such incqualities. Whil
the developed belts of Punjab, Haryana, and western Uttar Pradesh achieved spectacular success
agriculture, the states of Eastern and Central India, by and large, were by passed by this revolution. Howew
in the 1980s, there was some evidence to show that green revolution was spreading to new arcas and sta
like West Bengal could achieve a very high rate of agricultural growth.

Inter-Personal Incqualitics

Since, the green revolution package required substantial access to finance to purchase the inputs, be
risks and adopt the innovation it was expected that large farmers would be in a better position to reapi
* benefits. Sccondly, at least one component of it was labour displacing in nature, so it was expected

create problems for the agricultural labourers. Given the skewed distribution of assets and income in rur
India, such a massive increase in productivity, it was argued, would benefit the richer and larger farme
more than the poor. Studies conducted in the early period of green revolution, by Pranab Bardhan, Franci
'R. Frankel, GR. Saini and others confirmed this suspicion. However, later studies, particularly those!
G.S. Bhalla and GK. Chadha, point out that 'the advent of green revolution in Punjab has brought over:
prosperity to its peasantry’.

Labour Absorption

Fears were also expressed in the beginning that mechanization of production in agriculture would displ®
labour from agriculture and would increase misery for the agricultural labourers. In fact, some studics¢
report a significant decline in employment elasticity in crop production in general and in cereal product
in particular, but in recent years, more and more evidences have come to show that although, mechanizat"
has displaced labour in some activities, the intensification of agriculture has increased the demand !
labour manifold. As a result of over all rise in productivity in agriculture, the rural-non farm scctof
expanded considerably. Hence, the overall impact of the green revolution has led to higher employ™*
opportunitics for rural labour.

Environmental Degradation

The environmental impact of green revolution has come into focus only recently. The various advef
impacts of the intensification of agriculture are as follows
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Increase in mono-cropping

0]
(ii)
(iii)
(iv)
)
(vi)

Loss of bio-diversity, particularly crop diversity.

Reduction of Pasture lands and forests.

Depletion of ground water.

Water logging and increase in soil salinity.

Pollution of rural water bodies because of excessive use of harmful pesticide and chemicals,

Health hazards.

Thus, not withstanding the various positive aspeets of the green revolution, it had many ndverse impacts
on the society and the ecology. In fact, in recent decades the productivity growth of {food praing in Indin's
traditional green revolution belt has slowed down, There is a need for a second green revolution, which is
regionally more dispersed and ecologically more sustainable.

NS v s W N -

Check Your Progress-1
What are the basic features of Indian agriculture?
What are the causes of low productivity of Indian agriculture?
Why is Indian agriculture called 'backward'?
What is meant by land reforms? Why is it needed?
What has been our experience with the land reforms programmes?
What is green revolution? What are its key components?

What are its achievements and failures of green revolution?

3.6 Let Us Sum Up

Thus we see that agriculture is the backbone of the Indian economy. It not only provides livelihood
to majority of the population but is also an important sector which contributes in the over all development
process. In spite of the fact that it contribution to the national income has declined, but its importance
cannot be undermined. The government must initiate programmes so as to enhance the productivity of
agriculture in a big way.

3.7  Check Your Learning

1.
2.
3.

What are the basic features of Indian agriculture?
What are the causes of low productivity of Indian agriculture?

What is meant by land reforms? Why is it needed? What has been our experience with the
land reforms programmes?

What is green revolution? What are its key components? What are its achievements and
failures?

38 Key words
Dualism : It refers to co-existence of modern and traditional sectors in an

economy.

Agricultural Productivity :  Agricultural Production per hectare of land. :
Zamindari System :  The zamindari system was introduced during the British  rule,
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3.9

3.10

where the landk;rds acted as the intermediary clagg

as a system in which the condilior’rs'u.ndcr Which [gpg
Land Tenure ::w‘::d zm)d operated affected the possibility of incr:ﬁ:
productivity. : ) 3
Tenancy It refers to the system of using land by paying ren (, the |,
owner. ¢ , oo .
Intermediaries in Agriculture: Zamindars were considered intermediaries or middlemey, bety,
the state and the tenants.
Rent :  User charge paid for the use of land.
Land Ceiling ¢ Restriction on the possession of land.
Suggested Readings
Kapila, Uma (Ed) : 2003, Indian Economy since Independence, Academic Foyngy;

(15th Edition) [All articles in agriculture section)

Kapila, Uma: 2003, :  Understanding the Problems of Indian Economy, Acae

Foundation [Chapters 13-16]

Soni, R.N.: 2000, ¢ Leading Issues in Agricultural Economics, Shoban Lal Nig

Chand & Co, Jalandhar [Chapters 24-26).

Hints/Answers to Questions in Check Your Learning
Check Your Progress-1

The main features of Indian agriculture - like feudal relations in production, small bk
agriculture, dualism, market imperfections, Low levels of productivity, instability in producti
and regional imbalances should be discussed.

Here the causes of low productivity has to be dealt with i.c. the general causes, Institutice
causes, technology and related issues has to be highlighted.

The reasons for the backwardness of Indian agriculture has to be discussed. ,
The basic objectives of land reforms has to be discussed. The system of land tenure dur
pre-independence India has to be highlighted so that some light can be thrown on the need!
land reforms after independence.

A critical evaluation of the land reforms in India has to be presented. The merits as well &
failures have 1o be highlighted. \
Green revolution refers to a set of technological innovations used to improve producti¥lt
agriculture. The key features of the new technology and the broad framework of th¢ £
revolution has to be highlighted.

The impact of green revolution on the growth of the entire economy has to be highlight®
impact on production, productivity, regional inequality, inter-personal incqualities,
absorption and environmental degradation has 10 be dealt with.
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4.0 Objectives
After reading this Unit the leamners should be able to;

- know about the theoretical debates conceming the pattern of industrialization;

- learn the pattern of industrialization in Indian economy;

- familiarise with the policies that determined the industrial development; and

- know the role and significance of small and cottage industries in Indian economy.

4.1 Introduction

Industries play a very significant role in the development of an cconomy. It provides, not only the
commoditics demanded, but also generates income and employment, besides providing for trade.
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Industrialisation is largely influenced by policies that an economy follows. Of course, it may also have its
own ethos and constraints, Obviously, an economy more often has its own pattern of industrial development,
taking the local environment and population of the country into consideration. In industrial pattern of an
economy, small scale and cottage industries posit varied weights in the process of industrialization. In this
Unit development of industry in India after Independence has been discussed.

4.2 Role of Industries in Economic Developmenf

The entire economy can be divided broadly into three sectors; primary, secondary and tertiary.
Industry falls in secondary sector and is vital to the economy. It provides goods and services demanded by
the population, despite providing productive employment of resources. It sustains the process of
development by productively employing the resources and serves as engine to growth. Productive
employment of resources strengthens the process of development further. In agrarian country like India,
industrialisation induces growth and generates income by providing mass employment. Over all
development of LDCs can be attained only if industrialisation process is accelerated. The general role of
industries is discussed below:

4.2.1 Income Generation

The immediate role of industrialization is to raise the income per capita. There is positive correlation
between levels of industrialization and per capita income - higher the level of industrialization higher will
be the per capita income. Industrialised nations with greater proportion of national output from industries
also have relatively higher per capita income, while developing nations (LDCs) with lower level of
proportionate output from industrics have lower per capita income.

Table 4.1 reveals that industrial output for industrialised nations are: 31% in USA, 32% in UK
and 40% in Japan, but only 24% in India, which is a LDC. Correspondingly, the advanced nations have
higher per capita income: $ 25,880 in USA, $ 18,340 in UK and $34,630 in Japan while it is very low in
LDCs c.g. only $320 in India.

Table-4.1
Country Specific Per Capita Income, Sectoral Contribution and Workforce Engaged
Country Per Agriculture
Capita Contribution to Work Force | Contribution | Work Force
Income GDP(%) Engaged(%) | to GDP(%) | Engaged(%)
(inUS §)
USA 25,880 2 2 27. 36
UK 18,340 1 2 25 48
Japan 34,630 7 5 32 40
India 320 26* 58 24 11

Figures are for 1997 except * representing year 2001, Source; Sundaram, KPM. & Dutt, Ruddar. , Indian
Economy 2000 & 2005.

422 Employment
Industries provide productive employment to resources, both human and material. In DCs industries
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provide productive employment and protect the economy from vagaries of market, while in LDCs it
provides massive employment to untapped resources and initiates a sustained growth process.

__ Generally, LDCs are labour surplus economy, due to which, there is overcrowding in agriculture,
This, in tum, results into underemployment of resources. But the surplus labours can be productively
transferred to industrial sector. Transfer of labour to industries increase the per capita output in agrgcultw'al
sector, which in turn, change the motivation of farmers. A process of commercialisation in agriculture,
thus, begins and consequently results in higher incomes of farmers. Increased income induces lhe' farmers
to demand more of industrial output, thereby increasing the incomes of industrial workers. This again,
increases the industrial workers' demand for agricultural commodities. Thus, a process of productive
employment in both the sectors perpetuates further. Industrialisation assures employment not only to
skilled labourers, rather it creates a host of employments avenues, even for the unskilled ones.

Table No. 4.1 reveals that industries provide productive employment to majority of workforce in
DCs. 1t is 31% in USA, 48% in UK and 40%in Japan. Comparatively only 2% of total workforce in these
countries arc employed in agricultural sector. But in LDCs, like India, majority of workforce is engaged in
agricultural sector (58%), while industries provide employment to only 11% of total workforce. Thus,

surplus of workforce engaged in agricultural sectors of LDCs can be employed productively by transferring
them to industrial sector,

423 Self-Reliance

In case of certain goods and services self-reliant becomes inescapable, particularly industries
producing output which are strategic and security concerned. In the process of development certain strategic
commodities are required for further development. Supply of strategic output-like iron and steel, machinery,
and other producers’ goods etc. cannot be relied on foreign suppliers alone. Therefore, establishment of
such industries becomes imperative to be self reliant so that development process is unhindered. Speedy
industrialisation in India was possible only due to secured supply and availability of producers' goods by
key industries in the early years of its industrialisation.

Even in case of security concerned manufactures, like arms, ammunitions, dependence upon foreign
suppliers cannét be relied upon. Further it also hurts the nation's prestige. In this regard, setting up of
Indian Ordinance Factory in India, for instance, has not only assured regular supply but also saved the
prestige of the nation.

4.2.4 Sustained Development

One of the distinctive features of industrialisation is its self-sustenance over the period of time.
Industrial sector has a high propensity to save and invest. Therefore, once the process is initiated, it goes
on recurring itself through self-finance. In other words, industrialisation initiated with proper impetus

becomes a self sustaining process. Thi's rec}xrrin.g process not only perpetuates industrialisati bt s
broadens the industrial base through diversification,

Check Your Progress - |

i, Why is the development of industrialization a self perpetuating process?

2. Self reliance in certain areas of production is but essential, What are those areas in
Indian context?

4.3 Pattern of Industrialization

Importance of industries in economic development is undisputed, However, disagreements arise

on the issue of pattern of industrialisation proper. Some advocate Proper pattem of industrialisation on the
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basis of the size of industry, while others on the basis of technology. Still, others arguc on the basis of

nature of produces that industry produces.

Those favouring size argue that proper pattern of in
industries: while in later stage of its maturity it promotes
technological basis argue that capital scarce nations should opt
Jabour scarce nations should opt for capital intensive (labour saving) technology fo

But industrialisation depends upon a host of factors like capital accumulation, skills an.d tochnol_ogy
acquired, etc. Capital formation is integral to industrialisation, which in turn, varics from nation Fo nation,
thereby revealing diverse pattern of industrialisation. Pattern of industrialisation is referred to as industrial
base evolved over the period of time. Proper pattem of industrialisation however is referred to as.thc
scheme of industrialisation that an cconomy ought to follow for sound and accelerated industn’alisatlf)n.
Recently debates concerning proper pattern of industrialisation emerged in different camps, cach justifying

its own standpoint.
4.3.1 The Theoretical Debate

Often the experiences of industrialisation in DCs arc considered as the model of proper
industrialization, Accordingly, proper pattem of industrialisation is considered as evolutionary in nature.
This process can be stipulated into three stages.

First Stage represents the development of those industries producing or processing resources of
primary nature, such as milling, mining, smelting etc. Second stage represents the development of industries
producing consumers' durables and semi-durables e.g. clothing, footwear, food processing, etc. The third
stage represents development of industries producing capital or the producers’ goods ¢.g. plant, machinery,
ete. Demand for producers' goods is a derived demand; it is not demanded directly by consumers, but by
producers of consumers' goods and services.

The evolutionary pattem of industrialization is generally found in countries favouring free capitalist
enterprises, but it is not found universally in every economy. Under regulated and planned economies, the
general trend is to shift from first stage to third stage directly. Further, certain factors detrimentally operate
in specific countries and industrialisation deviates from the proper evolutionary pattern. Despite these
general observations, variation exists due to country specific factors which are multitude in casc of LDCs
with their peculiar historical background. In view of the above, cconomists suggest the following

alternatives:
4.3.2 The Alternatives

LDC, in general, suffers from dearth of capital. It is, therefore, argued that it should opt for labour
intensive-small scale industrialisation. But capital is pre-requisite for industrialisation and beyond a point
it cannot be escaped. The problem is not of economizing capital utilization but to increase its supply
through accumulation. LDCs with scarce capital have low industrial base. Hence, in the initial stage of
industrialization it has to rely upon imports of capital, which requires foreign exchange reserve. Since
foreign exchange reserves are inadequate in LDCs, these need to be increased. Economists suggest three
alternatives to increase the supply of foreign exchange reserves.

Firstly, the supply of foreign exchange reserves can be increased by exporting primary output, The
foreign exchanges so realized can be then used to import capital goods for industrialisation. But, exchange

dustrialisation initially promotes small scale
Jarge scale industries. Advocates favouring

for labour intensive technology. Conversely
r industrialisation.
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carning through primary exports has limited scope 1o finance industrialisation. Generally, the terms of
trade for Pﬁmgarypcxmpir:s inpi(:ﬂcmalionnl markc(l.:cnrc unfavourable and un-remuncrative, This leads to
inadequate realisation of foreign exchange reserves required to import capital goods. . .

Sccondly, export based industries can be established to meet both the objgcllvcs of industrial
development as well foreign exchange carnings. The forcign exchange reserves realized through exports
can be then used to import capital goods. This argument, though valid on theoretical planc, lacks pr?ctlcall}y.
Setting up export based industries compatible with those of DCs appears doubtful. Developed industrial
nations relatively have greater comparative cost advantages of production due to superior technology,
specialization, and large scale of production, Therefore, LDCs may not be able to stand the cut throat
competition despite wasting the valuable resources. Hence, foreign exchange earnings through export
Promotion by LDCs will be either limited or else unreliable.

Finally, third alternative is to establish imports substitute industries with a fine blend of restriction
and barriers to imports. This policy may curb the propensity to import, while spontancously, inducing the
domestic consumers to consume the import substitutes produced domestically, It may realise the required
forcign exchange by curbing imports despite meeting the objective of industrial devclopment as well. In
other words, curbed propensity o import limits the expenses on imports, thus, making available the valuable
foreign exchanges. These can be then used in import of capital goods for industrialisation.

Hence, import substitution industrialisation seems a more reliable alternative amongs't the three,
Export based industrialisation depends upon international markets which is not as much as reliable as the

import substitution industrialisation which depends on domestic market. Hence, it is more favoured than
others. A

Despite the above, pattem of industrialisation also depends upon political ideology, social factors
economic condition, country specific resource endowment and a host of other factors.

Both the alternatives for establishment of export promotion and import substitution industries
have similar outcomes - realization of more foreign exchanges.

Check Your Progress - 11

1 ]

1. What are the stages of industrialization in the evolutionary process of industrialization?

2. How does the pattern of industrialization under democratic setting differ from that of
under the controlled planned regime?

3. The LDCs have their own patter of industrial development specifically with reference
to their peculiar economic settings. Justify,

44 Pattern of Industrialization in India

“ome surplus to export abroad after meeting the domestic requi
the rest of the world towards India; even British came to trade looking its riches. Indian manufactures -
iron and art wares, handicrafts, woollen clothes, silks and other textiles etc, - were in great demand world
over. Indian industries prospered during the time with sound base of production, However, industries of
that time were simple, traditional, and less capjlal intensive. In fact, industries were of traditional labour
intensive houschold industries. The pattern of industrialization in India can be discussed as below:

4.4.1 Industrial Development Prior to Planning

Prior to the advent of BrjliSh. lndia_had.a Prosperous industrial sector, Byt with the advent of the
British, specially after industrial revolution in England (1890's onwards), industries in India were
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Indian industries should have been swift enough to adopt the advances in
partly due to unorganized nature of Indian

a lot more was due to the differentiated

systematically destroyed.
technology during the time but this was not possible. This was
industrics, and partly due to low capital formation. Of course, ; . : ¢
policy approach by British Indian government. They were interested protecting their homt.t industries back
in England through supply of cheap raw materials from India. On the other hand, India was m.adc an
assured market for their cheap manufactures. Nothing was done to upgrade, ptrotc.ct or capitalize the

industrics in India. India served both as cheap source of raw materials and as pot.cntnall).' vast market for
the cheap machine based manufactures. This eventually disintegrated the Indian industries.

Thus, after independence, India's condition was of a backward, poor and stagnant economy with
low industrial base. Hence, the first Industrial Conference immediately called on December 1947. The
conference worked out a tripartite agreement (provincial governments, industrialists and labourers) to
ensure a better relationship between the management and labourers. Further, to promote industrial
development, tax concession was granted for the period 1947-48. In the subsequent year, the Industrial
Policy Resolution, 1948 was enacted which contemplated the mixed economy structure, This period of
industrialisation, prior to adoption of planning, reveals a pattern of industrialisation which can be
summarized as below:

4.4.1.1 Low Capital Intensity

After independence, prior to adoption of planning, capital intensity in Indian industrics was very
low. No doubt, Indian industries prospered prior to industrial revolution. But after industrial revolution
there were rapid strides for technological advances in industrial front around the world. Indian industries
could not survive the stride due to low capital accumulation resulting partly due to household nature, and
partly due to lack of institutional support which British Indian government failed to provide. Thus, when
rest of the world was capitalizing their industries, Indian industries did not do so and failed to operate on
higher scale required to minimise the production cost. Indian industries, therefore, could not compete
with the rest of the world and eventually disintegrated. The low capital involvement was found, in general
for almost all Indian industries.

4.4.1.2 Imbalanced Industrial Structure

Pattern of industrialisation during this time was imbalanced and lopsided one. The lopsided nature
of industrialisation is revealed by imbalanced employment structure of workforce in different industries,
Workforce concentrated in small houschold industries with small production base, while a good proportion
of work force were engaged in big factories representing big industrial houses. A proper middle class
enterprise with significant proportion of medium sized industrial base was absent during the time. But for
- proper industrialisation, it is necessary that a broad based medium class entrepreneurs with sound base of
medium scale industries do exists. Lack of middle class enterprises with prospective base of medium
scale production revealed absence of competitive production.

