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ABSTRACT

The problems of poverty and economic backwardness afflict most
of the countries of the third world today, as much as they did in the
immediate post war period, when they became free from the colonial
rule. The increasing distance in the levels of living of the people
of these countries,and those of the economically advanced nations, has
for quite sometime now, occupied the minds of the economists and

political leaders alike, at the national and international levels.

To deal with the problems of poverty and economic backwardness,
a large number of the countries of the third world embarked on pro-
grammes of planned development in the early 50's with’In&ia_being the
pioneer among them. She started phased plans of five year duration
beginning with the first Five Year Plan in 1950-51. The major theme
of these plans has been to build a "socialist pattern of society" in
India, and to attain economic self-sufficiency in the shortest possible
time. To fulfill these objectives, Indian planners mooted a strategy
of building a strong industrial base through a network of basic and

heavy industries.

This work is a study of the achievements and failures of the
first two Five Year Plans, in-so-far as the attainments of their short
period and long term goals are concerned. An attempt is also made to
analyse the important performance lags of the plans, underline their
causes and to suggest measures to avoid their recurrence in future,

through appropriate policy measures.
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INTRODUCTION

India had a stagnant economy at the time of her Independence.
To remove stagnation, the new Indian government initiated a process
of planned development,starting with the first Five Year Plan in 1950-
51. To date, she has completed almost a quarter century of planned
development with some significant achievements and dismal failures.
It is the purpose of this study to appraise,in retrospect, the develop-
ment performance of the Indian economy under its first two Five Year
Plans,and to find out whether these plans succeeded in laying dowm
sound foundations for future development. The development process,
being an all embracing, complex phenomena, our study will be con-
fined to an examination of the progress achieved in terms of the sp;cific

objectives of the plans.

A large number of economists have ascribed poverty and economic

backwardness to the shortage of capital, outmoded techniques and insti-

tutions and rigid social attitudes. They also believe that the
past and present of these so-called underdeveloped countries resembles
the earlier stages of history of the present day developed countries,
and that they are still in the original stage of history. Whether all
of this is true or not can be verified from the study of a country
suffering from poverty and economic stagnation. India provides an
interesting case study of economic backwardness or underdevelopment

which afflicts most of the countries of the Third World.
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In the second place, we find that a ;arger part of the world has
remained underdeveloped while only a smaii number of countries have
managed to attain self-generating development. There are,broadly speak-
ing, two main paths along which these countries have traversed,in the
past; the free-enterprise system and the socialist system. England,
and some other countries of Western Europe, as well as the countries of
North America and Japan are important examples of the first type,while the
U.S.S.R. and some other countries of Eastern Europe are those of the
second type. Which of these can serve as the model, for the progress
and development of the countries of the third world,is not easy to
spell out. Every country has its own type of circumstances, institu-
tions, social set up and attitudes, natural endowments, ideologies,
etc. What is best for one country need not necessarily be so for others.
Besides, every system has its merits and demerits. The Indian leader-
ship,instead of blindly adopting one or the other path,decided to
experiment with the better of both these worlds,and evolved a mixed
enterprise system or the so-called 'socialist pattern of society.’'
Govermment action on the national scale,in an otherwise free market
system,and the degreeofsuccess in achieving the desired ends, is of
great interest to the economists in general,and to the leaders of the

countries of the third world, in particular.

Thirdly, a country can learn much more from its own past experience
than from anywhere else. India was the pioneer among the countries of
the third world in preparing and publishing its comprehensive first
Five Year Plan in theearlyfifties. It thereby provided definite

evidence of an evolution of development policy and programme. There

N



have. been some significant achievements and serious shortfalls in the
past in-so-far as her planned development is concerned. The shortfalls
call for pin-pointing their causes, and avoiding their recurrence,
through suitable policy measures. In short, the new experience gained
in this manner may be of great help for future course of development

and also for evolving a suitable theory and policy.

In chapter one, we shall study the state of the Indian economy
at the time of Independence. This will be done in terms of the various
growth indicators like national and per capita income, rates of savings
and investment and the occupational structure of the economy. This
will be followed by a brief description of the socio-economic conditions

prevailing in the rural areas and the urban sector.

Chapter two will examine the beginnings made by the new Indian
leadership towards planned economic development to cope with the
problems of poverty and economic stagnation. The nature of Indian
Socialism or "Socialist Pattern of Society" is reviewed briefly, along
with the roles assigned to the public and the private sectors in terms
of the industrial policy statements of 1948 and 1956. This is followed
by a brief discussion of the nature and the process of Indian planning,
with special reference to the public sector approach to planning and

regulation of the private sector.

In Chapter three, the plans for development, i.e.,the first and
the second Five Year Plans are described in outline form. Covered in
this are‘their objectives, broad priorities, strategy of development,
financial resources and the policies concerning price level and foreign

economic relations.
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Chapter four veviews the Indian economic performance,during the
first decade of planned development after Independence. This is dome
mainly in terms of the objectives of the plans. Also examined is the
extent of the success of the price and foreign trade policies as to

how far they succeeded in achieving the desired ends.

In Chapter five, the Indian development performance is evaluated
in terms of the long term goal of the "socialist pattern of society."
Success and failure of the various measures adopted in this comnection:
is also underlined. The major performance lags,are analysed both with

respect to the short period and the long period objectives in Chapter 6.

The last chapter gives a brief summary of the work along with

some broad conclusions arrived.



CHAPTER 1

State of the Indian Economy on the

Eve of Independence

After about 200 years of colonial rule,India became independent
on August 15, 1947,and the new Indian government inherited from the
former rulers a stagnant economy. Over the period of at least one
century preceding independence, there was very little change in the
social and economic structure of the country. This is evident from
the behaviorial trends of various growth indicators, like national and
per capita income, savings and investment, occupational distribution,
and also from the prevailing class structure and distribution of income
and wealth among the various classes. An objective analysis of the
state of economy is necessary,in order to understand the causes of
stagnation,'and secondly to adop suitable measures in order to remove

them as early as possible.

First, we may take the case of national and per capita income.
Over a period of about five decades before independence, there was
no doubt that there was some increase in absolute national income,
but the per capita income increased very little. This can be seen

from the table below:
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India's Absolute and Per Capita

National Income 1900-01 to 1946-47

National Per Capita % Age % Age % Age

Income Income Arising in Arising in Arising in
Years (Rs Million) Rupees Primary Sector Secondary Tertiery
' Sector Sectar
1900/01-1904/05 15022 52.2 63.6 12.7 23.7
1910/11-1914/15 17300 57.0 60.1 13.9 26.0
1920/21-1924/25 18422 59.3 57.4 13.4 29.2
1930/31-1934/35 21306 61.6 51.4 15.8 32.8
1940/41-1944/45 24407 61.6 47.3 16.7 35.8

1942/43-1946/47 25243 62.2 46.0 16.9 37.1

Note: Primary Sector includes agriculture, animal husbandary, forestry, fishing, etc.

Source: S. Sivasubramonian, National income of India, 1900/01-1947/47, Ph.D. thesis
submitted to Delhi University, 1965, pp. 340-352

The above table shows that though national income increased, there
was only a minor change in the per capita income, i.e. from Rs 52.2
in 1900/01 to Rs 62.2 in 1946/47. The sh;re of various sectors in the
national income underwent some changes. For instance, the share of the
primary sector declined from about 63-per cent to 46 per cent over this
period. The share of the secondary and the tertiery sectors increased from
about 13 to 17 per cent and 24 per cent to 37 per cent respectively,
This increasing share,indicates the growth of industries and services
and rising productivity in these sectors, relatively to that in the
primary sector. Inspite of these changes,the level of living of an average
Indian did not improve much, as reflected in the almost stable per

capita income. This was so perhapsbecause of the rapid growth of popula-
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tion during this period. For instance, the population grew by about 108
million between 1921 and 1951, i.e. from 2&8.1 million to 356.9 million,
1)

giving an average growth rate of about 1.47 per cent per year.

Next, as regards to occupational distribution of labour force, the
share of manufacturing in total labour force declined instead of in-

creasing. This can be seen from the following table:

Occupational Distribution of

Labour Force (Percentage)

Category 1901 1911 1921 1931 1951

1. Agricultural Sector - 71.7 74.9 76.0 74.8 72.1
Cultivators 56.6 49.8 54 .4 45,1 50.0
Agricultural labourers 16.9 20.6 17.4 24.8 19.7

Workers in Forestry Livestock
breeding and Fishing etc. 4.2 4.5 4.2 4.9 2.6

2. Industrial Sector 12.6 11.1 10.5 10.2 10.7
Mining and quarrying 0.1 0.2 0.3 0.3 0.6
Large and Small Industry 11.7 9.9 9.3 8.9 9.0
Construction 0.8 1.0 0.9 1.0 1.1

3. Services Sector 15.7 14.0 13.5 15.0 17.2
Trade and Commerce 6.1 5.5 5.7 5.6 5.2

Transport Storage and

‘Communications 1.1 1.1 6.9 1.0 1.5
Other Services 8.5 7.4 6.9 8.4 10.5
TOTAL 100.0 100.0 1100.0 100.0 100.0

Source: India Pocketbook of Information, 1072, p. 25.
1) A. Coale and E. Hoover, Population Growth and Economic Development,
Princeton, 1958, p. 30.
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While the share of manufacturing decreased, that of services increased

by about two per cent. The share of agriculture remained somewhat stable
over the whole period of about 50 years. In the manufacturing sector,
the major contribution was made by the manufacturing industries,both
large and small scale. The share of small industries was much larger
than that of the large scale ones,because the large industries em-

ployed only three million people as compared with 12.5 million engaged

1)

in the small scale industry of a labour force of 160 million.

Next,we may take the case of savings and investment. According
to the first Five Year Plan estimates, net capital formation in India
in 1950/51,was about five per cent of national income and it was almost
wholly met through the domestic savings. Over the five decades before
independence,net investment remained almost stagnantg) We may conclude
therefore, that the Indian economy was experiencing stagnation or a sort
of economic decay,on the eve of her independence, as it is evident by the

various indicators of change.

From this broad picture of the Indian economy we pass on to an
examination of the socio-economic structure that emerged_from the colonial
rule. As about three-fourths of the population still lives in villages,
and a major fraction of this derives its livelihood from agriculture,
we begin our study with rural India. Further,we split this study in
two‘parts,,the first one being concerned with social and institutional
aspects,while the second one is concerned with the economic repurcussions
on agricultural productivity

1) A. Maddison, Class Structure and Economic Growth. Allen and Unwin,

1971, p. 62.
2) Government of India (Gol), First Five Plan, 1951, pp. 14-15.

N
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The evolution of the systems of land tenure that existed until in-
dependence can be traced back to the British period. Broadly speaking,
there were two main systems of land tenure, the 'Zamindari tenure' and
the 'Ryotwari tenure'. The relations between land on the one side,and
the interested parties on the other side, i.e. government, the owners
and the cultivators, were determined on the basis of these tenures.
Along with this, they governed the respective shares of each of these

parties, as also the use of surpluses.

