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Editorial Preface 

The New Economic Policies mark the end of an era, a sweep­
ing reorientation of development strategy, a sharp break 
with the Nehruvian project of planning for development. 
When planning became part of the Congress economic pro­
gramme in the 1930s, socialism offered a model of alternate 
society; and the transformation of the planned Soviet econ­
omy impressed many. Centralized planning was seen as nec­
essary for the constitution of the nation state, for equity and 
development. With the crisis of socialism and the stmctural 
changes in the world, social visions and languages of dis­
course have been transformed. While the concepts of social­
ism and planning seem stale to many, the language of laissez 
faire which had faced a long crisis, appears to have regained 
legitimacy. The rhetoric of globalization and liberalization 
has acquired a seductive charm. 

To understand the meaning of liberalization and define a 
perspective for the future it is necessary to move back in 
time, look at the history of planning, and assess the problems 
and contradictions of different development strategies. This 
tract seeks to do that-it traces the evolution of economic 
thinking since the 1930s, notes the major shifts within it, 
evaluates the performance of the economy under planning, 
and finally provides a nuanced critique of the liberalization 
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regulated. What is necessary, according to Vaidyanathan, is 
a discriminatory policy of technological import backed by 
indigenous organizations for absorbing the techniques and 
adapting them. Vaidyanathan argues for the need to learn 
from the East Asian experience. Korea, Taiwan and Japan 
have all achieved their impressive rates of growth in recent 
decades through purposive State action, not through a policy 
of laissez faire. 

xii 
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Introduction 

Early in 1991, before the Narasimha Rao government as­
sumed office, India was in the midst of an unprecedented 
foreign exchange crisis. The country's foreign currency re­
serves, which had been falling for some years, dwindled pre­
cipitously in the wake of the Iraqi war. By March 1991, as a 
result of the sharp rise in oil prices and withdrawal of for­
eign currency deposits, the reserves fell to $2.2 billion 
(equivalent to barely one month's imports) and touched an 
all-time low of $1.1 billion at the end of June 1991. The coun­
try came perilously close to defaulting on interest and repay­
ment obligation on foreign debt. India's credit rating in 
foreign money markets had become so low that it was prac­
tically impossible to secure short-term commercial borrow­
ing. Also, the economy was in the grip of severe inflation 
and the finances of both the Centre and the states were in a 
poor state. 

The crisis was neither sudden nor unexpected. India's 
balance of payments deficit with the rest of the world, the 
government budget deficit and the burden of external and 
internal public debt were progressively increasing through 
the 1980s. Policies which led to this deterioration had been 
widely criticized. The necessity for strong correctiv~ meas­
ures to reverse these trends and restore the health of the 
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economy had been emphasized by several observers as well 
as the Planning Commission in the context of the formula­
tion of the eighth plan. That nothing was done until a pay­
ments crisis actually recurred is a commentary on the 
fluidity of the political situation and the weakness of the 
government. The crisis, however, left no option but to act. 

A series of emergency measures (including the pawning 
of gold reserves and arranging exceptional financing) helped 
to tide over the immediate crisis. The World Bank, the Inter­
national Monetary Fund (IMF) and the donor govern­
ments-who were approached for additional assistance to 
manage the balance of payments difficulties in the medium 
term-insisted on a credible set of policies to achieve and 
sustain within a reasonable period, a .more viable balance of 
payments. This pressure unquestionably was crucial in forcing 
the government to put together a package of policy changes . 

. The 1991-92 budget indicated a number of measures to 
bring down the fiscal and the balance of payments deficits 
in the short run. The central government sought to achieve 
a substantial reduction in its fiscal deficit through a drastic 
reduction in food and fertilizer subsidies, containing the 
growth of non-plan expenditures and reducing the extent of 
budgetary resources made available to public enterprises for 
their plan schemes. Recourse to borrowing from the Reserve 
Bank was also sought to be substantially reduced. On the 
balance of payments front, the main measures included sub­
stantial depreciation of the rupee, containment of import 
growth by a severe squeeze on credit for imports and ar­
rangements for exceptional financing to take care of the im­
mediate debt service payments and build for£'ign exchange 
reserves. 

But the situation demanded more than short-term meas­
ures. In order to achieve macro-economic stability, insure 
against the recurrence of such crises and at the same time 
promote sustained, self-reliant growth, the government has 
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barked on a programme of structural reform of far reach­
eJll 
. g iJllportance. Though all the elements of the reform are 
11:t to be worked out, the measures implemented so far, and ii1ose which are proposed, leave no doubt that it seeks the 
weeping reorientation of development strategy, a narrow­

~ 1g of the State's role in the process and, as a corollary, major 
11hanges in the focus and means of State intervention. During 
~he last two years many important changes have occurred in 
the policies relating to foreign trade and payments, taxation 
and government expenditures, industry and financial insti­
tutions, and the public enterprises. Many more are contem­
plated. The Government of India has recently published a 
discussion paper1 giving a comprehensive view of the re­
forJll programme and its rationale. In order to appreciate the 
range and depth of the structural reform it is useful to re­
vieW the main features of the programme. 

FOREIGN TRADE AND INVESTMENT 

In the sphere of foreign trade, practically all import control 
and licensing regulations have been abolished. All commodi­
ties other than consumer goods can be freely imported and 
the intention is to progressively remove the restrictions even 
on consumer goods. Import duties have been substantially 
reduced and the aim is to bring the rates down to an average 
of about 25 per cent in 1996-97 (compared to 87 per cent in 
1990-91) and to simplify and rationalize the rate structure. 
Imports of gold and silver, which were earlier banned, are 
now permitted subject to payment of a small duty. The rupee 
has been devalued and the rate of exchange between the 
rupee and foreign currencies will no longer be fixed by the 
government but allowed to be determined by the market. 
Restrictions on the export of certain commodities (especially 
agricultural products) have been relaxed. The declared 
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intention is to phase out all quantitative restrictions on ex­
ports as quickly as possible. The policy of restricting private 
foreign investment has been abandoned in favour of active 
wooing of such investment on a much larger scale and on more 
liberal terms than was ever considered in the last four decades. 

FISCAL POLICY 

In its attempt to reduce the fiscal deficit, the central govern­
ment has sought to effect large cuts in food and fertilizer 
subsidies, and exercise greater control over the growth of 
non-development expenditures, including especially defence 
expenditure. More important, the quantum of resources pro­
vided through the budget to finance investments of public 
enterprises has been reduced, and increase in the central 
government assistance to states (other than the mandatory 
transfers in accordance with recommendations of the Fi­
nance Commission) have been moderated. The decision to 
progressively disinvest a sizeable part of the government's 
equity holdings in public enterprises also signals a major 
shift in policy. 

Over the longer run the Centre intends to intensify 
'reduction and redirection' of subsidies over a wider range 
of g~ods and services (including irrigation and electricity) 
provtded by the public sector. Restrictions on budget sup­
port to pu~lic _undertakings and disinvestment of govern­
ment eqmty m public enterprises will continue. The 
government also hopes to further contain the burden which 
the budget has to bear on account of public enterprises by 
cl~sing down non-viable enterprises or selling them to the 
pnvate sector, and by allowing the private sector to enter 
freely in areas hitherto reserved for, or dominated by, the 
public sector. 

Simultaneously, a comprehensive reform of both direct 
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and indirect taxes aimed at simplifying the system, broaden­
ing the tax base and reducing the ~ncentives to evasion is on 
the agenda. Concrete and detailed proposals for such reform 
have been made by two expert committees appointed spe­
cially for the purpose. A beginning has been made by low­
ering the maximum rate of income tax, abolishing wealth tax 
on 'productive assets' and introducing a scheme of presump­
tive taxation of small businesses to widen the tax base. In the 
case of excise duties, the aim is to replace the current highly 
differentiated and complex system (in which some com­
modities are taxed on the basis of physical units and others 
on the basis of value, and commodities are subject to tax at 
several points from the point of production through various 
stages of their transformation before they reach the final us­
ers) with a value added tax. Tariff reduction and rationali­
zation is the third major element in the reform. A systematic 
reform to modernize the entire system of tax administration 
is also envisaged. 

These changes are expected to yield significant increase 
in tax revenues. But more important, the rationalization of 
structure is expected to avoid several sources of distortion in 
the existing system: in particular the virtual exclusion of the 
unorganized sector from the scope ·of income and excise du­
ties; collecting excise and sales tax at several points; and the 
relatively high rates of indirect taxes charged on raw mate­
rial and intermediate goods compared to consumer goods. 
Significant changes in relative prices, costs and returns of 
commodities which are bound to ensue will, it is believed, 
promote greater efficiency all round and thus be beneficial 
to the economy. 

DISMANTLING CONTROLS 

Deregulation and getting rid of bureaucratic controls, alorig 
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with liberalization of trade, technology and capital inflows 
are by far the most far-reaching changes in the policy regime 
under the reform. It was part of the original package an­
nounced in June 1991. While claiming that this has met with 
strong positive response and produced significant benefits in 
the last two years, the. discussion paper recognizes that "fet­
ters on industrial investments and production are still per­
vasive in the states. Requirement for licences, permits and 
inspections at the state and local level continue to be onerous 
and enterprises face difficulties in procuring land, electricity 
and water connections. The responsibility for necessary re­
form is left to the states. The penalty for not reforming will 
be loss of opportunities for expansion of industrial output 
and employment''. 

' At the central level the main thrust of further policy 
changes is on "eliminating remaining barriers to industrial 
production, investment and import of technology" as 
quickly as possible and focus more on "restructuring· unvi­
able enterprises, ensuring fair business practices, safeguard­
ing consumer interests and minimizing adverse effects of 
industrialization on the environment". The establishment of 
a Standing Committee on Public Enterprises Restructuring 
and Disinvestment to work out and implement enterprise­
specific action for "timely detection of incipient sickness, 
adoption of effective rehabilitation measures and shutting 
down of totally unviable loss making enterprises" is com­
mended. 

Besides the. creation of a National Renewal Fund to fi-
1\ance voluntary retirement, retraining and redeployment of 
workers, the need to "review and reform current legislation 
for. employment ~nd industrial disputes" (especially, "there­
qmrement for pnor approval by government for closure of 

. sick units and retrenched labour") is strongly emphasize~. 
Am~dment ~~ the Urban Land Ceiling Act is deemed es­
sential to facthtate the use of large funds block~d in land 
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held by many industrial units which require expensive re­
structuring. 

FINANCIAL SECTOR 

The proposed reforms in the financial sector again mark a 
decisive break from the past policies reflected in the 1969 
bank nationalization, government control over borrowing 
and lending rates and on credit allocation. The new policy 
allows private interests to acquire a substantial part of bank 
equity. In order to make the loan portfolios more sound and 
profitable, it envisages a ban on generalized waiver of loans, 
introducing "speedy and effective loan recovery proce­
dures", better targeting of "concessional lending" to the re­
ally needy and relying on incentives rather than fiat to make 
banks lend more to agriculture, small industry and other pri­
ority sectors. 

At the same time, there is to be a phased reduction in the 
proportion of deposits which the banks are required by law 
to keep with the Reserve Bank and which they are required 
to invest in government securities. The banks will also 
gradually be freed from restrictions on interest rates charged 
on loans and deposits. The public and the producers will 
then have a wider choice of instruments. All this is expected to 
promote greater competition in the financial sector leading to 
its more efficient functioning and more efficient use of credit. 
· The need for well-defined standards regarding norms of 

prudence to be observed by financial institutions to protect 
the interests of depositors and investors, and also to prevent 
the massive frauds and other malpractices revealed by the 
recent scam has been emphasized. New prudential norms 
and more effective mechanisms of enforcement for all seg­
ments of the financial sector are said to be in process. 

Exchange rate and trade policies, the dismantling of 
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controls, and fiscal management constitute the coherent and 
well articulated core of the reform. Criticisms that these 
measures are incomplete and are indifferent to the adverse 
consequences of the reform process for the poorer .segm~nts 
have led to an elaboration of the government's mtenhons 
over a wider area: Recent pronouncements refer at length to 
the import~mce of agriculture and human resource develop­
ment and of measures to provide a 'safety net' to those who 
are likely to be affected by the reform. 

AGRICULTURE 

The discussion paper on economic reforms rightly states: 
"No strategy of economic reform and regeneration in India 
can succeed without substantial and broad based agricul­
tural development. Such development is critical for raising 
general living standards, alleviating deep-rooted severe pov­
erty, assuring food security, generating a buoyant market for 
expansion of industry and making a substantial contribution 
to the national export effort". It emphasizes the need to re­
verse the declining trend in agricultural investment in recent 
years and the deterioration of irrigation and other public as­
sets due to poor maintenance. The key to this is seen to lie 
in containing the huge subsidies provided for water, electric­
ity and fertilizers and in radical restructuring of public ex­
penditure away from subsidies in favour of durable and 
productive investments and adequate provision for their op­
eration and maintenance. Other measures envisaged include 
upgrading the quality of research and extension support, de­
veloping technologies for dryland agriculture, improving ru­
ral infrastructure and controlling land and water 
degradation. Export opportunities are expected to expand a&. 
a result of the new exchange rate regime and removal of 
controls on the ~xport of agricultural products. 
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INFRASTRUC1URE 

Unreliable power supplies, several financial shortages and 
operational shortcomings in power, roads, ports, telecommu­
nications and the like are seen as major problems. In many 
parts of the country, according to the discussion paper, "In­
frastructure services have emerged as the single most severe 
bottleneck to the development of agriculture, industry and 
exports". The policy changes to remedy this situation in­
clude induction of private sector (including foreign invest­
ment), insisting that public entities operate on commercial 
principles without support from the budget, diversification 
of ownership, and establishment of independent regulatory 
authorities. 

THE QUESTION OF EQUI1Y 

The discussion paper goes on at some length to meet the 
criticism that structural reform will hurt the poor and lists a 
number of measures intended to benefit the poor. Noting 
India's low position in terms of some basic indicators of hu­
man development, the paper points to the need to "redirect 
our priorities and spend much higher shares of the budget 
for education and health on primary education, basic health 
care and women and child welfare". Experience in other 
parts of the world points to the high returns to investment 
in primary education and the powerful impact of female lit­
eracy in-reducing fertility rates. Therefore the large subsidies 
now being given on higher education and non-basic health 
care faci~ities, which in any case accrue to the better off, can 

- be legitimately reduced in order to finance larger and better 
primary education and basic health care programmes. 

T.he case for reducing subsidies on agricultural inputs is 
again rationalized on the ground that they mainly benefit the 

9 



TRACTS FOR TiiE TIMES / 7 

better-off farmers. The references to the need for better and 
speedier implementation of land and tenancy reforms, 
greater attention to providing infrastructure services"to small 
and m~ginal farmers, and restoring the health of the rural 
credit systems are all obviously meant to allay fears that the 
reforms are anti-poor. 