4.3.1.3 Imbalanced Output Mix

In addition to imbalanced industrial structures, output composition too was imbalanced. Output
combination was non-corresponding to market demand and supply. For decades preceding adoption of
planning, there was over production of consumers' goods while producers’ goods were underproduced,
Industrial index of consumers' good for the decade preceding adoption of planning exceeded actual demand
by 10%, while in producers' goods industries there was a shortfall of 18%. In a nut shell, industrial pattern
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and imbalanced industrial structure ang

or t i i ital intensity, :
prior to adoption of planning was that of a low capital intensity, ot oot i s =

output mix. Consequently, capital formation stagnated due to low returns
of market forces.

442  Industrial Development under Planning

Industrialisation accelerated in India after adoption of planning in 1951. The pattern of
industrialisation that developed was a regulated and controlled one. Later, preciscly after 1980, the Industria)
Policy, 1980 started the liberal approach in industrialisation. Though planmng.sul‘l influences the pattern
of industrialisation, it does not strictly determine industrial development as it did before the policy of
1980. Therefore, the pattern of industrial development since 1980s is analyzed separately. |

Prior to the analysis of the pattern of industrialisation under planning, itis instructive to mention
some of the important provisions of Industrial Policy Resolution, 1948. The policy rcsolutlfm determined
in a large way the pattern of industrialisation during planning era. It contemplated a mu-wd economy
structure in India and classified the areas of industrial development into four broad categories:

1) Industries exclusively under the monopoly of Central Government,
if) New undertakings to be progressively undertaken by the state.’

iii) Key industries which the Central Government feels necessary to regulate and plan for its de
velopment.

iv) The remaining industries were left open for private individuals, co-operatives and others.

Upon these arrangements, industrialisation under planning followed a mixed economy structural
setting. Since investments determine the pattern of industrialisation, investment behaviour under various
plans provides a better insight. The outlays in various plans are discussed below:

4.4.2.1 First Plan (1952-56)

First plan had nothing much for industrialization, it largely emphasised on developing the
infrastructures which would facilitate the industrial development further. A modest amount of Rs 800
crores were allocated for industrialisation, out of which Rs 94 crores were allocated for industries under
public sector and rest for new projects, replacement cost and modernisation of existing plants. However,
actual investment was far less than allocation. Only Rs 57 crores were actually invested in public sector
industries and of the remaining amount only Rs 340 crores in development of new projects, replacement
and in modemising the existing plants. First plan did not, therefore, make any significant effort in
industrialisation; rather it is marked by under-investment of even modestly allocated resources.

4.4.2.2 Second Plan (1956-61)
Industrialization during second plan was largely influenced by Industrial Policy Resolution, 1956.
A noteworthy feature of this policy was the emphasis upon village and small industries (VSI). Second

plan witnessed diversification of industries and emphasised on establishment of key and basic industries
like heavy engineering, producers’ goods industries and industries of national importance,

The total investment was Rs 1,810 crores, of which Rs 870 crores were invested in public sector,
Rs 675 crores in private sector and another Rs 265 crores for village and small industries (VSI's).

It established the following industries in terms priorities;

i,  Establishmentof ironand steel industries to increase the production and supply thereof. During
this Plan period three major steel plants ere established at Rourkela (Oriszg),ynhilai (Madhya



Pradesh), and Durgapur (West Bengal). -

ii. Establishment of heavy engincering and capital goods industrices. 111is_ plan \mdcnoo-k the
programmes to develop and establish manufacturing base of clcclncx'\l and mncl.m\cry
equipments ¢.g. expansion of the Hindustan ~ Machine Tools (HMT), Hindustan Shipyard
and Chitranjan Locomotive Factory, etc.

iii. Capacity expansion of consumers' goods industry to meet the requirement of increasing demands
for mass consumption goods.

4.4.2.3 Third Plan (1961-66)

Third plan was continuation of the earlicr plans. It envisaged accelerating the rate of investment
for speedy industrialisation and technological change. Third plan envisaged the development of public
sector and assigned in them the key role to perpetuate further industrialisation. The objective was to make
industrialisation self-perpetuating by producing domestically the producers' goods at cheap prices. During
third plan, allocation amounted to Rs 3000 crores, of which Rs 1700 crores were invested in public sector
and Rs 1300 crores in private sector.

4.4.2.4 Fourth Plan (1969-74)

Fourth plan continued with the projects undertaken carlier in previous plans. It emphasized on
capacity expansion of export based industries in general and of the  import substitute industries in
particular. It also embarked upon development and expansion of Village and Small Industries (VSI's).

A total outlay of Rs 3050 crores was allocated for public sector; however, actual investment was
only Rs 2700 crores. Of the actual investment, around 75% i.e. Rs 2025 crores were in core or basic
industrics - like iron and steel, coal, petroleum and petro-chemicals, etc. A significant proportion of the
amount, around Rs 190 crores, was kept reserved for village and small industries (VSI's) under public
sector.

4.4.2.5 Fifth Plan (1974-78)

Fifth plan envisaged the objectives of self-reliance and social justice. Hence, it accelerated
industrialisation of core sectors in addition to export promotion industries. Further, industries capable of
diversification and rapid growth were encouraged. To enlarge the production base of consumers' goods
industries and to promote small industries exclusive reservation of 124 items was made for their production.
It aimed to develop a series of ancillary industries to feed the larger industries. It also took many bold
steps to remove the rigidities and restrictions in industrial front-c.g. restrictions posed to the private sectors,
monopolistic undertakings and forcign investments in India, etc.

The revised outlay was around Rs 1,135 crores for both organized and mining industries. The
actual investment in public sector was, however, Rs 9,600 crores. Signiticant proportion of Rs 535 crores
was invested in village and small industries. 1

4.4.2.6 Sixth Plan (1980-85)

The sixth plan emphasised on overall economic development. It specifically focused on structural
diversification, modemization, and self reliance in industry. To meet foreign exchange requirements it
promoted exports based on engineering and industrial outputs. Further, it emphasised to develop, modernise
and import technology and encouraged innovation through research and development. To avoid industrial
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congestion in urban settlements, it envisaged the development of industrics in backward regions,

Total outlay during sixth plan, inclusive of small and village industrics, was Rs 22,200 crores,
beside exclusive allocation for energy development programme - Rs 4,300 crores for coalindustry and Rs
2,870 crores for petroleum industry.

44.2.7 Seventh Plan (1985-90)

Seventh plan chmemitted itself for social justice, and productivity grofﬂh in lm.ila.n lndusln.cs. .[l
aimed 10 ensure adequate supply of consumers' goods through fuler uilzation of existing capacity in
plants. The objective was o restructure and enhance productivity by technology up gradation. To be self
reliant, an integrated policy of industrial development was evolved. Industrcs having large dowlc
market with export potenials were given priority. A large number of industries with high growth potential
(called sunrise industries) to meet the required demand were encouraged.

Seventh plan allocated Rs 22,460 crores for indusiries, of which Rs 19,710 crores were to develop

the medium and large scale industries. Around Rs 2,750 crores were allocated to develop the village and
small industries.

Seventh plan specifically emphasised to remove the infrastructural and structural rigidities in the
economy. It emphasised in greater way to make power available through establishment of power stations;
both thermal and nuclear. Modemization of obsolete technology (in sugar, textiles and other industrics),
and setting specific productivity target enhancement were other important pr?visions.

443 Generalization of Industrialization under Plan Regime

Pattem of industrial development that cvolved under planning was peculiar to Indian cconomy.
Though it exhibited industrialisation as under controlled regimes i.c. it jumped directly from first to third
stage of industrialisation, but certain features were exclusive and distinet to India alone. The pattern of
industrialisation that materialized under planning regime can be generalized as under:

' 4.4.3.1 Development of Core Industries
mstrategyofindusuialinﬁonadopwdbyplanwsshiﬁeddimcuy from stage one - from primary
produces - to lbe third stage - development of basic, heavy and core industries. It was realized that unless
the basic industries assured adoquate su:\?ply of producers’ goods economy would not grow. But this pattern
requires the developl.ml and availability of technology with proper engineering base, Hence, emphasis
to develop engincering wings was initited since early years of planning and industrialisation, The
engineering wing was entrusted with catalytic role for industrialisation.

4.4.3.2 Import Substitution and Restrictions {

Along with emphasis on basic industries, plans envisaged import substitution industrialisation 1
was realized that industrialisation in iniial stage of take off requires adequate supply of foreign exchang:
reserves {0 import capital goods. But import of consumers' poods diminishes these valuable exchanst

reserves. Imports were, therefore, deliberately curbed by promofing import substitute industri fitod
imtwo ways: first, demand for foreign exchange was reduced by degrees so hag could be u:ég:?;;“
capital goods. Second, It encouraged the domestic industries roducing subsitutes by paying higher prices
In fact, promotion of import wbgnmuon.was followed by a host of import restrictions theseby curbint
import to desired level and releasing forcign exchanges for import of capital '

4,433 Diversification of Industries s
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g regime was diversified with broad spectrum of

The pattern of industrialisation during plannin _ . _  spectrum
industrial base ranging from consumers' goods to intermediate and gapltal goods mdu_stncs. l?wcrsnﬁcz?uon
of industries are exhibited by tremendous increase in production of important goods-like textiles, chemicals

ts, mining and metallurgical, etc.

and petro-chemicals, heavy engineering and electrical equipmen
‘ favour of basic and capital goods

Structural transformation in Indian industries was more in : :

industries - nearly 50 % of productive capital was employed in these industries which rose 10 70 % by
1980s. Nevertheless, other industries-consumers' goods, capital goods and intermediate goods industries-
did prosper during the period, but major emphasis was upon basic industries.

4.4.3.4 Development of Village and Small Industries .

The striking featurc of industrialisation during planning era was the significance attached 10 d'evc!op
Village and Small Industries (VSIs). Since third plan onwards, planners realized that industrialization
without productively employing the resources (inclusive of human power), would not provide a sound
economic base. Large capital intensive industries have limited employment absorption capacity due to
skill based specialised nature of production, Contrarily, most of work forces in India are rural based and
illiterate with limited skills. Hence, the alternative lies in developing village and small industrics, which
arc not only labour intensive but also require limited skills. Development of village and small industries
not only meet the objectives of employment and industrialisation but also the equi-distribqtion of income.

Since third plan, importance was given to develop village and small industrics, which is evident
from the fact that during third plan Rs 190 crores was allocated for the purpose while 124 items were
reserved exclusively for their production during fourth plan.

4.4.3.5 Dominant Public Sector

Throughout the planning era public sector played a dominant role. Greater effort was made by the
government to develop the public sector industries. However, the effort was to develop those areas which
were of strategic importance and security concem. The core and basic industries requiring heavy investments
were developed under public sector firstly. The outputs of these industries were made available at cheap
prices domestically and this helped further industrialisation. Public sector enterprises grew from just 5
undertakings under central government in 1951 to 47 in 1961 and to 244 in 1990 with corresponding
investment of Rs. 29, 950 crores and Rs. 99, 330 crores respectively.

4.4.4 Industrialization in the Globalization Era

Till today planning influences the pattem of industrialisation but the degree of influence has been
greatly lessened, particularly due to sea change brought about by liberalisation. Earlier policies of
industrialisation had inherent rigiditics, like licensing, permit approval, and a host of other limitations
posed by FERA and MRTP regulations. The rigidities resulted in underutilization of plant capacity,
unnecessary controls and restrictions, and inefficient allocation of resources. Consequently, there was
macro-cconomic maladjustment, instability and distortion of market mechanism. Keeping this in view,
Industrial Policy 1980 brought sea change by introducing liberal measures and these accelerated particular

pattern of industrialisation.

Pattern of industrialisation after 1980 was largely influenced by the provisions of Industrial Policy,
1980. The policy liberalized capacity expansion of plants by permitting automatic approval as a result of
which industries wishing to operate on higher scales of production benefited. Further, automatic capacity
expansion up to 49% of plant size was granted to those industries modemizing themselves through
technology up gradation and productivity enhancement,

The asset limits of MRTP companies were raised from Rs 20 crores to Rs 100 crores. As a result,
to which 112 companies came out of MRTP clutches. Industries not falling under MRTP and FERA
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A r of companies requiri

regulation were excluded from licensing thereby '.tdslcmglthcc::?r:c 23 indusr:n'cs wcrqc d:-]licccom ls(),.,
licensing from 56 to 26. As a continuance (0 this hbcr? m“mlly‘dcclarcd backward areas Anﬂ.sw f
MRTP and FERA companies, provided they were located lnr h assured greater flexibility “; HTPorz
provision of the policy was broad banding of products W w]l allowed the production of bpmducm in
adjusting their product mix. A single license now automatically road bany

: IRRPTRTIR, : a product. of
1ems enlisted under it without requiring individual license forap

The thrust arca of Industrial Policy 1980 was, however, the industrialization of backwarq ,, cas

. 1 0, . f
tax relief up to 20% of corporate profits for 10 years and an income tax relief of 25% for a periad of g Yo
were granted.

The Industrial Policy, 1980 led toa changed attitude for industrial d:vc10pnl1egl la_nd avery differe,,
pattern of industrialisation developed. Liberalization began from 1980, “(; :l‘f’iaz [-!i 0 a]lzztlon concernjg,
global integration began from 1991 onwards. Liberal measures of 198 'li'lll) ¢ 81%: y due 1o contipy,
deficit financing, controls and regulation and the resultant §truclural <!1sequ.| ibrium. These mal adjusimen,
ultimately necessitated a comprehensive reform. Thus, in 19_91»_ hbcrahzatlor.l assuring proper mark:
orientation was initiated. Deregulation, privatisation and globalization become milestones for the economy

The aim was to induce competitive elements of a market economy for cfficient allocation and utilizaj,,
of resources.

The eighth plan (1992-97), formulated under new environment envisaged practically achievab.
quantitative targets and indicative planning, rather than merely directional. Relative role of public 4
private sectors was reviewed and inefficiency in allocation due to over emphasis on public sector vz
sorted. The dominant role of public sector in industrialisation was relatively diminished due 10 its poee
performances. The licensing policy which distorted producers’ response to market dynamism hindered
scale operation in industries. The time was ripe to unshackle the unnecessary controls and introduce
competitive elements in determination of resources allocation as per the market mechanism. Relativels
private sector was to determine the industrialisation in greater way thence.

During eighth plan, the total outlay was Rs 38,083 crores at 1991-92 prices but the actual outls
was only Rs. 31,382 crores, i.e. 82% of the planned investment.

4.4.4.1 Generalization

Liberalization and economic reforms in India are not matured enough though analyses captuna:
some of the general trends can be at least visualized. The period marks a pattern of industrialisation.

entircly different frop1 one under planning. A liberal strategy of industrialisation devoid of unnecessan
controls and regulations was initiated. The pattern of

industrialization developed during this phase
discussed below. Oped aurnng F
4.4.4.2 Liberal Approach

Liberalisation mainly removed the structural and institutional rigidities hindering industrialisa®
Pursuance of this objective required de-licensing of industries. Liberfll ‘Iiiié:::lss?x::d:::ir‘:gision od undét
Industrial Polncy. 19.80 wh!ch was altogether abolished (dé—licenscd) by New Industrial Policy. 199!
Except a short list of industries under public sectors, reserved exclusively for strategic and security 50
all others were de-licensed, These accelerated (he entry and growth of privat gf. s along with mat)
multinational companies. Automatic capacity adjustment ; b e L fuller
utilization of plant capacity. Deregulation and ip s ics
increased the scale operation and benefiting mercc;rza: d asset limits of FERA and MRTP conP™

themselves by upgrading technology and thereby enhane
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4.4.4.3 Dilution of the Public Scetor
beralization was the dilution of public sector industries and gradual

One of policy implications of li ' d g
reliance and self-sufficiency coupled with import

diminution of key role entrusted in public sector. Self- 3 ! _
substitution industrialization resulted into mounting losses. The protective measures cnjoyed by public

sector resulted in inefTicient resource allocation. But afier liberalization, the nature of competition between
private and public scctor changed and the relative share of public sector, except for few financial services,
declined. This is true for the manufacturing industries. A significant cause of declining share of public
sector is the increasing privatization of public sector enterprises through disinvéstments and auctioning.

4.4.4.4 Increasing Private Participation

Diminishing role of public sector favoured relatively more to private sectors. The unprofitable and
sick industrics were cither shut down or were referred to Board of Industrial Finance and Reconstruction
(BIFR) to evolve strategy for revival, To ensure efficiency, public participation by disinvesting government’s
shareholdings was effected. Still more of public sector industries are brought under private ownership
through auction and disinvestments.

With shift in emphasis from public to private sector, government became facilitator rather than a
competitor. Abolition of licensing liberalised the entry barriers for domestic and foreign firms. Many new
firms, 656 manufacturing, 394 chemicals, 338 machinery, 285 food and beverages, and 251 textiles rushed
in after 1985 due to liberalisation. The rush of new firms has been cqually responsible for diminishing role

of public sector.
4.4.4.5 Increasing Participation of Foreign Capitals

After liberalization, forcign participation increased particularly in the manufacturing sector.
Openings up of the cconomy résulted into increasing flaw of foreign capital investments. Industries with
forcign shares - with morc than 10 % of foreign equity- witnessed accelerated growth due to increased
foreign direct investments. Except for few selected industries - like pharmaceuticals where foreign
participation declined - foreign participation increased substantially.

4.4.4.6 Productivity Growth and Consumers' Goods Industries

Total Factor Productivity Growth (TFPG) during the first half of 1980s was one of important
source of accelerated industrial growth. Particularly, TFPG growth in consumers' goods industries was
significant and this further expanded the industrialisation. TFPG was 7.5 % for the first half of 1980s i.c.
at the rate of 3.5 % per anum. The TFPG was largely due to significant increment in labour productivity,
facilitated by modemization of production technology, which in tum was consequence of liberalisation.

The leader in productivity growth was the consumers' goods industries. Consumers' non-durable
sector with a weight of 33% of total value added, experienced a productivity growth of 5.2% per annum
during first half of 1980’s. Consumers durable with a weight of only 4% in total value added recorded a
productivity growth of 6.6% per annum. Thus, even within consumers' goods industries, industries
producing consumers' durable recorded a higher productivity growth. Intermediate goods industries recorded
low productivity growth and continued to remain so, while productivity growth in capital goods industries

was not significant statistically.

Check Your Progress - I

What was the pattern of industrialization during the period preceding planning?
Mention the priority of the government of India regarding industrialization.
Does public sector play any dominant role in the era of globalization?

When was emphasis given to the proper  development of  small and

village industries?

BN
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4.5 Industrial Policies

After independence, in view of providing a sccured economic environment for stlmulqh.ng
investment, it was essential to frame an adequate and sound policy for industrial df:vclopmcnl. Policics
concerning industrialisation are requisite guideline for industrialisation to be determined. In perseverance

1o it the Industrial Policy Resolution, 1947 was enacted in 1948. The important provisions of the policy
resolution have been already discussed in section 4.4.2. G

Upon the broad guidelines provided by Industrial Policy Resolution 1947 industrialisa_tion'took
place prior to adoption of planning. Initiation of planning, since 1951, necessitated a more directional
policy for industrialisation, Hence, in April 1956 the Industrial Policy Resolution 1956 was cnacted.