Under the Zamindari system, a class of non-cultivating owmers,
which had sufficient influence in the region,was created by the British,
to collect revenues from the cultivating peasantry. The tenant cult-
ivator paid revenue to the land owner and the landowner in turn paid
revenue to the government. This system was first introduced in Bengal,
and later extended to United Provinces, on a sort of permanent settle-
ment basis. In these so called permanent settlement areas, the govern-
ment could not increase land revenues, while the rents could be in-
creased by the owners of land. The 'Jagirdari' system was an important
variant of the Zamindari system, wherein the princelyrulers of states,
like Rajasthan, Hyderabad, etc. gave vast tracts of land to their
courtiers and nobles,in return for their military or civil services.
These jagirdars were not owners but administrators of land,and extracted
high land revenues from the owners. In this case, there emerged a four
tier system with the state granting jagirs (estates) and receiving royalty
and services, the jagirdars conferring ownership and getting revenues,
the owner leasing land andreceiving rent, and the tenant paying rent while

cultivating the land.
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The Ryotwari system was introduced at a much later stage in states
1like Bombay,Hyderabad, etc, Under this system, the ownership rights
were vested in the cultivators themselves and these owner cultivators,
were required to pay revenue directly to the government., With the
passage of time,this system also developed the characteristics of the
three tier zamindari system. The owner cultivatorswere free to sell
‘or lease or mortgage their land. With the growth of population,develop-
ment of railways and seaports, etc.,land became an important asset to
hold as a source of rental income, and thus many buyers of land arose. Most
often,these were the traditional money lenders,merchants and the land
owners, who had no interest in cultivation, but were attracted by high
rents. Moreover, exploitative‘revenue claims and increasing burdens
.0of debt compelled the owner cultivators to sell their lands. At the
time of independence,a large propbrtion of the total area under culti-
vation even in ryotwari tracts,passed under open tenancy and it ié this

fact which made this sytem somewhat akin to the Zamindari system.

In both these systems, the major mechanisms for increasing agricultural
productivity were blunted. Improvements on land,which call for increased
investment,could not be undertaken because of the adverse nature of
tenurial arrangements. ¥For example, the govermment remained passive. The
absentee owners in whose hands the surplus accrued,preferred consumption
to investment, and the tenant cultivators who did not have adequate surplus

did not invest. Insecurity of tenure, fear of eviction, and high
rents ,became added reasons why cultivators became indifferent. These
factors also explain the near absence of technological change in Indian

agriculture during the pre-independence period. Most farmers still
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used age old techniques. In 1950, there were only a few hundred
tractors for a whole multitude of about 65 million households. Applica-
tion of fertilizers was no more than 250 grams of nitrogen per acre.

This was perhaps the lowest in the world.l)

Separation of ownership from cultivation was not however a univer-
sal phenomena in the pre-1947 India. Instead,according to the National
Sample Survey data,about 70 per cent of the cultivated land was worked
by approximately 81 per cent of all rural households which did not lease
any of their land. Average holdings for these owners were 5.15 acres.
Compared with'this,holdings of 16 per cent of the rural households
which leased out part of their lands, i.e., 29 per cent of total area,
were on the whole larger. Their average size is estimated to have

2)

been about 11 acres.

It follows from the above, that there were some other factors,
besides the disabilities and disincentives arising out of land tenure
systems,_which inhibited Indian agriculture. Prominent among these,
were perhaps the increasing pressure of population on land which re-
sulted in an adverse land-man ratio. This led to a decline in the
average size of land holdings and an alarming degree of fragmentation
within the holdings. According to the Govermment of India (hereafter
called Gol) Agricultural Labour Enquiry (1951), about 20 per cent of
all agricultural families were of landless workers. Nearly 38 per
cent of land owning families had land holdings of less than 5 acres
each,and operated about 16 per cent of cultivated area. The remaining
area covering about 83.3 per cent of all arable land was held by the

rest of the agricultural families with an average landholding of 15.15

1) W. Malenbaum, Modern India's Economy, Columbus Ohio, 1971, p.38.

2) Gol, National Sample SurveyEighth Round 10th Report, July 1959-
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acres. About 200,000 of these families owned 250 acres or more and

formed roughly one-fourth of all rural households.

As regards fragmentation within holdings, the "farm management
studies" of the government of India reported that a farm of 2.5 acres
in states like U.P. West Bengal, had on the average 3.5 fragments
per holding. Holdings of between 20 and 25 acres, had fragments num-
bering upto 17 in the above two states. This implies that there was
a good deal of wastage of manpower and bullock-power, as these could
not be fully utilized on tiny sized holdings. This also had a negative
effect on the long term improvements of land and its productivity.

In short,increasing pressure of population on land,besides leading to
an increase in land values and rental incomes,resulted in small and
uneconomic landholdings. This tendency led to an increase in the in-
comes of the land owners but to a decline in that of the intermediary
tenants and the landless workers because of their weak bargaining

position.

A contributory factor,which added to the widening income in-
equality,was the emergence of a class of marketing and financial inter-
mediaries. Small land owners and the cultivating tenants, took loans
from the money lenders and traders in the form of consumption goods
or fodder for animals. They often made advance commitments to sell
their produce to the trader more or less on the barter lines. This
explains the non-monetised, barter transactions in rural India,
which isolated the cultivator from outside influences. The trader
and the money lender was more often the same individual. Even where

this was not so, the money lender had his share of exploitation. The
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cultivators, borrowed frequently from him because of easy availability
of loans, but the repayment of the principal along with high interest
rates, became a long term burden to them. This resulted in accumula--
tion of rural debt,which often travelled through generations. Repay-
ment of loans in kind,was another disadvantage to the cultivator because
of»the lower prices committed in advance. Thus, the coming of marketing
and financial intermediaries further added to the widening rural incomes

inequality.

The Caste system and the religious attitudes of the rural people
were also obstructing change, which added to economic and social~inequality.
For example, the Caste system in India did not permit any change in the
status of various classes. An untouchable or "Harijan" had to remain
so for the whole of his life. He did not have the privilege of going
to the temples or schools for study or to join other social gatherings
attended by the high caste people. This situation has persisted in
rural India even till this day,and speaks of the hardened social atti-
tudes. Though most of the unpleasant and difficult tasks are performed
by the people of lower classes, their social status and economic condi=-
tions remain miserable. The whole situation can be summed up in the
words of Maddison , "We still find a dominant caste of petty land-
lords, an intermediate group of tenants, village artisans tied by jaj-
mani relationships, (family loyalties) a group of low status labourers,
untouchable menials, with the whole held together by the same elaborate

1

system of caste.”

Having studied the Indian rural structure, we turn to an examina-

tion of its effects on land use and agricultural productivity. According

1. A. Maddison, op cit., p. 49.
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to the estimates given by the first Five Year Plan, of the total land
area of 615 million acres only 324 million acres or about 52 per cent,
was available for cultivation. Out of this 35.5 million acres,was

used for the production of more than one crops, both food and commercial
crops. Taken separatelysfood crops covered about 78 per cent and
commercial crops about 17 per cent of the cropped area. Plantation
crops and spices covered a small percentage, i.e. 1.1 per cent of the
area,and have been grown largely in North-East and South-West coast

in India. About the rest of the area,not covered by the above crops,

D This data indicates the subsistence

details are not available.
nature of the Indian agriculture,because food crops covered a substantial
proportion of the cropped area. Commercial crops,including the planta-
tions were not so important even until independence. With about

three fourth the Indian population engaged in this primary sector,

and producing mostly food crops, there are clear indications that_average
productivity in this sector was relatively low. Less production of
commercial crops,as indicated by the area used for their production,

explains the low intermal and external demand for them, which has

adverse implications for the growth of industries and foreign trade.

As far as production in agriculture is concerned,it depends on
both the area under cultivation and the yields per acre. A study con-
ducted by the govermment of India ministry of food and agriculture,
on the trends in areas and yield, over a period of 40 years before in-
dependence, revealed that there were only minor, increases, during
the period. There was of course an increase in

the irrigated area by about 10 per cent during this period, mainly

1. Gol, First Five Year Plan, 1951, p. 154,
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1)

through extension of canals. As regards yields per acre, the above
study reveals that there has not been a uniform trend of rise or fall
in the various states. There have been increases in yields for certain
states,a decline in others,and an absence of any perceptible change

in the rest. This situation can be summed up in the words of the first
Five Year Plan: "on the basis of data available to us we would

. R s g 2
hesitate to arrive at any conclusion regarding yield trends." )

Yields per head of total population or per worker engaged in agricul-
ture,is another aspect of the problem and we now turn to a considera-
tion of its behaviour over a period of about half a century before in-
dependence. As noted earlier, population began to increase in India
since 1921,and with this the pressure on agriculture started mounting.
One important consequence of this,was a decline in cultivated land per

capita as can be seen from the table below:

Cultivated Land Per Capita

(1901-1951)

Year Acres Year Acres
1901 1.03 1931 1.04
1911 1.09 1941 0.94

1921 1.11 1951 0.84

Source: census of India 1951,
Vol. 1, Part I, p. 1l4l.

There was a steady increase in per capita acreage upto 1921,but after
that there has been a consistent fall due to rapid growth of popula-
1) V.G. Pause, "Trends in Area and Yields of Principal Crops in India,"

Gol Studies in Agricultural Economics, Vol. 1, New Delhi, 1951, p. 67.
2) Gol, First Five Year Plan, p. 157.
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tion. How did it affect the per capita production? Available estimates
of per capita agricultural production for the period under review, show
that it declined steadily. The index of per capita production was 100
in 1893-96, but it declined to 98 during the decade 1916-1926,and fur-

l),with the rising population and

ther to 80 during the decade 1936-46
the demand and declining food production, we find the roots of the emerg-
ing food problem in India. This is further evidenced by the fact
that India imported on an average three million tons of foodgrains

in 1946-1951, which was about five per cent of India's consumption

requirements for food.z)

It is perhaps quite pertinent to ask whether low agricultural
productivity was the result of only the adverse land tenure systems,
or were there other and equally important factors responsible for it?
Though there can be no simple and straight answer to this question, it
can however be inferred from what we have discussed so far that there
was complete lack of incentives for increasing efficiency in the use
of land and improved technologies. The big landlords were both wealthy
and influential in rural India,and could easily have effected the
required changes themselves and made the small farmers and cultivators
emulate their example. But they preferred consumption to investment
in land for long term improvements,and so yields per acre on large
farms owned by them remained comparatively low. Malenbaum views this
situation in these words, '"But the large share of land in relatively
large agricultural holdings (above five acres) on the one hand, combined

with the low yield limited progress history in the predominant agricultural

1) W. Malenbaum, Prospects for Indian Development, London, 1961, p. 125.
2) Gol, First Five Year Plan, p. 175.
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product on the other can only mean that on the average, the large and

wealthy farmers were not efficient and productive farmers."l) So it
would not be incorrect to conclude that unfavourable institutions and
attitudes,were mainly responsible for the low efficiency and low agri-

cultural yields.