It further refers to the possibility that "The poorest seg­
ments of our society are bypassed by the virtuous cycles of 
growth in incomes and employment". The Jawahar Rozgar 
Yojana, ffi.DP and the public distribution system are meant 
to take care of this problem. But they need to be revamggd 
to "ensure that the benefits are really targeted. to the poorest 
and do not 'leak' to those less worthy" and create durable 
assets for the benefit of local people. The emphasis is not on 
a larger scale of outlays on i'hese programmes but more on 
effective targeting and use of resources. The only new pro­
gramme P!oposed is the National R~newal Fund to compen­
sate workers who may get retrenched or may have to be 
retrained or redeployed as a result of more liberal policies 
on closure and rationalization. ,_ 

Similarly the potential of village industries, crafts and 
small scale industry for generating non-farm employment is 
mentioned. But again it signals a significant shift of policy 
ffom "excessive regulation and protection" to promotion 
and "more effective systems of technical, credit and market­
ing support" to overcome "market imperfections", and end 
regulating measures and the "Inspector Raj" which goes 
with it. 

The reforms currently under implementation cover only 
part of this agenda; all its various elements have not been 
worked out clearly and in sufficient detail. The important 
thing, however, is the extraordinarily wide scope of the 
agenda and the fact that it implies basic changes in the strat­
egy and policies followed since Independence. It is therefore 
of some importance to understand the rationale of past 
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strategies and its accomplishments and failures; the diagno­
sis of the reasons for the failures on which the new policies 
rest; and the prospects for the reforms. 

11 



2 

Development Strategy under Planning 

The recent policy changes and the larger agenda of reform 
are based on the understanding that central planning under 
the auspices of a strongly interventionist State has proved 
unsuccessful; and that replacing it by the market system 
with drastically reduced direct participation and regulation 
by the State will provide better, faster solutions to the coun­
try's social and economic problems. It is therefore appropri­
ate to start with a brief discussion of the earlier approach, its 
background and its rationale. 

THE RATIONALE FOR PLANNING 

Well before Independence questions concerning the coun­
try's social and economic problems as well as the appropri­
ate means to solve them were under active public debate. 
There was general agreement that political independence 
was a precondition to address these problems. But there 
were sharp differences on the desirability of indiscriminate 
adoption of the technology and life-styles of the industr~al­
ized countries in the name of "modernization" as well as on 
th~ ways to redress social and economic inequality. Jawahar­
lal Nehru succeeded in getting the Congress to formally 
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accept land reform, modernization and planning as part of 
its programme. The implications were articulated in the re­
ports of the National Planning Committee in the late 1930s. 

This was the time when the success of socialist planning, 
as exemplified by the Soviet Union, was widely recognized 
and admired, even as the capitalist countries of the West 
were struggling with severe economic depression and unem­
ployment. Active state intervention came to be generally ac­
cepted even in the U5-the citadel of capitalism and private 
enterprise-as essential to prevent cyclical fluctuations in the 
economy. The experience of the Soviet Union was seen to 
suggest that purposive central planning under the State's 
leadership could transform the economy and society with 
astounding rapidity and in a way that promotes egalitarian­
ism. 

All this influenced Indian thinking on development so 
much so that even those-like the authors of the Bombay 
Plan or M. Visveswarayya-who were not votaries of social­
ism, saw the need for strong leadership and support from 
the government for speedy economic developmerrt. The idea 
of "planning for development" had thus taken root among 
a wide cross-section of influential opinion. The colonial gov­
ernment in fact made the first moves in this direction when 
it set up the Post-War Reconstruction Board in 1946. It was 
the precursor to the Planning Commission set up after Inde­
pendence. 

The first Five Year Plan1 contains one of the clearest early 
formulations of the need for planning and of the State's role 
in it; Planning, it pointed out, involves "acceptance of a 
clearly defined set of objectives in terms of which to frame 
overall policies ... , formulation of a strategy for promoting 
the realization of the ends defined ... , and working out a ra­
tional solution to problems-an attempt to coordinate means 
and ends". Three features of this formulation are notewor­
thy: 
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1. It viewed planning as a means of utilizing available 
resources more effectively to initiate the d¢/elopment 
process. 

2. It emphasized that elimination of poverty cannot be 
achieved exclusively through redistribution of existing 
wealth or through raising output. "Purposive inter­
vention would be required ... to channel economic ac­
tivity within the existing social and economic order 
and so remodel the framework as to accommodate 
progressively the fundamental urges reflected in the 
demand for right to work, education and adequate 
income, protection of the aged, the sick and the dis­
abled and ensuring that society's natural resources are 
used to subserve the common good" and do not result 
in concentration of wealth and power in the hands of 
a few. 

3. It recognized that planners are not omniscient; that 
there are vast gaps in our knowledge of facts and that 
considerable amount of judgement is inevitable in 
making policy. The implication is that on~ has to keep 
learning from experience. · 

In the late forties and early fifties there was a wide meas­
ure of agreement among economists that the key to increas­
ing productivity and achieving rising levels of real income 
lay in raising the rate of capital formation. "The level of pro­
duction and material well-being a community can attain de­
pends, in-the main, on the stock of capital at its disposal; i.e. 
the amount of land per capita and productive equipment in 
the shape of machinery, buildings, tools and implements, 
factories, locomotives, engines, irrigation facilities, power in­
stallations and communication. The larger the stock of capi­
tal, the greater tends to be the productivity of labour and 
therefore the volume of commodities and services that can­
be turned out with the same effort". 

Significantly, while noting the role of technical efficiency 
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of labour and its attitude to work, the plan saw the level of 
capital stock, which "embodies in concrete form the available 
technical knowledge", as being more basic. Indeed some 
economists of that time viewed the "take off'' stage in the 
development process as the transition from low level of capi­
tal formation (around 5 per cent which was typical of many 
developing countries) to a level which approximated 10-15 
per cent of gross domestic product. 

ROLE OF THE STATE 

At this time in the 1940s and early 1950s it was believed that 
the State could play a significant role both in raising the 
domestic rate of savings and in putting it to more productive 
use. Pre-industrial economies are predominantly rural and 
agricultural in character. They have land tenure systems in 
which a substantial part of the surplus over subsistence 
needs of cultivators and farm labourers gets appropriated by 
a small class of non-cultivating land owners and intermedi­
aries (especially under the zamindari and other feudal forms 
of tenure) and used for non-essential consumption. Abolition 
of such exploitative and socially wasteful land tenure sys­
tems could release surplus for productive investment. Land 
reforms combined with taxation of agriculture (either di­
rectly or indirectly by influencing prices of agricultural com­
modities relative to that of manufactures) are means of 
exploiting this potential. Both require strong State intervention. 

Apart .from its role in maintaining law and order, defin­
ing and protecting property rights, enforcement of contracts 
and the like, the State has to take the primary responsibility 
for providing elementary education, basic health care, safe 
drinking water and other facilities which are in the nature of 
basic needs in any civilized society and· which in addition 
have beneficial effects on the general level of productivity. 
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The latter effects-which are referred to as external econo­
mies-raise questions as to whether the market mechanism 
can secure the appropriate sharing of costs md benefits. 
Where externalities (beneficial or otherwise) happen to be sig­
nificant, direct State intervention is necessary and justified. 

Projects (e.g. road networks, major irrigation, steel plants, 
railways) which call for investments on a scale far beyond 
the capacity of individual investors and/or are in the nature 
of natural monopolies (e.g. public utilities) form another 
category where direct involvement of the State is deemed 
justifiable. In most cases even if the private sector is allowed 
to operate, the need for effective mechanisms to define and 
enforce standards, norms of efficiency, "fair" rate of return 
on investment and the like is universally accepted. All of this 
calls for State regulation, though not necessarily direct own­
ership and operation. During the early phases of Indian 
planning, given that indigenous industrial entrepreneurs 
were few in number and had relatively limited resot.rrces, the 
industrialists themselves favoured a large, direct role for the 
State in many of their activities.2 

The government can also help development by creating 
conditions which induce people to save more. Low rates of 
savings are of course partly a reflection of low levels of in­
come. But those who have relatively large incomes may pre­
fer to spend on current consumption rather than save when 
there are relatively limited opportunities for investments 
that offer attractive returns. A relatively stagnant, slow 
growing economy implies that profitable opportunities for 
investment are limited. State intervention can help expand 
such opportunities in several ways. 

Public mobilization of idle labour for creating productive 
assets especially roads, irrigation, land improvement, 
schools, rural hospitals etc. increase the potential productiv­
ity of private resources and thereby create profitable private 
investment opportunities. Under certain conditions 

I 
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increased public expenditure can enlarge the scope for prof­
itable investment by creating additional demand for goods 
and services. Both these effects are likely to be considerably 
strengthened if there is a coordinated programme of invest­
ments for 'balanced development' ensuring that supplies of 
key inputs and services grow in step with the demand for 
them. This aspect is particularly important in the case of ac­
tivities which are closely inter-related. With a coordinated 
programme, the risks of shortages or excesses of particular 
goods or services are substantially reduced. Reduced risks 
induce business to invest more. 

Finally strong State intervention is a logical corollary of 
the goals of social justice and preventing concentration of 
power which have been explicitly incorporated among the 
Directive Principles of State Policy in the Constitution. Dis­
crimination in favour of scheduled castes and tribes in the 
matter of government jobs and admission to educational in­
stitutions is one aspect of this. It was meant to correct the 
cumulative consequences of centuries of discrimination and 
nPglect which these groups had suffered. In addition, the 
Directive Principles lay emphasis on: 

1. securing to all citizens the right to an adequate means 
of livelihood; 

2. ensuring that distribution of ownership and control of 
material resources is regulated in a manner which 
best serves the common good; 

3. preventing the concentration of wealth and means of 
production; and 

4. protecting children from being forced to work or be­
ing exploited on account of economic necessity. 

Though these provisions lacked legal sanction, they do 
reflect the importance attached to 'social justice' and have 
shaped the scope and nature of State intervention even as 
they serve as a yardstick to measure the performance of the 
Indian State. 
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Altogether, as the first plan put it, whether one thinks of 
the problem of capital formation or of the introduction of 
new techniques or of the extension of social services or of 
the overall realignment of the productive forces and class 
relationships in society, one inevitably comes· to the conclu­
sion that a rapid expansion of the economic and social re­
sponsibilities of the State will alone be capable of satisfying 
the legitimate expectations of the people. This need not in­
volve complete nationalization of the means of production 
or elimination of private agencies in agriculture or business 
and industry. It does however mean a progressive widening 
of the public sector and a reorientation of the private sector 
to the needs of a planned economy. 

INDIAN PLANNING: SOME DISTINCTIVE FEATURES 

While India adopted central planning under a strong inter­
ventionist State, its approach to planning differs in several 
crucial respects from that of the socialist econoi'nies. The lat­
ter, as is well known, had virtually abolished private prop­
erty; all means of production were nationalized; the 
production and exchange activities of individual enterprises 
were supposed to conform to targets set by the planning 
authority. In India, much of the means of production have 
been an~ continue to be privately owned. Despite the sig­
nificant expansion of the public sector, the private sector 
owns more than half the stock of capital and accounts for 
nearly three-fourths of the annual output. The market 
mechanism is active over most of the economy, even if it is 
imperfect and distorted. 

Private property rights in India are protected by consti­
tuti-onal guarantees against State take-over without compen­
satioJ1~ Except for a modest programme of land reform, and 
State control over some sectors like railways, coal mines and 
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financial institutions, the State has as a matter of policy 
avoided nationalization of private property on any large 
scale. Instead it has relied on a mixture of direct and indirect 
controls to regulate private sector activity. Attempts to pro­
mote social justice have operated largely through fiscal pol­
icy-especially public expenditures and pricing of goods and 
services provided by the public sector. Moreover, the public 
sector plans have to be made ~nd enforced in a federal sys­
tem where constituent units have well defined functions and 
powers. 

The responsibility for overall planning was vested with 
the Planning Commission. Appointed in 1950, the Commis­
sion's mandate was quite wide: the determination of the pool 
of resources to be devoted to development and the allocation 
of this pool between various uses and users; the review of 
all important programmes and projects before they are aR­
proved for implementation; and the monitoring and evalu­
ation of their progress. Though formally an advisory body, 
it was expected that the Commission would be consulted on 
all major matters of development policy. And its composi­
tion was so conceived that expert professional opinion could 
be brought to bear on all important matters and at the same 
time ensure that its counsel will carry sufficient political 
weight in the councils of government. 

Successive five year plans have sought to concretize the 
development strategy, programmes and priorities to realize 
the general vision of 'growth with social justice' within the 
framework of a democratic polity and mixed economy, The 
shape and content of successive plans show a certain evolu­
tionary process reflecting changing ideas and perceptions on 
the potentials and constraints on development, the relative 
emphasis on different objectives, and the compulsions of po­
litical and economic exigencies at various points in time. A 
brief review of this evolution is necessary to review the plan­
ning experience in proper perspective. 

19 



TRACTS FOR TiiE TIMES / 7 

EVOLUTION OF STRATEGY AND PRIORITIES 

The First Plan (1951-1956) provided an incisive general 
analysis of the nature of the country's development pr~bl~m 
and various options for mobilizing resources and ach1evmg 
development with more equal distribution. There was spe­
cial emphasis on the role of mass mobilizatton of idle rural 
labour and land reform. But on balance the plan rejected 
radical solutions (especially in respect of redistribution of 
existing wealth and incomes). The plan projected, rather op­
timistically, that savings and investment as a proportion of 
national income would rise from an estimated 5-6 per cent 
in the early 1950s to 20 per cent by 1968-69 and stabilize at 
that level thereafter. Aggregate income was expected to dou­
ble in approximately twenty years and per capita income in 
twenty-seven years. Given the assumptions of the plan, the 
overall growth rate would have steadily increased before sta­
bilizing at around 6.5 per cent a year from the late 1960s. 

The plan examined various ways of increasing the rate of 
capital formation (including in particular the possibilities of 
using unemployed and underemployed people, as well as 
people engaged in activities of very low prodU<;tivity, for 
productive capital formation). The latter, it may be recalled, 
was the strategy adopted by the Republic of China. The con­
nection between this overall analysis and the concrete pro­
jects of development included in the plan was however 
rather weak. 