4.5.1 Industrial Policy Resolution, 1956

Industrial Policy Resolution 1956 was but an extension of Policy Resolution, 1948, in a more
definitive and directional manner. It clearly demarcated the areas of operations for different industrics
under differing ownership and organisational set up. The important provisions are discussed below:

4.5.1.1 Re-classification of Industries

supplement the effort of the state in this regard. Under schedule (C) were those industries which were not
mentioned under either schedule (A) or (B). These areas were left open for private enterprises, but their
development had to be in terms of socio-economic objectives of the government of India. Industries under

schedule (C) were subject to the control and regulation of Industries (Development and Regulation) Act,
1951.

4.5.1.2 Encouragement of Private Enterprises

For healthy industrialisation, infrastructure like power,
appropriate fiscal and monetary measures are rather a pre-requi
Policy Resolution, 1956 suggested the state to continue its effort in fostering institutions to provide financial
support to industries. Emphasis was also given to provide special assistance 10 enterprises organized on
co-operative basis. Equally, emphasis was given by the state to develop both private and public enterprises
within an industry.

4.5.1.3 Emphasis upon Village and Small Industries

Keeping in view the large magnitude of unemployment, the policy aimed to
those resources, Hence, priority was given to village, cottage, and small ind
larger section of rural based population. To promote village and small industries restrictions were put on
volume of production by larger industries dcsplt-e introducing such measures as differential taxation, and
subsidies. In addition 1o it, to promote compf:t_llivc strength amongst small scale industries, the policy
suggested to improve productivity by modernising the production techniques.

4.5.1.4 Working Environment

Since India embarked upon socialist democratic set up, .il recognized the work foree as partner in
development and management of industrips. Therefore, the Policy Resolution, 1956 emphasized 10 raise

the standard of working environment. This provision notonly provided security 1o healgh butalso enhanced
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efficiency. Particularly, the working environment preventing hazardous cffocl.tc? hca!lh was emphasised
upon. It also focussed on the progressive association of the workers and technicians in managenient.

4.5.1.5 Balance Industrial Growth 9

Disparity in income distribution and assets holding as well industrialisation was well recognized
by the planners. Hence, it envisaged to reduce regional inequity. The policy, therefore, promoted a balanced
and coordinated development of industry and agriculture, so that a higher standard of living is achicved.
To remove regional disparity emphasis upon inter-sectoral development: both agricultural and inisustrics.
in both rural and urban areas was emphasised. : Y

b

4.5.1.6 Foreign Capital v

The need for securing foreign participation especially, capital and enterprises in industrfal front
was well recognised. The government emphasised, particularly, on technology and knowledge lra'_iisfcr by
foreign firms for industrial development. However, it was made clear that ownership and effective
management of such industries should be in Indian hands. Thus, in modernizing Indian industries, the
need for foreign capital was recognized and emphasised upon but the policy also insisted upon progressive
Indianisation of industrial concerns.

Check Your Progress - IV

!
1 Mention the schedules into which the industries have been classified in

the Industrial Policy Resolution 1956.

2 Specify the steps taken for the development of villagé and small industries?
What is the attitude towards foreign capital in the ~Industrial Policy
Resolution 1956?

4.5.2 Need for Reforms

The process of de-regulation and liberalization in India started by 1980s, and got a dramatic boost
in 1991. During the entire planning regime (from 1950-1980), the economy grew comparatively at a low
rate of 3.5 %. This low growth was consequence of the inward development strategy, which finally
necessitated a comprehensive reform. The balance of payment crisis in mid-1991 provided the occasion to
undertake such reforms. The factors responsible for reforms are discussed below:

4.5.2.1 Import Substitution Industrialization

The consequence of inward looking developmental strategy resulted in promotion of import
substitution industrialisation with export pessimism. Import substitution seemed a sensible policy in the
initial stage as it provided opportunity to for domestic manufacture of imports substitutes which curbed
imports and released foreign exchanges. These foreign exchanges were used in import of capital goods.
Further, the objective of self reliance led to reduction in import contents rather than reducing the domestic
production cost. In fact, when world trade was growing enormously due to export optimism, India pursued
export pessimism and contained herself to import substitution industrialization. These limited the trade
content and thus deprived India of the gains from the trade.

4.5.2.2 Heavy Industries First
In addition to import substitution, the strategy to develop heavy industries first led to mounting

t
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i ts and has high capital-outpy, rati
i i i uires lumpy m\,:estmcn DEEIOs Gl o 0
ec.‘:;:?m'c M S?cwl c")s‘:' lli)cavyt:llg:l\sgugesﬂion. the lack of mfmstructu'r;lri, ?spchag at i :SI:T::\Sdfu'nhu
Wstx'el tc}(:ept!i; &wamuo?ipcno 'i;dscs’l]%:&se factors escalated the cost structures WhiCh Sp : UStrieg
eg on periods, PR ‘5).
using the output produced by it (import substitution industrics)

To protect the interest of high cost domestic industries, impoﬂ;“f: ft:r:l?cl;:nlul;{locl:)gsll‘l;::inug e
quantitative restrictions were followed. Alternatively, to sf“““hw mvcsllm it distorted relative factor ey
capital requirements were subsidized through cheap credit Oons?qucrn : { :iia with abundant labour s'f,m?
resulted in choice of capital-intensive industrialisation; inappropriate for In PPly
and mass unemployment,

A

/4523 Political Determination of Locations

‘Balanced industrial development as an ideal under planning regime s fei'i"sf‘: by “‘“b'rlshmg
public sector enterprises. It was argued that this process would foster and stimulate development of other
related’industries in those areas. But in most cases, locations were politically determined without any
economic considerations. This incurred huge economic and social costand not even h{llf .of such enterprises
were capable of stimulating investment in related industrics. For example, the states of Bihar and Jharkhapg
with rich.resource base have a number of public sector industries but none of these states was able 1o
stimulate investments in related industries. These states still remain as the most industrially backward
slates,

4.5.2.4 Balance of Payment (BoP) Crisis

_Final jolt to outburst the controlled tradition was provided by Balance of Payment (BoP) crisis of
mid-1991. The crisis shattered the confidence of international financial community on India's ability to
meet its debt obligations. The seed to crisis was, however, sown partly by inward strategy of development
during'p\anning regime‘and partly due to continual deficit financing of 1980s. Despite the unavailability,

y landed the economy into crisis.

“After pursuing decades of inward looking policy, a comprehensive reform measure to integrate the
cconomy into global economy was initiated in 1991 The industri i

: ity Tha Balits Salodait s ook rols, Ircgulations and rigidities in the structures
of economy, : 10 do away ural rigidities throy i s as
liberalization, globalization and privatization, i e Bh sush Juaiiin
are given below.

{é.5.3.l De-licensing and De-reservation

‘During planned regime, India followed A A
(Development and Regulation) Act, 1951, The Ii particularly after enactment of Industrial
Policy 1991. Of course, a short list of eighteen industries was re i
short list of indusuics.did not apply to industries intending to operate on small. alppli?val, howeyv er: ::::
Dt Requred to Scelk peios Sppevial; ather e h“.i“smal,.E“"eprenems Memorand . FéMnmfhm;euiMni
for Industrial Approval (SIA) was to be submitted fg; acknowledgemen; um (IEM) to the Sec

A list of 8 industries, previous!

y17 industries, were res
security purposes, butin 1993, item 5 and 6 were deleted o

¢d for public sector due to strategic and
de-reserved. Finally in 2001 item 1 ¢

from the list ang in tem 3 '
stand by 1998 again item 3 and 4 were
00 was de-reservec[ from the list of rc'scrvatiorg ?gl;xcml‘))-a
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4.5.3.2 Dilution of Public Scctor
In addition to de-reservation, new industrial policy also adopted the strategy of diluting the role
investments or where private investments

of public sector. Only such establishments either requiring heavy 1
are inadequate, the public sector would perform. Government assumed the role of a facilitator rather than

an owner.

BOX 4.1

List of Industries requiring List of Items Reserved

Compulsory Licensing for Public Sectors

1. Coal & Lignite 1. Arms and ammunition

2.  Petroleum and distillation 2, Atomic energy

3 Distillation of Alcohol and brewing 3. Coal and lignite

4, Sugar 4. Mineral oil

5.  Animal fat and oil 5. Mining of iron ore, manganese, sulphur,
gold and diamond

6. Cigarettes and tobacco products 6. Mining of copper, lead, zinc, tin, molybdenum

7.  Asbestos 7. Mincrals specified in the Schedule of -

atomic energy (control of production and use
order), 1953 and *

8. Plywood's and Vencers 8. Railway transport

9.  Hides, skins and patented skins

10. Patented furskins

11. Motor cars

12. Paper and newsprints

13. Aerospace and Defense equipments

14. Explosive and detonators

15. Hazardous chemicals

16. Drugs and pharmaceutical

17. Entertainment electronics

18. White collar goods

For industries requiring import of capital goods, the new policy suggested automatic clearance up 10 51%
of foreign equity holdings, if such projects added to availability of foreign exchange reserves. The policy
emphasised on development of public sector in providing essential infrastructure and institutional framework

only.

In selected industrics under public sector, a part of government share holding was disinvested to
discipline the enterprises in accordance with market principles and to ensure greater public participation.
Chronically sick industries were closed down and those potential of revival were referred to Board of
Industrial Finance and Reconstruction (BIFR). The New Industrial Policy 1991 thus diluted the role of
public sector enterpriscs and paid greater significance to private concerns on the rationale that efficiency

is promoted.
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cz\sn.p‘(;. Ilnt\-::rr'.‘ i‘l' l:‘:\l‘l‘li::;l“c\:‘ll;irnncc 1lﬁ'rom the SIA (Secretarial o::lll)];l)uiby:nl:ilgtr}? rl?f\l,:::l::gu(;onr:gll:;:r:sm‘dl
was also provided up to 51% of Forcign Dircct Investment ( d forcign industrics but the paym.. ™
payment of royalties and fees was equal for both domestic an _ orclg,h CBOP (Balatice s o ymem.(.),
dividends was to be channelled through RBI (Reserve Bank ol India) so tha aymen) i
monitored.

Projegy

Equity holding up to 51% was approved automatically r°_f the complanwicl;l:’:l:l);mg Indian Cxport
in international market. In case of technology import, automatic approval on EY agreement gp

highly prioritized industries within specified parameters was provisioned. No approval was require
hire foreign technicians.

4.5.3.4 MRTP (Monopolies Restrictive Trade Practices) Act

Earlier polices declared any firm having asset more than 100 crores (since. 1985) as MRTP firm;,
and allowed them 1o enter only selected industries on a case-by-case basis. Sclect.wc approx:al was given
1o new MRTP firms in any areas of investments, in addition to which, it also required licensing approval
Thus, MRTR Act restricted the entry of large firms, thereby forbidding operation of scale production and
externalities thereof. The new industrial policy, however, altogether abolished these restrictions requiring
prior approval in investments in the de-licensed industries. The act emphasized to prevent and control
monopolistic, restrictive and unfair trade practices rather than restricting the firms.

4.6 Cottage and Small Scale Ind;lstries

Theoretically, distinction of industries as small, medium and large depends upon the size of capital
and workforce involved. Hence, such differentiations are not universal, but vary from one nation to the
other. Also depending upon the country and its economic development, even the capital and workforce
involvement vary across industries, Besides, the small and cotlage industries also differ on other grounds.
Generally, small-scale industries are independent production unit mechanized fully or partly with workers
employed from outside household i.c. labour market, whereas cottage industries are those where industrial
activitics are relegated to secondary position. It is usually associated with agricultural or allied activives;
it draws the family labour force for the pursuit,

4.6.1 Position and Status

: . ng objective in India. Small scale and cottage
industries, for example, arc labelled economically not viable, In spite of this label. they been promoted
and pursued. The industries are, rather, considered 10 be an important foree which has contributed 1©
development and income generation in India.

4.6.1.1 Emphasis since Early Days of Industrial Development

With the enactment of Industrial Policy Resolution, |
cottage industrics has been 1ccognized, Industria| Policy Reso
cottage and village and small-scale industries i the developm

Even in later years,

956, the need 10 develop small scaie and
lution 1956 stressed upon the "the role of
cnt of the national economy".

government issued twg policy statements and both reflected the continued
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The Industrial Policy Statement 1977 states that "The

main thrust of the New Industrial Pelicy will be on effective promotion of cottage and small industries
widely dispersed in rural arcas and small towns. [n addition, Industrial Pol.icy Statement 1980, states that
"government is determined to promote such 2 form of industrialization in the country as can generate
cconomic viability in the villages. Promotion of suitable industries in rural area will bc accelt':rated. to
generate higher employment and higher per capita income for the villages in the country without <!|su§rbmg
the ecological balance.” Thus, promotion of cottage and small-scale industries was the set objective of

industrial policies in India.

In papers every objective received equal import
given to develop the basic and hcavy industries rapidly.
have never been mentioned, cither in early plans or policies. Only a

to reduce skewed industrial development was given scrious thoughts.
resultant income inequality were the focus in the promotion strategy 0

effort to develop small-scale and cottage industries.

ance, though in practice, special emphasis was
However, prioritics of industrial development
fier 1960s, formulation of strategies
Reduction of regional disparity and
f small and cottage industries.

4.6.1.2 Facilitative Set Up :

Many facilitative set up to promote small and cottage industries have been initia
decades. A number of establishment, agencies and organizations render various services either free or at
nominal charges to promote small and cottage industries. Many organizations provide support to these
industries, beginning from setting up of industry to the final stage of product sales. Some of important
organizations, for instance, are NSIC (National Small Industries Centre), SFC (State Financial Corporation),
AIHHB (All India Handloom Handicraft Board), CSB (Central Silk Board) etc. In addition to it, commercial
banks are under obligation to provide credit to these undertakings as priority sector.

4.6.1.3 Concessions and Reservations to Small-Scale and Cottage Industry

Despite various agencies rendering services of various types, fiscal concessions like relaxation of
excise duties, tax grant, etc. are given to small scale and cottage industrics by the government. Also,
provisions for producing and procuring machinery cither on easy finance or on hire-purchase basis have
been facilitated. Land allotment at nominal price, despite exemption from various clauses of labour and
factory laws, are provisioned under various laws. Exclusive reservation of 800 items for small and cottage

industries are also provisioned.

4.6.1.4 Low Priority

Small and cottage industries do not suffer from policy angle but they suffer relatively in allocation
of outlays and investments. Following the broad guidelines of industrial policies and five year plans
government pursued a protective policy despite promoting small and cottage industries. Of the total outlay,
the allocation in public sector industrics during first plan was 5% of which small scale and cottage industries
had only 2%. After second plan, industry became the king pin of economic growth and  retained its
position by forming 20% t1025% of total plan outlays. However, the small and cottage industries continued
having small proportion of plan outlays, forming only 1.5% to 4% of the total during three successive
plans. The 6th and 7th plan, focused on infrastructure and the outlay on industry was reduced to 16% and
13% respectively. Corresponding to it, small and cottage industries had relatively lower amount of the
total outlay, only 1.8% to 1.5%. Under planned regime small and cottage industries got an outlay as low as
1.5% to 1.4% of total outlay in public sector during 19511995 and only 1.5% to 2.1% since 1966.

ted in recent

4.6.2 Role of Cottage and Small-Scale Industrics

Small-scale industries played a vital role in India. It spearheaded the industrial development by
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for the cconomy as a whole. Small-scaj ang

providing employment and realized a hig'h gro\:i';z:’c“dcncc and over the period of time it grey, fron
cottage industrics in India had grown rapidly sinc *

36 thousand wnits in 1960 to 32 lakh units in 1999-2000. Still the G_°Vcr1n1:nc$af'zlrk:::’|2h:|:$:? i
exclusive reservation of ilcms~for small scale and cottage industries. The maj Y Simalj

scale and cottage industries are discussed below:
4.6.2.1 Employment Generation

It is argued that small scale and cottage i‘ndustric.z

As small scale and cottage industries require limited capit

capital. Thus, it provides employment to  valuable relslo;.x:;) o
i ' illi le ti -

scale units employed more than 18 million people 50% of employment, In between 197,

small scale industries and decentralized sector contributed about ; . Py
1988 combined employment of all sectors (large, medium and small scale industrics) grew by 2.21% by

it grew comparatively more by 5.42 % per annum in small scale and cottage induslnf:s. Small-scale indusires
alone generated employment for about 2 million people till 1987-88. Thus, et the uncmploymen
problem in India, productive employment of resources, both man and material, will depend upon the
development and expansion of small scale and cottage industries. As far as future prospects are concened,
development of cottage and small scale industries in rural arcas will crucially provide effective employmen
despite meeting the local demands.

s have greater capacity to generate C"_‘Pk’)‘mcnz
al. it can be easily setup with the available loca)
es available in the society. In India, the sy
. Within the manufacturing sector it

4.6.2.2 Export Promotion

Small-scale industries in India played catalytic role in export promotion. Substantial increase in
exports by small-scale industries was observed in textiles, processed foods, woollen clothes and hosiery.
etc. The value of exports increased from Rs. 1,643 crores in 1980-81 to Rs. 53,975. crores ip 1999-2000.
One of striking feature in exports of small scale industries s their increasing share in qualitative non-
traditional exports. This has been made possible by efficient production, resulting from efficient management
and monitoring despite fuller utilization of plant capacity, which is possible in small scale industrics. Still
the small scale industries play eminent role in export promotion. This is visualized by the fact that nearly
33% of India's total exports during 1999-2000 was from small-scale industries,

4.6.2.3 Equitable Distribution of Income

Of all arguments the most prominent is the equitable distribution of income that small scale and
cottage industries ensure. Due to its small and dispersed nature, equity in income distribution is realised
through establishment of small scale industries. Since most of large industries are located in urban areas,
small scale and cottage industries if located in semi-urban or rural arcas will provide better income through
productive employment, Thus, distributional justice can be achieved more readily through small and
:ofage industries. ¢

4.6.2.4 Mobilization of Resources

Small scale enterprises are capable of mobilizing the latent resources, like hoarded wealth.

entreprencurial ability ete. Small scale enterprises by pooling local  resources discourage hoarding of
wealth. It also encourages small entreprencurial class who i i
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cconomy, which in tum, helped tapping the latent resources.
4.6.2.5 Balanced Industrial Development

Generally, large-scale industries concentrate in few urban centres having greater availability of

workforce and infrastructural facilitics. This in turn, acts as pull factor and initiates migration towards
these centres from rural areas. Concentration of industries on the other hand aggravates urban problems
like congestion, slums, housing, health, civic amenities and a host of other problems. Crucially enough,
concentration of industrics in urban centres of India results into imbalanced industrial growth. The
concentration effect has resulted into structural maladjustments in the economy. Hence, small scale and
cottage industries, despite meeting the local demands act as counter weights to urban problems by providing

productive employment.