From the rural economy, we turn to an examination of the state of urban
economysto find out the level of progress attained in manufacturing

and services.

India had quite a few cities during the pre-British period which
were both big and populous. According to the first census of India,
urban population in 1872 was about 8.7 per cent of the total population,
and had increased to about nine per cent by 1901. In the Western
countries, percentage of urban population in the beginning of the 19th
century,was almost at the same level. For instance, in France it was
9.5 per cent, in Prussia it was 7.25, in Russia 3,7 per cent, in U.S.A,

3.8 per cents,and in England 21.3 per cent.

Among some of the old cities were also the sites of religious signi-
ficance,like Beneras, Allahbad, Puri,or the seats of rulers and princes
such as Lucknow, Hyderabad, Poona, Murshidabad in Bengal, etc. Some
of these citles became famous for their artistic handicrafts,because
of the demand for them by the pilgrims and wealthy princes, rulers,
and the members of the royal families. But these older cities began
to decline with the decline of certain traditional handicrafts,and
the growth of some new urban centres at the turn of present century.

The new towns like Bombay, Calcutta, etc. grew in importance because

1) W. Malenbaum, Modern India's Economy, 1971, p. 40.
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of growth of the modern industry, foreign trade and the opening of
railways which linked various parts of the country with the sea ports
and the industrial centres. 1In short, the pace of urbanization in-
creased from 9.42 per cent of population in 1911 to about 10.2 per

)

cent in 1921, and to 11.7 per cent by 1941.l Some of the cities
which grew in prominance between 1911 and 1947, were Bombay, Calcutta,
Madras,Delhi, Ahmadabad, Nagpur, Scholapur, Lahore, Karachi (both in

Pakistan now), and the steel town of Jamshedpur.

As regards the growth of the modern factory gstablishments, these
began to be established only during the second haif of 19th century.
Before this period, India passed through a process of de-industrializa-
tion. In fact,before the advent of the British, India was both an
agricultural and a manufacturing economy. Spinning and weaving were
some of the important industries of that time. Connected with the
weaving industry,were the dyeing industry, manufacture of gold and silver
thread and cloth, etc. Besides these, other important industries of
that time were brick-making and lime manufacture for buildings, car-
pentry, pottery, mats, bracelets, 1eathep wﬁrks, copper, tin and ‘iron
ﬁorks, shipbuilding, sugar and salt manufacture, indigo manufacture
and berfumery. Most of these goods were produced not only for home
consumption but also for exports, According to, Romesh Dutt, "The
spinning wheel and the handloom were universaily in use and it is
scarcely an exaggeration to state that nearly half the adult female
population in India eked out the incomes of their husbands and their

fathers by the profits of their labour."z)

1) J.N. Bhagwati and P. Desai, Planning for Industrialization, London,
1970, p. 55.

2) Quoted by V.V. Bhatt in Aspects of Economic Change and Policy, New
Delhi, 1963, p. 12, ’
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Indian manufacturing skills had also reached a high degree of
maturity and proficiency. In the words of Weber, "The skill of the
Indién in the production of delicate woven fabrics, in the mixing of
colours, the working of metals and precious stones, the preparation

|
of essences and in all matters of technical arts, has from early times

1)

enjoyed a world wide celebrity.” A similar degree of perfection

was attained by Indians in the arts of iron manufacture and shipbuilding.
About the art of iron manufacture, Wilson writes, "Casting iron is

an art that is practiced in this manufacturing country (England) only
within a few years. The Hindus have the art of smelting iron, of
welding it, and of smelting steel and have had these arts from time
immemorial."z) Expressing similar views in 1901 , Willigm Digby wrote,
"A hundred years ago, ship building was in so excellent a condition

in India that ships could be built which sailed to the Thames in com-

pany with British built ships and under the convoy of British frigates;"S)

The question that arises next, is what led to the process of de-
industrialization, i.e. decline of the old handicraft industry, in India?
Selfish commercial policy of the British govermment is believed to have
been its chief cause. The main purpose of this policy was to make India sub-
servient ‘to the industries of Great Britain,and for the Indian people to
produce only raw materials. R.C. Dutt describes thus, this process
"It is unfortunately true that the East India company and the British
Parliament following the selfish commercial policy of a hundred years
ago, discouraged Indian manufactures in the early British rule, in
order to encourage the rising manufactures of England."4) Unfortunately,
1) 1Ibid, p. 1l4.

2) 1Ibid, p. 15

3) TIbid, p. 16
4) Quoted by A. Maddison, op. cit., p. 54.
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the process of decline and decay of the old handicraft industry went

on till after the second world war and upto the time of independence.
R.P. Dutt, sums it up in these words, "The real picture of modern

India is a picture of what has been aptly called 'de-industrialization‘
that is the decline of the old handicraft industry without the com-
pensating advance of modern industry. The advance of factory industry
has not overtaken the decay of handicraft. The process of decay charac-
teristic of 19th century has been carried forward in the twentieth

1) This means that with decay

century and in the post war period.'
of the old handicraft industry, the people who were formerly engaged
in the production of handicrafts and other such manufactures, were
displaced from émployment,and in the absence of adequate growth of
the modern industry, had to fall back on agriculture for their exist-

ence and livelihood. This brings us to the question of the establish-

ment and the growth of modern industry.

As seen above also the modern (factory) industry was started in
India after 1850, when the first cotton textile and jute manufacturing
mills were established. While the cotton textile mills were started
by Indian capitalists, the first ‘jute mill was established by Scots
(Foreigners) . Coal mining industry was also started during this period,
mainly to meet the demands of Indian railways. First Indian steel
mill was started by the Tata Iron & Steel Company in 1911. Though
"Swadeshi' movement (i.e. boycott of foreign goods) increased the tempo
of the development of indigenous enterprise in industry, trade and
commerce banking and insurance at the beginning of the present century,

its progress was not quite satisfactory. Insteadsmodern industry and

l) Ibid, po‘ 54.
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and enterprise met with fortunes which fluctuated very widely during
the period of 50 years preceeding independence. This was due to

several factors which we shall discuss below. Presently we take up
the behaviour of industrial production over the period of about half

a century since 1900.

According to the available estimates,:industrial output fluctuated
widely during this period, without positivé signs of an increase in
its growth rate. This can be seen from the index of industrial pro-
duction. For instancé, with an index of 100 in 1935-36, the industrial
output was between 20 and 30 during the first decade of the present
century. At the time of second world war the index, though showed a
four fold increase over that in the first decade, only managed to
reach 100, implying that there was no growth during 1935-36-1939.
Industrial production increased by about 20 per cent between 1939-1945,
due mainly to the impétus given by the second world war. Then between
1945 and 1950, a further increase of about five per cent in industrial
output was witnessed when the index stood at 125.1) These figures
speak of a poor record of industrial progress over the period of half
a century before independence. In other words,an average growth rate
of about 1 to 1.25 per cent over the whole of this period,was no more
than the overall growth rate of the Indian economy during the same
period. At such a growth rate,modern industry could not provide em-
ployment to the swelling ranks of the unemployed, both because of in-
creasing population and the decay of the handicraft industry. Factory
employment which accounted for only three per cent of the total labour
force in 1950, provides a clue to the magnitude of unemployment both
2)

open and disguised.

1) W. Malenbaum, Prospects for Indian Development, 1961, p. 153,
2) 1Ibid, p. 153. ’
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‘The question arises why was industrial deﬁélopment so very limited
over ;he period under review? A clue to this question is provided by
"the inauStrial structure and the compoéitioﬁ of its output. The first
cenéusaofimanufacturing industries (CMI) condﬁcted in 1946, revealed
ﬁhat somg”industries dominated the 1ndustriél structure of the country.
Prominené’among these were sugar, vegetable oils, cotton textiles,
jute textiles, iron and steel smelting, rolling and re-rolling and
engineering industries. Expressed in terms of both value added and
value of production, the most important industries were cotton textiles
and jute textiles.  Their respective contributions in terms of value
added, were 46 and 17.5 per cent. These industries dominated also in terms
of employment. ‘For example cotton textiles provided employment
to 44.38 per cent and the jute textiles to 22.22 per cent of tqtal

D The textile group of industries continued

industrial employment.
to dominate the industrial scene upto the time of indépendende. fro-
duction of iron and steel remained insignificant, even though some
steel plants like Tata iron and steel company, Indian iron and steel
company were in existence since the time of first world war. ‘This
industry employed less than one third of one per cent of all factory
employment in 1900,and it remained almost the same till 'indépendénce.z)
With its low output, this industry failed to provide the necessary

base for the all important machine building industry.

From this account of the structure of manufacturingvindustry,it
may reasonably be concluded that there was little diversification
of Indian industries, which is very important for industrial and econo-

mic transformation. In other words,industrial structure in 1951 was very

1) J. Bhagwati and P. Desai, op. cit., p. 43.
2) M. Malenbaum, op. cit., p. 154.
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similar to the one that was reached by 1930 and no basic change took

place in it thereafter. In the words of G.L. Bansal, one time secretary

of the Federation of Indian Chambers of Commerce and Industry, "It
would not be an exaggeration to say that basically the industrial
structure in 1951 was very similar to the one that the country achieved
by the late thirties.... Despite the much boasted war effect and mar-

ginal advances that had been made here and there, the country was only

marking time throughout the forties as far as industries were concerned,

What can be a possible explanation for the relatively static
nature of Indian industrial structure? Of the several factors that
may have been responsible for it, mention may be made of the most im-
portant of these, such as management and control, industrial finance,
and the industrial policy of the colonial govermment. We may study

these in some detail.

British businessmen were the pioneers of modern industrial enter-
prise in India, in the early 19th century. They adopted managing
agency as a device of entrepreneurship and leadership in busihess.

The managing -agents provided both leadership and finance to the enter-
prises engaged in production and trade. Indian businessmen joined
their ranks only after 1850. At first, they became members of the
British companies and later founded their own. As time passed, they
grew in strength and importance,and at the time of independence more
than 95 per cent of all modern enterprise became owned by Indians.Z)

Indian entrepreneurship grew basically from three main commun-
ities, the Parsis, Gujaratis and Marwaris, the earliest of these being

1) Quoted by Malenbaum, op. cit., 1961, p. 154,
2) 1Ibid, p. 156.

1)
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the Parsis. They began with textile manufacturing and thereafter moved
into the light engineering industry. In the modern factory industry,
Tatas were the pioneers, followed by Gujaratis, Marwaris and Jains in
Bombay and Calcutta, and Chettiars in South India. Now the question
arises as to why with such a potential indigenous industrial talent,
Indian industry did not expand significantly and offer the spread effect
to other sectors of the economy. One possible reason as we shall dis-
cuss below, was the shortage of finance for the Indian businessmen.