The Second Plan underlined the politica{ constraints on 
any radical solutions to redressing inequalities and re-em­
phasized rapid growth and diversification of economic activ­
ity _thr~u_?h industrialization as essential for achieving and 
~amtammg full employment at a rising level of productiv­
Ity. It went on to define a _coherent overall strategy3 whose 
central elements included stepping up the rate of investment 
(but at a more moderate pace than envisaged in the first 
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plan) and a conscious policy of developing an indigenous 
heavy industry base (comprising metallurgical, c.hemical and 
machine building industries) to lay the foundation for accel­
erated self-reliant growth, with a leading role for the public 
sector. The encouragement of labour-intensive forms of pro­
ducing mass consumer goods was seen to be a potentially 
important way of reconciling the conflict between emphasis 
on heavy industry (which would generate faster growth of 
income and employment in the long run) and the need to 
generate adequate jobs for the currently unemployed and 
underemployed in the transitional period. 

The sharp deterioration in the foreign exchange position 
during the late 1950s (arising partly from export stagnation 
and partly.from a liberal import policy) and the persistence 
of large deficits even after reimposition of import controls 
brought the foreign exchange constraint and the role of for­
eign aid into sharp focus. It was apparent that even under 
optimistic assumptions regarding the growth of exports and 
the progress of import substitution, India would need large 
foreign assistance for some time in order to achieve and 
maintain a reasonable rate of growth. The Third Plan there­
fore suggested a strategy-consisting of a more active export 
promotion effort and a planned use of aid to ·expand: 
domestic production of imported goods-to see that depend­
ence on aid is progressively reduced and eventually elimi­
nated. 

The plan took serious note of the unexpectedly high rate 
of population growth and incorporated a bigger family plan­
ning programme under state auspices. It also took note of 
the need to accelerate agricultural production. Besides in­
creasing the allocations for agriculture and irrigation, a spe-

.- cial programme for intensive development in selected 
districts with potential for quick increases in yield was 
launched. The Third Plan for the first time not only set out 
detailed, internally consistent, production ~nd investment 
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targets for all major sectors for the five ye~s immediately 
ahead but also outlined the long-term tasks m key sectors. 

Ar~und this time the impact of development on the dis­
tribution of income, wealth and power came to be the focus 
of intense political debate. In the process, the dimensions 
and depth of mass poverty also came to be better appreci­
ated.4 This led to the suggestion that the "removal of abject 
poverty'' should b~. the central objective of planning. This 
marked a. significant shift from the emphasis on reducing 
relative disparities in income and wealth implicit in the ear­
lier slogan of 'socialism' and 'socialist pattern of society'. 

Assuring a basic minimum standard of living to every 
one was in fact the basis of the detailed outline of a 15-year 
plan for the period 196D-1975 prepared in the Planning 
Commission around 1964.5 There was however no change in 
the basic strategy outlined in the second or the third plans­
relying as it did primarily on achieving rapid overall growth 
with an active role for the public sector in generating the 
necessary surpluses and regulating the pattern of develop­
ment, combined with fiscal interventions to mitigate in­
equalities and raise the consumption of the poor. The main 
difference was in arguing the case for, and the possibilities 
of, a "big push" and a much faster pace of overall growth 
(around 7 per annum) than visualized earlier or since (5 to 
5.5 per cent a year). 

BEGINNINGS OF CHANGE 

Tne' fifties and sixties were marked by relatively strong and 
stable governments under the control of the Congress both 
at the Centre and in the states as well as a clear commitment 
to, and support for, planning from the political l~adership. 
The Planning Commission could impart a sense of vision, 
direction and an iRtegrated overall perspective on the 
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desired course of the economy. This provided a framework 
in which investment allocations could be decided and the 
justification for particular projects and programmes could be 
evaluated. The Commission acquired prestige _and began to 
play an important role .in mediating the claims of different 
ministries, of the Centre vis-a-vis the states and of different 
states over limited development resources. It also pioneered 
independent evaluation of the actual working of selected 
schemes and their impact. 

This atmosphere changed dramatically after the drought 
and the foreign exchange crisis of the mid-sixties. Some ar­
gued that dependence on large scale .food imports and for­
eign aid called for a bolder plan. But this persuaded neither 
the political leadership nor the public. The growing tensions 
within the Congress made it difficult for the government to 
take the measures necessary to mobilize extra resources and 
improve the implementation. The failure of the donors to 
honour their commitments on the volume of aid and the 
poor response of exports to the devaluation aggravated the 
foreign exchange shortage. Planning was put on hold for 
nearly three years. The level of public investment suffered 

· sharp cuts, which dampened private investment as well. In 
fact it took nearly a decade for the level of investment to 
regain the 1965-66 level! 

The renewal of planning on a quinquennial basis in 1969 
coincided with the intensification of the power struggle 
within the Congress. Hardly anything was done to put more 
substance to planning; instead the focus shifted to meet the 
strong criticism that the employment situation had worsened 
and that, contrary to their professed aims, the plans had not 
substantially reduced mass poverty or socio-economic in­
equalities. This is reflected in a reiteration of the 'socialist' 
commitment of the Congress, bank natio~alization, the pass­
ing of Monopolies and Restrictive Trade Practices Act, the 
attempted nationalization of wholesale trade in foodgrains 
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and later the adoption of Garibi-hatao and the 20-poim pro-

gramme. I • • 

The loosening of Congress hegemony' I the dissensiOns 
and splits in the Congress, the emergence of non-Congress 
governments in several states (and eventually the Centre) 
during the seventies was hardly conducive, in an era of com­
petitive electoral politics, for a rational consensus on devel­
opment goals and priorities or for adopting tough measures 
either to mobilize more resources or for using them more 
effectively. The tendency on the other hand was towards 
placating powerful and vocal segments (typically urban con­
sumers, agriculturists, organized sector employees) by not 
raising prices of goods and services provided by the public 
sector in step with rising costs. There was a tendency (exem­
plified by electricity and land revenue) to actually reduce 
rates and taxes. Simultaneously the poorer classes were 
wooed with anti-poverty programmes. 

Mrs. Gandhi's success in the 1972 elections based on the 
Garibi- hatao slogan and the 20-point programme made every 
party adopt it thereafter. The range, variety and scale of anti­
poverty programmes expanded rapidly with attempts to dif­
ferentiate and package them variously to enhance their 
electoral appeal. A part of these programmes· was·meant to 
generate additional rural employment; some to help the poor 
aug~ent their productive assets and make them more pro­
duc~Ive; while others (comprising an assortment of welfare 
schemes) subsidized current consumption. The growing e~­
phasis on poverty alleviation implies that the politicians felt 
compelled to pay heed to the needs of the poor if only be­
cause they constitute a significant segment of the electorate. 
For this reason these programmes cannot be dismissed as 
wholly populist. But populism prevented successive govern-' 
ments; Irrespective of party affiliation, to mobilize tax and 
non-tax revenues while granting indiscriminate .subsidies. 

The Planning Commission had by then also accepted the 
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defect of the 'big push-high growth' strategy and actively 
supported the political initiatives for expansion of anti-pov­
erty programmes. But instead of ensuring that these pro- . 
grammes were properly targeted and effiCiently 
implemented, it acquiesced in their proliferation, in the ten­
dency to make them 'soft' by making them subsidy-intensive 
and failed to check the growing central control over these 
programmes. The role of the Planning Commission as a force 
in favour of greater mobilization and efficient use of re­
sources was weakened in the process. And this tendency was 
reinforced following the abortive attempt at 'tough govern­
ment' during the Emergency. 

There was a distinct erosion in the political commitment 
to earlier policies. Mounting criticism led to officially spcn­
sored reviews of the control system and public enterprise 
restructuring.6 That these reviews were all done outside the 
aegis of the Planning Commission is perhaps symptomatic 
of its declining role. In the event, opinion within the leader­
ship of the Congress began to veer to the view that the entire 
control system and even the roles of the public and the pri­
vate sectors needed rethinking. 

Despite all this, the fiscal and balance of payments situ­
ation was manageable in the seventies because of some spe­
cial circumstances. This period witnessed a significant 
improvement of public sector performance in generating 
savings. Indeed public sector savings as a proportion of 
gross domestic product reached an all time high of 4.9 per 
cent in 1976-77 compared to a little over 3 per cent in the 
early 1960s and a little under 3 per cent in the early 1970s. 
The government's fiscal policy also remained conservative. 
Though the squeeze on public investment outlays which 
started in the mid-sixties gave place to an expansionary pol­
icy from the mid-1970s, the expansion in public investment 
was much slower than the increase in both public and total 
savings. 
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The foreign exchange position was exceptionally favour­
able largely due to remittances by non-resident Indians, es­
pecially migrant workers in West Asia whose number 
increased dramatically as a result of the oil boom. Total re­
mittances rose from a mere $209 million in 1970-71 (10 per 
cent of receipts from exports of goods and ·services), to 
nearly $2.9 billion in 1980-81 (25 per cent of total exports). 
Increased domestic production of crude oil from the Bombay 
High oil fields (which had been discovered and explored 
earlier but were brought into production by investing part 
of the foreign assistance) was another important factor. Do­
mestic crude oil production rose from 6.8 million tons in 
1970-71 (36-67 per cent of total quantity refined) to 29 mil­
lion tons (over 80 per cent of the total quantity refined) in 
1984-85. 

The situation changed dramatically in the 1980s, espe­
cially ~der the Rajiv Gandhi regime, when the government 
embarked on an aggressively expansionist policy without 
any attempt to tackle difficult problems of mobilizing reve­
nues. The fiscal deficit grew apace and there was no hesita­
tion in financing it through borrowing and deficit finance. 
At the same time the foreign exchange position deteriorated 
due to a slow-down in exports, the cumulative effect of large 
commitments on account of non-development imports dur­
ing the early eighties and unrestrained commercial borrow­
ing on hard terms. The 1991 crisis was thus predictable 
though perhaps its timing was hastened by the Gulf war .. 
The political situation had become increasingly fluid. Opin­
ion in and outside the ruling party had swung decisively in 
favour of liberalization and away from planning. 
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Performance under Planning 

The performance of the economy is reflected in the rate at 
which the ~otal output of goods and services (called the gross 
domestic product or GDP) has grown; the extent of diversi­
fication in the pattern of output; improvement in the living· 
standards of the average person and also of the relatively 
poorer segments; and changes in the disparities of income 
and living standards across regions and classes. Whether or 
not performance has been satisfactory can of course be 
judged only with reference to what was expected and/or 
what has· been achieved by other countries. 

OVERALL INDICATORS 

GDP Growth: During the four decades since 1950-51 the 
country's GDP has grown four-fold, i.e. at an average annual 
rate of 3.7 per cent (see Table 1). Overall growth was more 
or less steady (at around 3.5 per cent a year) between 1950 
and 1980; growth during the 1980s (5 per cent a year) was 
faster. There is some reason to believe that this somewhat 
abrupt quickening of the pace of growth may have started 
even in the mid-seventies. 
- Since the mid-70s, all sectors have grown but at disparate 