Thus, the role of small scale and cottage industries is immense and multitude. Particularly in

Indian context, the development perspectives and growth experiences suggest that cconomic prosperity
rests on development and promotion of small scale and cottage industries. Though much has to be done,
more has 1o be done to the effect that small scale and cottage industry provide the basis of-edonomic

growth,

Check Your Progress - V

1. Name some of the agencies serving the cottage and small industries.

2. What are the problems created by the concentration of large scale industries
in major cities?

4.7  Let UsSum'Up :

We have come to know that industries played a vital role in shaping Indian economy and sustaining
the growth process. Major portion of industrialisation in India was carried under planning model of
development, and the pattern developed reflects all features of ¢ontrolled, regulated and public sector
biased industrialisation. Even within public sector, core and basic industries were dominant. With the
initiation of internal liberalisation in 1980s, and particularly after globalisation in 1991, the pattern of
industrialisation changed. Globalisation has resulted into competitive outcomes with more and more of
industrial houses coming up. Consequently, the objectives of equity and economic justice have been
threatened by competitive corporate entitics. Though promotion of small and cottage industries seem to
be unviable, their possibility of survival is not at danger, provided they are managed and supervised

efficiently.
48  Key Words

Disguised uncmployment  : A situation where the factor contribution (or marginal productivity) is
Zero or negative

De-licensing : Lifling up the regulation of license approvals,

Globalisation . Process of integrating the domestic economy with rest of the world, i.e.
opening up of the economy,

Industrialisation . Process of industrial development.

Liberalisation - ¢ Relatively casier terms and condition, openness,

Per capita income ¢ Income per head.
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Sustained Development

Total Factor Productivity
Underutilization

Differential Taxation

Import substitution
Export pessimism

Core and basic industries
Heavy Industries
Gestation Period

Tariff

Quantitative restrictions

Cheap Credit
Unfair Trade practice

Extemnality
Disinvestment

Sick industries

¢ Restrictions on quantitative flow of

* Process of disowning an asset by

Continual and recurring process of development,

Productivity inclusive of all factor§. . .

Not utilized cfficiently or to the existing cap:.xcnly.. N

T:x levied upon @ homogencous group with different Principle "
‘Sa::;:?t'\‘l'tion of cheap imports through costlicr domcst.ic production
Outward looking policy or the practice of promoting expory bassg
production lines.

Industries central to the further industrialisation and developmey, of
economy.

: Industries requiring lumpy investments or huge fixed cost.
: The time lag between investment and realization of output.

A kind of tax levied upon the goods and services produ.ccd outside the
home country or  for others in the domestic county: import tanifl o
export tariff,

goods and scrvices, Fg. Quota,
dumping, etc.

¢ Credit policy with low rte of interest to promote specific objectives,
+  Unjust and unequal trade practice distorting the competitive environmen:
and thus restraining the flow of goods and services.

Benefits oradverse effects of one's activity running into domains of others

opening up the share equity for other
players (private or any one else). .

¢ Non-profit eaming/non-cost recovery industries.
Inward looking policy ¢ Policy suggesting self reliance where cveh the available imports are
substituted through domestic production,
Capital intensive/labour saving : Technology or method of production using more capital and less labour
per unit of production, ’
Labour intensive/Capital Saving; Technology or method of production using more labour and less capital
per unit of production.
Broad Band © Alist/basket of homogeneous products,
Directional Policy + Policy merely suggestive of the directions without strictures, dircctives
‘ for compliance without any legal sanction,
Scale of Operation : The !cvel of output response in relation to the input proportions.
FFRA Foreign Exchange Regulation Act. :
MRTP Monopolies Restrictive Trade Practices
4.9  Check Your Learning
1. Discuss the role of industries in tconomic develo :
Pment of a country.
2. Whatdo you mean by proper pattern of industrialisa; i
. tion? atterm
e i Justfy your i, 1on? Whether the evolutionary p
3. Discuss the pattern of industrialisation prior 1o ad,
4, Pattern of industrialisation developed under p i ol'? ning
Justify.



5
6.
E

New industrial policy led to an cra of liberal pattern of industrialisation. Discuss.
Discuss the major provisions of Industrial Policy Resolution, 1956.
What are the factors, which necessitated the introduction of cconomic reforms in 19917

Discuss the major provisions of New Industrial Policy, 1991.
Discuss the role and status of small and cottage industries.
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4.11 Hints/Answer to Questions in Check Your Progress
Check Your Progress - I

I

Hints: In addition to income and employment generation the industrialization
perpetuates development. Since, industries have high propensity to save, invest and
re-invest and once an impetus is given to it the industries have the general tendency
to develop itself as well the other sectors through self finance (See 4.1.4).

Hint: Areas of strategic importance and areas of security concerns (Scc. 4.1.3).

2,
Check Your Progress - I1

1 Hint:  Three stages (see 4.2.1)

2. Hint:  Under the democratic setting the industrialization process is evolutionary
and moves from the first stage of primary industries to second stage of manufacture
of consumers’ goods and finally to third stage of producing capital goods. But under

~ aplanned and controlled industrial development the general tendency is to shift from
first stage to the third stage directly. (Sce 4.2.1)
Hint:  Since the developing countries has dearth of capital industrialization of its

" economy in the initial stage requires import of capital goods. The developing countries

can import capital cither by exporting primary produces, by import substitution or by
export promotion so that required foreign exchange is realized. (See 4.2.2)

Check Your Progress - 111

Hint:  The pattern of industrialization during the pre- planning period was that of
low capital intensity with imbalanced industrial and output structures. (Sce 4.3.1)

Hint:  Despite the development of import substituting industrialization,

‘development of the heavy and core industries was the major priority of government

of India. (Sce 4.4.8.5)
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‘s

Hint:  Immediately after globalisation the role of public sector in Indian €COnomy

was reduced.

Hint:  From the third plan (|96‘l
small industrics were being emphasize

-66) onwards the develapment of village 304
dona greater priority, (Sec 4.4.3)

Check your Progress - 1V

1.

19

Hint:  The Industrial Policy Resolution 1956 n:cln.ssiﬁcd .industrics into three
schedules, namely Schedule 'A' comprising 17 industnc‘s, Schgdule 'B' comprising
12 industrics and Schedule 'C’ wherein all the remaining industries not mentioned i
the above schedules were included (Sce 4.5.1.1)

Hint:  For promotion of village and small industries the policy resolution 1936
suggested the restriction of volume of production in larger industries and introduced
measures of such nature as differential taxation and subsidies etc. (See 4.5.1.3)

Hint:  The participation of foreign capital and enterprises in industrial front,
particularly in the field of technology and knowledge for fostering industrial
development was recognized but the policy resolution suggested that ownership and
effective management of such industries should be in Indian hands (See 4.5.1.6).

Check Your Progress - V

Hint:  NSIC (National Small Industries Centre), SFC (state financial corporation),

AIHHB (All India Handloom Handicraft Board), CSB (The Central Silk Board) etc.
(See 4.8.1.2).

Hint: Large-scale concentration of industries in few cities and metropolitan
settlements results into migration of rural population towards those centres creating
a multitude of problems, congestion, slums, housing problems and host of other
problerus like health, civic amenitics etc. One of the crucial prablems, in this regard
is the differential in industrial growth, leading to unbalanced indﬁstrial’and structural
development within the economy,
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5.0  Objectives e

In the preceding unit you have gone through industrial development and learned many, theoretical
concepts. You have also learned about the applicability of those concepts in Indian context. Advances in
industries are followed by development of trade and commerce, Industries produce outputs and trade
provides the outlets for those output to reach the consumers. Thus, trade is a natural sequence to industrial
development. In this unit you will learn about foreign trade.

After going through this unit, the learners should be able to:

A

= ﬁow $¢ role of foreign trade in economic development;

- ow the magnitude, composition and direction of i i ia;

o understand dimensions of Balance of Payments; LRI e

. study the fa<‘:lor-s which contributed to the crisis in 1990s: and

- learn the objectives and functions of WTO and India's cn’rerging role in the WTO asa

member nation.
5.1 Introduction

The importance of foreign trade has been realized si
g . R ¥ nce the beginni 2 hinking.
Classicists believed that x'ntanau,onal trade benefits the trading nat?é::m;% > fmodem sonom m;:;‘k:’ngd
also enhances consumers' welfare, Foreign trade is vital on three Counts.- increascs national wea

58



gh competitive production.

(i) It contributes to the development of resources throu :
ts and thus contributes towards

(i) It assures production more than domestic requiremen
achieving higher scales of production, ' » s g
(iii) Trade provides for division of labour by promoting efficient production hf‘cs- T.hxs, in
turn, provides, for specialization in production in the long run themb)-' making prices of
goods and services at least competitive price. Specialization in production assures greater
economies and the fruits of technological advances are mafic accessible by foreign trade.

In addition, trade provides the link between developed and developing nations which sustains
growth in developed countries and facilitates development in developing countries.

5.2  Role of Foreign Trade in Developing Countries

Foreign trade plays a vital role in country's growth and development; rather it serves as the engine
of growth. The role of foreign trade becomes more important in developing cconomies, as it facilitates the
required impetus of growth and development. Trade contributes through expansion of output and
employment. For developed industrial countries foreign trade acts as the outlet for disposal of surplus in
commodity production. Thus, foreign trade in developed countries keeps the economy away from glut in
production and employment.

The following section emphasis is on the role of trade in economic development of developing

nations.
5.2.1 Import of Capital

In the initial stages of take off, developing economy requires adequate amount of capital goods for
its development, particularly for industrial and infrastructural development. But developing cconomies
cannot supply such capital goods adequately. Hence, it has to import capital goods from abroad. In this
respect foreign trade provides the link between capital exporting and capital importing countries. However,
the amount of capital that a country can import depends upon a host of factors including the magnitude of
foreign trade. Therefore, larger the volume of trade, greater is the scope for import of capital.

Capital requirement for development is inescapable, though it is scarce in developing countries.
It is pertinent therefore, that commodities (or value of*domestic factors) be exported and resources so
realized be used in import of capital.

5.2.2 Prevention of Monopolies

Foreign trade prevents the rise of monopolistic elements, particularly the domestic monopolies.
Given the scope of foreign trade, a country can procure the deficient commoditics at least competitive
price without increasing the domestic prices. In this run for competitive production amongst trading nations,
only those with specialised production can survive, Specialised production makes the commodity available
at least competitive price. In addition to it, the continual surge for competitive production amongst trading
nations will automatically prevent the domestic producers from monopolistic practices.

Cynics believe that large multi-national corporations with higher scale operation may dominate
the market and give rise to industrial imperialism. Proponents of foreign trade, however, argue that given
the voluntary exchange mechanism, monopolistic behaviour of firms may be automatically relegated
through competition.
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5.2.3 Mutual Cooperation -

A < abundant without adequate capital. Such
their capital i i r countries, where m‘?“r,ccs & . .
in:ler ;?énmtls :e:cc;ctl&iu‘;ﬁ:: g:: cloping nations by initiating and sustaining mt: rgnro“:t;\ v?c;::isc This alg,
overcomes the dearth of capital in poor countries. This interdependence, 1n turm, p SCope for
mutual c:pe:aﬁon C‘;uf:ﬂ:,s m(c‘:,?,: as trade partners become intcr.dcpende:t, alt;d any Uﬂfa\'qurable
fluctuation within an economy is likely to produce same repercussion in the ot cr.c c::; tz avoid such
unfavourable fluctuations, trading partners cooperate mutually during contingen ¥ and overcome the
hurdles.

5.2.4 Global Welfare !
Countries trade and produce simply because they have comparative cost ad.vantagc in that ling of
oduction each country will produce only thys,

production. Given the continual surge for competitive pr Ry £ . .
where it is most efficient. Efficiency or specialisation in production incurs minimum cost of producion

thereby making available the commodities at least price. Provision of con}modilies at least pl.'icv.: implics
increased welfare and prosperity. In addition to it, the reduction in economic waste due to specialisationin
production assures sustainable development. Thus, foreign trade assures welfare not only within the
economy but also across border globally.

5.2.5 Division and Specialisation of Labour

Production of commodities in accordance with the comparative cost advantage results in division
of labour amongst trading nations. Division of labour in the long run, in turn leads to specialisation in
production. Since factors are immobile even within an economy, the product mobility assured by forcign
trade substitutes these imperfections. Thus, product mobility overcomes the rigidities posed by factor
immobility. The division of labour amongst nation on the basis of efficient production lines give rise to
specialisation in production. Specialisation results into increasing returns or economies of scale of
production, and internationalisation in division of labour ensures greater employment of resources.

Check Your Progress - 1

-

Why do the developing nations require capital goods in the initial stagé of its dcvciépmcnt?
Foreign trade prevents the rise of domestic monopoly. True/False

3. Division of labour in the long run leads to specialisation. True/False

5.3 Magnitude of Foreign Trade

No nation gains in isolation. Foreign trade as seen above

world over. India is not an exception to it, hence, it is pertinent 1o :
i i i : analyse the magnitude and trend of
foreign trade in India. As a matter of fact, the volume and valye of India's foreign t%:dc 1 crensed SiDCE

adoption of import substitution industrialisation which

is an eminent sector within cconomics

to pay off the huge import bills.
5.3.1 Huge Turnover

One of striking features in India’s foreign trade during post in epenencspecsod wi e pheane l
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increase in turnovers (value of export and value of imprort), The total value of foreign trade in 1950-51
was Rs. 1,214 crores which increased o Rs. 3,169 crores in 1970-71 and to Rs. 5, 76,342 crores in 2004-
05. The magnitude of forcign trade increased in absolute terms by 475 times since independence. The
total value of trade was as low as Rs. 1,200 crores in 1950-51, which increased to Rs. 1,764 crores in

1960-61 and to Rs. 576342 crores in 2004-05.

5.3.2 Enormous Growth of Imports

The increase in magnitude of foreign trade was contributed more by the imports than exports.
Import grew enormously by an absolute value around 450 times in between 1950-51 to 2004-05. The
average value of import was Rs. 608 crores during 1950-51 which increased by to Rs. 12,549 crores
during 1980-81and reached to the figure of Rs. 3, 33,907 crores during 2004-05. In all corresponding
years the value of import was more than exports. This is revecaled by the fact that balance of trade
remained negative through out these periods. Further, except 1950-51 the magnitude of negative trade
balance was enormous, it was Rs, (-2) crores during 1950-51 which increased to Rs. (-480) crores during
1960-61. Of course it reduced to Rs. (-99) crores during 1970-71 but it increased enormously to Rs.
27,302 crores during 2000-01, which further increased to Rs. (-91,472) crores during 2004-05,

Table 5.1 India's Foreign Trade (Rs. in Crores)

Year Imports Exports Total valuc of Trade Balance of Trade
1950-51 608 606 1214 -2
1960-61 1122 642 1764 - 480
1970-71 1634 1535 3169 - 99
1980-81 12549 6711 19260 -5838
1990-91 © 43198 32553 75751 2. - 10645
2000-01 230873 203571 434444 ) -27302
2004-05 | 333907 242435 576342 -91472
. Source: Economic Survey 2004-05
Factors which led to growth of imports enormously are: .

(a) Import of capital goods: Industrialisation of heavy import substitution industrics was one
of the ideals of the planning in India. This in its carly phase required lumpy import of capital goods
incurring heavy investment. Heavy import of capital began from second plan onwards and this contributed
to increasing magnitude of foreign trade with negative balance.

(b) Import of food supplies: Till 1960s adequate food supply was not assured by the unproductive
agriculture, hence, the internal shortages were met by importing food articles from abroad, This incurred
heavy expenditures resulting into negative trade balance. In addition to it, the rising price of food grains
imported from U.S. under PL 480, further deteriorated the condition,

(c) Hike in oil price: One of the crucial factors which affected the entire gamut of production
is the oil price. Hike in oil price increased the production cost which is eventually carried over to trade
front. Hike in oil price during early 1970s and during carly 1990s due to gulf war increased the value of

imports.
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5.3.3  Modest Growth of Exports

Another contribution to the magnitude of foreign lqndc was prt;Vi(:fd ::)Yr ::"I!:::rl::?‘d llhm'“" X oy
increased modestly, it too contributed to the growth of foreign tra¢ c.‘ ";l I‘l'i ‘ Ned by nn (L
term of around 400 times in between 1950-51 to 2004-05, less than the ubsolute increase nimpoy

The average value of export was Rs. 606 during 1950-51 wl‘lich incrensed to Ry, 6,711 ¢y
during 198081 and further to Rs. 2, 42,435 crores during 2004-05. Slow growth of exports wag . I
several factors and many of them actually originated in developed capitalist countries, Indigy, CX g

were hindered either duc to recessionary pressures in developed economies or else due to pr()lccli(mi\(,
measures of the counterparts.

Further, the export composition itsel{ was one of limiting factor. Indin's export C‘"“Pfiscd liryely
traditional items having low price clasticity of demand. Hence, the lerms f’f lrud'c remained almgy,
unfavourable through out. In addition to it, export pessimism and import substitution policy led 10 negligene
of broadening the export base. Thus, when the world was switching over to export optimism, India remyipg,
silent and took upon import substitution which resulted into comparative dmudvqnlngc “"f’ perpetuated
the inefficient production lines with gross misallocation of scanty resources, Culmination of these factors
made India a traditional exporter and resulted into underdevelopment of the export base,

Check Your Progress - 11 ' 2

1. What was the value of foreign trade during 1950-51 and 2004057

2 In addition to the import of huge capital goods and food articles what was the other
factor that increased the value of imports?

3. Was the growth in exports robust?

54 Terms of Trade

Though the magnitude of trade is increasing on an average,
one. It reveals a picture where the value added s less than the qua
manifold increase in magnitude of trade the net real gain from

amount exported actually fetched less than proportionate values in real terms,

The table 5.2 reveals that quantity index for export rose from 59% during 1970-71 to 108.1%
during 1980-81 and 10 194.1% during 1990-91. |y was 721.6 % during 2002-03, Correspondingly, unit
value index rose from 45% to 108.5% and to 292.5% respectively, while it was 619.6% during 2002-03
The rate of change in quantity index was 0.45% for the period 1970 1o 1981, while it was 0.44% for the
period 1980 to 1991 and it was 0,73% for the period 1991 to 2003, The corresponding rate of change "
unit value index was 0.59% for the period 1970 to 1981 while it was 0.63% for the period 1981 to I?‘)l
and 0.53% for the period 1991 to 2003, Thus the rate ofincrease in quantity of exports has been to as high
as 0.73% but the unit value index increase to only 0.53%. In fact, rate of unit value index which initially
increased to 0.63% slide back to 0.53% but the rate of quantity index went on increasing from 0.59% 10
0.73%. However, to fetch adequate resources the rate of unit value index should also gradually increas:

the term of trade has been a deteriorating
ntity actually exported, Thus, despite the
trade has been a deteriorating onc and the
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Declining rate of unit value index to increasing quantity value index imply that we are exporting more
than what we get in return. In casc of the imports the volume index was 67.2% during 1970-71 which rose
to 137.9 during 1980-81and to 802.4% during 2002-03. On the other hand, the unit value index of import
was 35.3 during 1970-71 and 134.2% and 545.6% during 1980-81 and 2002-03 respectively. The rate of
change in quantum index of import for the period from 1970 to 1981 was 0.51% and for the period 1981
{0 2002-03 was 0.83%, while the rate of unit value index increased at the rate of 0.74% during 1970 to
1981 and was 0.75% during 1980 to 1991. Here too, the unit value index increased more than the quantum
value. Greater rate of increase in unit value of import implies that monetary burden exceeded physical
impont, thereby causing limited import but greater expenses. The serious matter of concern is the behaviour
of terms of trade. For most of the years since 1950s there was large fluctuation in terms of trade but more
prominent was the deterioration of terms of trade. The terms of trade either in gross terms  of trade, or net
terms of trade or income terms of trade all have been fluctuating over the period of time.