But the other and more important factor,was the unfavourable conditions
under which the Indian businessmen had to operate in the critical years
of their growth. The alien govermment was least interested in the
development of industry in India. Its policy of liberalism and free
trade,resulted ixlseve:ecompetition between the home made products and
those imported from England and other countries. This proved to be an
.obstacle to the expansion and diversification of industries. The British
govermment in India, instead of purchasing the locally prbduced godds,
like equipment for public utilities health and education, armed forces,
building of railways, etc.,purchased them from Great Britéin. Similarly,
a vast array of raw materials which were exported as such, could have
been processed within the country to repiace imports to meet the home
demand. Purchases by government of various goods and materials from
within the country could have given a boost to the indigenous industry.
In the words of Malenbaum, "In any event, it is in this matter of the
posture of government rather than in the nature of iﬁdigenous entre-
preneurship, one must seek the reasons for India's limited industrial

1

performance prior to 1950." So the appropriate climate for the develop-

1) 1Ibid, p. 159.



- 25 -

ment of industries was absent, even though India possessed the potential

business leadership.

The finance to support the growth of industries came mainly from
three sources and these were, the wealth of the rich business commun-
ities, the managing agents and other institutions in the capital mar-
ket, and lastly, the loans from the general public by sale of debentures.
As regards the first type, the Indian industrial enterprise met its
requirements mainly through its own resources or those of the family
or community. They were able to do this out of the fortunes they had
made in trade or money lending, and which now they could plough into
their new industrial ventures. Indian banks which had come into existence
at the turn of the present century, worked more or less on the British
pattern of commercial banking,and so supplied only the wofking capital
for short period against tangible assets like stocks of raw matétialé

and finished products.

.The Indian managing agents provided some long term finance some-
what on the pattern of‘Bfitish agency houses. They in turn,raisedk
loans from various sources including both the civil and military of-
ficials who had high sglaries,'a considerable portion of which they
could spare for longer duration. The officials became interested in
such loans, because they could earn higher interest on their savings
in this way, rather than by keeping them in ordinary deposits. But
these managing agents wanted to play safe and so invested their funds
in public utilities and in government bonds and securities, rather

than in private loans and debentures.
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Lastly a system of raising loans directly from the general public
in the form of direct deposits got underway. The textile mills of
Bombay, Ahmadabad, Shdlapur, etc. invited direct investments from the
members of general public by selling debentures on which;they offered

attractive interest rates.

Even though there were various sources of industrial finance in
India, it was not available in sufficient quantities or amounts to
meet the requirements of expanding industries. To what extent shortage
of capitallbecame an obstacle to the growth of industrial sector, is
not easy to spell out,because of the non—availability of information
in this regard. The limited scale of business activities which re-
mained confined to the communities with vast fortunes and resources,
as seen above,does indicate also that the absence of a well organised
capital market and therefore the shortage of long term finance was a
bottleneck for industrial expansion. In other words, a man with talent
and investment ideas could do little to put them in use without adequate
finance. In the words of Malenbaum, "It seems safe to conclﬁde that
capital markets would have contributed little to the extent and diver-
sification of Indian business enterprise. The real limitations - those
of the environment surrounding the indigenous entrepreneur - were opera-

tive before capital became a bottlenéck."l)

Lack of diversification of Indian industrial structure and its
more or less static nature is evident also from the employment pro-
portion of labour force. At the time of independence, modern factory

industry employed less than three million people,as compared with 12%

1) 1Ibid, p. 162.
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million in small scale industry and handicrafts and a labour force of

about 160 million .1)

The question arises whether the problems connected
with the supply of labour, both skilled and‘unskilled; could-also be

a cause of limited industrial progress in India. There is no doubt

that there were problems of large absenteeism, lack of industrial dis-
cipline and migratory character of industrial workers. But as time
passed, labour discipline and commitment of labour to industry for
livelihood improved. In the words of Morris, "The evidgncg from Bom-
bay and Jamshedpur suggests that the creation of a disciplined labour
force in a newly developing society is not particularly difficult."z)
This means that the supply of industrial workers did not create pro-

blems of formidable nature in so far as the expansion of modern in-

dustry in India is concerned.

In our study of the Indian economy,uptil now,we have made some
indirect references to the negative role of the public policy and how
it contributed to the prevailing economic stagnation before independence.
Now we may examine this aspect in some detail. Most Indian historians
attribute the lack of progress in India, to the passive role of the
alien govermment. Not only this, they also believe that the state
policies in‘certain cases proved rather inimical to the process of
economic growth. Such state policies along with large scale outflow
of resources from India to England, also known as'economic drain,"
during the colonial regime, are considered to be the most impo:tant
factors responsible for economic stagnation., First we take up for
further examination the government policies.

1) A. Maddison, op. cit., p. 62.
2) Quoted by Bhagwati and Desai, op. cit., p. 54.
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All that the colonial govermment did was not bad, becsuse it had
some good aspects too. For instance, it brought about the political
unity of Indian states and established quite efficient administrative,
legal;and judicial system in the country. It developed railways and
communications networks in the whole country,and introduced modern educa-
tion on Western lines as also Western liberal thought. Inspite of these
and other such positive steps its economic policies remained inimical.

to the growth of both agriculture,industry and trade and commerce.

In so far as the case of agriculture is concerned, it is said
that tﬁe govermment charged high land revenues and taxes on rental
incomes, and did not persue a positive irrigation policy. Land taxes
ranged bgtween 50 to 60 per cent of economic rent. According to Romesh
Dutt, “An income tax of 50 per cent on profits of cultivation is a
heavier assessment than is known in any other country under a civilized
government."l) In fact, incidence of such taxes was much higher in
some provinces like Bombay, Madras, etc. Stressing this fact, Dababhai
Naoroji wrote in 1876, "England raises £70 million out of the national
income of some £800 million that is about 8 per cent or about £2.10Sh
per head from an income of £30 per head; whereas the Indiéh‘government
raises £50 million out of national income of £340 million that is about
15 per cent or 65h per head out of an income of 40Sh per head."? The
excessive burden of these taxes would not have had its harmful effects,
if a part of these proceeds had been used for improvement of facilities
in agriculture itself. But this was not done. For exampie, very lit-
tle was done to improve irrigation facilities and agricultural education

or to augment the supplies of manures, better seeds tools, etc. Con—

1) Quoted by V.V. Bhatt, op. cit., p. 38.
2) 1Ibid, p. 39.
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sequently, the technology also remained stagnant. All these factors

affected agricultural production rather adversely.

As glimpsed already in our discussion of the urban economy and
the growth of modern industry, industrial and commercial policies -of
the government mostly aimed at making Indian market subservient to
the British manufactures, by taking Indian raw materials, etc., as
much as possible. This led to what we have seen already, a process.of
'de-industrialisation’ an@ the decay of Indian handicraft industry.
Free trade policy persued upto the first world war added fuel to the
fire,and hastened this process of decay of old industries. A protec=
tionist policy was though adopted during the inter-war period, it was
only a half hearted attempt and a belated step, in so far as the develop-
ment of modern industry is concerned. This is so because it came too
late and was further applied not with the required vigourfand force,
as it is evident from the lopsided and slow growth of industrial production,

examined above.

The so called 'economic drain' consisted of various payments: which
India had to make to the United Kingdom during the colonial rule. These
payments were in fact the savings on which the country got no return.
Not only that, these were a net loss to India because these were never
to be returned,and became a drain from the life blood of Indian economy.
This drain was about 2.0 per cent of India's national income during

1757-1939. 1

The story of the drain is narrated like this. The East India company,

during the second half of 18th century,collected various types of taxes

1) 1Ibid, p. 51.
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from the people, and remitted them to U.K. both in kind and cash.
Mbreover, agents of the company had a virtual monopoly of“internal
trade and so made huge profits, which were sent to Eﬁgland in a similar
fashiog. As most of these remittances were in kind, India in a way

was paying for her exports. Under the rule of East India company,
official transfers reached £3.5 million in 1856, i.e., a year before

1)

the first was of Independence (mutiny).

Then during direct British rule,from 1858-1947, the official
transfers of funds from India to U.K. went upto £ 50 million a year.z)
These represented mainly, India office expenses in U.K., purchase of
military equipment, railway equipment, debt service, pension, etc.,
and large part of these were considered as a balance of payment drain
due to colonialism. Besides these, there were substantial amounts re-
mitted by British officials in India which amounted to aboutf 10 million
3)

a year during the closing decades of 19th century. In addition,
there were remittances of dividends and interest payments by shipping
and banking companies and plantations and other British investors.,

The total 'drain' due to all the above type of payments is estimated

by Maddison to have been about 1.5 per cent of national income of India
during inter-war period and somewhat higher before first world war.

As far the effects of economic drain, J.S. Mill wrote in his "History
of India", "It is an exhaustive drain upon resources of the country,
the 1ssue of which is replaced by no reflex; it is an extraction of

the 1life blood from the veins of national industry, which no subsequent

n4)

introduction of nourishment is furnished to restore. With a net

1) A. Maddison, op. cit., pp. 63.

2) Ibid, p. 64. '

3) Ibid, p. 65. |

4) Quoted by V.V. Bhatt, op. cit., p. 55.
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investment of about 5 per cent of national income(as seen already), and
a tqtal drain of the order of about 1.5 per cent of national income

on the eve of independence, there was a net loss of savings and foreign
exchange equal to about one-fourth of net investment. This could other-

wise be used to pay for imports of capital goods.

Conclusion:

During the colonial rule, India experienced a process of de-in-
dustrialization which transformed it from a net exporter of manufactured
goods to a net importer of such goods.. Decay of the handicraft in-
dustry led to the displacement of people employed there in, who had no
alternative but to fall back on service trades and agriculture, in the
absence of a substantial advance of modern industry. Conditions in
agriculture remained almost stagnant, because of defective land tenure
systems and lack of incentives for long term improvements and govern-
ment policy of heavy land taxation, etc. Rapidly rising population
made things worse,because it increased the burden on land and made the
conditioné of the rural folk miserable, especially, those of the land-
less workers and the small cultivators. There was unequal distribu-
tion of wealth and income, which was a logical consequence of social
class structure of the economy,in both the rural and urban sectors.

An idea about poverty can be had from India's low per capita income
of only Rs 62.2 at the time of independence,as well as from the distri-
bution pattern of income in the rural and urban sectors as given in

the table of the next page.
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State of Personal Income Distribution 1953-54 (Percentage)

F:actile~Group§ Rural Urban
Top 5 per cent 17 26
Top 10 per cent 25 37
Top 50 per cent 69 70
Bottom 20 per cent 09 07

Source: Report of committee on distribution of national

income and levels of living 1964, p. 1l4.

Govermment policies inimical to growth coupled with huge 'drain'
of national wealth,were the chief causes of Indian poverty and stag-

nation.



- 33 -

CHAPTER 2

Beginning_of Planned Development

Socilalist Pattern of Society:

After independence,the new Indian leadership became faced with

the task of economic progress. The Indian National Congress, which was
mainly responsible for the independence movement and also India's
independence, had a deep faith in the values of freedom and demo-
cracy,and so favoured a democratic political system, more or less on
the British pattern. They also had a strong faith in the peaceful
methods of enlisting public cooperation for bringing about the desired
changes in the society. For instance, Mahatma Gandhi and other leaders,
won freedom through non-violent methods. They enlisted enough public
cooperation in the form of '"Swadeshi movement' against impdftédvgoods.
Similarly, they believed that some important economic and‘socialfphanges,
can be brought about peacefully through active cooperation and parti-
cipation of the masses. These values and ideas were, later enshrined
in the new constitution of India which was adopted on January 26, 1950.
Its pfeamble proclaimed India a Sovereign democratic Republic and en-
su;ed that all citizens shall enjoy:

"Justice, social, economic and political; liberty of

thought expression, belief faith and worship; equality

of status and opportunity....