27 



TRACI"S FOR 'JHE TIMES / 7 

The output of agn· culture, animal husbandry, fishery, 
~~~ . 
forests and mining (together referred to as the pnmary sh~c-

) haS risen some 2.8 times in the past forty years w lle 
tor . . 1 · · t ( that of manufacturmg, construction, e ectric1ty, gas e c. coi-
l ti\rely referred to as the secondary sector) has grown 
e~en-fold and that of the tertiary sector (consisting of trade, 
~ansport, banking, public administration) by about six 
:mes. The share of the primary sector in the country's GDp 
has dropped from around 55-56 per cent in 1950 to less than 
a third in the late eighties; while that of the secondary sector 
haS nearly doubled (from 14-15 per cent to 28-29 per cent) 
and that of services rose from approximately 30 per cent to 
around 40 per cent. The diversification of production is un­
questionably desirable. 

capital Formation: Capital accumulation, which is an impor­
tant source of growth, has risen. In the early 1950s fresh 
investments (including replacement of productive assets 
which have worn out) constituted less than 10 per cent of 
the country's GDP. By the late 1980s more than 22 per cent 
of GDP was being invested (see Table 2). One can see three 
distinct phases in the behaviour of investment. The first, last­
ing approximately the first fifteen years of planning, saw a 
more or less sustained increase. Then followed a period of rela­
tively stable investment rate but at levels lower than those 
reacl;ted around 1964-65. This phase lasted nearly a decade be­
fore giving place to a phase of renewed increase in investment. 

Upto the end of the 1970s, the growth of GDP was not 
commensurate with the expansion of investment. In other 
words the additional investment needed to. generate an extra 
unit of output (called the Incremental Capital Output Ratio 
or ICOR) had risen substantially. Though this trend has been 
reversed in the eighties, the ICOR is still higher 'than in the 
1950s. This is widely interpreted as a sign of the low level of 
efficiency with which investment is utilized. 
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Financing of Capital Formation: In the early 1950s investments 
were almost wholly financed by internal savings. Thereafter 
the proportion of investment financed by foreign aid and 
borrowing rose progressively till the latter half of the sixties 
when foreign resources accounted for nearly one-fourth of 
the total investments. The position was reversed dramati­
cally during the seventies, partly because of a significant rise 
in domestic savings and partly due to the moderate increase 
of investments. During the late seventies the cotmtry's sav­
ings were adequate (in some years more than adequate) to 
finance the investments undertaken within the country. This 
trend was reversed in the eighties reflecting a tendency for in­
vestments to grow faster than domestic savings (see Table 2). 

Foreign aid and capital inflows represent the difference 
between the payments made abroad (for import of goods 
and services, repatriation of profits earned on accumulated 
foreign investments in India, and interest and repayment of 
prin~ipal on account of accumulated debts, official and pri­
vate) and the receipts of foreign exchange (on account of 
export of goods and services~ gifts and remittances from 
abroad, and interest, dividend etc. on Indian investments 
abroad). The increased dependence on aid in the late fifties 
and the sixties basically reflects the relatively slow growth 
of exports compared to imports despite strict control over 
imports during most of this period. The reduced dependence 
on aid in the seventies reflects in part the strong performance 
of exports but more importantly the phenomenal increase in 
remittances from migrant Indian workers in West Asia and 
elsewhere (see Table 3). The deterioration of the eighties was 
due to several reasons: relatively slow export growth; slow­
ing down in the growth of remittances; and recourse to large 
scale commercial borrowing at high interest rates. 

Agriculture: Agricultural production as a whole has grown 
more or less at a constant rate (2.6 per cent a year) 
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throughout. During the early 1950s the major part of the 
additional production carne from expansion in cultivated ar­
eas and more intensive cropping of land. Gradually the 
scope for bringing new land under the plough has been ex­
hausted. While land already under cultivation· is being used 
more and more intensively (by growing a second or even a 
third crop in a given year) the bulk of the increase in output 
now comes from higher production per acre of cropped area. 
The rate of yield improvement (taking all crops together) has 
steadily increased and is currently about twice the rate real­
ized in the fifties. 

The higher rate of yield improvement since the 1950s, 
and their quickening pace, is the result of an active pro­
gramme of public investment and a price policy which sup­
ported agriculture. Total irrigated area rose from nearly 23 
million ha in 1950-51 to 60 million ha in 1989-90. The pro­
portion of irrigated areas served exclusively by ground 
water-which is superior to canals arid tanks in providing 
dependable and timely water supply-has risen from 29 per 
cent to over 50 per cent. Use of ground water in conjunction 
with surface water which again makes for better quality ir­
rigation has also grown. The research network of the Indian 
Council of Agriculture Research has evolved improved crop 
varieties-high yielding varieties of cereals being the most 
dramatic example-and agricultural practices which the Na­
tional Extension Services have propagated among farmers. 
Fertilizer use, which was negligible in volume and restricted 
to a few regions and crops, is now very widely diffused. The 
total quantity used (in terms of plant nutrients) now exceeds 
13 million tonnes a year (see Table 4). There has been a vast 
expansion in rural transport netv;ork, in the marketing and 
distribution system and in institutional credit facilities. The 
government's price support policy and subsidized supply of 
inputs have also played a role in facilitating agricultural 
growth. 
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However, there are wide differences in the growth of dif­
ferent crops and regions. Wheat has recorded the fastest rate 
of growth; paddy, sugarcane and cotton have also experi­
enced sustained growth though not as fast as wheat. How­
ever, crops like millet, pulses and groundnut have done 
poorly. In general, much if not most of the increase in pro­
duction has come from irrigated land, whose extent has 
grown as have yields per hectare. The performance of rain­
fed agriculture is poor. There is in fact reason to believe that 
overall productivity of unirrigated land has grown little, if 
at all. 

Vast regional differences in growth are another charac­
teristic of agricultural performance. According to one recent 
estimate the rate of output growth between the early sixties 
and early eighties ranged from less than 1 per cent per year 
(in Tamil Nadu and Bihar) to over 6 per cent a year (in Pun­
jab). The variations at the district level are even more dra­
matic. Over the same period 17 out of 281 districts for which 
estimates have been made experienced an absolute decline 
in output; 82 had growth rates below 1.5 per cent a year 
while, at the other extreme, 23 districts posted rates better 
~han 5 per cent a year. 

Industn;: The contribution of manufacturing to the country's 
GDP has risen six-fold between 1951-55 and 1986--90. The 
first three plans witnessed relatively faster growth than dur­
ing the late sixties and the seventies. The eighties witnessed 
a significant revival of industrial growth till the crisis of 
1991. The l.ast two years have shown hardly any growth in 
industry. 

The structure of manufacturing has undergone major 
changes. First, factory type industry-which consists of rela­
tively large, modern manufacturing establishments using 
power and machinery-has grown muc.h · faster than small 
scale and cottage units falling outside the Factories Act. The. 
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factory sector's share in manufacturing output has risen 
from around 46 per cent in 1951-55 to 59 per cent in 1985--90. 
Second, within the small-cottage sector, household-type in­
dustries making traditional products with traditional tech­
niques (like handlooms, processing of agricultural produce, 
pottery and the like) have declined sharply, especially in ru­
ral areas. On the other hand modern small industry-rela­
tively better organized units producing newer types of 
products and services (mostly repairs) and employing more 

· modern techniques-has grown rapidly both in rural and 
urban areas. There is reason to believe that employment in 
this modern small scale sector (which includes powerlooms, 
garment-making, engineering and electronics units) has 
grown at a rapid rate. Its share in total ~anufacturing output 
and employment has increased sharply. 

The third aspect is the diversification of the industrial 
base. At the time of Independence modern industry con­
sisted largely of cotton and jute textiles; metals, cement and 
engineering industries were in a nascent stage. Today manu­
facturing capability is incomparably wider and deeper pro­
ducing not only a large range of consumer goods (including 
items like automobiles, consumer electronics, refrigerators 
and washing machines) but also practically all important in­
dustrial raw materials (metals, metal alloys, fertilizers, petro­
chemicals, refineries etc.) and a wide range of electrical and 
non-electrical machinery and transport equipment (see Ta­
ble 5). This diversification has occurred both in large and 
small industry sectors but is considerably more striking in 
the factory sector. In the first plan period, about-65 per cent 
of output was from consumer goods, about one-fourth was 
contributed by intermediate goods (raw and semi finished 
materials) and barely 10 per cent by capital goods. Today 
(late 1980s) the three categories contribute more or less 
equally to the factory sector's output. 

The growth of the indigenous industrial entrepreneurial 

32 



THE INDIAN ECONOMY: CRISIS, RESl'ONSE AND PROSPECI'S 

class and the emergence of several new centres of manufac­
turing industry are the other notable characteristics of devel­
opment during the last four decades.- Under colonial rule, 
foreign enterprises were dom4tant in the country's modern 
industrial sector: they controlled and managed much of jute 
industry, and a good part ,of cotton textiles, cement, paper 
and chemicals. Since Independence, the government has re­
stricted the entry of foreign private capital. Gradually sev­
eral of the pre-existing foreign enterprises have been 
acquired by indigenous business. Though new foreign col­
laborations are widespread, the extent of direct participation 
in ownership and management by foreign firms has so far 
been quite limited. 

Some of the present large Indian business houses (nota­
bly the Tatas, Birlas, Dalmias and the leading mill owners of 
Bombay and Ahmedabad) had established modern industry 
in the pre-Independence period. Even as they have grown 
and diversified their activities since--and some have grown 
very rapidly indeed-a large number of new houses have 
emerged all over the country. The top twenty big business 
houses controlled about 39 per cent of the net assets of the 
private corporate sector in 1958-59; The majority of houses 
which were in this list do not figure among the top twenty 
in 1989-90. Several new houses have emerged, some of them 
(like the Ambanis) recording phenomenal growth. The share 
of the largest twenty houses in the net assets of the private 
corporate sector in 1989-90 (25 per cent) is also considerably 
lower than in the late 1950s.1 

In the early fifties modern industry was mostly concen­
trated in and around Bombay, Calcutta and Madras. Ahmed­
abad, Coimbatore and Kanpur were the main interior centres 
with any significant industrial activity. Dispersal of industry 
has been one of the objectives of policy under planning. 
While this has not prevented the continu~d growth of the 
older industrial centres-in fact a sizeable part of industrial 
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activity is still concentrated in and around them-the impor­
tance of cities like Ahmedabad, Bangalore, Hyderabad, 
Coimbatore, Baroda has grown. Several ·new centres like 
Bhopal, Bhilai, Bokaro, and Ludhiana have come into promi­
nence. 

Living Standards: Ultimately a larger and more varied output 
of goods and services is meant to provide a better life to 
people. The level of real income per head of population is 
used as a rough overall measure of well-being. On this cri­
terion, there has been some improvement over. the last four 
decades with per capita income at constant prices recording 
a near doubling between 1950-51 and 1990-91. But per capita 
income alone is now widely recognized as an inadequate 
measure of living standards. One should look at the im­
provement in the availability, on the average, of basic goods 
like food, clothing and shelter, the state of health, levels of 
literacy and the like, as well as the proportion of the popu­
lation who can afford a specified minimum standard of con­
sumption of such basic items (see Table 6). 

The per capita availability of foodgrains for the country 
as a whole in the late 1980s was about 13 per cent higher 
than in early 1950s, but barely 3 per cent higher than in the 
early 1960s. The per capita availability of fat has risen by 70 
per cent; that of cloth (adjusting for difference in quality of 
cotton and man-made fabrics) by 60 per cent; tea by 84 per 
cent and white sugar has more than doubled. Enrolment in 
elementary schools as a proportion of children in the age 
group ~14 has risen from 25 per cent to 50 per cent; and 
overall literacy rate from 18 per cent to 52 per cent. Death 
rates, both overall and among infants, have fallen and the 
expectation of life at birth has increased from 32 to 60 years. 
The expansion of roads and railways makes people more 
mobile even as exposure to mass media (especially cinema, 
radio and television) vastly increases peoples' awareness of 
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what is happening outside their immediate environment and 
of the possibilities opened up by modern industry. 

DEFICIENCIES AND FAILURES 

Overall Growth: In terms of growth, increasing the rate of 
investment, diversification of ~he economy and the building 
of a broad industrial base, the achievements in the post-In­
dependence period are unquestionably impressive when 
contrasted to the near stagnation of the economy in the first 
half of the century.2 However, viewed in relation to the tar­
gets set by the plans and the performance of many other 
developing countries, the record is not impressive. 

The overall rate of growth has consistently fallen short of 
plan targets. The first Five Year Plan envisaged doubling per 
capita real income in about 25 years; but it has taken more 
than 40 years to reach this target. India's per capita GDP 
growth rate (1.8 per cent a year) is much lower than in sev­
eral other Asian countries including Pakistan (2.5 per cent), 
Indonesia (4.4 per cent), Thailand (4.2 per cent), Republic of 
Korea (7 per cent) and China (5.1 per cent). India also seems 
to be using much more capital per unit of additional output 
than many of the fast growing economies of Asia. That the 
total value of output of manufactures in a small country like 
S. Korea which was one-fourth that of India in 1970 ($1.9 
billion against $7.9 billion) has surpassed India's by 25 per 
cent in 1988 ($54 billion against $44 billion), testifies to the 
relatively slow pace of Indian industrialization. 

-Export Performance: We have already referred to the fact that 
despite a regime of tight restrictions on imports, India's ex­
port growth has been on the whole too slow and erratic to 
maintain a viable balance of payments. Indian exports have 
grown much slower than world export trade resulting in a 
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substantial fall in its share in world trade (from 2 per cent at 
Independence to 0.5 per cent in 1990). While there has been 
considerable diversification of trade from tea, jute, cotton 
and other primary products to manufactures, the growth of 
manufactured exports compares very unfavourably (in vol­
ume as well as in range and sophistication) with countries 
like Korea, Thailand, Taiwan, Hong Kong and Singapore. 
Indian industry has not shown the dynamism, innovative­
ness and capacity to compete in world markets which these 
countries have. The fact that a small country like Korea ex­
ports five times as much of manufactures ($43 billion in 
1989) to developed countries as India ($8 billion) dramatizes 
the difference in performance.3 

Persistence of Mass PoverhJ: A combination of slow growth in 
output and relatively rapid population increase has meant 
that the pace of improvement in Indian living standards has 
also been modest. That there has been only a marginal im­
provement in per capita foodgrain availability suggests that 
improvement in nutritional status cannot be significant. A 
substantial proportion of the population still does not get th~ 
level of calories recommended by nutrionists. The constitu­
tional directive of universal compulsory elementary educa­
tion has still not been reached. Infant mortality rates and 
other indicators of health status remain at unsatisfactory lev­
els. Per capita calorie intake, infant mortality, and literacy 
rates in India compare unfavourably with those obtaining in 
several other Asian countries) and the pace of improvement 
in some respects slower. 

The slow pace of improvement in average living stand­
ards reflects not only the slow growth of GDP but also a high 
rate of population growth-aurently 2.2 per cent per an­
num. India was one of the first developing countries to rec­
ognize the importance of birth control and has been 
implementing a sizeable family planning programme for 
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over three decades. The results however have been disap­
pointingly meagre. The crude birth rate has of course de­
clined from around 40 per 1000 in 1950-51 to about 30 per 
1000 in 1990-91. Over the same period death rates have de­
clined much faster (from 27 per 1000 to 10 per 1000). Conse­
quently the net rate of population growth actually rose for a 
while, from around 1.6 per cent per annum in the early 1950s 
to 2.2 per cent in the early 1970s. There has been a decline 
since, but only a moderate decline. By the end of the 1980s 
population was still growing by close to 2 per cent a year. 
The relatively modest achievements of family planning are 
attributed to several factors including the very low levels of 
female literacy (even in 1990 half the Indian women were 
illiterate!) and inadequacies in terms of resources devoted to 
family planning, as well as in the conception, organization 
and management of the whole programme. 

Employment Trends: There is widespread belief that slow 
growth combined with policies encouraging techniques of 
production which are more capital and less labour-intensive 
have resulted in increasing unemployment and under-em­
ployment. It is also believed that inequalities in the distribu­
tion of income and wealth have worsened; the evidence is 
mixed. Prima facie there are good reasons to apprehend that 
the employment situation may have worsened: the popula­
tion and labour force have been growing rapidly; land hold­
ings are getting smaller because of the growing pressure of 
population on available land; tenants are being evicted and 
an increasing proportion of the rural labour force is becom­