The income terms of trade were 69.6 during 1969-70 and remained below 100 for the whole
period preceding 1976-77. It increased marginally to 106.2 during 1977-78 which again fell back to 100
during 1978-79. Only after 1980-81 it remained, though marginally, but consistently above 100. Recently
since 1990-91 income terms of trade was favourable and remained practically above the figure of 200. It
was 212.2 during 1990-91 which increased to 446.0 during 1994-95 and to 732.0 during 2000-01. Thus,
the term of trade was fluctuating since early and this produced an effect on an average which led to
deteriorating terms of trade, The internal liberalisation of 1980s did effect the terms of trade favourably,
but final jolt was given by the external sector liberalisation brought by economic reforms in 1991, Hence,
the terms of trade in recent years can be seen as favourable.

Check Your Progress - ITI
The term of trade for India is favourable. True or False.

2. Is the term of trade increasing or decreasing one?

Declining unit value index in relation to increasing vale of quantum index imply more
returns than actual exports. True or  False.

Table-5.2 Index Number of Foreign Trade (Base : 1978-79=100)

Year Unit Value Index Volume Index Terms of trade
Exports Imports Export | Import Gross Net Income
1 2 3 4 5 6 - 7 8

1969-70 440 35.2 55.7 64.9 116.5 125.0 69.6
1970-71 45.0 35.3 59.0 67.2 113.9 127.4 75.2
1971-72 46.0 328 59.2 80.6 136.1 140.2 63.0
1972-73 51.2 342 66.5 76.7 115.3 149.7 99.6
1973-74 62.2 48.9 69.5 87.2 1254 127.2 88.4
1974-75 78.0 84.5 73.7 772 104,7 92.3 68.4
1975-76 83.9 99.1 81.7 76.0 93.0 84.7 69.2
1976-77 89.4 96.3 96.8 76.1 78.6 92.9 89.9
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107.3 114.0 [ 1063
1977-78 | 1003 88.0 93.2 :gg'g 100.0 100.0 | 1000 ™
1978-79 | 1000 | 1000 10 —ea | 1097 924 | o5,
1979-80 | 105.4 14.1 0 7'9 127.6 808 | 873
1980-81 | 1085 1342 108.1 :;0'6 136.8 932 | 1025~
1981-82 | 124.1 133.1 110.1 ]54-6 T 968 | 1135~
1982-83 | 1320 136.3 116.7 : - 1200 | 135
1983-84 | 151.0 125.8 113.0 | 1854 o
1984-85 | 169.8 161.7 1208 | 156.1 129.2 : 12&
198586 | 1708 158.8 1113 | 1823 163.8 107.6 | 1198
1986-87 | 1794 139.4 1213 | 2123 175.0 1286 | 1560
1987-88 | 1954 160.0 1400 | 2048 146.3 122.1 A0 |
1988-89 | 2322 185.5 1521 | 1242 147.4 1252 | 190.4
1989-90 | 2766 2284 1749 | 227.8 130.2 121.1 [ 2118
1990-91 | 2025 267.7 194.1 | 237.7 122.5 1093 | 2122
1991-92 | 3695 309.1 2086 | 228.0 109.3 119.5 | 2493
1992-93 | 4215 331.0 229 | 282.0 126.5 1273 | 2838 |
1993.94 | 474 3272 2575 | 329.1 127.8 1449 | 3731 |
1994-95 | 4946 324.6 2927 | 4083 139.5 1524 | 446.0
1995-96 | 4842 351.0 3843 |.514.8 134.0 1379 | 5300
199697 | *504.7 399.8 411.8 | 5118 1243 1262 | 5197
199798 | 589.4 404.2 3860 | S62.1 145.6 1458 | 562.8
1998-99 | 611.7 407.8 399.2 | 644.2 161.4 150.0 | 598.8
1999-00 | 6045 450.5 461.0 | 7048 152.9 1342 | 6187
2000-01 | 6243 487.5 5714 | 6977 122.1 128.1 | 7320
2001-02 618.0 492.9 592.7 732.8 123.6 125.4 7432
2002-03 | 619.6 545.6 721.6 802.4 1112 113.6 819.7
Source: Economic Survey 2004-05

5.5  Composition of Trade -

“trade :gggfﬁniﬁpf:ﬁzm ::cnation‘s’ #I 10 produce surplus ang offer for trade. Composition of
Ind S s capacity of production base and leye] fd ‘ ion
ustrialised nations may export capital and industrig) ol development of a nation.

nations may export primary and traditiona] Outputs, PR 10 v of the e Al e
India embarked upon planned process of g

evelopment ip, | iacti :

devel e X - b n 1950s, Object were t0
| cvelop the heavy and basic industries. Hence, jt Tequired import of lumpy ca:,ila;?’;ia(:lf;pla;'mng ags sl
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industrial production influences the composition of trade significantly. Composition of India's trade is

discussed below:

4.5.1 Imports
In the import front there has been successive increment in value of trade t?oth in quantitative and
qualitative terms. However, the dominating components within the imports are discussed below:

4.5.1.1 Capital Intensive Imports

Rapid industrialisation and infrastructural development was one of the major obj?ctivcs of Planning
in India. Therefore, it had to import huge amount of capital goods. This largely comprised ma:‘\ufa.clured
metals, non-clectrical apparatus and appliances as well electrical machinery. The value of capital import
increased from Rs.283 crores in 1960-61 to Rs, 337 crores in 1970-71 and further to Rs. 8796 crores in
1990-91. It was Rs.20, 928 crores in 1990-91 and increased to Rs. 32,908 crores in 2003-04.

Another significant composition was that of transport equipments. It practically incn.'.ascd from
Rs. 72 crores in 1960-61 to Rs. 472 crores in 1980-81. It further increased to Rs. 1670 crores in 1990-91
and to Rs. 4353 crores in 2000-01. It was Rs. 14,833 crores in 2003-04.

The industrialisation based on import substitution necessitated heavy import of capital goqu.
Industrialisation, in turn, requires development of infrastructural facilities. Hence, the import of capital

goods inclusive of transport equipment was and is still an important import component.
4.5.1.2 Raw Materials and Intermediate Manufactures

The industrialisation based on import substitution necessitated the import of raw materials and
intermediate manufactures. Prominent among it were crude rubber and synthetic, pearls, semi-precious
and precious stones, and non-precious metals.

Import of crude and synthetic rubbers was 16.2 thousand tonnes in 1960-61 which decreased to
7 8 thousand tonnes in 1970-71 but increased gradually thereafter. It was 26.2 thousand tonnes in 1980-81
which increased to 105.1 thousand crores in 1990-91 and eventually to 218.7 thousand tonnes in 2003-04.

Precious, semi-precious stones and pearls which had an import valud of Rs. 1 crore only in 1960-
61 increased to Rs. 25crore in 1970-71. It increased exorbitantly to Rs. 417 crores in 1980-81 and then to
Rs. 3738 crores in 1990-91. It was Rs. 32,757 crores during 2003 -04, Import of non-ferrous metals too
increased from a value of Rs. 47 crores to Rs. 119 crores from 1960-61 to 1970-71. This further increased
to Rs. 477 crores in 1980-81 and to Rs. 1102 crores in 1990-91 and Rs. 2462 crores in 2000-01. It was Rs.

35,866 crores in 2003-04.
4.5.1.3 Food Articles and Consumers' Goods .

Food articles constituted a significant proportion of imports since early years. Imports of foodgrains
and consumer’, goods accounted nearly 40% of total imports during early 1950s but it gradually declined
over the period of time. It accounted around 2% of total import during 1990-91. However, significant
increase in import increased by 1990s due to heavy imports of edible oil comprising vanaspati, animal fat
and other edible oils. Though cereal and cereal preparation was imported the total quantity imported
during 2003-04 was only 34 thousand tonnes accounting only 1% of total imports.

4.5.1.4 POL (Petroleum, Oil and Lubricant)

Petroleum, Oil and Lubricants ranked high in India's import since early days of industrialisation.
The quantity imported during 1960-61 was 800 thousand tonnes which increased to 29,359 thousand
tonnes in 1990-91. It was 99495 thousand tonnes during 2003-04 which incurred an expenditure of Rs.

94520 crores.
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452 Exports

In case of exports, a noteworthy feature ist
an industrial base which is diversified and capable
are discussed below:

4.5.2.1 Substantial Exports of Tea and Coffee . .
Tea and Coffee constitute important item of India's export. The combined export carning during

1960-61 was Rs. 131 crores which increased to Rs, 640 crores during 1?80’8 L. ld)uring ‘1;?'5'96 the expon
camning from tea and coffee was Rs. 2674 crores and by 2003-04 it increased marginally to Rs, 2 79,

crores.

4.5.2.2 Significant Exports of Ores and Minerals

Significant contribution to export composition was pmvideq by the exports of ol z.md minerals,
Significant amount of iron ores were exported abroad. Exports of iron ores were 3.2 mll'hon tonnes i
1960-61 which increased to 21.2 million tonnes in 1970-71 and to 20161.4 mlll.lon. tonnes in 2000-01, |,
2003-04 the earning from exports of iron ore was Rs. 5173 crores, which is'a significant amount.

4.5.2.3 Exports of Garments and Handicrafts

The above exports constitute traditional exports of India. In rcegni decades however, India has
begun to export non traditional items too. Significant among them are garments and handicraft as well the
capital goods.

he declining significance of traditional i.tc.ms. It Sig"iﬁcs
of importing surpluses. The compositions of expan

In recent years, the exports of garments and apparel have significantly improved. The Indian expon
" of garments which was only Rs. 9 crores during 1970-71 increased to a record level of Rs. 18,300 crores
during 1998-99,

Exports of handicraft assumed significance since early times. However the amount exported
increased manifold in recent years. The value of export was Rs. 70 crores during 1970-71 which increased
to Rs. 29,330 crores in 1998-99. Important among the handicrafts were the pearls and the semi-precious

and precious stones, The value of export was around Rs. 3,100 crores during 1985-1990, which during
1998-99 alone increased to a level of Rs. 29,330 crores.

4.5.2.4 Capital Goods

Capital goods 1""3'm3_¢hi"°f&'- transport and other metal manufactures significantly contribute 10
export base .ol_' Im!m. This category-also includes electronic goods and software gadgets. This category of
expori is gaining importance in recent times. Even by 1980-81 export of capital goods was only Rs. 800

crores but during 1990-91 it increased to Rs. 3870 crores, By 2000-01 it : » more than
Rs. 18,500 crores, accounting around 13% of total exports, further, increased by mor¢ 1

eyt

Check Your Progress - 1y
What was the value of imports for capital goods during 1960-51 and 2003-04

India was always a food surplus country; it never imported food articles, True or False.
Which item ranked highest in value of imports? .

India exports only traditional items. True or False,
What amongst handicraft is the most important item of exports?
T =
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4.6  Dircction of Trade

Dircetion of trade implies the flow of exports and imports from rest of the world to domestic
country and from domestic country to rest of the word. Ih order to study the direttion of trade, we classify

the countries of the world OECD, OPEC, Eastern Europe, and Other countries.

4.6.1 Direction of Exports

Direction of trade changed remarkably since independence. The largest s!mre of Indian exports
went to OECD countries. But it gradually declined from 66.1% of the total exports in 1960-61 to 46.6%in
1980-81. It further declined to 46.4% in 2003-04. A significant part of India's export also went to Eastern
Europe. However, the share of exports from India to Eastern Europe increased from 7% in 1960-6 |. to
22.1 % during 1980-81 but declined thercafter. It was only 2.4% of total exports during 2000-01 which
declined further to 1.8% of total exports during 20003-04.

]

A note worthy feature of exports from India is the increasing share of OPEC nations. It increased
from 4.1% of total exports in 1960-61 to 11.1% of total exports during 1980-81. During 2003-04, the
share of India's exports to OPEC nations was 15% of the total exports. The developing world too ranked
high in sharing Indian exports. It was 22.8% during 1960-61 which increased to 34% during 2000-01. It
further increased to 36.8% during 2003-04. Thus, the significance of traditional partners of India's exports
is relatively declining, while other newer destinations are finding more significance.

4.6.2 Direction of Imports

In the import front too, the direction of trade changed remarkably. Though imports from OECD
nations are still prominent, India's share in imports from OECD nations is declining relatively. India
imported 78% of the total imports from OECD nations during 1960-61 which declined to 54% during
1990-91 and further to 37.8% during 2003-04. Of course, the share of imports from OPEC nations too,
declined. The share of imports from OPEC nations which was 4.6% during 1960-61 increased to 27.8%
during 1980-81 but it declined significantly to 5.4% during 2000-01. During 2003-04 India's imports from
OPEC nations increased marginally to 7.2%.

Imports from Eastern Europe which was 13.5% in 1970-71 declined to 10.3% during 1980-81
and to 7.8% during 1990-91. It declined drastically thereafter to 1.4% during 2000-01 and to 1.3% during
2001-02. Imports from other developing world however, increased significantly. During 1960-61 the share
of India's import from developing nations was 14%, which increased to 16.2% during 1980-81. Since
1990-91 India's import from developing nations increased manifold, it was 21.9% during 1990-91 which
increased to 53.5% of the total imports during 2000-01. During 2003-04 India's import from developing

nation increased further to 53.4% of total imports.

Thus, even in import front traditional partners are losing relative significance, while the newer
partners, mostly developing nations are gaining importance. In fact, the overall dependence on import
itsclfis declining. It is largely due to the capacity to produce adequate amount of import substitutes within
the economy itsclf consequent upon the Import substitution industrialisation. The relatively declining
significance of traditional partners reveals the capacity of diversification.

Check Your Progress - V

Which nations ranked high in India's share of exports?

2. Isthe share of India's export to Eastern Europe increasing or decreasing after 1980-81. What was
India’s share of export to Eastern Europe during 2003-04?

3. The share of India's export to OPEC nation is declining. True or False. What was its share in

India's share of exports in OPEC nations during 2003-04?

What is the share of India's import from developing countries during 2003-04?

India's import during last decade increased in OPEC nations, True or False,

What was the share of India's import from Eastern Europe during 2001-027
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5.7 Balance of Payments ich states the annual monetary vajy,
i record format which statcs : Values of
all tmns[:gg(:tﬁa::l;c:o?n&l:;y::imlzgf :; :lhncl:lzv:rld. The Indian format divides the entire transactiong intg

3 i ounts.
two broad categories : current account and capital ace

ices transacted between a domestic nation g,

. t of final goods and services ted b estc .
the rcstlc:t! ibt: (\:\;::;::a]“sitsa ;c'l?;“o[?ilcmsi, i.lgiclutsei;c t}?:t tl}’\:l :;f:l:}ffaul::‘l ::n:i'i?el:lseffg:\dga?;n c?;l; :;: :t:‘csh
! i Itisno e diffe ' =
;Tsll,\.ngg:::i bix;';,r}?;e%u&'ﬁ_“g‘ﬁ;cc of trade includes only the visible items which are traded durin,

a year and do not the invisibles like factor services.

Balance of payments is further classified into current a!‘d capltili a;cq:n;sl'hnm:é: g
includes the balance of trade and the net invisibles, the summation oLwitle glh:i of goods ex no?]m >
balance of payments. The net value of visible and invisible items or thic et v th cErrcnt a;g: g
imported and the net value of receipt and payments on mvnsnblcs.constllutes_ c b un‘;. The
capital account, on the other hand, systematically records the capital transac IIQ!\S,' R : tonlan long
term, private and governmental capital flows. Capital flows comprise foreign m;l ¢stmen Sa. ;)fans, net
banking profits, rupee debt service and other capital flows. The format may, however, differ from
country to country,

5.7.1 Trends of BoP in India

The Balance of Payments (BoP) situation in India, prior to independence was favourable one.
However, since 1950-51 the BoP situation became sharply unfavourable. Thcrc. 1s enormous deficit in
-the Balance of Payments, which increases continuously. The major factors contributing to this fact are:

5.7.1.1 Current Account

One of the reasons of deficit in BoP was the serious deficits in the current account beginning right
from the adoption of planning 1950-51, The rise in deficit was almost un-interrupted which accelerated
over time and culminated into crisis in 1990s. During the first plan the deficit in balance of payments was
Rs. 32.5 crores which was, of course, manageable, But by second plan, it increased to Rs. 344.7 crores,
ten times compared to first plan. It went on increasing'subsequently during third, fourth and the fifth
plans. During third plan it was around Rs, 615 crores; three times of second plan. By fourth plan period
itincreased to Rs. 792 crores which further rose during fifthplanto a figure of Rs. 834.9 crores. However,

even a sharper rise in deficit in current account took place during 6th and 7th plan eriod. The deficit
increased to Rs. 3,062 crores and to 4,985.2 crores in each mpcc%ivc plan. R

The current account deficit was Rs. 17366 crores durin 1990-9 g
2000-01. But since 2001-02 current account witnessed : ! and Rs. 11,598 crores during

sitive bal G itiv as Rs.
16426 during 20001-02 and Rs. 30660 during 2002-03 - eece. The positive balance was

| € positive current ac lus further
reached to the figure of Rs, 47,952 during 2003-04. Thus, ill 2001-02, thercc?\u:; csl‘;r?;m account
ccount shows that the country incurs huge loss in

5.7.1.2 Capital Account

Earlier, during planned regime, capital account to y .
part of economic reforms, the capital account deficit waos ileved deficit
account recorded robust increase since 1990-91, |t was around Rs, 2 . 4 _
i i 12, 895 1 which
increased to Rs, 48,101 crores during 1999.2000, It further increased robustf;"::)c lslg 1;r;n2g3189cig-rzs c;uring
2000-01 and to Rs. 96,042 crores during 2003-04, The robust capital accoury R N e
resulted into current account surplus. In fact, the inc urpluses after

P : reased capital inf] ; tor in
evening out the deficit in current account. During 1990-91, the cum:n? :;23:: ::E:if \:vna? (;{rs‘:alc_m
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crores, resulting into an overall deficit of Rs. 4,471
ant was evened out positively duc to robust inflow
unt deficit was Rs, 20,883 crores, capital

crores and the capital account surplus was Rs. 12, 895
crores. But during 1997-98, the deficit in current acca

of capital. This is reflected by the fact that, while current acco
account surplus increased to Rs, 37,536 crores resulting into a surplus overall balance of Rs. 16,653

crores. During 2000-01, the surplus in overall balance was Rs.27, 640 crorcs i.c. capital account surplus
(Rs.39,238 crores) less current account deficit (Rs. 11,598 crores). Since, 2001-02 the current account
100 had surpluses and the overall balance increased thereafter. During 2003-04, current account surplus
was Rs. 47,952 crores while the capital account surplus was Rs. 96042 crores, thus yielding a surplus

overall balance of Rs. 1, 43,994 crores.
5.7.1.3 Contribution to Deficit

The Balance of Payments deficit originated in almost all fronts in cu d ca
account since 1950s but it improved during 1990s. The major contribution to deficit in BoP was inflicted
by the unfavourable balance of trade (the net merchandise exports or net value of visible exports). Balance
of trade reminded negative through out the major part. In case of net invisibles also, it had remained a
negative item, implying more payments than the receipts. Thesc added up to overall deficits in BoP
account, However, deficit in net invisible was for fewer years and remained marginally positive for most
of the years. During certain times it increased sizeably to even out the deficits in BoP. Net invisibles have
been. therefore, a helpful element in reduction of BoP deficit of current accounts. Similarly, capital
transactions, though minimal, helped the reduction of deficits generated by the unfavourable balance of

trade (net merchandise exports).