"The directive principles of state policy', in the Indian

Constitution further stressed that, "The state shall strive



- 34 -

to promote the welfare of the poeple, securing and pro-
tecting as effectively as it may, a social order in
which justice, social economic and poltical shall in-
form all the institutions of material life."

All future changes in the socio-economic structure of India were to

take place according to the spirit of the constitution.

To bring about such changes and to remove stagnation and poverty,
some concerted action was necessary and this under the prevailing cir-
cumstances could come only from the public authorities. Inevitability
of state action in economic growth of the third world countries, was
generally recognised in late 40's and early 50's. There was of course
difference of opinion with respect to the nature and extent of govern-
ment action. India had two options before it at that time. First,
there was the Gandhian solution to the problem of development which em-
phasised the simple life of spirit and of few wants, handicrafts and
cottage industries, decentralisation of power and, village self- suf=
ficiency. This path meant returning to India's so called glorious
past, instead of blindly imitating the west. The second one, advocated
by the left wing in the Indian National Congress party, particularly
Subhash Bose and Jawaharlal Nehru, wanted rapid industrialisation and
development of the economy on modern lines to eliminate economic stag-
nation and backwardness. After 1950-51,a mixture of these two views
was adopted in the form of goals of long term development, which were

to be achieved through phased plans of five year duration.

With the above background, India set before it the goal of 'Social-

ist pattern of Society', which was to be achieved throughdemocractic
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or non-revolutionary methods. The ideology of socialist pattern of
society is based on the total vision of the society. Its important
implication for India has been that advance inmaterial prosperity
alone is not sufficient to make human life rich and meaningful,un-

less the benefits of this prosperity accrue more and more to the rel-
atively less privileged classes of society,and there is a reduction

of inequality of wealth and incomes. Though the objective of 'socialist
pattern of society' was conceived during the First Five Year Plan, it was
stated more specifically by the Second Plan, "Benefits of economic
development must accrue more and more to the relatively less privileged
classes of society, and there should be a progressive reduction of con-
centration of income, wealth and economic power. The problem is to
create a milieu in which the small man who has so far had little oppor-
tunity of perceiving and participating in the immense possibilities of
growth in the interest of a higher standard of life for himself and
increased'prosperity for the country. In the process he rises in eco-

w1 1n short,socialist pattern meant rapid

nomic and social status.
economic development along with continuous progress towards equality

and social justice.

Development strategy:

Next question was how to attain rapid progress on the one side
and promote social equality on the other. In so far as the question
of growth with equality is concerned, a new strategy for industrialisa-
tion of the country was adopted in 1948 through the first Industrial
Policy resolution and further substantiated in 1956 by the second such

resolution. The 1956 resolution declared that,

1) Gol Second Five Year Plan, 1956, p. 22.
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"The adoption of socialist pattern of society as

a national objective as well as the need fbr plan-

ned and rapid development require that all industries
of basic and strategic importance or in the nature of
public utility services, should be in the public sector.
Other industries which are essential and require in-
vestment on a scale which only the state in the pre-
sent circumstances could provide, have also to be in
public sector. The state has therefore to assume
direct responsibility for the future development of

. . 1
industries over a wider area.' )

According to these policy statements, industries were divided in
three broad categories. In the first category (Schedule A), there were
17 major industries whose future development was made the exclusive
responsibility of the state. Some important ones included in this
category,were Arms and Ammunition, atomic energy, iron and‘scegl, heavy
machinery and similar other industries of basic and strategic importadce,
The statement did not contain any threat to existing units in thé pri-
vate sector, as to their nationalisation. The second category,consisted
of 12 industries (Schedule B) which were to be progressively séate owned,
and in which the state would therefore generally take initiative in
establishing new undertakings,but in which private enterprise would
also be expected to supplement the efforts of the state. Some of the
industries included in this category had been, fertilizers machine tools,
antibiotics, etc. The policy statement emphasised the need for coopera-

tion between the public and private sectors as far as development of

1) Gol. Second Five Year Plan, 1956, p. 45.
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this second category of industries was concerned. The third category
consisted of all the rest of the industries, whose development was

left to the private enterprise. It was clarified that though the state
will have the option to start any industry in this category, whenever
it deems it necessary, the general policy of the state will be that of
encouraging the development of these industries in the private sector,
through facilities like development of transport, power, finance and
other such services. Besides, growth of private industries would be

helped through fiscal and monetary policies as well.

Industrial Policy statements emphasised the development of in-
dustries not only through the efforts of the public authorities,but
also through the initiative and enterprise of the private sector,and
in this way,a mixed economy was envisaged for India. This strategy
was nothing new,instead,it represented some kind of compromise between
the elite groups in the congress party and the financial-groups like
Birla and Tata, who worked in collaboration with the National planning
committee formed in 1938 under the chairmanship of Jawaharlal Nehru.l)
The capitalists favoured mixed economy, because they hoped to benefit
by the expansion of social and economic infrastructure. .It should not
be surprising therefore,to find that the big capitalists benefited
during the period of plamned development and mostly at the cost of
middle classes. But generally speaking, inspite of the criticism from
certain quarters, this policy of mixed economy recéeived sﬁppoft from the

majority of Indian population.z)

In reality this mixed economy in India,has meant the creation of a

public sector including its financial intermediaries along with a large

1) Charles Bettelheim, India Independent, London, 1968, p. 145.
2) 1Ibid, p. 145. '
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private sector, both in industry and agriculture. The public sector,
though small in size has its importance for two reasons. It has set
up plants which could never have been financed by private capital for
lack of funds,and also because of low returns on its long term invest-
ments. The public sector was able to do this job with the help of
foreign loans mainly from the socialist countries. Secondly, the
public sector has created a good deal of productive capacity in the
sphere of-heavy industrysand reduced the country's technical reliance
on ‘foreign countries. Development of steel works and of equipment
for metalurgical, mining, heavy engineering and electrical industries

is of great importance for further industrialisation.

As regards the private sector, the Industriai Policy statement
of 1956 made it clear that, "Industrial undertakings in the private
sector have necessarily to fit into the framework of the social and
economic policy of the state and will be subject to control and regula-
tion in terms of relevant legislation."l) The Third Five Year Plan
further clarified that,"all enterprise whether government or private
has to meet the test of public interest in terms of the basic economic

d."z) A more lucid des-

and‘sociél goals which the country has accepte
cription of this policy has been given by Jawaharlal Nehru, 'Broadly
speaking the way we look at our own problems - whether it is'poverty,
our developing into a welfare state and toward a large measure of equal
opportunity - it does not fit in with the growth of private enterprise
in a big way. In a small way, yes, of course. In any event in India
by far the greatest part of our life and our industry is bound to be

governed by private énterprise. Take the whole of land, we are an

1) Gol Second Five Year Plan, 1956, p. 47.
2) Gol Third Five Year Plan draft outline, p. 2.
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agricultural country. Take the whole of our small industry a very big
sector in India. All these form a private sector - private industry.
In regard to big industry we are anxious to avoid the development of
monopdliés in private hénds because we think that they would come in
the way of both equalisation and of general all-round progress. We

are against concentration of power, political and economic. Therefore,
we think in terms of what may be called basic industries, under state
control. As far as possible we would much prefer if other industries
would be organised on a cooperative basis private but cooperative....
This is our broad approach. It does not quite fit in with the American
approach of giving free reign to private capital and private monopoly,
Of course, it does not fit in with the Communist approach either. Yet
it is the economic approach that governs our policy and this is so
-even politically."l) In short, the government never wanted that there

should be an unfettered growth of the private sector leading to exessive

concentration of wealth and economic power.

To see that the reality conformed to the declared policy, the govern-
ment introduced a large number of regulations out control measurég,s
such as price fixing,wage,controls, supervision of foreign trade and
exchange control, rationing of some important but scarce products}legisla-
tion concerning the formation of new companies and on financial market
issues etc. Though these measures looked good on paper, they had very
little practical effect, because of the weak administration, prevalence
of ffaud, etc. In several cases, the powe;ful interests managed to get

some of these decisions modified. Control of foreign exchange, at the

beginning of the Second plan,is a typical example of bad management ,

1) Quoted by G. Myrdal, Asian Drama, Allen Lane, 1968,pp. 816-817.
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For instance, the currenéy reserves on which the public sector had priority
demands, were actually used by the private sector for impOrt;ng goods of

nminor importance to the national economy.

In short,in the field of large scale manufacturing industries the
new strategy emphasised the development and subsequent expansion of
public sector to achieve the twin objectives of growth and equality.
Though most of these industrial undertakings failed to fulfill the
objectives of efficiency and profitability,yet these were considered
of secondary importance in the initial stages of their development.

It was further believed,in their case,that as they became mature and
surmount administratiye problems, they would improve in efficiency,
etc. Secondly, with regard to the private sector, the general attitude
of the govermment and its subsidiaries was to help in its growth.
Essentially there were some negative aspects of the state policy of
controls and regulations which hampered growth. By and large, these
'policies'helped in the growth of big business and economic concentra-

tion as we see in the following details.

What about the other sectors like small scale and cottage industries
and the vast field of”aggiculture? The new development strategy{be-
ginning with the Second Five Year Plan, emphasised the development of
cottage and small scale industries in order to increase production of
the consumer goods and to create adequate employment opportunities.
Similarly,in the rural areas the govermment envisaged institutional
reforms in the form of abolition of Zamindari tenures and protecting
the rights of cultivators, introduction of national extension service,

and community development projects for all-round development of rural
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areas. Besides, govermment also took measures to improve both pro-
duction and marketing of agricultural products, by encouraging a net-
work of rural cooperatives. Also to decrease the dependence on finan-
cial and marketing intermediaries, the government tried to establish.co-
operative credit societies. Tb provide technical assistance to farmers
on the use of new technologies, development blocks were created under
the national extension and community development schemes. In short

the govermment tried in most of these ways to reform the rural society,
in order to create better climate for incréased production and its

more equal distribution. Moreover, it tried to bring about social re-
%orms like the abolition of caste system through legal and other measures.
Similarly, it tried to popularise its various schemes through publicity
measures, social gatherings, radio, etc,, and also mass social support

in the form of development of roads, reservoirs and other forms §f

rural uplift. How much success was achieved in the case of the twin
objectives of growth and equity? It can generally be said that success
was not as much as expected, but at least the foundations were laid for
building a new rural society. There are several reasons for the lack of
satisfactory progress and these we shall discuss in further detail

as our study progresses.