ing dependent on wage labour; opportunities for employ­
ment in agriculture have not really grown partly because 
output growth relative to population is low and partly~ 
cause techniques which displace labour (tractors, combine 
harvesters#- threshing machines) have spread fast. 

Under these circumstances there is good reason to expect 
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growing unemployment and under-employment and a 
downward pressure on wages in rural areas and in the un­
organized segment of the urban areas. This would tend t() 
depress the real incomes of the wage labourers especially 
when they are not organized into effective trade unions. A 
small segment of the non-agricultural work force belongs to 
the latter class (mostly concentrated in factory industry, large 
trading establishments, financial institutions and the public 
sector) and their real incomes have in fact risen appreciably. 
One would expect all this to result in a worsening of the 
disparities in income distribution between propertied classes 
and labourers, between workers in the organized sector and 
those employed in unorganized sectors and between rural 
and urban areas. 

Evidence fro!ll carefully designed surveys of the National 
Sample Survey Organization (NSSO), however, do not indi­
cate an all-round deterioration on the employment front. It 
is certainly true that the proportion of workers depending 
on work for wages is increasing and that agricultural em­
ployment is increasing, if at all, very slowly. However, the 
open unemployment rate is not rising everywhere or consis­
tently. On the other hand data suggests that there is a sub­
stantial rise in total employment in both rural and urban 
areas and the bulk of this is in a wide range of non-agricul­
tural activities (see Table 7). Real wage rates have not fallen; 
if anything there may be some rise at least during the sev­
enties and eighties. 

Trends in Income Distribution: Official estimates do suggest 
that the inter-state disparities in per capita output of goods 
and services (measured by the State Domestic Product), the 
density of road network and the number of hospital beds per\ 
capita have widened. There has, however, been some reduc:­
tion in inter-state disparities in respect of per capita electric­
ity consumption, factory employment and literacy rates. The 
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differential between the income generated per worker in ag­
ricultural and non-agricultural activities has increased. The 
earnings of organized sector workers have risen consider­
ably faster than the average implying a widening differential 
between organized and unorganized sectors. 

As for checking the concentration of industry and finance 
in the hands of a few big business houses, some studies in 
the 1960s showed that despite the licensing system, big busi­
ness houses continued to grow and that their share in total 
assets of the corporate sect,or had not declined. There are no 
studies of the impact of the subsequent nationalization of 
banks and of the Monopolies and Restrictive Trade Practices 
Act on industrial concentration. What we do know is that a 
number of new large business houses have emerged, that 
several of the older ones have been going through a process 
of splitting. 

Evidence from consumer surveys does not point to any 
tendency for the distribution of consumption (after adjusting 
for price changes) to become more unequa1.4 What they do 
show-and this is puzzling-is that even the poorest classes 
whose incomes have grown only modestly, seem to be 
~witching to more expensive cereals (rice and wheat) from 
coarse grains; to protective food (milk, meat etc.) from cere­
als, and to non-food items from food. On the other hand the 
disparities in per capita output across states, and in the case 
of agricultural output across districts, have progressively in­
creased. 

There are far too many problems concerning the compa­
rability and the reliability of some of this data for judging 
changes (especially, as with consumption, when changes are 
relatively slow). One important reason is the existence of 
'black money' and the probable under-reporting of both pro­
duction and consumption. The black economy has grown. 
While it is impossible, given its clandestine nature, to esti­
mate its true dimensions, or the rate at which it has grown,: 
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there is no doubt that it is large. Some of the 'guesstimates' 
of its magnitude are truly staggering. According to one esti­
mate Indian citizens have accumulated assets (including fi­
nancial assets) amounting to $50-100 billion (Rs 150,000 to 
300,000 crores). Another recent estimate places the income 
generated in the black economy in 1980-81 at 20 per cent of 
official estimate of national income in that year.5 

Black money is generated in various ways: the more im­
portant among them being illegal distillation and sale of al­
cohol, kickbacks on public sector purchases and contracts, 
concealment of incomes and production to evade taxes, 
bribes for appointments, promotions and transfers in public 
services, bribes to avoid compliance with the law or to avoid 
penalties for violating them, over-invoicing of imports and 
under-invoicing of exports, and smuggling of commodities, 
gold and drugs across the national border. 

Critics maintain that planning based on a large public 
sector, a highly regulated private sector and direct controls 
on foreign exchange transactions is directly responsible for 
the emergence of black economy. Banning the import of gold 
or consumer goods and restricting of others through licens­
ing without taking effective steps to reduce the demand for 
these commodities creates highly profitable opportunities for 
smuggling. High import duties make smuggling potentially 
even more profitable. High tax rates induce evasion and if 
tax officials are amenable, the evaders stand to reap large 
gains. This. has no doubt happened and is still happening. 
That kickbacks on public sector purchases and contracts are 
widespread is common knowledge; so is the corruption as­
sociated with the enforcement of the numerous regulations 
on the private sector. The softness of the administration in 
enforcing laws and the corruption related to appointments, 
promotions and transfers in public ·sector employment can 
hardly be attributed to planning. 

If the black economy has been growing faster than the 
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'white' economy, it is because the former is largely concen­
trated among the well-to-do. The various surveys not only 
understate the extent of inequality in society but also the 
extent to which the disparities in the distribution of income 
and wealth have grown. 

The fact remains that even by the very modest minimum 
standards set by the Planning Commission, and the distribu­
tion as revealed by official surveys, about 40 per cent of rural 
India (250 million people!) are still poor. Roughly 66 per cent 
of the rural ;:md 57 per cent of the urban population do not 
have even 2250 kilocalories per head per day.6 Around 60 
per cent of the people belonging to the poorest twenty per 
cent of the population are illiterate; elementary school enrol­
ment rate in this class is still less than 75 per cent, and the 
incidence of mortality remains high. Poverty remains a mas­
sive problem. 

Public Savings: One of the central premises of the plans from 
the beginning has been that the government and its enter­
prises would make a major contribution to raising the overall 
rate of savings. It was expected that public savings would 
form an increasing proportion of total savings and that a 
large part of public investment would be financed by its own 
savings. None of these expectations have been realized. Re­
alized public savings have fallen consistently short of targets. 
In the first plan period total public savings averaged 1.6 per 
cent of GDP and the overall savings rate around 9.2 per cent. 
Somewhat over a half of the public sector's investment was 
financed by its own savings. Currently (average of 1989-90 
to 1991-92), public savings are around 1.5 per cent of GDP 
accounting for barely 6 to 7 per cent of total savings; 85 per 
cent of public investment is now financed by borrowing (see 
Table 2). · 

The current situation reflects a progressive deterioration 
since the late 1970s. Earlier, the public savings rate had 
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recorded a rising trend from 1950 through the mid-sixties 
(reaching 3.3 per cent of GDP in 1964-65); it fell and re­
mained at a lower level for several years thereafter before 
reviving an upward trend. The mid-seventies saw a sizeable 
rise in public savings (average around 4.5 per cent) and 
reached an all time high of 4.9 per cent in 1916-77. But after 
1978-79 there has been a steady decline and by 1990-91, the 
rate had fallen to 1.1 per cent of GDP. This is almost entirely 
due to a deterioration in the budgetary position of the Centre 
and the states. Savings of public enterprises as a proportion 
of GDP has not shown any significant trend. 

The excess of government (tax and non-tax) revenue over 
its total current expenditure gives a measure of the savings 
through the budget available for financing capital formation 
(see Table 8). Although it was consistently below target, the 
rate was at least rising through the 1970s (from 1.3-1.4 per 
cent of GDP in the early 1970s to 2.5 per cent in the late 
1970s). But from 1978-79, the revenue surplus began to de­
cline and by 1984-85, the current revenue of the Centre and 
the states taken together fell short of even current expendi­
tuFes . This p~qcess started somewhat earlier in the states 
than at the Centr~. Both experienced a steep rise in the reve­
nue deficit through the 1980s. This means that the govern­
ment has had to borrow to meet part of its regular 
expenditure. 

This deterioration is the result of several factors. First, the 
government has not ensured that revenues increase com­
mensurately with expenditure especially during the eighties: 
upto the mid-seventies revenues rose progressively at a rate 
somewhat higher than revenue expenditures leading to a ris­
ing revenue surplus. The trend was reversed thereafter: 
while revenues continued to rise both in absolute terms and 
as a proportion of GDP, expenditures rose even fastf r. 

Second, the relatively rapid increase in revenue expendi­
tures frotn the latter half of the seventies was due to increase 
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in salaries, higher interest payments and rising subsidies. 
The acceptance of the recommendations of the Fourth Pay 
Commission meant a substantial increase in the emoluments 
of central government employees. This led to an intensified 
and successful agitation by employees of state governments 
for parity with central scales. Since in all cases revisions were 
grai.ted with retrospective effect, large payments had to be 
made to clear arrears due. The increase in emoluments also 
meant a continuing burden on -the budgets of both the Centre 
and the states. It must be noted that the increase in emoluments 
per employee has been substantially more than the rate of 'in­
flation' and has meant a significant rise in real earnings. 

The growth of subsidies has been particularly rapid: both 
the central and the state governments have been reluctant to 
raise the sale prices of goods and services supplied by them 
(e.g. essential commodities distributed through fair price 
shops, fertilizers, electricity, irrigation, public transport, co­
operative credit) even though the costs of producing and 
distributing these commodities continued to rise. This ten­
dency was particularly marked since the late 1970s and prob­
ably reflects the growing fluidity of politics and intensified 
competition among political parties. Increasing subsidies on 
food and fertilizers in the name of keeping prices in check 
for vulnerable groups was politically attractive and made a 
significant difference to electoral outcome. Increased export 
subsidies were meant to stimulate exports. 

Some of these subsidies (those on food, fertilizers and 
exports) are made explicit in the budget but several are con­
cealed in the inability of the departments/ enterprises sup­
plying these goods and services to earn surpluses to cover 
at least the interest charges on the capital converted. More 
often it is reflected in losses. The magnitude involved has 
also grown at an alarming rate. According to one estimate 
the magnitude of unrecovered costs on account of economic 
and social services provided by the states alone rose from 
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Rs 52 billion in 1977-78 to Rs 256 billion in 1987-88. Total 
unrecovered costs in 1987-88 (of Centre and states) 
amounted to some Rs 420 billion which is considerably 
higher than the total public sector plan outlay in that year 
(Rs 350 billion)? Most governments, irrespective of their 
party affiliation, have found it politically expedient not to 
insist on fuller cost recovery (whether by raising rates or by 
cutting costs) in respect of the above mentioned items used 
by large numbers of people that no party wants to alienate. 

The fact that revenue expenditures and deficits of enter­
prises were growing faster than revenue did not deter the 
government from increasing expenditure on plan projects. 
At the time of plan formulation, the Centre and the states 
are all in favour of larger plans and larger sector plans. In 
assessing the resources available for the plan, everyone 
makes unrealistic assumptions that non-plan expenditure 
will not be allowed to grow much and undertake to mobilize 
the additional resources necessary to meet any gap. These 
tendencies, always there, have become much more acute in 
the last decade or so. The balance from current revenues, 
without taking into account projected additional mobiliza­
tion, has invariably been below target. So has additional mo­
bilization (except during the latter half of the 1970s). 

Although public savings have invariably been less than 
projected by the plans, actual plan outlays have turned out 
to be higher than approved: by around 13 per cent during 
the sixth plan period (1980-85) and by 23 per cent in the 
seventh plan (1985-90). The dependence on borrowing there­
fore turned to be much higher and has risen much faster 
than projected. This and the fact that interest rates on gov­
er~ent securities were raised steeply resulted in an extra­
ordinary increase in both public debt and the magnitude of 
interest payments by the government. 

Public Sector Perfonnance: The other major criticism relates to 
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the performance of the public sector. The public sector's im­
portance in the economy has grown enormously since Inde­
pendence (see Table 9). In 1950-51 an estimated 18 per cent 
of the country's productive assets were in the public sector; 
this proportion is currently about 45 per cent. In 1950-51 the 
public sector contributed about 7.5 per cent of the country's 
GDP; in 1990-91 its contribution rose to 26 per cent. Its share 
in total national expenditure which was 8.5 per cent in 1950-
51 is currently 26 per cent. The public sector is solely respon­
sible for much of the essential economic infrastructure 
(electricity, rail transport, road networks, ports) and has a 
major role in respect of some of the key inputs which enter 
the production process (energy, metals, fertilizers, petro­
chemicals and certain categories of heavy machinery). 

The main indictments against the public sector are that 
despite large outlays, the economy is plagued by inadequate, 
unreliable and high-cost infrastructure services. Inordinate 
delays in commissioning projects, the politicization of invest­
ment decisions and the management of public services has 
led to widespread corruption both in setting up and operat­
ing enterprises, lack of credible mechanisms to make the en­
terprises accountable to their customers and the public; and 
as a result, returns to investment in these enterprises are 
very low. 

The investment used by the public sector per rupee they 
contribute to the GDP is much higher than the average. This 
is at least partly explainable by the fact that the public sector 
involvement is concentrated in activities which by their na­
ture require much larger investments per unit of output than 
average. The more serious problem however is low returns 
in terms of profits earned relative to investment. 

During the 1980s the gross profits of public enterprises 
under the control of the central government (excluding oil) 
averaged around 3.4 per cent of the capital employed com­
pared to 8.8 per cent in the case of the private corporate 
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sector. After allowing for depreciation and interest pay­
ments, they had carried a net loss accounting to a little over 
3 per cent of net worth (i.e. total employed less borrowed 
capital). By comparison the private sector companies earned 
12.7 per cent on net worth before taxes.8 Thus, the profits of 
these enterprises were insufficient to meet even the interest 
obligations on borrowed capital (not to speak of giving any 
return on their own funds). The position of public enter­
prises under the state governments (mainly electricity 
boards, i:r;rigation and public road transport corporations) is 
even worse. 

The record of public enterprises taken as a whole in gen­
erating surplus has been consistently poor and consistently 
below the targets set in every five year plan. Thus, instead 
of relying more and more on internal resources (depreciation 
and net retained 'profits) to finance fresh investments q~ visu­
alized by the plans, the dependence of the public sector on 
borrowed funds has increased. With interest rates having 
risen sharply, this has contributed to further aggravation of 1 

fiscal imbalance. 
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Understanding Performance 

The relatively modest growth performance of the Indian 
economy, its relative inefficiency and its lack of technological 
dynamism are generally attributed to defects in the basic 
development strategy. The following elements are usually 
singled out in this connection: the heavy industry bias of the 
plans imparted by Mahalanobis; the neglect of agriculture 
and labour intensive forms of export production; a tariff-ex­
change-rate policy which made production for the domestic 
market more profitable than production for exports, and also 
insulated domestic industry from competitive pressures; and 
the excessive reliance on an inefficient public sector. These 
tendencies, it is argued, have been reinforced by the control 
system, which gave little flexibility to producers in their 
choice of location, scale, technology and product mix and 
which actively discouraged exploitation of scale economies 
in the name of equity.1 

DEFECTIVE INVESTMENT STRATEGY 

The criticism that poor growth is due to our planning strat­
egy being biased in favour of heavy industry while neglect­
ing agriculture is questionable. ·The heavy industry 
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orientation was strong only in the second and third plans 
but not thereafter. If anything, the share of public investment 
going to industry as a whole, and to metallurgical and ma­
chinery industries in particular, fell after the mid-sixties (see 
Table 10). In any -case at no time was the State in a position 
to force the private sector to take to heavy industry. The 
recession in demand for these industries caused by the 
deceleration in public investment affected the private sec­
tor's willingness to make any fresh investment in these sec­
tors. 