5.7.1.4 Deficits in Trade Balance

Unfavourable balance of trade persisted, long back since 1951. With the passage of time, it
increased substantially and perpetuated even till recent years. Deficits in trade balance have been thus a
major contributing factor in the creation of over all deficits in BoP.

During first plan, the balance of trade was negative with a deficit of Rs. 541 crores i.c. the import
exceeded the export by Rs. 541 crores. The deficit or negative balance of trade went on increasing to Rs.
2,339 crores in second plan and to Rs. 2.384 crores in third plan. During fourth plan, negative trade
balance was reduced to a substantial amount which too was however large, Rs. 813 crores. The balance
of trade during 5th, 6th, 7th and 8th plan period remained negative at Rs. 4,049 crores, Rs. 2, 8,242
crores, Rs. 38,688 crores and Rs, 88,066 crores respectively. During the 9th plan the deficit in balance of
trade was Rs. 45,854 crores. Thus, even after liberalisation deficit in trade balance was intact, rather it

increased in an increasing ratc.

The deficit or negative balance of trade during 2000-01 was Rs. 56,737 crores while during
2001-02 it was marginally reduced to Rs.54, 955 crores. Balance of trade was reduced marginally but
remained negative during 2002-03 at around Rs. 51,697 crores, which-again rose to a figure of Rs.71,
335 during 2003-04. Thus the deficit in balance of trade throughout the years resulted into unfavourable

situation in overall BoP.

rrent account and capital

Check Your Progress -VI

1. India never had a negative BoP., True or I‘alse.
A From which year the current account in BoP carned surplus?
< 8 What was the amount of current and capital account surpluses during 2003-04?
Did the Bol’ enjoy surplus?
4. What contributed most to the deficit?
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7 ce of Payments e
372 Problems created by Balan d to a situation of crisis in 1990s. Adding fuc]

“ le
= o alance of[’aymcn.ls C L ; o p 3
2 ﬂ;‘c continuing deficit in E'ml hike in oil price further increased the general price worlg Over
the fire, the gulf crisis and results d duc to increased production cost, and CXpandy

: oL increase
Resultantly the value of imports and exports increa of import in oil rose from a modest Rs. 499 Cronys

further the deficits in Balance of it hcd\:guf;r the successive five months, CorrcSPOndingl}' the

619 crores per month to Rs. 1990 crores during the Same
If stopped and led to foreign exchange crisis creg

in mid July to Rs. 1221 crores by September an
Balance of Payments deficit expanded from Rs.
period. In addition to it, the remittance from gu
further difficultics in Balance of Payments.

In addition to it, the planned process of dcv.elopmcnl with inward orncn:ait;on w(als ‘ch Of the
major factors that had substantially implicated the crisis. Developmental f}ilnanc[es.rei/_ 3‘0" g'c“bbf*dé’\“'
not only proved inflationary but also led to huge cost in debt servicing. The culmina '(;’“ vas t l{‘](’ ovious,
and the liquidity crisis of 1991 was a natural outcome. lplcmatxgna! institutions :md agcnctc? 08t they
confidence due to India’s debt liability and the Washington institutions pressed on to carry oy ,
comprehensive policy reforms. This resulted in the economic reforms in 1991. The serious problq:ns
posed by enormous deficits in Balance of Payments affected the economy’s performances adver sely. The
problems created are discussed below: :

5.7.2.1 Enormous Size of Deficits

The scrious problem posed by deficits in BoP was its enormous size. The deficit as a proportion
of GDP was as high as 3% for most of the years. This culmination resulted into huge amount in debt re.
servicing and India was running out of foreign exchange reserves. As a consequence, even the IMF and
World Bank lost their confidence in India's economic performances, not to speak of other institutions.
Comparatively the export performance remained comparatively low at around 5% of GDP annually, but
against it import as a proportion to GDP was as high as 12% of GDP. Practically the import exceeded by
a wide margin than exports and surpluses generated were as low as 1 1o 2 percent of GDP. Though low,

it helped in evening out the deficits in some years but this surplus too was found only in case of invisible
trades.

il'.g

5.7.2.2 Reduction of Foreign Exchange Reserves

Large deficits in BoP exhorted immense pressure upon the scarce and valuable foreign exchange
reserves. Depletion in exchange reserves resulted into unfavourable terms of trade due to relatively
larger demands in meeting the obligations. Hence, required foreign exchange had to be managed from
other sources on different terms and conditions. The reserves comprise foreign currency with RBI, Gold
holdings of RBI and SDR (Special Drawing Rights) provisioned by IMF. Consequently, the reserves
were reduced drastically even below the minimum level requirement. Though the rights to draw from
IMF arc reserved freely by a nation, prudence lies in keeping some proportion reserved to meet the
normal fluctuation of trade and for contingencies arising in trade. Further, some reserves must be kept as
minimum to meet the merchandise imports at any time, which was not the case with India. Morcover,
7eSCTVES owncgi by lnterpauQnaI agcqcics are tied with interest repayments and penalty imposition on
defaults. Keeping these in view, foreign exchange reserves should be adequately utilised with minima!
demand for it, but the Indian scene was just contrary, Quite often, the reserve was too small inadequate
to provide even a reasonable amount of imports or in meetin :

g debt obligation on current account. Even
morce critical was the fact that, for years there was no addition to ex : od i
x A : change reserv sulted in
precarious siluations many a times. & Tves witich re

5.7.2.3 Indebtness

The adverse BoP situation resulted into the state of indebtness
liability could only be met only by borrowing from external
at most from commercial sources of credits. Of these 1h
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external assistance from the apencics. Iixternal debt during 1980-81 was $ 23.5 billion around 14.3% of
GDP during the time. This debt increascd to $ 98.4 hillion in 2000, an increase by 4 times which was

21.9% of the GDP in 2000, The burden of debt services assumed a scri(')us pmportfo_n; it was 10.2% of
GDPin 1980-81 which increased to 162 in 1999-2000 GDP. In addition to it, debt servicing and repayments
require foreign exchange reserves rather than domestic currency, which was not adequate in amount. .

The adverse BoP increased the debt burden unreasonably high and resulted in loss of confidence
in India's debt lability. Thus, liquidity crunch of the economy shattered the confidence of infernational

agencics providing debts, grants and aids.
Check Your Progress - VII
1 What the size of deficit in BoP?
2. Deficits in BoP do not affect the foreign exchange reserves of a country, True/False.
3 What was the proportion of debt servicing to the GDP during 1999-20007?

5.7.3 Causes of Adverse Balance of Payments

Continually adverse Balance of Payments resulted into numerous factors operating
interdependently in exclusive ways. Prior to independence, BoP situation was favourable but lmn!cdlately
after 1951 onwards, it started deteriorating. The factors causing adverse BoP situation are discussed

below:
5.7.3.1 Sharp Rise in Imports

Since second plan onwards, there was manifold rise in imports of developmental goods-capital

goods- particularly due to industrialisation and infrastructural development. In the initial stages of
development the capital goods comprising machines, tools, equipments and plants, required to establish
heavy industries resulted in sharp rise BoP deficits. Later, since mid-1960s, imports largely constituted
of maintenance goods-spare parts, lubricants, and other services, etc. Both these factors led to enormous
deficit due to non-corresponding exports. Again after 1985 onwards, India took upon massive import of
latest technology and modern equipments to upgrade the domestic industries, which too, added to sharp

rise in BoP deficits. :
5.7.3.2 Population Growth and Food Requirement

Rapid growth in population threatened food security up till 1960s and the country had to import
substantial amount of food articles 1o meet the internal shortages. The import of food grains reached the
peak level of 10 per cent of total requirement during 1960s; this incurred heavy expenses on import
which adversely affected the BoP situation. Further, with a large population base, the overall growth rate
of population which remained practically above the average of 2% per anrum quintessentially meant
enormous imports of food articles. In this regard. the import of cereal and cercal preparation, and edible
* pils. which had been an important import till late 1980s incurred enormous amount and contributed to
adverse BoP situations. The new policies on oilseed production taken up later in 1985 reduced the import
of oilseeds substantially, though it still forms quite sizeable amount of imports,

5.7.3.3 Unfavourable Balance of Trade

India's exports mainly comprise the primary produces and traditional items, while its imports
comprise non-traditional industrial items. The terms of trade in case of the primary produces are often
unfavourable. Further, in casc of traditional expons too, the terms of trade remained almost unfavourable.
Thus, the country despite exporting substantial amount ol outputs could not realise adequate returns to
repay the imports. This resulted into inadequate foreign exchange reserves and deficit in Balance of
Trade, and finally to deficit in overall balance of payment (BoP). LEven in the last few years the terms of
trade for Indian goods have declined considerably, the net and gross terms of trade sharply declined by
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1 terms of trade resulting into unfavourable Balang,

2804 (1 J roration i o
about 25% (net terms of trade). Such dete {iverse BoP situations.

of Trade was one of the prominent contributors 10 &

5.7.3.4 Oil Price the hike in oil prices. A hike in o
: o « of all trades is the hike in oi - A NIKe in oi] pri;
One of the factors which increase the value which is carried over to trade front thcprcbﬁ

leads 1o hike in cost, both of production and transportation, ing i -
causing increment in the vnlu'; of BoP. However, the burden becomes ";l"“l’) P;?:mimc’-t:" v chclomn
nations, as they largely cxport primary produces, unaffected proportionally by I tlh ; n :n p;llci;s. Fun'he.',
developing countries also have low foreign exchange reserves w.h lch.cannot‘ b |97§n| ‘sjuc h tiong
of trade. India surpassed cxactly these situations. The hike in oil price during : ¢d 1o huge impyn
bills as prices rose by 8 times that of 1950-51. In addition to it, 1973 was an abnormal year for India (dy.
to war against Pakistan), hence, the oil crisis of 1973 could not be withstand. During post gulf crisis i;
1990s, the oil price soared up again, increasing enormously the price level from 3 to 7 times, thus widenin,
the deficit in BoP. Thus, in the light of limited foreign exchange reserves the hike in oil price adversel,
inflicted the BoP situations in India. [

5.7.3.5 Modest Export Growth ?

Huge imports would not have been a trouble and deficit generating one, if export base was
broadened simultancously and substantially, if not equally. No doubt, export has been increasing since
carly days, but it is limited to primary and traditional produces which either fluctuates in quantum or else
do not fetch adequate foreign exchange. Thus, inadequate foreign exchange base and huge imports widened
the adverse BoP situations even more. Hence, the modest growth of exports could no tone down the hig
magnitude of deficits, -

Recently, the non-traditional items like, engineering, iron and steel, chemical and allied products
started figuring in exports. Though shortly, some improvements in BoP is therefore taking place. Further,
the devaluation of rupee firstly in 1966 and later in 1991 boosted up Indian exports to some extent and
thereby increasing foreign exchange reserves.

5.7.3.6 Small Export of Inyisible Items

The camings from services or invisibles helped in reducing the BoP deficits in the initial years of
development and played a significant role to even out the deficits. But this was to limited extent withou:
surplus generation. In the recent years, contributions of invisibles in reducing deficits has declined largely
and have resulted into weakening capacity of invisible earnings to even out deficits in BoP. During the
sixth plan, the net eaming from invisibles was capable to offsct 60% of deficit in trade balance but 154
has greatly been reduced in recent years. In fact, the ratio of camings from invisibles to wipe off deficit
in trade balance itself shrunk to 57% in 1984-85. It shrunk further 1o 32% in 1987-88 and by 1092-03 it
was reduced substantially to a low level of 9%,

5.7.3.7 Capital Account Deficit

One of the major sources of deficit in Balance of Payments is the rising obligations in meeting
overdue payments on capila! transactions. Of the number of sources, namely private and government
capital transaction, amortisation payments, purchase of currencies and banking capitals, the major souree
of deficit was the _rising obligation to meet amortisation payments. Amortisation payment require
lumpy foreign exchange reserves to pay ofT the loans and interests thereon, In addition, capital transactiors
by the government and banks too added to deficit in BoP. Private capital transactions have, howevet
witnessed surpluses since 1980s. Hence, the private capital transactions have helped, to some extent, il
reducing deficits in BoP. Deficit in BoP would have been much more pronouncing had the private capit
transfer, not carned surpluses.
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Check Your Progress - VI

During early years of planning India imported only food grains. True or False.
The term of trade for primary produces are always favourable. True or False.
What was the extent of rise in general price during post gulf war?

4. What other than capital inflows caused deficit in capital account of BoP?

YLt -

5.7.4 Policies Initiated by Government

To over come these problems of continual deficit in country’s BoP, the government undertook
several measures. Some of the significant measures, undertaken to do away with the adverse BoP are
discussed below: it

5.7.4.1 Crisis Proofing

One set of policy measures initiated during carly part of 1990s to deal with the BoP crisis was
crisis proofing. It was expected that it would immediately do away the adverse BoP situations. The crisis
proofing basically included three set of actions, one, the gold available in the‘country's stock was used to
meet the debt repayment obligations. In fact, 20 percent of confiscated gold under the possession of state
governments was sold by government of India to Swiss Bank in May 1991. Of course, the sold out was 3
carried under the condition to repurchase it back. Another 47 tonnes of gold was sold out to Bank of
England in July 1991, against equivalent amount of foreign exchange which was raised from England
and Japan. These two transactions enabled the government to raisc 600 million dollars.

5.7.4 Policies Initiated by Government

To over come these problems of continual deficit in country's BoP, the government undertook
several measures. Some of the significant measures, undertaken to do away with the adverse BoP are
discussed below:

5.7.4.1 Crisis Proofing . ,

One set of policy measures initiated during early part of 1990s to deal with the BoP crisis was
crisis proofing. It was expegted that it would immediately do away the adverse BoP situations. The crisis
proofing basically included three set of actions, one, the gold available in the country's stock was used to
meet the debt repayment obligations. In fact, 20 percent of confiscated gold under the possession of state
governments was sold by government of India to Swiss Bank in May 1991, Of course, the sold out was
carried under the-condition to repurchase it back. Another 47 tonnes of gold was sold out to Bank of
England in July 1991, against equivalent amount of foreign exchange which was raised from England
and Japan. These two transactions enabled the government to raise 600 million dollars.

Two, the demand for foreign exchange requirement was reduced by compressing import. A cash
margin on imports was imposed on cvery import, except capital goods which too had to be sourced from
 foreign credit agencies. In fact, RBI imposed a cash margin (deposit) of 50% on imports other than
 capital goods by October 1990, which was raised to 133.3 percent in March 1991 and by April 1991 to

200 percent. Imports of capital goods were allowed only against those which were sourced from foreign
" éredit sources. A surcharge of 25 percent of the cost on petroleum products, except domestic gas, was
imposed by December 1990 along with the rise in ancillary custom duties. In May 1991, the RBl imposed

a surcharge of 25 percent interest on bank credits used in imports.

Three, in order to meet the immediate and future BoP needs and to relax the restrictions on
imports, finances were sought from Financial Institutions like, IMF, World Bank and ADB (Asian
Development Bank) and the donor countries. Besides, government of India also introduced two schemes;
India Development Bond and Immaturity Scheme, for repatriation of the funds abroad, and to encourage
foreign capital inflows.
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5.7.4.2 Devaluation

it was devaluation or downward adj
i ure to correct the BoP defici g Ustmen
of cxchInh;com 'gpr:r;nct l'?hm:;rcduction in exchange rates of rupct:fénotr dwa;?a'::;r;rvéa dong o ,
sizeable extent; rupee was devalued to the extent of 18 to 20 W:‘;‘;Pl Thsz"s'tu wasjto boo f oS lke
Dollar, Pound-;lcrling. Yen etc. in two successive phases during abigtn imccn‘:a il c: Up Indiap
export by making the international price of Indian exportable less than PTICE S0 that 1,
deficit in BoP is evened out.

5.7.4.3 New Trade Policy

A new trade policy was introduced to remove the administrative con:c;l;,g;of:ll:lrols Cthngq due
10 exports regulations, rigid exchange rates and custom procedures. By Marc ibillty of convertibility o
rupee on trade account was permeated. Moreover, it permitted full convertibi ltydo TUPeEE in curyey
account of BoP by March 1994. A new mechanism of free exchange rate was introduced to balance g5,
trade deficits. Under this mechanism, the exchange rate was to be determined by demand for and supply
of foreign exchanges in free market, Thus, a self balancing factor was introduced wherein the impo
would automatically be restricted if foreign exchange reserves are not available.

5.7.4.4 Industrial Liberalisation

The government also introduced, as a part of economic reforms, a new strategy for industrialisation,
The objective was to induce the competitive market forces to stimulate efficiency in domes.nc industries.
Licensing was done away, in case of most of the industrics and the reserved areas for public sector were
successively narrowed down. Greater encouragement was attached to private capital participation in

industries. The liberalisation encouraged increased foreign capital investments and the increased capital
inflow relaxed the burden of adverse BoP situations.

L

lasting solution, therefore, lics in the expansion of country’
that adequate foreign exchange reserves are created.

Check Your Progress - VII

1. How many sets of actions were taken under crisis proofing?
2. What is devaluation?

3. The crisis led to rigid control of exchange rates. True or False?

58  WTO (World Trade Organisation)

guay during 1986, Thig round continued for another
8 years to arrive at conclusion“gnd a draft known as Dunke] Draft, was finall e P
15th April 1994, The dra;’t dﬁ;‘ovided for formulation of a new ; inally prepared and approv
Organisation. The approve i 1995 wi irics. By
1996 the member countries increased to 127 and to 148 by 2003, with 77 member coun

Often WTO is gonsidcred. as an extension of the GATT which is not true. WTO completely
replaces the GATT which was, in fact a general agreement without legal status. WTO is rather an
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institutional organisation, established by an international agreement and ratified by thg respective
legislatures of the member countries. Thus, being ratified by the governments of respective member
countries, WTO has a legal basis. Further, the GATT was concerned with visible items of trade and not
with the invisibles trade or services, whereas WTO is concerned with both the nature of trade-visible and
invisible goods and service. In addition, WTO takes care of Trade Related to lntcllectqal Property Right
(TRIPS) and Trade Related Investment Measures (TRIMS), which GATT did not envisage.

5.8.1 Structure of WTO

WTO is a well defined structural organisation with various councils, committees and pancls. The
highest authority in WTO is held by the Conference of Ministers or elsc also known as Ministerial
Conference of Member countries. The conference is held at least once, after every 2 Years. .