Nature of Indian Planning:

Having discussed the broad nature of the Socialist Pattern of
society,and the development strategy adopted by the government of India
to move towards this goal, we turn to an understanding of the nature

of Indian planning and the broad characteristics of the Indian Plans.
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It must be recognised at the outset,that neither the politicians
nor the civil servants and the technocrats who prepared India's first
five year plan,had any experience in planning. They also did not have
any set dogmas and rigid theories and models in mind at that time.

As can now be seen, Indian Plans are empirical and are intended to
provide answers to some urgent problems, (more or less). They state that
is intended or expected. In this regard, they are essentially different
from socialist plans which lay down imperative and compulsory conditioms.
The socialist plans, once adopted have to be implemented by administra-
tion and enterprises, whereas Indian plans attempt to define as pre-
cisely as possible the govermment policies for agriculture, industry
etc. for the five year period. The implementing machinery may use its
éisqretion in the fulfilment of the plans without violating any legal

obligations.

The major cause of this situation is the mixed nature of the Indian
economy in which the private sector is predominant and in whose case
only a few restraints or prohibitive measures can be taken. The-plans
are more imperative in the public sector, but even here nothing is strictly
compulsory, because the public sector is administered by civil servants
or the government departments and minigteries who may often have to
submit to the pressures from various outside quarters, i.e. vested

interests.

So in India, there is no planning in the true sense of the word,
because of lack of compulsory execution of the plans,after they have
been prepared. Now let us have a look at the way the Indian plans are

prepared.
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In March 1950,a planning commission was set up with the Prime
Minister as its chairman. In July 1951, the commission had prepared
a draft outline of the plan which was to be in effect from April 1,
1951 to March 31,-1956}_ This was a generalised plan consisting of a
fusion of different projects, most of which were already underway
in July 1951. The central ministries, state governments and the re-
presentatives of the important industries discussed the various pro-
blems in various forums and in the press, the planning commission drew up
the final version of the First Five Year Plan and submitted it to the
govérnment’on December 7, 1951 for approval. It was ratified by the

Parliament at the beginning of 1953.

At the state level, there usually are state planning committees
and Boards for the drawing up and the execution of the plans. The state
planﬁing.board, besides having the members of the state planning.com-
mittee, has some non-officials members also. The state Planning:Board

is presided over by the chief minister of the state.

Further down the scale,there is a District planning committee
headed by a District planning officer and presided over by the cdllecto:
or the Deputy Commissioner, both civil servants. Finally,there is
Project advisory committee with official and non-offical members, which
advises the Project Executive officer. This structure was not created
at a stretchsinstead it took this sﬁape slowly. The National develop-
ment council"(NDC) was established on August 6, 1952, and consists of
the Prime Minister, chief ministers of states, and members of the planning
Commission. The NDC has the real power in the formulation, and the

periodical evaluation of the policies and programmes. In the words
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of Hanson, "The NDC is 'de-fecto', more than an advisory body but it
is less than executivé one. It may best be described rather lengthily,
as the most important organised gathering where plans undergo adjust-
ment in the light of the needs,pressures and prejudices and capacities

nl)

of the states.

The Planning Commission's activities include the preparation of the
plans and see that they are going as foreseen or should be revised.
The commission is assisted by a corps of civil servants, govermment
economists, specialised services of Technical Ministries and the two
statistical organisations. The central statistical organisation (CSO)
gathers and collates most of the statistics available from official
sources,and the Indian statistical Institute (ISI) a semi-public organ-
isation, which makes tests by means of National Sample Surveys (NSS)
etc. The planning commission also gets statistical information from the
Reserve Bank of India (RBI) as far as financial and agricultﬁral data

is concerned.

In India's federal set up, plans concerning the states are pre-
pared by the states themselves rather than by the Planning Commission.
The state plans are submitted both to the Planning Commission and to
their respective state legislatures. The final plan of each state
theréfore,becomes a compromise between the state and the centre through
mutual discussions. The central govermment and the Planning Commission
assume the role of coordinators through various ways, i.e. allocation
of resources both material and financial etc. So in the complete set
up, the Planning Commission assumes the role of formulationof policy and

the overall plans, the central ministries, various government depart-

1) A.H. Hanson, The Process of Planning - A Study of India's Five Year
Plans, 1950-54, London, 1966, p. 62.
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ments, the states etc. take up the tasks of the implementation of the

plans,_ahd*of administration.

As economic policy has to be based on the aspirations and the
accepted goals of economic expansion, it is interesting to know how
the desired structural changes can be made in order to give a proper
direction to the economy. The policy should be such as to mobilize
both physical and financial resources,and direct them in the desired
¢hannels. It should also help in promoting the desired patterns of
consumption. The main devices or instruments of such policy are firstly,
pdbliC-investment (public sector) and secondly, price méchanism,
regulétipn and control of foreign exchange, licensing of industries,
price controls, rationing etc. We may examine them at some length in
turn. The second category we have discussed above,and so take up the

case of the first one now.

In a mixed economy, heavy investments in building the infrastructure
such as roads, schools, hospitals, etc. will be almost entirely in
fhe public sector because they yield no direct return. Sﬁnilarly,in—
vestments in power, tramsport,irrigation, etc. are also like;ybto be
in the public sector mainly because of the fact that they are too slow
yielding, technically difficult and heavily capitalised for private
investor to undertake. Next, investments in industry and agriculture
by the public and private sectors depend on several factors, most
important of which are the ideology and the declared policy of the
government. In the case of India the declared policy, as seen already

, was the socialist pattern of society and the division of industries

in various categories as per the industrial policy statements of 1948
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and 1956. Without going into the merits of this policy we can only
say that the basic purpose of this policy was to expand the public
sector both as a tool of economic growth and & mechanism for social
change. For instance, ownership of the Basic industries like steel
tould be used by the govermment as a lever to manipulate the working
of the economy. With the power to fix the prices of the important
products like steel, power, etc., the govermment can affect the pro-
fitability of the private sector and thus change the structure of the
economy. Similarly,through its large scale purchasés,the‘public sec—
tor can direct the movement of the economy. According to R.C. Dutt,
"our object is not to make steel or cars, but to use steel and car
making as a tool for social change and economic progress." Further, the
establishment of industries in the public sector has also spatiél’aﬁd
temporal consideratiomns. This means that the public rather than
private investments would care for regional balances as also for the
future generations. Similarily, onlypublic enterprises would prddﬁce
goods for economically weaker sections of society and make them avail-
able»at:the non-market prices and thus direct the resourcesvin the
desired channels. Production and sale of milk, drugs, textiles, paper
etc., are some of the examples where the interests of vast majoricy
of the>pébple are better looked after through public production and

distribution at the controlled prices.

The two important questions which are often raised in connection
with the public sector undertakings are, the problem of their manage-

ment. and control, and secondly, of their commercial viability. Govern-



- 47 -

ment control includes the accountability of the enterprise to the
public through government and Parliament, especially in respect of its
proéuction, distribution, development accounts, management and industrial
‘relations. The enterprises may be given autonomy in so far as their
déy to day working is concerned. The extent of autonomy and control

in fact, depend on the organisational form of an enterprise. There
are three main forms of organisation of public undertakings inIndia,
and these are, deparmental undertakings like railways, posts and tele-
graph, the government companies established under the companies Act
like the private companies, and thirdly,public corporations established
by special laws. The departmental undertakings are least suited for
commercial enterprises,because these can be least autonomous. The
Planning Commission suggested the corporation form of organisation

for most of the enterprises which are in the nature of public utilities
and social services. The company form of organisation gives more auto-
nomy and so is more suited to the commercial and trading concerns,
which have to compete with the private enterprises. In short, the
degree of control and autonomy given to the various enterprises has
depended on the broad nature of the organisational grouping in which

they are inclhded.

Commercial viability or economic feasibility of the public under-
1

takings is the second important question. According to Hazari and Oza™’,

the criteria of economic feasibility should include the following:
1. Pricing of the products on the basis of international prices

with an initial mark up in the form of import duties;

1) R.K. Hazari and A.N. Oza, "Public Sector in India," in Economic
Development in South Asia, London, 1970, p. 95.
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2. Sufficient flexibility of product pattern to take advantage

of market trends;

3. Optimum scﬁeduiing of investment and cash generation so as
to minimise the total capitalisation (which would in many
cases require starting on a relatively small scale and then

expanding with the help of earlier cash generation); and

4, Use of a realistic interest rate for purposes of capital

rationing.

Though these broadly are the criteria for economic feasibility
of a public undertaking,a variety of non-commercial and non-profit
objectives also have ﬁo be considered alongside. Major investments
whether public or private,cannot possibly be separated from political
considerations. In the words of Hazari and Oza, "once it is conceded
that public enterprises have a variety of non-commercial, non-profit
objectives, it is logically impossible to avoid any local pressures
for employment or the responsibilities of being a good citizen in
the area of location, quite apart from national level responsibilities.”l)
It, therefore, follows that in a country like India we should not be sur-
prised to find a mixture of the economic, ideological, social and

political considerations, determining the establishment and development

of public untakings. We may sum up the whole discussion as follows:

The realisation of the long term goal of "Socialist Pattern of
Society'", led the government to evolve a strategy of all-round develop-
ment with an emphasis on the development of basic and heavy industries

at a faster rate,starting with the Second Plan period. To step up the

1) Ibid, p. 97.
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rate of investment,it was deemed necessary to expand the public sector.
Expansion of this sector,and the establishment of key industries in

this sector,was meant to give it the commanding heights and to direct
the future course of the economy to achieve the broader social objectives
of reducing inequality and avoid concentration of economic power. Along
with this, development of small scale and handicraft industries and
socio economic reforms in agriculture,were also envisaged as additional
steps in the direction of the twin objectives of growth and greater
social equality. Though public sector investments expanded during’

this period and helped to some extent in the growth process, the other
socialist objectives lagged far behind as we shall see in the following

chapters.

India, as we know, was a stagnant economy at the time of her in-
dependence, therefore, it was not so easy to build socialism in a
short span of about ten years, more so when the intension of the govern-
ment was not nationalisation of the private enterprises at least during
this period. Heavy responsibility lay therefore,on the public sector
to do the needful. So beginning with the First Five Year Plan, public
investments expanded fastly, in industry, agriculture, infrastructure,
etc. But the question is, whether the socialisation of means of pro-
duction is a sufficient condition for establishing a socialist society.
Public ownership of instruments of production, distribution and exchange,
are without doubt of prime importance and therefore desirable to establish
new property relations. Equally if not more, important is the change
in the content of thought and behaviour of the people. The architects

and engineers of economic development,have to be fully aware of the



- 50 -

need for creating a new code of private and public conduct, especially
in the initial stages of the emergence of a socialist society. Real
socialism is therefore as much a matter of human relations as of in-

stitutional changes.