Similarly, the failure to accelerate agricultural growth can 
hardly be explained by inadequacy of investment. Much of 
the investment is in spreading irrigation, improving soil and 
water management and in research and extension. While 
these are important, there is no simple or direct relation be­
tween investment and growth in output. The vast disparities 
in growth as between irrigated and rain-fed land, as well as 
across regions and crops, cannot be explained by differences 
in investment. They reflect uneven progress in evolving bet­
ter seed varieties suited to irrigated and rain-fed conditions 
and for different regions and crops. Moreover there is abun­
dant evidence that actual yield in most cases is a fraction of 
the yields demonstrated to be feasible with available tech­
nology. There are also indications that the incremental out­
put per unit of input may actually be declining at a time 
when bette.r varieties and the rapid spread of groundwater­
based irrigation should have raised the yield response to in­
puts. This is in large part a reflection of the poor quality of 
land and water management. 

The uneven success in breeding crop varieties, deficien­
cies in adaptive research, deficiencies in water management 
or for that matter soil conservation of rain-fed lands cannot 
be attributed to inadequate investments. The quality of de­
sign and execution of these programmes, and the institu­
tional ,Prrangements for proper maintenance and efficient 
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management of facilities which serve large numbers of 
farmers have an important bearing on the attainable yields. 
This is not to suggest that the recent declining trend in agri­
cultural investments is of no consequence but only to em­
phasize the role of other factors and in particular the efficacy 
of the organizations which make and manage the pro­
grammes. 

FOREIGN TRADE POLICIES 

One criticism which in retrospect has considerable validity 
relates to foreign exchange and trade policies. The Indian 
plans were certainly not based on assumptions of autarky. 
There was of course a strong sense of pessimism about ex­
port prospects. This pessimism was understandable in the 
fifties, in as much as Indian exports were dominated by pri­
mary commodities. The demand for these commodities was 
not growing fast and was threatened by the emergence of 
substitutes. Non-traditional exports also did not seem prom­
ising because of the narrow industrial base. But the extent to 
which the latter limitation could be overcome by appropriate 
policies was clearly underestimated. 

The persistence with a fixed and over-valued exchange 
rate for the rupee and the fact that a combination of high 
tariffs and quantitative restrictions loaded the dice heavily 
in favour of import substitution and production for the 
domestic market worked to the disadvantage of exports. 
They undoubtedly created an environment in which there 
was hardly any incentive to scout export markets. However, 
the over-valued exchange rate is only part of the story. After 
all, despite the 1966 devaluation, the progressive and sub­
stantial depredation of the rupee since the early 1970s and 
a variety of export incentives, overall export growth has 
been slow and erratic. The impact of devaluation on exports 
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might have been greater if there were no restrictions on ca­
pacity /product mix and on imports of inputs, machinery 
and technology; and if imported inputs had not carried such 
high rates of duty. It has also been suggested that hesitations 
about tie-ups with large foreign manufacturers and trading 
houses may have contributed in some degree to the slow 
growth of exports. 

We must also note that official figures do not give a com­
plete and accurate picture of the country's foreign exchange 
transactions. High import duties, the ban on the import of 
consumer goods and precious metals which were in great 
demand, and the desire of businessmen and other well-to-do 
sections to shift part of their wealth abroad'-all contributed 
to the emergence of smuggling and illegal transactions in 
foreign exchange. Exports tended . to be under-invoiced so 
that the value of export earnings reported and surrendered 
to the Reserve Bank of India was less than the true realiza­
tion. On the other hand imports-all of which were under 
licence-tended to be over-invoiced so that actual payments 
were more than the true value of purchases. The difference, 
along with the proceeds of smuggling of silver and lately, 
drugs, was used to finance smuggled imports of gold, com­
modities and for the accumulation of assets abroad. There is 
no way of knowing how these illegal transactions have 
grown_. According to one estimate the exchange inflow 
through illegal channels in 1989-90 was $5 billion, roughly 
one-fourth of the total receipts on account of exports (includ­
ing invisibles and remittances) through official channels. 

OVER-EMPHASIS ON REDISTRIBUTION 

Another criticism relates to the effect of State interventions 
in the name of distributive justice. According to one view­
associated with the left parties-a more egalitarian 
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distribution of wealth and incomes is an essential precondi­
tion for rapid growth catering to the essential consumption 
needs of the mass of the people and of course a precondition 
for real democracy. The failure of land reform, the failure to 
reduce the inequalities of wealth in private hands-at any 
rate the failure to bring its use under effective social con­
trol-are therefore seen as root causes of the failure of Indian 
planning. 

An egalitarian distribution of income has obvious ethical 
appeal, especially in a context where a large mass of people 
live in abject poverty. At the same time it is uncertain if rates 
of saving as high as those achieved would have been feasible 
at the current low levels of living with an egalitarian income 
distribution. Also a more equal distribution does not affect 
aggregate demand for consumption so much as its pattern. 
With a more equal distribution of income, the pattern would 
shift in favour of food as against non-food items and a 
smaller quantum as well as a less diversified pattern of de­
mand for manufactures. This would then call for a much 
faster growth in agriculture and a slower growth of manu­
factures. Whether a more equal distribution of land per se 
would have generated faster growth of agricultural produc­
tion is also debatable. 

A contrary and currently more fashionable view attrib­
utes inefficiency and slow growth to the intervention of the 
State to redress inequality in wealth and incomes. For in­
stance, the restrictions on the expansion of big business 
houses is seen to have impeded the exploitation of scale 
economies. Ceilings on land and high rate of direct taxation 
are seen to have reduced incentives for increased production 
and accumulation. The various measures to protect house­
hold and small-scale industry in the name of promoting em­
ploy.ment, besides being expensive in terms of subsidies, 
have meant perpetuation of high cost, low quality produc­
tion in a wide range of industries. These interventions 
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together with the operation of the control system, it is sug­
gested, may have actually aggravated inequalities in the sys­
tem. 

Radical land redistribution has played an important role 
in China, Japan and Korea in breaking up the landlord and 
rentier classes who used to wield immense power and stood 
in the way of the emergence and growth of modern capitalist 
entrepreneurs. It fundamentally altered the balance of politi­
cal forces in favour of the latter; it also enabled the State to 
appropriate more of the agricultural surplus through taxes 

. and by manipulating the prices of agricultural commodities 
relative to that of manufactures. But there is some question 
whether this is at all feasible in the Indian context and even 
if it were, whether land re-distribution would by itself make 
agriculture grow faster.2 

Faster agricultural growth requires more investment, a 
large part of which has necessarily to be made by the State 
in infrastructure (including research, extension, rural roads 
and markets). It is contingent on successful research to de­
velop superior seed varieties and agronomic practices 
adapted to varied local conditions. And, above all, in an 
agrarian system dominated by a very large number of peas­
ants with small holdings, it is contingent on effective insti­
tutional arrangements to regulate the use of land, water and 
other common resources in the interel?tS of sustaining a high 
level of-productivity. 

But all this is of no more than theoretical interest since 
very little has actually been done to implement even mildly 
redistributive measures on the statute book. By far the most 
important among these are the abolition of zamindari and 
other feudal forms of land tenure, the imposition of ceilings 
on land ownership, and protection of tenants and land ceil­
ings. The first was relatively successful but its implementa­
tion was delayed by years of litigation. And there were 
enough loopholes in the law to permit many zamindars to 
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retain large amounts of land for 'self cultivation'. Tenancy 
reforms seem to have been moderately successful in a few 
states, notably Kerala, Karnataka and West Bengal, where 
political conditions were favourable. Even in these states 
while the numbers benefited were large, the amount of land 
transferred relative to the total cultivated area has been 
small. Moreover, not all the benefits have accrued to mar­
ginal and small farmers. Consequently, it has made only a 
small difference to the inequality in the distr~bution of land 
ownership. The land ceiling legislations are widely 
recognized to be a near-total failure everywhere in the coun­
try. 

Progressive taxation of income, wealth and inheritance 
have hardly reduced inequality. The level of income/wealth 
at which these taxes begin to operate is so high in relation 
to the average income per earner that only a small fraction 
are liable to pay. And only a fraction of those liable do in 
fact pay. Numerous concessions and exemptions have made 
administration complex and avoidance relatively easy. In­
stead of simplifying the tax laws and enforcing compliance 
more strictly, the tendency has been to reduce the tax rates 
on the ground that lower tax rates reduce the incentive for 
evasion. Inheritance taxes have been abolished. 

Public expenditures-especially on elementary educa­
tion, basic health care, various poverty alleviation pro­
grammes and possibly food subsidies-are prima facie more 
effective in augmenting the real incomes of the poor. But in 
so far as the benefits of these programmes are not confined 
to the poor and that those who benefit do not get the full 
amount due to them, their distributive impact is weakened. 
There is ample evidence to suggest that a substantial part of 
the beneficiaries of these programmes are 'non-poor' and 
that a sizeable part of the resources are appropriated by vari­
ous intermediaries and those responsible for implementa­
tion.3 
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RESTRICTIONS ON lHE PRIVATE SECTOR 

The argument that Indian planning failed because it was 
dominated· by the public sector and gave insufficient room 
to the private sector and subjected the latter to far too many 
regulations is plausible but over-simplified. A wide range of 
public investment activities is in fact supportive of and com­
plementary to private effort. Public investment in irrigation, 
rural electrification, research and extension and rural infra­
structure are crucial to raising agricultural production. These 
investments by their nature cannot be undertaken by the pri­
vate sector. Public investment in electricity, rail transport 
and other major infrastructure also belong to this category. 
Moreover by creating demand for a variety of goods and 
services, public investment expands the growth opportuni­
ties of the private 'sector. The real issue is not whether there 
was too much public investment but whether the allocation 
of the investment as between various activities was consis­
tent with the goals and whether the public sector performed 
its tasks efficiently. 

Large parts of the private sector which still accounts for 
three-fourths of the country's output, have not been and still 
are not subject to state regulation. All of agriculture and ru­
ral economic activity, most of trade, road transport and per­
sonal services are in the private sector. Minimum wage laws, 
safety regulations, compulsory provident fund, health care 
and other requirements, which have to be met by estab­
lishments in the organized sector, do not apply to them. 
Most of these enterprises are not_ even required to register 
with the government; they do not need licences to be in busi­
ness; they are free to produce what they want, by any means, 
on the scale they decide, and to sell their produce freely. 

The regulatory system cannot be blamed for the poor per­
formance of agriculture. State policy such as taxation, trade 
and exchange J;"ate policy, support prices and compulsory 
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procurement and land laws-do affect the economic envi­
ronment in which they operate. However, this is very differ­
ent from the attempts at detailed and direct regulation of the 
activities of individual enterprises which applied to organ­
ized industry and which affected performance. 

The requirement of a licence for setting up and operating 
an industry meant that until recently, a unit could produce 
only those items and up to the limits specified in the licence; 
substantial expansion of an existing unit as well as the set­
ting up of a new unit required clearances from government; 
the import of new equipment, raw materials and spares were 
subject to government approval. Some scarce raw materials 
were allocated by the government and there was formal or 
informal control over the price at which products could be 
sold. There was an active policy of discouraging big business 
houses which was reinforced by the Monopolies and Restric­
tive Trade Practices Act of 1972. Securing the numerous 
clearances required was enormously time-consuming and 
often involved extra costs to get favourable and speedy 
decisions. 

Capacity licensing was supposed to be done on the basis 
of targets set by the Planning Commission. The Commission 
used fairly sophisticated input output models to fix targets 
for major products or product categories consistent with the 
objectives of the plan. However, these were not sufficiently 
detailed as a guide to licensing. For example it is not enough 
to specify the target for mild steel; one needs to know the 
demand for specific categories of steel (e.g. bars and rods, 
rails structural etc. of different sizes and specifications) in 
order to decide what kind of extra capacities are needed. 
This process of elaboration was left to committees consisting 
of industry and government experts or simply to govern­
ment departments. Since licensing was related to targets, 
there were conflicts of interest between those who were al­
ready in business and those who_ wanted to enter the 
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business. The determination of targets itself was influenced 
by the interaction of these interests rather than on objective 
considerations. 

In any case experience both in India and in the centrally 
planned economies, which sought to set and enforce detailed 
plan-wise targets, has shown that the agencies charged with 
the task do not get accurate and up-to-date information in 
the necessary detail; that individual enterprises can and do 
manipulate the information they provide the central author­
ity if it suits their interest; and that it is impossible to estab­
lish an effective monitoring and enforcement system under 
such circumstances. 

Furthermore, the various components of the control sys­
tem came into being in a piecemeal fashion and were modi­
fied at various times to meet specific exigencies. Once in 
place, each element tended to acquire a certain autonomy of 
its own and changes needed to serve larger, unified goals 
were difficult to bring about. Consequently the components 
of the control regime were not always consistent in terms of 
promoting the larger goals. This necessarily reduced their 
effectiveness. 

It is widely accepted that the present control system is 
not effective and may even be counter-productive. So is the 
desirability of dismantling the system. to allow individual 
enterprises more space, greater freedom and flexibility in 
making their investment and production decisions in the 
light of market conditions. The market, it turns out, is a far 
more economical medium for signalling to all parties about 
the balance between supply and demand for particular 
goods and services in far greater detail and with far less bias 
than obtaining this information directly from producers and 
buyers. 

This does not mean that markets invariably provide the 
right signals or that all the information necessary for deci­
sion can be obtained through markets. Markets are not 

56 



THE INDIAN ECONOMY: CRISIS, RESPONSE AND PROSPECI'S 

always competitive and where they are not, the possibility 
of dominant producers or sellers manipulating prices exists. 
In any case decisions call for information about likely future 
demand, technology and alternatives both in the end uses 
and in ways of producing particular goods. The market is 
not the best place to get this kind of information. 

More importantly the market tells us something only 
about activities· which involve exchange among firms and 
between firms and consumers. A great deal of activity con­
cerning the mobilization and utilization of resources lies in­
side enterprises (be they public or private) and other entities 
engaged in production and distribution. The collation and 
dissemination of information between different firms, the co­
ordination of activities within each firm, and the systems of 
reward and punishment to ensure efficient production (i.e., 
getting the most out of resources available to the firm) are 
not mediated by the market. How these intra-enterprise 
problems are handled depends on the characteristics of en­
trepreneurs; their attitude to and relationship with profes­
sional managers and labour; and the internal organizational 
structure and the quality of management. These aspects are 
at least as important determinants of economic performance 
as the existence of efficient, competitive markets. 

IMPLEMENTATION FAILURES 

It is tempting to argue that failure lies not in the delective 
conception of strategy but in its poor implementation. There 
is ample prima facie evidence of the latter in the faulty 
preparation of projects, commissioning delays, inordinate 
cost escalations, low capacity use and the like; the abuse of 
the control system by bureaucracy and politicians;_ the lack 
of autonomy and accountability on the part of public enter­
prises; and the all-too-evident unwillingness to legislate 
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measures to reduce inequalities and the ease with which en­
forcement of such measures can be thwarted. The system has 
also not shown much evidence of resilience in terms of learn­
ing from experience and adapting to changing circum­
stances. Indeed there is little sign of any. serious and 
sustained interest among the executive agencies in this proc­
ess.4 

Central planning has had to function within the frame­
work of a federal system with the respective spheres of the 
Centre and the states being clearly demarcated in the Con­