There is also a General Council which is a body responsible for the functioning of the o'Ba“isa{iOn-
It comprises the representatives from member countries. Within the General Council, there functions
three different council's namely, i) Council for trade in goods, ii) Council for trade in services, and iii)
Council for trade related intellectual property rights. Further, disputes amongst member countries are
settled and taken care of by the General Council and by the Committee for Review of Trade Related
Policies.

5.8.2 Objectives
The objective to World Trade Organisation can be summarised as below:

1. To ensure and raise the Standard of Living of member countries
through full employment, expanding production base and trade in  goods and services.

2 To develop a multilateral trading system in an integrated, viable and sustained basis.

3. Sustainable Development of member nations through efficient
resource allocation and utilisation

4, To ensure welfare and prosperity by parting income shares from the growing international
trade to developing economies

5. To reduce trade impediments and discriminatory treatment in international trade between
member countries

6. . - Toensure proper linkages between trade policy and environment and assuring a sustainable

© development.

5.8.3 India and WTO

:-As a result of World Trade Organisation a new system of multilateral trade was introduced
internationally. Global perception of trading system is supposed to benefit the developing countries more
by linking the developed markets with the developing world. This process is not an exception to India,
hence, it is pertinent to discuss the emergence of India in the WTO.

& No other issues in recent time, than the new international economic order have generated so
much of scholarly interest. The likely repercussion of new international economic order, in the light of
global trading system, led to emergence of enormous debate in India. The debate concerned much about
the content and pace of reforms rather than its oppositions. The Uruguay Round and consequent outcome
of WTO was expected to bring out substantial gains in the world trading system. The multilateral trading
system demanding increased openness was supposed to increase the incomes of member nations. Greater
market access, export opportunities and better predictable environments for trade was supposed to increase
efficiency in allocation and production. Ultimately such efficiency will result in gains from trade. However,
critics vehemently opposing the global integration argue that, the developed nations that would benefit
more and developing ones will operate in the peripheral areas with limited gains.
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In this respect, the Government of India notified two Trade Related Investment Measures; one, the local
content requirement in production of certain pharmaceuticals and, two, dividend balancing requirements,
applicd to 22 categories of consumer items. Thus, being a member country, India committed herself to
meet the requirements of the provisions of trade related investment measurcs.

5.8.3.4 GATS (General Agreement on Trade & Services)

Under the GATS, India committed to open up 33 activities wherein even the Fprcign .Service
providers were allowed to operate. The particular choice of these activities was being guided by
consideration of national benefits, including impact on capital inflows, technology development and

employment absorptions.
5.8.3.5 Custom Valuation Rules

The Custom Valuation Rules 1998, was amended to bring in line with conformity to the provisions
of WTO framework. To implement the provisions concerning the general agreement on trade, tariff and
Custom Valuation, India revised its custom valuation procedures. Assuming that India's integration into
world economy will boost her exports from 0.5% to 1% of world trade, the government of India aimed at
a minimal trade gains by US $ 2.7 billion per year as extra exports earnings. However, the argument
seems dubious due to declining export share of India in world trade in recent years. The assumption of
increasing India’s export from 0.5 to | percent of world trade seems hardly possible.

Phasing out the provisions of MFA (Multi-Fibre Agreement) by 2005 benefited India as potentially
large exporter of textile and clothing. Phasing out of MFA and 49% reduction in quota by developed
nations till 2003, deprived instant market access to third world countries. Rather by completion of 2005,
developed nations have already strengthened themselves in this front thereby reducing the potential
gains to a lesser extent.  °. »
= Though there are positive as well negative effects of the various process of WTO, it does provide
a sound arrangement for multilateral trade practices. Measures such as anti-dumping, subsidies, safeguards,
countervailing measures, dispute settlement, etc. are provided and assured under WTO. Hence, it assures

a better framework for a more predictable and secured global trading system. It is supposed that the
integration process'ptovided under the guidance of WTO will create a favourable environment on a

sustained basis for a-sound and new international economic order..
L ' Check Your Progress-VIII

When did the WTO come into existence?

-

| Eg

2. Which is the highest authority in WTO structure?
3. What was the peak tariff rate during 1990-917
4. Give the abbreviation of TRIPS and TRIM.

S, What do you mean by MFA?

59  Let Us Sum Up

You have now leamnt that foreign trade facilitates the development of a nation by facilitating
import of capital, and prevents the rise of domestic monopoly. It was understood that the import substitution
industrialisation process led to heavy import of capital which coupled with hike in oil prices led to
increase in magnitude of foreign trade. But India being an exporter of primary produces and traditional
items could not raise adequate foreign exchange reserves. In view of this, the government took upon
deficit developmental finance, which was not only inflationary but adversely affected, the BoP situations.
Ultimately, the liquidity crisis took place in mid 1991, and India had to take upon comprehensive reform
measures. The reforms were led by the Washington institutions, IMF and WTO. Today the reforms yield
result with minimal adverse BoP situation as well a higher growth rate. Thus, under WTO framework, if
India needs to gain fiom global integration, its will have to expand it export base.
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5.10

s.1

5.12

Key Words classical economists:
Classicists Excess
Glut Unavoidable
Inescapable Relevant
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Deficient Price of commodities set under competitive Produ,
Competitive price
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:;,'ymcs 5 Advocates .

roponen e
Voluntary exchange F;te:f:l & 4
Abundant P e'll(
Dearth Lac
Repercussion Consequence
i Unforeseen events
Contingency . ‘
Import substitution Substitutes for imports, produced domestically
Lumpy Heavy
Devaluation Downward adjustment of currency value
Gadgets Equipments and appliances
- OECD Organisation for Economic Co-operation and Developmz

OPEC - Oil and Petroleum Exporting Countries
Check Your Learning :
1. Discuss the role of forei

gn trade in economic development of a country.

2 iscuss ¢ composition and direction of foreign trade in India.
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5.13 Hints/Answer to Questions in Check Your Progress

Check Your Progress - 1
1. For industrialisation and infrastructural development. See 5.2.1

2. True, See 5.2.2 3. True. See 5.2.3

Check Your Progress - 11
L. Rs. 1200 crores in 1950-51 and Rs. 576342 crores in 2004-05. see 5.3.1

2. Oil Price. See 5.3.2 (¢) 3. No. See 5.3.3
Check Your Progress - I

1. False. See 5.4

2 Decreasing. Sce 5.4

3. False. 5.4

Check Your Progress - IV
1. Rs.283 crores in 1960-61 and Rs. 14833 in 2003-04. See 4.5.1.1

2, False. See 4.5.1.3
3: POL(Petroleum, Oil, and Lubricants). See 4514

4, False. See 4.5.2.3

5.  Pearls, semi-precious and precious stones. See 4.5.2.3

Check Your Progress - V -
1. OECD. See 4.6.1 2. Decreasing, 1.8%. See 4.6
3. True. 15%. See 4.6.1 4. 53.4%. See 4.6.2 '

5. 1.3%. See4.6.2

Check Your Progress - VI
¥ False. See 5.7.1
2. False. See 5.7.2.2
3. Amortisation payments. See 5.7.3.7

Check Your Progress - VII
1. Three. See 5.7.4.1
2. Downward adjustment of currency. See 5.7.4.2

3. False. See 5.7.4.3

Check Your Progress - Vil
; 1. January 1995. See 5.8
Conference of Ministers. See 5.8.1
355%. See 5.8.3.1.1
Trade Related Intellectual Property Rights. See 5.8.3.2
Trade Related Investment Measures. See 5.8.3.3

Multi-Fibre Agreements. See 5.8.3.5
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Unit IV: Planning and Economic Reforms

T T EE TR A RA TAS RSN NSE TRIATAS S EWESW W w -

Structure

6.0  Objectives
6.1 Introduction
6.2 The Mecaning of Economic Planning
6.3 Objectives of Economic Planning
6.4 The Key Features of Indian Planning: The Earlier Phase
6.5  Critical Evaluation of the Nehru-Mahalanobis Strategy
6.6 The Planning Experience: Later Phase
6.7  Economic Reforms: Meaning and the Context
6.7.1 Rationale for Economic Reforms
6.7.2 Economic Reforms: Components
6.7.3  An Appraisal of Economic Reforms '
6.7.4  Growth Performance of the Economy

6.7.5 Trade and Export Performance
6.8  Let Us Sum Up

6.9  Key Words

6.10 Check Your Leaming

6.11  Suggested Readings

6.12  Hints/Answers to Questions in Check Your Progress.

6.0  Objectives

After reading this unit the learner will be able to learn and understand:
- importance of Economic Planning;
- main features of planning in India and the changes over the past decades;
- the outcomes of the planning process - success or a failure:
- reasons behind opting for a different strategy since 1991;
- the features of "Economic Reforms"; and
- impact of economic reforms on the Indian economy.

6.1 Introduction

At the time of independence Indian economy was a largely agricultural economy, with a relatively small
industrial sector. In order to overcome the problems of poverty and underdevelopment, India opted for a
strategy of planned economic development under the broad framework of a mixed economy, The state
was assigned a key role in the process of cconomic development. Given the adverse land-man ratio, it was
felt that agricultural development alone would not be sufficient to dcv?lop the cconomy. Industrialization
was assigned a key role in this strategy. The significance of investment in fostering industrial dcvelopmcm
had been clearly recognized both in economic theory and experiences of:other' develor_)cd cconomies.
Given the low levels of infrastructural development and low industrial basg l.n-I_ndla, mass:ye investments
were required for industrial development. Because of the limited capa.b_llmcs of the private sector to
mobilize resources for investment, it was thought that state shoul_d {nobnlm: lh_c resources and invest in
the required sectors. The experience of the USSR and other socialist economies also strengthened the
belief in the need for state-directed planned economic development. Some of the other aspects of the
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industrialization strategies were: emphasis on basic and key industries, significance of the public scctor
and the strategy of import-substitution.

6.2 The Meaning of Economic Planning

Planning implies a set of coordinated and well-designed actions to achieve some pre-determined
objectives. In the literature on economic planning, the concept of economic planning has been used in a
number of senses. Firstly, economic planning refers to an economic system in which a central planning
authority allocates productive resources, sets productior objectives for each of the production units in the
economy. Each production unit uses the resources allotted to it and produces as per the targets assigned to
it. Such an economy, which is also referred to as a command economy, is said to be under collectivist
economic planning. This concept was followed by many of the socialist economies. In the second sense,
economic planning simply refers to setting up of targets for the public and/or private enterprises by the
government. This concept, which is less comprehensive than the former, is generally followed mainly by
capitalist economies. Thirdly, planning refers to setting up of targets for the economy as a whole, although
the State does not necessarily dictates targets for all the production units. A mix of economic incentives
and disincentives, are used by the government to induce other economic players to adhere to the plans
decided by the government. The Indian planning exercise was closer to the third conceptualization than
the other two. The two principal components of economic planning, in the context of the Indian econeiny,
were as follows: !

(i) The government mobilizes resources, both domestic and foreign, to invest in projects which\
would enhance the productive capacity of the economy. For example, the government
investment in development of infrastructure, research and development helps both the public
and the private sectors to improve their productivity. The government also invests in heavy
industries, which requires Jarge investments and have a long gestation period.

(i) The government also adopts a range of economic policy measures, such as taxation, tariffs,
wages, prices and interest rate policies, which on the one hand stimulates private economic
activities, while, on the other trics to ensure a harmony between the social and economic
objectives of the government and the activitics of the private sector.

(iii) From the above discussion, it is clear that in India, the planning process was not an attempt to
replace the market mechanism; rather it attempted to control the market to achieve certain
objectives related to economic growth and social justice.

63 Objectives of Economic Planning

Although the objectives of various five-year plans were not the same, broadly speaking, the
planning exercise in India has been based on the following objectives:

(i) Economic Growth: Economic growth, or increase in the size of the country’s income, has
always remained at the centre stage of the planning exercise. It is expected that with a steadily
rising level of income, other problems of the economy could be tackled effectively.

(ii) Self-Reliance: Long years of foreign rule and the experience of dependence had convinced
the Indian leadership that the country has to be self-reliant in some of the key areas of the
economy. On the eve of the first five-year plan, the dependence on foreign import of food
grains, inability to mobilize enough domestic resources, and technological dependence were
considered to be major constraints in the path towards national self-sufficiency.
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6.4

(i)

(iv)

()

(vi)

Removal of Unemployment: Removal of unemployment was stated as one of the major
objectives of Indian plans right since the beginning of planning. | |0W¢\"¢l’. the general emphasis
Was on employment generation through investment in the initial years. The goal of employment
generation has been given separate attention in recent plans.

Raduction in Income Incqualities: Equitable distribution of income is ofien f:on.SIdchd to be
desirable both from the economic and social justice point of view. The objgcuvc has been
mentioned in Plan documents, particularly in the fourth plan, but critics point out that the
Indian plans never had a strategy for reduction in incqualities.

Elimination of Poverty: Removal of poverty has been one of the most widely discussed
objectives of the planning exercise in India. However, there was a shift in the overall framgu:grk
in which the objective of poverty reduction was included in the Indian plans. In the initial
plans there was an underlying belief that economic growth in duc course of time would take
care of the problems of poverty reduction. In later plans, particularly since the 1970s, it was
realized that although, a 'substantial increase in the overall rate of growth of the economy will
no doubt create favourable conditions for a reduction in poverty and unemployment, it will
not be realistic to rely solely on the growth process to find a solution to the problem’.

Modemisation: The role of science and technology in improving the performance of the
cconomy has always been recognized by the Indian planners. However, the term modernization
has been mentioned in a wider sense implying 'structural and institutional changes in the
framework of the cconomy' in some of the plan documents, There has always been a concern
for improving the technological base of the cconomy in differcnt plans, through a variety of
means, including an emphasis on rescarch and development, creation of a skilled man-power,
diffusion of HY'V seeds and green revolution technology in agriculture etc.

The Key Features of Indian Planning: The Earlier Phase

M

(ii)

(i)

The first phase of Indian Planning, which is often termed as the Nehru-Mahalanobis Strategy

of development relied on the importance of heavy industrics in developing the cconomy. Some
of its main features have been outlined below.

Emphasis on Capital Goods Industrics: In the industrialization stra
given to the capital goods industrics. This was based on the belief that
its capital goods industries, it would be perpetually
development. Thus, a high priority was attached to de
machine tools and heavy chemical industries,

legy a high priority was
unless a country devclops
dependent on foreign countries for its
velop iron and steel, heavy enginecring,

Importance of the Public Sector: The burden of resource mobilizatio
shouldered by the state and hence, it was the public sector units,
control the ‘commanding heights of the cconomy',
particular industries, certain industrics were exclusive
others both the public and the private scctors were allo
for the private sector.

n for these industrics was

[mpon-Subs!itl{lion: A developing economy can cither develop jts export-oriented sectors
and can import s o}hcr requirements through the ex port-camings, or it can try to produce the
required items Within the ccuntry itself. While the first strategy, often called export-led growth
is basically an outward-looking strategy in which closer integration wit, the global cconom);

82



plays an important role, the second type of policy n called the ir}\p.ort-sulzslilution strategy.
India opted for an import-substitution strategy in wh.lch the doTncsllc m.duslrm were !)rotecPod
by a tarill-wall. Under this strategy imports from foreign countries was discouraged by |mp083ng
a heavy tarifl on them. The domestic industry, in its infancy, was thus protected from forf:lgn
competition. Over a period of time it was believed that the couptr}: would become sFlf-suﬂimcnt.
India basically opted for an inward-looking impon-subs'lxl?llnon strategy, which has been
criticized by many cconomists for its inherent cxport-pessimism.

6.5  Critical Evaluation of the Nehru-Mahalanobis Strategy

During the second five-year plan the Nehru-Mahalanobis strategy was given a coherent shap_e.
Some of the weaknesses of this initial strategy were realized later on and the emphases were qhang.cd in
subsequent plans, For example, the significance of agricultural development was clearly recogm'/x-:d'm the
mid-sixtics and the 'green revolution strategy’ was adopted for increasing agricultural productwny.. In
subscquent plans the need to address the issues of unemployment and poverty was realized and spcc!ﬁc
programmes were launched. In over all terms, some of the achicvements of the strategy of Indian planning
include establishment of a diversified industrial base, self-sufficiency in a number of crucial areas including
food grain production and development of a large pool of technically qualified manpower.

Firstly, some economists, like P.R. Brahmanand and C.N. Vakil rejected the basic framework of
the development strategy, They argued that the central role given to the capital goods sector is flawed.
Instead they provided an alternative strategy, which is called a wage-good model of development. Vakil
and Brahmananda's main argument was that given the existence of massive over population and disguised
unemployment in agriculture, it would be better to rely on a strategy of production of consumption goods
utilizing the surplus labour.

Secondly, the pre-occupation with self-sufficiency and the resultant pessimism about the role of
exports was criticized by cconomists like 1.G. Patel and V.V. Bhatt, .

Thirdly, the strategy assumed that the current consumption needs of the people could be adequately
met through productive capacities already available, and in case some shortages developed, it could be
solved through controls. Later developments showed that the constraints like that of food proved to be

major bottle-necks in India's attempt to sustain the initial growth.

Fourthly, the employment generation aspect was not given adequate emphasis. Although the limited
possibility for labour absorption in the capital-intensive industries was recognized by the planners, it was
expected that the traditional sectors meeting the increasing demand for basic consumption goods had the
capacity to absorb all the available labour force outside agriculture. Thus, the objective of employment
generation was to be taken care of by policics, which were parallel to, but not an integral part of the overall

development strategy. )

Finally, the strategy relied heavily on trickle down effect of growth for solving basic problems
facing the Indian cconomy such as mass poverty and income inequalities. It was expected that once the
economy starts growing at a respectable rate, the effects of this growth would automatically percolate
down to the lowest rungs of the society, Policies like redistribution of surplus land were never thought of
es integral part of a broad-based strategy of development.

However, among the key achievement of this strategy was an initial spur of growth in the industrial
sector. The cstablishment of a number of heavy industries, including large multi-purpose dams and also
creation of institutions for research, training and development contributed substantially towards laying
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the foundations for the growth of the economy. During the second five year plan period, both savings and
investment rates increased considerably and the output targets were nearly achicved. During the third plan
period, however, the strategy went into a serious crisis. As agricultural growth slowed down, the country

had to rely on food imports to meet the food demand. Net savings rate declined and around 25 per cent of
Investment had to be financed by foreign aid.

6.6  The Planning Experience: Later Phase
During the late 1960s the country faced a very difficult situation on many fronts. Apart from food
shortages, inflationary pressure, growing income incqualities and wide spread prevalence of poverty forced

the planners to rethink

the development strategy. A 'plan holiday' was declared for three years. When,
long-term planning

was resumed in 1969, the basic framework of the Nehru-Mahalanobis strategy was
retained, but several major modifications were introduced. Agricultural development was oriented towards
the Green Revolution strategy, with increasing emphasis on the use of High Yielding Varicty (HYV)
Seeds, chemical fertilizers, pesticides, irrigation, mechanised production etc, There was a great deal of
attack on the ‘trickle down' assumption of the earlicr plans and the need for a direct attack on poverty was
realized. The fifth plan assigned highest priority to the removal of poverty. After the Janata government
came to power, attempts were made to dilute the over-emphasis on the heavy industries. The development
of the rural sector and the welfare implications of growth were stressed by the new government. The sixth
five year plan (1980-85) attempted to combine the growth strategy with a large number of anti-poverty
measures like the IRDP (Integrated Rural Development Programe), the NREP (National Rural Employment
Programme) to tackle the twin problems of poverty and unemployment, The priority shifted from heavy
industries to cnergy. The Seventh plan strategy contained four major policy changes. First, it gave priority
to increasing agricultural production, Second, it undermined the role of the public sector and expanded
the scope for the private sector. Thirdly, with liberalization of imports, it attempted to increase the efficiency
in the manufacturing sector. Fourth, there were Some concrete moves to dercgulate the economy from

excessive government control. Thus, from this plan onwards, there has been a perceptible shift away from
the Nehru-Mahalanobis Strategy of planned economic development.