A great deal has been talked about labour participation in manage-
ment;but no real beginning has been made in this direction. Public
enterprises often lag behind the private enterprises in this respect.
Along with this,we find that private interests have been building em-
pires ,and a close alliance between them and the bureaucracy at the
higher level is being forged, which makes them a decisive factor in
both pplicy making and administration. Similarily, institutional
changes in the vast field of rural economy, have failed to protect
the interests of the weaker sections and have instead helped more the
powerful groups. So building a real socialist society remains largely

a dream.
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CHAPTER 3

The First Two Five Year Plans:

Their Objectives, Policies and Programmes

Having described the broad social objective of the ''Socialist
Pattern of Society",énd the mechanism or the strategy adopted by
the government to achieve it we come to the specific plans for
development, especially the first two Five Year Plans covering a
period of ten years from April 1951 to March 1961. These plans as
also the plans following these two, embody in them the specific
programmes and policies of the government of India to bring about
the socio-economic changes and achieve the desired objectives. We
divide our study of these plans into four parts for the sake of
simplicity and better understanding. These are, broad characteristics
and objectives of the plans, targets and programmes of development
‘for various sectors, financial dimensions of the pians,and lastly,thé

major sources of finance both internal and foreign.

Objectives

According to Griffen and Enos,

"There is a hierarchy of objectives from the general to the
specific, from the abstract to the particular, from the
unmeasurable to the measurable. In a plan we should find
all these levels; the most abstract - the aspirations - which

reflect the ultimate aims of the society; the intermediate - the
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Goals~~which are still abstract but which may be capable
of being reached during the pgriod over which the plan
operates; and the least abstract - the targets - which
are specific quantitative results that the plan is

designed to achieve."l

Indian plans are no exception, and in fact represent a mixture of

these various types of objectives. As regards the aspirations, we

have discussed in the last chapter the goal of a '"'socialist pattern

of society" as envisaged through the Industrial Policy statements.

We, therefore, come to the second category of intermediate goals. The
First Five Year Plan was concerned mainly with the readjustment and
rehabilitation of the economy,and the solution of the current problems
created by the Second World War and the partition of the country.
Important among these problems were, supplies of food grains and

raw materials and the creation of some social overheads or infra-structure.
Food shbrtages were to be overcome to contain inflation. Similarly, the
supplies of agricultural and other raw materials were needed to be
increased in order to enable the existing industries to get going.

As regards development of industries, though the Ihdustrial Policy
Resolution of 1948, emphasized the establishment of new enterprises in
the public sector, the Planning Commission did not want to go ahead with
it during the First Plan period. So expansion of industrial output

was left solely to the private enterprise and effort. The following were

some of the major arrangements envisaged by the First Plan:

1) K. B. Griffen and J. L. Enos, Planning Development, London: 1970,
P. 31.




- 53 -

Rehabilitation of the economy, devastated by the ill-effects

of the Second World War and the Partition of the country.

Solution of the pressing problems of supplies of food and raw

materials like cotton, jute, coal, etc.

Creation of the infra-structure like roads, railways, irrigation,

hydro-electric works, etc.

Initiating measures of social reform and social justice

consistent with the directive principles of the Indian Constitution.

Building up administrative and other organizations needed for

carrying out programmes of development in the country.

The Second Five Year Plan,envisaged not only to carry forward the

programmes started under the First Plan, but also to undertake the.

development of some heavy industries enlisted in Schedule 'A' of the

Industrial Policy Resolution of 1956. The key role in this connection

was assigned to the public sector which was supposed to undertake a

major investment effort for rapid industrialization and self reliance.

Specific objectives'ofythe‘Second Plan were as follows:

1.

A sizeable increase in national income so as to raise the standard

of living in the country.

Rapid industrialization with particular emphasis on the

development of basic and heavy industries.
A large expansion of employment opportunities and

A reduction of inequalities in income and wealth and more

even distribution of economic power.
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In the words of the Second Plan, these objectives were stated thus,
"The principal task is to secure an increase in national income by
about 25 per cent over the five years, to enlarge employment opportunities
‘at a rate sufficient to absorb the increase in labour force consequent
on an increase in population and to take major strides forward in the
direction of industrialization so as to prepare the ground for more rapid

advance in the plan periods to come."l

The Planning Commission wanted that all these objectives should
be achieved in a balanced manner so that excessive attention to anyone
of these,does not create problems for the attainment of the other objectives.
That is why it remarked, "These objectives have to be pursued in a balanced
way, for excessive emphasis on any one of them may damage the economy and
delay the realization of the very objective which is being stressed.
Low and static standards of living, underemployment and unemployment,
and to a certain extent even the gap between the average incomes and
the highest incomes are all manifestations of the basic under-development
which characterizes an economy (India) depending mainly on agriculture.
Rapid industrialization and diversification of the economy is thus the

core of development."2

2. Programmes for Development:

National and Per Capita Income:

The National product was expected to increase from Rs 9,110 crores
in 1950-51 to Rs 10,800 crores in 1955-56, and to about Rs 13,480 crores
in 1960-61 at constant prices. This meant an increase of about 12 per

cent during the First Plan period and 25 per cent over the Second Plan

1) Government of:India,(GoI),Second Five Year Plan, 1956, p. 51.
2) Ibid, p. 25. ‘
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period. Likewise, the per capita income was expected to increase from
Rs 253 in 1950-51 to Rs 281 in 1955-56 and to Rs 331 in 1960-61, i.e.
an increase of about 11 per cent and 18 per cent over the First and

1)

the Second Plan periods respectively.

Level of Investment:

The envisaged changes in income and output were based on the pro-
gramme for industrialisation which in turn was conceived in terms of
level of investment and savings in the country. Net investment as.

a percentage of national income was about five per cent before the
First Plan., The plans envisaged an increase in investment and domestic
savings from abQut five per cent to seven per cent,and then to 10 per
cent respectively over the periods of the two plans. The increase in
savings was to be achieved through loans, mobilization of small savings
with the help of national savings certificates,and various other in-
centive schemes, etc. Besides, savings were also meant to be increased
through compulsory measures like provident fund, additional taxation, etc.
The consumption expenditure was expected to increase by 16 and 21 per
cent over the periods of the two plans. A complete picture of the in-
tendéd increases in the above mentioned variables can be had from the

table below.

(table on following page)



- 56 -

National Income, Savings and Consumption

(Rs crores at 1952-53 Prices)

1950-51 1955-56 '1960-61

National Income 9,110 10,800 13,480

Net Investment 448 790 1,440
Net Domestic Savings 455 756 1,310

Consumption Expenditure 8,655 10,044 12,170

Investment as 7% Age N.I.
(2 as % Age of 1) 4,94 7.31 10.68

Domestic Savings as % Age
of N.I. (3 as % Age of 1) 4.98 7.00 9.7

Source: Second Five Year Plan, p. 79.

From the above table, it is clear that both savings and investment
as percentage of national income were to grow overtime. The question
now arises as to what were the respective shares of the public and private
sectors in the total investments, and how these were planned to grow
over the period of the plans. An idea about this can be had from the

table given below:

Share of Public Sector Investment

in Total Investment (Per cent)

Proposed Actual
Public Sector Private Sector Public Sector Private Sector
First Plan N.A, N.A, 46.4 53.6
Second Plan 61.3 38.7 54.0 46.0

Source: .J. Bhagwati and P. Sesai, India, Planning for Industrialisation,
1970, p. 136.
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The public sector investments were planned to grow at a faster
rate than the private sector investments. At the end of the Second
Plan, though the realised rate of investment in the public sector fell
short of the target, its relative increasé from about 46 per cent to
54 per cent over the Second Plan period indicates the growing importance

of this sector.

Growth of Qutput:

We shall try now to see how the output in the various sectors
of the Indian economy was envisaged to increase. A general idea can

be had from the following table.

National Product by Industrial Origin

Planned percentage increase during

1951-56 1956-61

Agriculture and Allied Persuits 18 18
Mining 19 58
Factory Establishments 43 64
Small Enterprises 14 30
Construction 22 34
Commerce,Transport, Communications 14 23
Services (Other) 20 23

Source: Gol, Second Five Year Plan, p. 73.

The greatest increase was expected to come about from mining and
factory establishments over the periods of both the plans. The con-

tributions of agriculture and allied activities were expected to be
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the same over the two plans but less than those of other sectors,especially
manufacturing and mining. In other words,largest production was ex-
pected from secondary activities with the services coming next. Agri-
culture was not expected to grow as rapidly as the overall national

product,at least during the Second Plan period.

How were these increases expected to be realised? This takes us
to a study of the plan outlays and allocations which will enable us
also to understand the broad strategy adopted for increased production

and future development.

Public Sector Outlay (Rs crores)
(Actual)

First Plan Second Plan
Expenditure P.C. Expenditure P.C.

Agriculture and Community

Development 291 15 530 11
Major and Minor Irrigation 310 16 420 09
Power 260 13 445 10
Village and Small Industries 43 02 175 04
Industries and Minerals 74 04 900 20
Transport and Communities 523 27 1,300 28
Miscellaneous including Social _

Services 459 23 830 18

Total 1,960 100 4,600 100

Source: Third Five Year ?lan, p. 33.

The above table gives an idea about the development priorities of

the First and the Second Five Year Plans.
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The First Plan aimed at an outlay of Rs 2,069 crores,but the actual
expenditure incurred in the public sector amounted to Rs 1,960 crores.
The Second Plan was comparatively a bigger plan as it proposed an outlay
of Rs 4,800 crores in the public sector. The actual expenditure during
the Second Plan was no more than Rs 4,600 crores. Next question is
how much of these total outlays was of the nature of capital and re-
current expenses? The capital or the investment component of the plan
outlays of the First and the Second Plans was Rs 1,850 and Rs 3,800

crores respectively. The balance represented current outlays.

‘For the private sector, the planned investments were of the order
of Rs 1,650 crores and Rs 2,400 crores respectively for the First and
the Second Plans. Compared with the public sector outlay, investments
in the private sector, as noted above also, were to grow at a slower
rate. Another noteable element in the public sector outlays is ;
higher priority for the development of industries, especially heavy
industries, and minerals. Here the underlying idea was to achieve
self sustained growth within a relatively short period of time begin-
ning with the Second Plan. Next,we may take up the detailed programmes

and targets set under the two plans for the various sectors.

Agriculture:

Highest priority was accorded to agriculture and community develop-
ment in the First Plan. Both multi-purpose projects and large and
small irrigation works,had been started even before the commencement
of planning in India. These were included in the First and Second Plans
for their further expansion and development. Community develop-

ment through centrally aided national extension serviceswas basically
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meant to establish contact with the people and farming families in the
countryside, and arouse consciousness among them about planning and the
programmes of development, and to enlist their full cooperation, ‘help, and

support.

The programme for increasing agricultural production covered food-
grains, cotton, jute, sugar-cane and o0il seeds. Production of food-
grains was set to increase by 14 per cent in 1955-56 over that of 1949~
50. Cotton and jute production was expected tb increase by 42 and 63
per cent respectively above the level of 1950-51. The production of
sugar-cane and oil seeds was to go up by 13 per cent and eight per
cent respectively during the same period. The detailed programme for
achieving the targets for foodgrains and other crops were worked out
in consultation with the state governments. As noted in the table
abové, a sum of Rs 601 crores or 31 per cent of total outlay of the
First Plan was allocated to agriculture; community development and
the major and minor irrigation works. This means that most of the in-
crease in agricultural production was to be achieved through increased
irrigation facilities ané the programmes like community dévelopmént
and national extension. The plan also made detailed references to
the programmes of land reforms of which we shall discuss more in the
objective of equality in this Chapter. The commission also mentioned
other reforms like providing agricultural finance through a network

of rural cooperative credit societies, improved marketing organisation,

reform of agricultural machinery and techniques, etc.