stitution. In principle, the state governments are more or less 
free to determine policies and programmes in several sectors 
of the economy including agriculture and animal husbandry, 
irrigation, power, education, health and road transport. The 
Centre's power in respect of these sectors relates essentially 
to matters concerning inter-state relations. It also has the pri­
mary. responsibility in respect of industry, atomic energy, 
shipping, railways and posts. 

National economic planning pre-supposes an overall na­
tional consensus on objectives and priorities as well as effec­
tive instruments to ensure that programmes and policies are 
consistent with them. Differences are inevitable between the 
Centre and the states as well as among the states. The 
National Development Council was set up to serve as. the 
forum through which a broad national consensus on the plan 
should be forged. In ti1e initial stages the fact that the same 
political party held power both at the Centre and in practi­
cally all states facilitated the task of the Commission. But 
there were inevitable differences between the Centre and the 
states, and among the states, partly on substantive questions 
of objectives and strategy, but more importantly on the di­
vision of the financial resources among them. The distribu­
tion of financial powers-both regarding taxation and 
regulation of financial institutions-is decidedly in favour of 
the Centre. This has become the most effective instrument in 
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the hands of the Centre in influencing state government poli­
cies and programmes. 

The size of the plan (in terms of outlays) and the quan­
tum of central assistance quickly emerged as major issues in 
the deliberations of the National Development Council. All 
parties involved have been consistently interested in a larger 
public sector plan; and the states as a group in raising the 
overall quantum of assistance to as high a level as possible. 
While both the Centre and the· states usually agree to mount 
a substantial effort at economizing non-plan expenditures 
and mobilizing additional resources, these commitments are 
hardly binding. 

The other important question, namely the allocation of 
central assistance over the five year plan as a whole among 
states, is also decided by the National Development Council. 
The Planning Commission has played a key role in evolving 
the criteria on which the central assistance to state plans is 
to be allocated among the states. In the early stages, this 
assistance, and the relative share of its loan and grant com­
ponent, were linked to specific sectoral schemes/ pro­
grammes ostensibly to ensure that national priorities were in 
fact observed by the states. But besides giving enormous 
scope for the Centre to interfere in the details of state plans, 
the system also became far too cumbersome and rigid, lead­
ing to a clamour for simplification. A major advance came 
with what has come to be known as the Gadgil formula by 
which the allocation of central plan assistance between states 
was linked to certain overall criteria including the size of the 
population. The relative backwardness of a state, special 
problems and the degree of tax effort have also been incor­
porated in the allocation criteria bul:-'p8Rulation size contin­
ues to have largest weight. 

The avowed aim of this simplification, to give states 
greater flexibility in the use of central assistance was, how­
ever, not fully achieved because the central ministries 
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devised a new category of centrally sponsored schemes to 
promote programme concepts which the central ministries 
considered desirable. Also in the name of protecting the in­
terests of priority sectors, a part of central assistance was 
earmarked for programmes in designated key sectors (of 
which power was important). 

The Planning Commission had gone along with these 
dilutions of spirit and intent of the Gadgil formula if not 
actively promoted them. That the Commission acquiesced in 
the rapid growth of discretionary grants outside the plan 
and the Finance Commission awards, was a clear sign of 
weakening of the Planning Commission's influence over the 
allocation of resources at the command of the Centre. These 
tendencies had their roots partly in the propensity of the 
central ministries to seek greater influence on the states, es­
pecially as other avenues of such influence, both via the plan 
and through political mechanisms, were found to be weak 
and getting weaker. 

In principle the detailed review of each state's pro­
grammes and priorities at the time of finalizing each five 
year plan along with the annual review of progress of plan 
schemes and resource mobilization conducted as part of the 
annual planning exercise, provide the occasion to persuade 
or pressure the errant states into taking corrective action. 
However, the review procedures are generally rather per­
functory,· focussing far too much on outlays. In any case the 
Commission is not sufficiently well-informed to play an 
effective role. The states, which ultimately have to provide 
the necessary information for the Commission to form a 
judgement, are not particularly forthcoming. 

The lack of relevant information from the states greatly 
restricts the Commission's ability to offer informed criticism 
or advice, assuming that the states are interested in either. 
The fact of course is that they are not. Even in the hey-day 
of the Congress, state governments were keen on getting as 
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much central assistance as they could manage, with greater 
freedom to determine their own priorities. They were not 
particularly keen to implement commitments to mobilize ad­
ditional resources. The Planning Commission could not pre­
vent them from taking up several projects and programmes 
involVing sizeable outlays outside the approved plan. 

These departures may not be altogether undesirable if 
they were based on careful assessment of the problems and 
possibilities of individual states. But this was rarely the case. 
The states themselves do not have an effective mechanism 
for proper planning. The Planning Commission has long 
sought to convince the states into strengthening their plan­
ning agencies so that there will be a nodal point in each state 
which will perform the function of preparing coherent over­
all programmes, ensuring that their constituent elements are 
properly coordinated, and monitoring progress. While most 
states have set up Planning Boards or Commissions, they are 
for the most part ineffective in performing these functions. 
The status and power they command with their respective 
governments is far less than that of the nationaJ Planning 
Commission at the Centre. Conceding power to the Planning 
Board would change the internal balance of forces and the 
locus of power in the state government which obviously is 
not politically feasible. 

Over the years, resistance among the states to the Cen­
tre's powers, and the way it is exercised, has grown. With 
the emergence of governments under opposition and re­
gional parties in several states, the pressure to curb the 
power of the Centre and confer greater autonomy to the 
states has intensified. It is argued that 

(a) an excessively large part of the potential tax and non­
tax revenue of the states is concentrated with the Cen­
tre; 

(b) in exercising its tax powers, the Centre uses 
stratagems (like increasing the price charged by 
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enterprises rather than through taxes) which keep in­
crements in revenue outside the divisible pool; 

(c) the various formulae for devolution of central assis­
tance do not cover borrowings in the open market; 

(d) the Centre is increasingly encroaching into areas 
which constitutionally fall within the sphere of the 
states, in part through the mechanism of centrally 
sponsored. schemes; 

(e) these schemes are used to serve the political interests 
of the party in power at the Centre. 

All these are invoked as powerful arguments in favour of 
giving much greater autonomy to states in the mobilization 
and use of resources.5 

Many constraints on the Planning Commission's role 
vis-a-vis the states should not in principle be as severe as its 
role vis-a-vis the central ministries. After all the Commission 
is the creation of the Centre, the prime minister and key 
ministers are its members, and its charter is wide ranging. 
However, the central ministries have not been any more 
amenable to the discipline of planning than the states. It is 
true that inclusion in the five year plan has in general been 
a pre-requisite for projects of the ministries to be considered 
for financial allocation. There is in fact much discussion in 
the sectoral working groups and between the Commission 
and the ministries at the time of formulating each five year 
plan. It is at this time that the progress of past projects is 
reviewed and the allocation for these continuing projects as 
well as new projects is decided. Ministries invariably ask for 
more than what they can reasonably expect as their share 
within the projected resources for the plan as a whole. There 
is intensive bargaining and compromises are worked out 
even at this stage. 

Once approved, the Planning Commission is supposed to 
review plan progress each year while deciding allocation in 
the annual budget; all new investment proposals are 
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supposed to be evaluated and cleared by the Commission 
before being approved, and indeed the Commission is to be 
consulted on all major policy matters. Except in one respect, 
namely investment approvals where the Commission's role 
has been strengthened by being made the agency to provide 
the techno-economic evaluation to the Public Investment 
Board, in most other respects its role has been less than 
effective. 

Ministries are often unwilling to provide information on 
the status of major projects and programmes; several major 
changes in policy have been approved despite opposition 
from the Commission and sometimes (as in the case of bank 
nationalization and the nationalization of grain trade) with­
out even consulting it. Many of the studies and reports 
which presage the recent shifts in the government's policy 
on fiscal matters, public sector, and regulation of the private 
sector took place outside the aegis of the Commission. The 
Commission has found it difficult to check the tendency of 
the central ministries to launch on programmes in spheres 
falling under the states and to provide large-scale discretion­
ary assistance outside the plan. The Commission hardly 
90mes into the picture in matters concerning pricing policy 
of public enterprises; it has also not been able to enforce 
fiscal discipline on the Centre any more than it has in the 
states. 

The Planning Commission has no doubt provided an 
overall perspective of the main objectives and their implica­
tions in terms of the magnitude of expansion to be achieved 
in major sectors, and the investment requirement. The trans­
lation of these sectoral targets into detailed operational ~ro­
grammes (based on a proper technical and economic 
evaluation of alternatives), a coherent policy framework to 
induce the concerned enterprises (public and private) to 
pdopt the socially desirable strategies to be regulated in the 
choice of location, scale technology and product mix of 
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industrial projects-all this calls for strong organizations for 
sectoral planning and survey, design and engineering or­
ganizations to prepare specific projects. Interest in creating 
such organizations has been conspicuously weak or absent 
in the central ministries or in the large public sector enter­
prises concerned with major sectors like steel, energy, and 
transport. The Planning Commission has not shown serious 
and persistent interest in pursuing this task. 

POLITICS AND PLANNING 

In the Indian context, the political configurations have not 
been conducive to far-sighted planning.6 The planners had 
from the beginning emphasized the primacy of rapid eco­
nomic growth and ruled out any drastic redistribution of 
existing private wealth. Nevertheless even the limited extent 
of land reform considered necessary in the interests of both 
growth and equity, and the manner in which the resources 
required to finance growing public expenditures on devel­
opment were to be raised predictably evoked strong resis­
tance from those whose interests would be adversely 
affected. The inevitable conflict of interests among different 
classes and regions over the sharing of the benefits of public 
expenditure intensified as the scale of such expenditure ex­
panded. The articulation of these conflicts and their resolu­
tion are fundamentally in the domain of politics. 

The political process is sought to be regulated by the 
Constitution which defines the form, functions, modes of 
creation and control of various institutions constituting the 
government. The formal provisions, and certain unwritten 
conventions underlying them, are constantly evolving partly 
because of amendments to the statutes and partly as a result 
of judicial interpretation. The most important feature of the 
Constitution which bears on planning is the federal structure 
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of government. The respective functions and powers of the 
Centre and the states have been defined in the Constitution 
in a manner that the Centre has much wider powers of.taxa­
tien and borrowing relative to its functions. 

The Centre has powers to levy income and corporate tax/ 
central excise duties on production of a wide range of goods 
and services and customs duties. The proceeds of these taxes 
(except customs) are shared between the Centre and the 
states/ the exact division being determined by the Finance 
Commission every five years. While the sfptes have 
extensive taxation power/ they have always complained that 
more important and lucrative revenue sources have been 
pre-empted by the Centre; that the states/ share in central 
taxes is inadequate and that the Centre/s control over gov­
ernment borrowing puts the states at an even greater disad­
vantage. 

The truth is that the division of taxation powers and re­
source sharing between the Centre and the states has been a 
source of tension between the two; that the Centre can and 
does intervene even in areas falling exclusively under states/ 
jurisdiction. This is done by offering sizeable financial in­
ducements to persuade states to take up programmes con­
ceived by the Centre and also by extending the concurrent 
list. This has significantly affected the priorities and alloca­
tions in the state plans. It has also considerably reduced the 
scope for states to try out innovative approaches/ appropri­
ate to their specific circumstances. The Centre-state conflicts 
on these matters have become sharper and more visible as 
electoral politics has become more competitive, and as the 
Congress lost the hegemony it enjoyed at the Centre and in 
most states. 

The nature of conflicts and the ability of the State to re­
solve them depends crucially on the composition of the rul­
ing classes and their ideology, the relative power of different 
constituents of these classes/ the alliances and coalitions 
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among them, and the way they seek to accommodate the 
claLTilS of other groups in society. 

At some risk of over-simplification, one could say that in 
many, if not most, countries which have reached a high level 
of development-be it capitalist or socialist-the capitalists 
and/ or a managerial elite committed to modernization had 
acquired control of the State and used this power to resolve 
social conflicts more or less decisively in a way which 
favoured development. By contrast, in India since Inde­
pendence no single homogeneous class has been able to ac­
quire and retain control over State power. 

The capitalists are cl~arly a powerful group but far from 
being the only one or even the most important one. In the 
absence of thorough-going land reforms, those with substan­
tial holdings continue to be powerful in rural areas. Their 
sizeable presence in Parliament and state legislatures and 
their considerable influence over local power centres also 
makes theLP. influential in the governance of the country . ... 
Apart from these the professionals, whose skills are essential 
to run a complex, modern polity, wield considerable power 
in government. Some scholars claim that these three classes 
constitute the "ruling coalition" _7 

Whether or not it is appropriate to view them as a "coa­
lition" is debatable; at any rate, the interests of cultivators 
(predominantly rural) are not always the same as that of 
capitalis.t industrialists (predominantly urban) or of traders 
(who are everywhere). Caste affiliations and regional loyal­
ties often cut across class boundaries even within these 
classes. Moreover, the coalition has to contend with the 
claims of other interest groups which may not have a direct 
influence in the government. 

Despite all this, the propertied classes have effectively 
protected themselves against state actions which affect their 
interests adversely. This is evident from the fact that land 
ceilings, progressive direct taxation, inheritance taxes and 
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other measures meant to reduce relative disparities in in­
come and wealth have been reluctantly pursued and indif­
ferently implemented. Large accumulations of wealth and 
incomes from illegal actions (such as tax evasion, smuggling, 
bribery and kickbacks) have been allowed to continue un­
checked. Not only have various penal provisions in the stat­
ute book not been enforced, but efforts have been made from 
time to time to legalize them under various amnesty 
schemes. 

The power to influence state policy is by no means con­
fined to the classes mentioned above. The unionized 
segment of labour, which comprises only a small portion of 
the working class and is largely concentrated in urban, non­
agricultural sectors, may not have significant direct power in 
government. But it is prominent in the opposition. They have 
shown their capacity to effectively press their claims through 
strikes and other means. The professional bureaucracy of the 
State also belongs to this class. Given the demonstrated abil­
ity of these groups to protect and improve their position, in 
both absolute and relative terms, it is arguable that ·these 
groups should be considered effectively a part of the ruling 
coalition. 

The complex nature of the power-structure means that a 
great deal of the effort and resources of the State are spent 
in mediating the conflicts between different constituents of 
the coalition at the cost of mobilization and effective use of 
resources for development. This tendency is exacerbated be­
cause the ruling classes are feeling more and more com­
pelled, largely due to the compulsions of mass politics, to 
take cognizance of the interests of the unorganized and poor 
segments of the population and seen to be doing something 
concrete to promote them. Though the poor are voiceless 
and not organized to press their claims directly, their nu­
merical strength in the electorate has made political parties 
and individuals aspiring for power recognize their needs 
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and to promise them jobs, subsidized food, subsidized credit 
and the like. 

A deeper problem, and one which has come into promi­
nence, arises from the fact that the working of the State is 
influenced not only by the interests of the 'ruling classes' but 