To sum up, the important achievements of the Indian planning exercises included a modest but
stable economic growth, establishment of a fairly diversified industrial base, creation of one of the world's
largest technical man power and self-sufficiency in food grain production. Some of the glaring failures of
the strategy were the slow growth of the cconomy, failure to eradicate poverty, excessive government
control and consequent corruption, failure to u ¢ technology and improve efficiency. Because of
these failures as well as the failure of state-controlled planning in many of the erstwhile socialist economies,
the strategy of planned economic development came under sharp criticism., Although many critical
components of the carlier phase of planning were gradually given up, the extent of government control
over the cconomy did not change much, The over regulation of the cconomy, it was argued, has created
large-scale corruption and thF inward-.looking strategy has led to a highly protected, inefficient
manufacturing sector. All these inadequacies and changes at the global level led 1o the adoption of a set of

economic policies which were remarkably different from the policies followed since independence. These
changes in policies are generally called economic reforms,

6.7 Economic Reforms: Meaning and the Context
Economic reforms broadly refers to the set of policy measures introduced in India, since late 1980s in

iece meals and comprehensively sinc:.e 1991, aiming at deregulation, privatization, liberalization and
grcaler integration of the economy with the global economy. The distinguishing features of the New
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led and state directed growth to market-led growth, reduction in
d greater freedom to private players, and a move
Although some economists argue that the
pted at least since mid-1980s, by
licies in 1991, which was

Economic Policies are a shift from state-
the role of the state in various sphere of the economy an
from protectionist trade policies to a more open trade regime.
policies adopted in 1991 were basically a continuation of the policies ado
and large, it is accepted that there was a major overhauling of the economic po
remarkable in terms of its comprehensiveness as well as distinctiveness.

The New Economic Policies were introduced under a very special circum
was facing an unprecedented crisis. Fiscal deficit of the government was as
Gross Domestic Product (GDP), internal debt of the government was at arou :
inflation was at double-digit level, and above all there was a major balance-of-payment crisis after the oil

import bill increased substantially in the wake of the Gulf war. During mid-January, 1991 and June 1991,

the balance-of-payment situation worsened to such an extent that India did not have the capacity to pay for
arding the reasons behind the crisis. Some are of the

even ten days of imports. Economists differ reg g
opinion that the crisis was the final outcome of the decades of faulty economic planning that India had

pursued after independence, others argue it was the result of the wrong policies adopted in the 80s itself
which boosted the consumer durable industry, which in turn pushed the imports. However, what is certain
is that the crisis resulted in far reaching changes in economic policies.

6.7.1 Rationale for Economic Reforms

There were basically two different sets of issues related to the justification and necessity of reforms.
Firstly, at a theoretical level it is argued that govemment intervention is not good for the performance of
the economy (see Box-T). The market mechanism, left to itself, arrives at an optimal allocation of resources.
When government intervenes through policies like fixing prices, controlling production, giving subsidies
ete, the prices are distorted; they no longer represent the ultimate outcome of the desires of the millions of
consumers and producers. So ‘getting the prices right’ should be the motto of public policy. Secondly,
protectionist trade policies are bad for the individual countries as well as for all the countries. This argument
is the standard 'gains from trade' argument, which basically argues that countries should try to produce the
commodities in which they have a comparative advantage and should import the rest from others. The
arguments in favour of free trade derive their strength from this doctrine. At another level, the need for
economic reforms is justified on the basis of historical experiences and practical problems. Everywhere
the state-controlled planning process encountered some serious problems such as problems of information
gathering, providing incentives to the economic agents, corruption and inefficiency. Historically, it is
argued, countries which had opted fora more market-friendly approach have grown faster and have sustained
their growth. The rapid growth of the East Asian countries, which had opted for an export-led strategy, is
ofien cited as a reason for switching over to a more open trade policy.

stance, i.c. when the economy
high as 8.4 per cent of the
nd 53 per cent of the GDP,

Check Your Progress-I
3 When was economic reforms initiated in' India
What are the basic features of new economic policies of 19917
What is the basic focus of economic reforms initiated in 19917
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Box-I
State versus Market: Theoretical Underpinnings

There is a great deal of disagreement among economists regarding the relative importance of
the state and the market in the process of economic development. Those who support the market-
cconomy argue that the cconomic role of the state should be minimal and the market lefl to itself
Would bring the desirable outcomes. The theoretical arguments are derived from the two funqamcr!tal
thearems of welfare economics. In technical jargon, a Parcto Optimal outcome is a situation in which
nobody can be made better off without making someone ¢lse worse off. The first theorem says't!m
the outcome of a perfectly competitive system is Pareto Optimal. Under a pf:rfcctly competitive
market there are large number of buyers and sellers, there is no government intervention and the
forces of demand and supply determine the price of a good. In sucha system, if CONSUMETrs want more
of a commodity, the price of it, given the supply, would go up. This higher price and higher profit
would result in shift of resources to the production of this commodity and ultimately the resources
would be allotted optimally or in the most appropriate manner possible. Thus if consumers want to
maximize their satisfaction and producers want to maximize their profit, the final outcome wo_uld be
a pareto optimal outcome. However, a Pareto optimal outcome may not be always considered desirable,
For example, if out of the total production of Rs 1000 of an economy, if indivnduql AgetsRs IOQO and
B gets nothing, it is a Pareto optimal outcome, because we can not improve the income of B without
reducing the income of A. The second thcorem of welfare economics says that any Pa_rt;lo optimal
outcome can be reached by a perfectly competitive economy, given an appropriate initial level of
income. So once the appropriate initial level of distribution is achieved, the market should be allowed
to operate freely. Those who are in favour of a market economy often rely on these arguments to

arguc that minimal state intervention would reduce inefficiency and would result in optimal distribution
cf resources,

However, one weakness of the above argument is that much depends on the initial distribution
of income. Sccondly, if private individuals save and invest less than what is the socially desirable
level of savings and investment, slow growth of income and persistence of poverty would result.
Again, if savings and investments were not equal it would result in inflationary pressure or depressions.

Economists Lange and Taylor have demonstrated that the outcomes of a compctitive economy
could be theoretically achieved by a socialist command cconomy as well. Further a planned cconomy
could bring about a desirable distribution of income and by deciding its appropriate level of investment
could cnsurce the socially desirable growth rate. However, a main problem with the argument was the
problem of information. The state or its planning agency can take appropriate decisions only when it has
the correct information. In a market cconomy the price mechanism ensures this low level of information.
but in a planned economy the state has to collect this information, The managers, for example, may not
reveal their true production capacity and this may make the planning faulty. It was also argucd that in 4
socialist economy the individuals would behave differently, but such expectations were not fulfilled in
reality.

6.7.2 Economic Reforms: Components

The reform package introduced by Dr. Manmohan Sin
essentially three distinct components,

(i)  Fiscal stabilization to check the growing fiscal deficit and contain itas a much lower level in
such a manner that public investments in basic social and cconomic infrastructure could be
substantially stepped up without generating inflationary pressures;

(ii) Internal liberalization measures to increase the competitiveness of the economy, providing
greater freedom to the private sector to make their production and investment decisions;
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(iii) Integration with the global economy by removing controls on for.eign trade and exchange
rates, lowering tariffs, and rationalizing their structures and relaxing regulations regarding

external capital flows along with a proactive policy towards attracting foreign direct investments

(FDI).
The entire set of reforms policy measures, initiated in 1991 and continued in subsequent years, could also
be discussed under the broad rubrics of stabilization measures and structural reforms programme.
Stabilization measures are basically short-term policy intervention to achicve macro-economic stability,
while structural reforms refer to a set of medium and long-term initiatives to enhance the productive
capacity of the economy. Key stabilization measures are control of inflation, reduction and control of
fiscal deficit and balance of payment adjustments. Some of the important components of structural reforms
are trade policy reforms, capital market reforms, disinvestment and public enterprise reform, financial
sector reforms etc. Some of the important policy initiatives introduced under the economic reforms

programme have been outlined below.

Macroeconomic Stabilization
The important policies under macroeconomic stabilization were control of inflation, reduction and control
of fiscal deficit and balance of payment adjustments.

Control of Inflation:

The rate of inflation which was 10per cent in 1990-91 and 13.7 per cent in 1991-92, was brought down to
7 per cent in the next financial year. After another round of high inflation during 1993-94 to 1994-95, it
reduced in the late 90s. A series of measures including, slower monetary growth, frecze on fuel prices,
non-revision of administered prices despite cost escalation resulted in this.

Fiscal adjustment

The fiscal deficit, which was around 8 per cent of GDP in 1990-91 could be brought down to less than six
per cent in the subsequent yeas, although periodically it has been increasing again. Various policy measures
introduced in this regard included reduction in government expenditure, particularly in capital expenditure;
additional resource mobilization through broadening the tax base, rationalizing the tax rate and also

increasing the non-tax revenuc.

Balance of Payment Adjustments
Various policy initiatives were introduced in this sphere, such as devaluation of the rupee in 1991, reduction
of custom duties, removal of export reduction and convertibility of rupee.

Structural Reforms Programme
Wide ranging and far reaching changes were introduced in the economy under the structural reforms
programme.

Trade Policy Reforms
Import licensing system was dismantled.

Non-tariff barriers were phased-out from all tradable.
Peak tariff rates were brought down from 355 per cent to a maximum of 50 per cent.

Export promotion measures were announced.
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Industrial Policy Reforms (New Industrial Policy, 1991)

The industrial licensing system or the need for taking prior government approval for establishing
industries was abolished for all industries, except for 14 industries.

Many industries, which were reserved for the public sector, were opened up for the private
sector, including the foreign companies. Only six industries, largely in the infrastructure sector
were reserved for the public sector.

Foreign Direct Investment was welcomed and specific measures to-facilitate the flow of FD|
to the economy were announced. Foreign Investment Promotion Boa!:d was established. A
system of automatic approval of FDI in priority arcas by the RBI within two weeks was
announced,

Restrictions on investment by large industrial houses and foreign-coqﬁ‘olled firms, under MRTP
act, were abolished,

Phased programme for disinvestment of public sector units was introduced.
Outward investments by Indian enterprises were also liberalized.

Exchange Rate Reforms

The value of the Indian rupee was depreciated by 20 per cent in 1991,

Partial convertibility of rupee in trade account was introduced in 1992-93. Capital Market
Reforms

Capital Issues Control Act was repealed.
Securities and Exchange Board of India (SEBI) was established as a watchdog,

Various measures like regulatory reforms, modemization of capital market, on-line trading,
and dematerialized trading were introduced.

Foreign institutional investors were welcomed to invest in all types of securitics with full
repatriation benefits, without restriction on either volume of trading or lock-in period.

Financial Sector Reforms

Narasimham Committee was set up 1o suggest financial sector reforms to improve the efficiency

of the financial system. The report of the committee served as a basis of various reform
measures,

Commercial banks satisfying some conditions were allowed to set up new branches without
the approval of the RBI. Banks can also rationalize their existing branch networks,

The RBI has announced guidelines for setting up of banks in the private sector.

Numbers of interest rate slabs on bank advances were reduced from about 20 in 1989-90t0 2
in 1994.95,

Comprehensive banking sector reforms were intrody

ced to reduce the non-performing assets,
increase profitability and efficiency.

6.7.3 An Appraisal of Economic Reforms

The economic reform programme is not only ambitious in terms of its objectives, but also is wide



ranging in terms of its reach. Itis difficult to judge the impact of such far reaching changes in public policy
* some broad patterns of change, witnessed in the

by analyzing the experience of a decade or so. However,
Indian economy since 1991, could be linked with these policy changes.

6.7.4 Growth Performance of the Economy

It is clear that the post-reform period has witnessed a higher rate of growth of the Indian economy,

in comparison to the earlier periods. During the period 1972-1982, India's GDP increased at a rate of 3.5

percent, which increased to 5.2 per cent during 1982-1992, and finally reached 6.0 per cent during 1992-
f this growth performance has been that

2002. According to some economists, the remarkable feature o

simultancously a sharp reduction in volatility of GDP growth has also been achieved. As Kelkar remarks,
\we seem o have thus created an extremely benign macro-economic environment, with low inflation, low
interest rates and high GDP growth'. However, it is important to note that the growth process has slowed

down since 1996, although the economy has registered a robust growth rate of 8.5 per cent in 2003-04.

6.7.5 Trade and Export Performance

India’s trade performance has improved considerably in the 1990s in comparison to the 1980s.
India's share in world exports, which was 0.42 per cent in 1987, increased to 0.62 per cent in 1997. India's
trade to GDP ratio also showed substantial improvement during that period. The share of manufactured
goods in India's exports increased from 70.7 per cent in 1987-90 to 77.4 per cent during 1997-2000.

FDI Inflows

Although India took significant steps towards inviting FDI, the actual FDI inflows did not pick up
on the expected lines. In comparative terms, India's performance in this regard was not only worse that
China's but also many emerging market economies like Argentina, Brazil, Korea and Mexico.

Balance-of Payments
India's balance of payments scenario has improved considerably during the post reform period.
The reforms have resulted in an accumulation of foreign exchange reserves of over US $ 70 billion as at

the end of February, 2003.

Poverty
One of the most widely debated issues is the impact of economic reforms on poverty. While official
statistics shows that there has been a decline in poverty during the post-reform period, many economists
have taken a different stand on this, mainly because:
(a) there has been’some changes in the method of data collection, so the comparability of the
estimates is in doubt; and

(b)  in terms of nutrition, poverty has increased during the post reform period.

Employment

Although there has been a somewhat encouraging trend in production, the employment prospects
have worsened for the workers, particularly in the rural areas. Firstly, the employment clasticity in the
organized manufacturing sector has been declining as a result of shift to more capital intensive techniques
of production. Secondly, as a result of increasing competition in a globally integrated economy, many
industrial units, particularly those in the Small and Medium enterprise category are closing down. The
new jobs created, demand skilled and educated workers and many of those who have lost their jobs are
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becoming redundant in the em
slowed down, There has been
being casualised and their w

Social Scetor Outcomes

erging labour market. The rural-non farm sector employment growth has
a decline in the quality of employment as well. More and more workers are
orking conditions are deteriorating.

As a result of introducti

on of user charges and reduction in government spending in a number of
areas, including the withdrawal

of subsidies, the poor people are finding it difficult to pay for basic_hcanh
carc and education of their children, In many states, there has been a significant decline in per pupil state
expenditure in schooling. The most vulnerable sections of the society are being left out from this process
of growth,

To sum up, although India's growth performance has remarkably improved during the post-reform
period there are many

areas of concern that needs to be addressed for an equitable and sustainable growth
process,

Check Your Progress-I1

What do you understand by economic planning?

What were the main objectives of Indian planning? How far the objectives have been
fulfilled?

[ 0% I

Outline the main features of Indian planning exercise since independence.

What do you understand by Economic Reforms?

What are the rationales behind the Economic

How were these

independence?
7. Critically evaluate the Economic Reforms pro

6.8  Let Us Sum Up

Thus we sce that at the time of independence Indian econg
small industrial base. In order to overcome the problems of poverty and underdevelopment, it opted fora
mixed cconomy framework for economic development. The introduction of the new economic reforms in
1991 was a departure from the past, aiming at deregulation, privatization, liberalization and greater
integration of the cconomy with the global economy,

6.9 Key Words
Planning + Itimplies to a set of coordinated and well-designedactions to achieve ‘some
predetermined objectives.

Economic Planning: It refers to an economic sy

productive resources, sets
country,

Economic Reforms : It refers to set of policy measures int
deregulation, privatization, liberali

22 S el

Reforms introduced since 19919
policies (economic reforms) different from the policies adopted since

gramme initiated in India since 1991.

my was largely agricultural with relatively

stem in which a central plannin

cent 8 authority allocates
production objectives for the production units in the

roduced in India since 1981, aiming at

zation and integration of th ith
the global economy, e !
Privatization + Winding up of the public sector undertakings,
Marketisation + Free opleration of market forces ang absence of all types of administered prices.
iberalisation : Reduction in Government regulaions to the minimum s far as the te sectors
Lnl.)cral are concerned and reduction jn tarifls and taxes, v
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Globalisation - No restrictions on imports and exports of commodities and on flow of forcign
capital into the various sectors of  the economy.

Trickle down effect : It refers to the principle that the benefits of any development process must come
down to the grass root levels.

6.10 Check Your Learning

1. Whatdo you understand by economic planning? Outline the main features of Indian planning
exercise since independence.

What were the main objectives of Indian planning? How far the objectives have been fulfilled?

3. What are the rationales behind the Economic Reforms introduced since 19917 How were
these policies different from the policies adopted since independence?

4.  Critically evaluate the Economic Reforms programme initiated in India since 1991.
6.11 Suggested Readings

Chakravarti,Sukhamoy, 1989, : Dcvclopmcnthlanning: The Indian Experience, Oxford
University Press, Delhi
Kapila, Uma [ed.] , 2003, : Indian Economy since Independence, 15th Edition, Academic
. Foundation, New Delhi

Misra, S.K. and VK. Puri ,1998,:  Indian Economy, Himalaya Publishing House, Mumbai.
6.12  Hints/Answers to Questions in Check Your Progress.

Check Your Progress-I

| P 1991.
2. Liberalisation, privatization, marketisation, and globalization.
3. Macroeconomic stability through structural adjustment.

Check Your Progress-II

1. Here you will have to highlight the meaning of economic planning. - It refers to an economic
system in which a central planning authority allocates productive resources, and sets production
objectives for the production units in the economy. Further, the two principal components of
economic planning of the Indian economy have to be discussed.

2. The main objectives of Indian planning like cconomic growth, self-reliance, removal of
unemployment, reduction of Income Inequalities, poverty elimination etc have to be discussed.

3. Here the first phase of the Indian Planning - i.e. Nehru-Mahalanobis strategy has to be discussed
as well as the planning experience during the late 1960's onwards has to be highlighted.

4. Here you will have to write about economic reforms as well as the various components of
economic reforms.

5. Here you will have to deal with the issues related to the justification and necessity of economic
reforms. The stabilization measures and structural reforms programme has to be discussed.

6. You have to emphasize as to how earlier India had adopted a mixed economy framework for
economic development and we had a closed economy and now we have an open economy,

7. An appraisal of the Economic reforms has to be done. The growth performance, Trade and

export, FDI inflows, balance of payments, poverty, employments and social sector outcomes
has to be discussed.
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