The Second Plan envisaged carrying forward the programmes of develop-

ment in agriculture and allocated a bigger sum of Rs 950 crores or 20
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per cent of the total outlay for the purpose. Comparatively lower
priority for agriculture during the Second Plan was due mainly to the
fact that agricultural production during the First Plan period in-
creased by 11 million tons or 20 per cent against the target of 14
per cent. The planning commission felt encouraged by this progress
(though this proved to be a. temporary phase), and accorded a lower
priority to agriculture during the Second Plan. The commission hoped
for a continuous and consistent increase in agricultural production
over the Second Plan period also,and so decided to keep the develop-

ment of industries high up on the list of priorities.

The target for additional production of foodgrains was set at 10
million tons, i.e. an increase of 15 per cent from 65 million tons in
1955-56 to 75 million tons in 1960-61. Production of cotton, sugar-
cane, o0il seeds and jute was expected to increase by greater percentages,
i.e. by 31, 22, 27 and 25 per cent respectively. These increases were
envisaged to come about from additional area under irrigation and in-
creased consumption of fertilizers, etc. The target for additional areas
under cultivation was set at 21 millions acres and the use of nitro-
genous fertilizers was expected to increase from 6.1 Lakh tons to 18
Lakh tons in 19605 Increéase in production was also expected to result
from better quality seeds and land reclamation and improvement prbgrammes

covering the area of about 3% million acres of 1and.l)

Power production was also accorded a high priority in both the
First and the Second Plans. Its total production or generation from
the two main sources, i.e. hydro-electric and thermal power projects

was expected to be almost equal. At the beginnihg of the First Five

1) Gol, Second Five Year Plan, p. 63.
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Year Plan, the total installed capacity for the generation of electri-
City was 2.3 million k.w. The First Plan envisaged an increase in
power capacity of some seven million k.w. in 15 years. The installed
capagity over the First Plan period increased by 1.1 million k.w and

a further increase of 3.5 k.w. over the Secopd Plan period was planned.
To achieve these targets, the First and the éecond Plans allocated

1)

about 13 per cent and 10 per cent of total outlay respectively.

Industries and Minerals:

Industries and minerals were accorded a higher priority in the
Second than in the First Plan. This is evident from an increase in
outlay for this sector from only four per cent in the First Plan to
20 per cent in the Second Plan. This was done with the aim'ofinicia;ing
a process of decisive transformation, so that economic growth could
be made more or less automatic in the future. In 1949-50, the Fiscal Com-
mission had pointed out that development of industries in India was
lopsided ,because the basic and heavy industries did not keep pace with
growth of consumer goods industries. The commission had therefore
recommended a speedy development of these basic and heavy industries.

As seen already, during the period of the First Plan, the government
was interested in adapting the economy to the needs of the moment,
rather than in laying the foundations of future development. For this
very reason outlays and investments in industry remained low in rela-

tion to the total outlays and investments.

As regards the relative importance given to the industries pro-
ducing consumer goods and those producing means of production, i.e.

producer goods like, steel and engineering industries, petroleum re-

1) 1Ibid, p. 66.
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fineries, cement industry, etc., the latter accounted for about 75
per cent of the total investment in this sector. This can be seen

from the table below:

Public and Private Industrial Investment

during the First Plan (Million Rupees)

Target Actual

Matallurgical Industries 850 610
Petroleum Refineries 640 450
Chemical & Pharmacentical

Industries 260 270
Engineering Industries 530 460
Cotton | 90 200
Sugar 01 50
Cement 177 175
Paper and Cardboard 74 120
Other 323 189
Total 2,945 2,524

Source: India; 1960, p. 301.

The above table clearly shows that the processing industries pro-
ducing consumer goods did not expand rapidly during the First Plan

period.

The Second Plan gave a priorxity to the basic industries. This is
evident from the fact that out of a total investment in the large scale

or big industries of Rs 10,940 million for the period 1956-61, Rs 9,150
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million or 86 per cent were to be made in the basic industries. This

can be analysed from the table given below:

Public and Private Industrial Investment

during the Second Plan

Target Actual
Rs Millions Per Cent Rs Millions Per Cent

Metallurgical Industry 5,025 45.9 7,700 52.0
Engineering Industry 1,500 13.7 1,750 11.9
Chemical Industries 1,320 12.0 1,400 9.5
Cement, etc. 930 8.5 600 4,1
Petroleum Refineries 100 5.0 400 2.7
Paper and Cardboard 540 5.0 400 2.7
Sugar 510 4.7 560 3.8
Natural Textiles 563 3.3 500 3.4
Artificial Textiles 240 2.2 340 2.3
Others 415 3.8 1,150 7.8

Source: Third Five Year Plan, p. 456.

The tilt in favour of the basic and heavy industries was the
logical consequence of the industrial strategy that had been adopted

by the government.

The major programmes in the public sector concentrated on the pro-
duction of steel, coal, manganese non-ferrous metals, heavy machine

building, heavy chemicals and drugs, petroleum refining, etc.
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During the Second Plan, three steel plants with one million tons
capacity each, were planned to be established in the public sector at
Rourkela, Bhillai and Durgapur. Steel production at Mysore iron and
steel works was to be expanded to 100,000 tons. The combined output
for finished steel from all public sector plants was expected to be
of the order of two millions tons. Similar increases in steel pro-
duction were also expected from the private sector plants. Some other
programmes of the private sector industries included expansion of
cement industry, aluminium industry, ferro manganese and refractories
etc. Besides, production of machinery,including that for cotton tex-
tiles, jute, sugar, paper, cement, agriculture, road making, was also

to be substantially increased by the private sector industries.

Of the total investments, quite a large proportion went intd the
field of industrial development in both the public and private sectors.
Another,and equally significant fact in this regard,is that a greater
share of these came from the private sector. This can be seen from

the table below:

Public Sector Investments in Industries

First Plan Second Plan

Total Investments in Organised
Industry (in Rs crores) 398 1,620

Percentage Share of Public Sector 15 47

Source: India Pocket Book of Economic Information, 1972, p.

274,
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The table above shows that though the share of the public sector
in industrial investment was increasing fast over time, it was still

less than that of the private sector.

The village and small industries received a greater share during
the Second Plan than in the First Plan, i.e. two and four per cent respectively
of the total outlay. This was done for two reasons, to increase the
supply of consumer goods and secondly, to expand employment opportunities.
As the production of consumer goods was left largelyto the private
sector and the government could only indirectly encourage their pro-
duction, it became necessary to develop the village and small industries
under the care and guidance of the state and central govermment depart-
ments and ministries. Prominent among these industries were handloom
industry, hand trades like production of oil, sugar (Khandsari & Gur),
rice husking, tanning, etc. as well as the small scale urban industries
like, sewing machines, buttons, cycle parts, etc. The methods employed
to encourage small scale industry were like internal protection by for-
bidding the expansion of rival modern industries, subsidies, financial
aid, tax rebates, arrangement for their sale through the state emporia,

etc.

Services Sector:

Next we consider the case of the policy towards the expansion
of'tertiary sector. Development of transport and communications was
given equal weight in both the plans, i.e. 27 and 28 per cent respect-
ively of the total outlay. During the First Plan,a little more than
half the outlay for the sector was meant for railways and the other

half went to other means of transport and communications. The pro-
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gramme for railways included replacements which had accumulated since
the second World War and installation of additional capacity to cope
with increasing load. The Second Plan provided for the doubling of
1,607 miles of track and conversion of 265 miles of metre guage into
broad guage lines. It also provided for steady electrification and
the'deiselisatiod' and construction of 842 miles of new lines and rene-

wal of 8,000 miles of old tracks.

For the development of roads in the centre and the states, an
amount of Rs 100 crores was earmarked during the First Plan, Of this,
nearly 50 per cent was for national highways and the rest for state
roads and road transport. Rs 96 crores were provided for shipping,
ports and harbours,and inland water transport as against Rs 32 crores
in the First Plan. For civil aviation, the First Plan allocated Rs
9.5 crores. Its programme included the integration of existing air-
lines and setting up of state corporations, such as the Indian
Airlines Corporation and Air India International. The Second Plan
made a further allbcafion of Rs 43 crores for civil air tramsport, i.e.
for the purchase of additional aircraft and improving their operational

facilities.,

Similar improvements were envisaged for posts and telegraphs,
telephone industries and broadcasting services. The basic aim in. the
case of all these industries was to increase efficiency and to expand

facilities to cover a larger proportion of the Indian people.

Expansion of Employment Opportunities:

The third objective of the Second Plan was to expand employment

opportunities.
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1)

In 1950-51 the Agricultural Labour Inquiry Report submitted to
the Ministry of Labour revealed that male agricultural labourers could
find employment for an aéerage of only 218 days a year. The female
agricultural labourers worked for only 134 days a year,and were there-
fore out of work for more than half the year. The National:Sample

2)

Survey's fifth and sixth reports”’, found that about 27 per cent of

the economically active rural working force was employed for less than
10 days a month. The corresponding proportion for urban labour force

is about 9.65 days. The seventh report of the National Sample Survey

indicated that nearly 30 per cent of the economically active labour

force, i.e. about 47.72 million people, were not working full time in

1952-53,and about 20 million were working quarter time or less.

The First Plan did not give any definite picture of the problem
of unemployment‘and underemployment. According to the estimates of
the Second Plan, the volume of unemployment stood at 5.3 million in
1955-56,and an addition to it of 10 million people was expected during
the Second Plan period. A major part of this increase was to be in.
the rural sector. Therefore, a target of 10 million new jobs was set,
leaving the backlog of unemployed of 5.3 million untouched. Of the
target of 10 million new jobs, eight million were expected to result
from the total outlay of Rs 7,200 crores in both the public and the
private sectors. An additional two million jobs were expected to re-
sult from the programmes of rural development and agricultural exten-

sion.

1) Government of India, Ministry of Labour, Agricultural Labour In-.
quiry, Report on Intensive Survey of Agricultural Labour, 1950-
51, p. 28.

2) Gol, National Sample Survey - Round 14, pp. 73 and 81.
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As for the proposals for employment creation, the Planning Commis-
sion felt that it would largely be confined to the consumer goods in-
dustries, especially the small scale indsutries and handicrafts, and
to the programmes like land reforms, communit& development projects,
National Extension Service, etc. Overallexpansion was also expected
to help in the generation of more employment opportunities. Besides,
overall development was also expected to'help in the reduction of
regional disparities and economic inequality. The commission hoped
that public investment in transport and power and other forms of infra-
structure,would stimulate private investment in medium and small enter-
prises and so would help in attaining greater equality in income dis-
tribution. The following table gives the d<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>