also by the interests of the functionaries (both political and 
bureaucratic) who run the State. In principle, as repre­
sentatives of the people, legisiatures lay down the goals of 
policy, pass laws and sanction funds to facilitate their reali­
zation. The translation of these into specific decisions and 
their implementation is done by the political executive 
through the bureaucracy. The interests of these two groups 
who man the organs of the state also significantly influence 
their performances and policies as well as the way they are 
implemented. 

As public sector activities, developmental and non-devel­
opmental, have grown enormously in scale and complexity, 
the opportunities for patronage and corruption (via appoint­
ments, award of contracts, purchases of material and several 
other ways) have also grown. The vesting of many discre­
tionary powers with the state functionaries vis-a-vis the pri­
vate sector and the citizenry at large has further enhanced 
this potential. It did not take long for the political executives 
of the State to realize and exploit these opportunities of us­
ing their position to secure and nurture their support base. 
This w_as done by sanctioning projects benefiting particular 
localities or groups and interceding in decisions affecting 
particular interests or parties, by giving jobs, contracts, 
appointments to cooperatives, public corporations and other 
public bodies, to their immediate followers and party work­
ers and by using all these as a source of funds to sustain 
party or personal political activity. 

Investment decisions have got highly politicized as have 
the award of contracts. Both lead to wrong choice of location, 
scale technology and higher than necessary costs. Unmindful 
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of budgetary constraints, more projects are sanctioned than 
can be completed with a reasonable lag. As a result all pro­
jects get delayed. Political pressures result in workers hired 
during construction of projects being regularized as employ­
ees in the operational phase. This has also led to overman­
ning and interference in operational decisions of public 
enterprises on award of construction contracts and hir­
ing/promotions. Price adjustments have to be cleared with 
the minister/ministry officials. The interference is pervasive 
leading to severe erosion of incentives for efficient perform­
ance. 

These tendencies have grown over time; contesting elec­
tions is expensive and the winners seek to recoup their costs 
during their tenure in office. As politics becomes more fluid 
the tenures get shorter and more precarious, the time hori­
zons of political executives are shortened and the tempta­
tions to abuse public office intensified. A number of 
institutional mechanisms-permanent, professional civil 
service, Estimates Committees and Public Accounts Commit­
tees of Parliament and state legislatures, the Comptroller and 
Auditor General-have been devised to make sure that the 
executive uses public resources efficiently for the purposes 
for which they were sanctioned. However, all of them have 
been seriously compromised. 

The political executive depends on the bureaucracy to 
carry out their programmes/policies. The bureaucracy is 
supposed not only to prefer considered advice on policies 
but also ensure probity and integrity in handling public re­
sources. Gradually the political executives have found ways 
of 'softening' the bureaucracy into compliant agents-if not 
outright collaborators-of political functionaries in violating 
recognized norms. Partly for this reason, the politicians' abil­
ity to maintain the discipline of the civil service has been 
compromised. And they have been most reluctant to con­
front employees not only in matters of organizational 
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discipline, but in respect of their collective demands on pay, 
benefit, service conditions etc. No party is keen to risk the 
consequences of taking on the organized strength of the 
bureaucracy. . 

The effectiveness of watch-dog institutions have also 
been reduced in a variety of ways: by controlling appoint­
ments to such offices; not providing sufficient resources or 
personnel with requisite expertise; failure to provide, fully 
and accurately, information sought by these agencies; and 
calculated laxity in taking follow up action on the findings 
and recommendations of these bodies. Much of the informa­
tion is not in the public domain. Either it is not made avail­
able or is 'classified' to restrict <~;ccess. This makes it difficult 
for interested citizens and no&.:governm'ent organizations to 
pursue such matters. 
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Structural Reforms: A Critical Appraisal 

It is hardly surprising given this historical and political back­
ground that the government could not muster the foresight 
and the firmness to avert the foreign exchange and fiscal 

. crises which were b';Iild~ng up during the 1980s. It w~s only 
when the foreign exchange situation became desperate that 
the government was compelled by circumstances to act. In 
the process it had to recognize that the crises were deep­
seated and required corrective action over a very wide front. 
Thanks to donor pressure a fairly wide ranging set ·of r~­
torms was initiated and is being pursued since June 1991. 

The results. of the first two years of structural adjustment 
are mixed. A substantial reduction in the fiscal deficit of the 
Centre, the stability of the rupee even after making it con­
vertible, the increase in foreign exchange reserves to a rea­
sonable level and the near-halving of the inflation rate are 
striking achievements. But closer examination suggests that 
the achievements are much less solid than they appear at 
first sight. 

The reduction in the fiscal deficit is confined to the cen­
tral budget. Actual deficits as percentage of the GDP have 
exceeded targets and it seems unlikely that the reduction 
targeted for 1993-94 will be realized. Whatever reduction 
has occurred is largely due to a reduction in the central 
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budgetary support to the plan (including state plans) and 
trimming the public sector plan outlay. The finances of the 
states and public enterprises do not show any sign of im­
provement. It is also arguable that the drop in the inflation 
rate is as much due to favourable harvests-which have 
nothing to do with the reforms-as to the cut back in the 
fiscal deficit. The latter, in so far as it is the result of slowing 
down plan outlays rather than cutting down non-develop­
ment spending, may well prolong the adjustment phase. 

Export performance has been much poorer than ex­
pected. Export earnings in foreign exchange terms rose by 
less than 3 per cent a year during the first two years against 
a projected 15 per cent a year. There has been a remarkable 
turn around during 1993-94, with exports growing by 20 per 
cent (in dollar terms) during the first eight months. Whether 
this will be sustained in the coming years remains to be seen. 
If it is, the reform would have achieved one of its main 
ol;>jectives. 

If nevertheless foreign exchange reserves have risen to 
over $10 billion, and the exchange rate has been relatively 
ste.ady, it is largely because of sizeable receipts on accounts 
of the IMF and fast-disbursing World Bank assistance and 
more importantly to the stagnation of imports which in turn 
reflect the virtual stagnation of industrial output and of 
investment. The GDP growth as well as industrial growth in 
the last three years have remained well below the levels 
recorded in the eighties. 

The difficulties in getting through even the proposed cuts 
in food and fertilizer subsidies not to mention relaxing the 
conditions for exit, reorganization of public enterprises and 
such more basic reforms, clearly shows the government is 
simply not strong enough to carry through the reform pack­
age whose elements are unpalatable to one or other of the 
politically powerful interest groups. 

Viewed in a longer term perspective the reform package 
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is derived from a particular diagnosis of the structural prob­
lems of the Indian economy and the appropriate remedies. 
While there would be no disagreement on the need for basic 
reforms and several of the proposed measures, considerable 
difference of opinion exists as to the scope, emphasis and 
effectiveness of the changes in policy with reference to for­
eign trade and investment, measures to reduce the fiscal 
deficit and dismantling of controls. At the same time the 
content of policy changes remains hazy in such critical areas 
as public enterprise reform and privatization. Other aspects 
(e.g. agricultural development or getting the spirit of the 
reforms to permeate to the states) still remain to be ad­
dressed seriously. 

FOREIGN TRADE AND INVESTMENT POLICIES 

Import liberalization and opening the doors to free flow of 
foreign capital and technology which are central to the 
reform remain controversial. Some economists have argued 
that the liberalization policy of the 1980s aggravated the ex­
ternal deficit by stimulating faster import growth. A substan­
tial part of imports is being used directly or indirectly to 
support luxury consumption. A tight control of luxury­
related imports, according to this perception, would bring 
down import requirements without affecting the growth of 
the economy. Closer examination does not lend support to 
this view. 

In fact, the liberalization of the 1980s was limited in 
scope; and imports of items (e.g. equipment) covered by lib­
eralization did not show acceleration. Moreover, though the 
overall output of goods and services in the economy as a 
whole seems to have grown considerably faster during the 
eighties than before, total imports did not. The consequences 
of large imports for defence and other non-developmental 
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purposes in the early part of the decade financed by suppli­
ers credits seems to have been a far more important contrib­
uting factor. 

Some of the imports no doubt go directly or indirectly 
into luxury consumption (such as private automobiles, two­
wheelers, consumer electronic equipment, refrigerators, 
washing machines and other such durable consumer goods, 
synthetic fibres and the like). But the magnitude of legal im­
ports in this category has been much smaller than claimed 
by some; and certainly small in relation to the magnitude of 
the deficit which has to be made up. In any case reducing 
imports of materials and components used for luxury goods 
would mean sharp cut backs in production and employment 
of the domestic industry producing such goods: hardly a 
palatable outcome. 

Reducing imports is therefore hardly likely to reduce the 
pressure on balance of payments without adversely affecting 
the overall level of output and employment. On the contrary 
going back to the earlier policy (of keeping a tight lid on the 
level of imports, permitting each licencee to import only the 
specified commodities up to specified limits, and not allow­
ing any sale or ex(\hange of licences) will prevent the econ­
omy from realizing the potential for growth. This is part of 
the case for full import liberalization. But if liberalization 
succeeds in releasing the latent dynamic impulses in the 
economy( import requirements would increase and, at least 
for a while, grow faster than in the recent past. 

Since imports cannot be brought down, export growth is 
critical. It is estimated that sustained increase in export earn­
ings at the rate of 15-20 per cent a year is essential to sustain, 
over the long term, a reasonably high rate of overall GDP 
growth (say around 6 per cent per annum) with a viable 
balance of payments under a liberal trade and exchange rate 
regime. It is difficult to fault the government's efforts to in­
crease the profitability of exports vis-a-vis production for the 
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domestic market by devaluation, removal of export restric­
tions, freedom to import materials, equipment and technol­
ogy and reduced tariff on imported materials. Skepticism on 
the ground that India's export prospects will be severely 
restricted by the growing protectionism of the developed 
countries is hardly convincing: India's exports constitute a 
minuscule fraction of world exports and even with a 15 per 
cent annual growth India would remain a relatively minor 
presence in world trade. There is more substance to the 
argument that making exports more profitable alone will not 
suffice to guarantee faster export growth. 

The poor export performance during the last two years 
bears testimony to this. Total exports in fact declined in this 
period. While part of this ought to be explained by the dras­
tic reduction in trade with East Europe, the 10 per cent 
growth in exports to other countries is not particularly im­
pressive and certainly not adequate. The various general 
measures need to be followed up with efforts to identify 
sectors with relatively high potential for export growth and 
programmes geared to upgrade technology, designs and 
quality in production; market and survey promotion pro­
grammes to enter or expand presence in large and growing 
foreign markets; and induce the relevant industries and 
trade to have an active and far-sighted commitment to ex­
ports. These efforts are as yet rather weak. 

Even with such a high rate of export growth, there will 
be a transition period (lasting perhaps a decade or even 
more) during which the country will have to depend to a 
substantial, and even increasing, extent on other sources 
such as the remittances of Indians working abroad, foreign 
aid and investment. The oil boom in West Asia, and conse­
quently the demand for immigrant workers has more or less , 
reached a plateau. The prospects for the growth of remit- · 
tances are therefore bleak. The outlook for increased aid 
from official bilateral and multilateral agencies is also 
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generally recognized to be dim. Further recourse to_co~mer­
cial loans, NRI deposits and other forms of borrowm? IS un­
desirable because they tend to be much more expensive and 
sometimes volatile. That leaves us with direct foreign invest-
ment. 

The official aid agencies (especially the Bank and the 
Fund) place a great deal of emphasis on larger inflows of 
foreign private investment and the need to create conditions 
favourable to attract such investment. The Indian govern­
ment has not till recently been enthusiastic about private for­
eign investment and opposition to multinationals remains 
strong. This attitude is the result of several factors including 
memories of colonial rule and foreign exploitation, appre­
hensions that the interests of foreigners (especially the huge 
multinational corporations) may conflict with our national 
interests, the difficulties of enforcing MNC compliance with 
national laws (dramatized by the Bhopal gas leak case) as 
well as the numerous instances of multinationals influencing 
the internal politics of countries where they operate. The 
proponents of MNCs argue that these fears are misplaced, 
that the world has changed a great deal since 1950, that 
MNCs are a potentially rich vehicle for bringing the latest 
technology to India and helping us take advantage of the 
global market, and that equity investment is less burden­
some· on the balance of payments. 

Opinions on this matter differ sharply: at the very least 
one must guard against oversimplification of the issues in­
volved. The experience of Japan and Korea show that MNC 
presence is not necessary to build a dynamic and technologi­
cally sophisticated economy. The willingness of MNCs to 
transfer up-to-date technology cannot be taken for granted. 
Control of technology and the means to use it are powerful 
instruments which can be used for political influence if not 
c_ontrol. At present much of modern technology and innova­
tion happen to be in the developed countries. And they are 
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seeking to impose more onerous conditions (through, for ex­
ample, widening the scope of Intellectual Property Rights, 
tightening terms of access to technology and restrictions on 
technology transfer with potential military applications) for 
access to these techniques by developing countries. In an era 
where technological change is taking place at a phenomenal 
pace, it is particularly important for countries like India to 
develop the indigenous base for adapting and improving 
known technology and for developing new technologies 
appropriate to their needs. 

Foreign private capital dQes not of course necessarily 
mean only multinationals: most of the private foreign invest­
ment in China, for example, is by overseas Chinese with con­
siderable industrial experience. The Indian situation is 
different. While there are successful Indian businessmen 
abroad (some with large scale operations), much of the capi­
tal believed to have been accumulated illegally by Indian 
citizens is held not only by the industrial entrepreneurial 
class but also by traders, politicians and bureaucrats. At the 
same time there are a large number of Indian professionals 
abroad with the knowledge and expertise in sophisticated 
new areas who may not have the resources or the experience 
to set up large enterprises. This raises questions of propriety 
about condoning illegal accumulations of foreign balances 
(and even more about offering incentives to woo these 
funds) because their money is valuable. In any case mobiliz­
ing such resources for productive investments requires a dif­
ferent kind of approach and arrangements than in the case 
of MNCs or in the case of private foreign investment in 
China. 

The argument that complete integration with the world 
economy based on free trade and free flow of capital and 
technology is essential to healthy industrial growth is also 
simplistic. A freer flow of knowledge and technique is in­
deed essential. The world is experiencing changes of 
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phenomenal scope and speed, and a degree of selectivity is 
essential in determining what products and processes are 
appropriate in the Indian context. It is necessary to keep in 
view the ability of existing industries to adapt to the changes 
without causing serious dislocations; the potential they may 
have for aggravating environmental problems; the country's 
resource endowments relative to population; and the kind of 
consumption patterns which are sustainable for the mass of 
the people over the long run. Advertisements and mass com­
munication through the open skies are powerful inducers of 
demand and this is reason enough for not leaving the choices 
wholly to the market place. 

Furthermore, given the speed of technical progress, large 
scale technology imports freely permitted can create a pro­
longed, if not perpetual, dependence on imported technol­
ogy. The recently concluded negotiations on intellectual 
property rights are designed to meet the concerns of the de­
veloped countries rather than protect the interests of the 
third world (especially in respect of access to the developed 
country markets for labour intensive manufactures and to 
technology). India, and developing countries generally, have 
been more or less powerless to safeguard their interests to 
any significant degree. It may be conceded that India's inter­
ests would be better served by being part of a multilateral 
world trade system than staying out of it. But immediate 
compulsions cannot be allowed to detract from purposive 
action to eilhance indigenous technological capacity over the 
long run. This calls for a discriminating policy on technology 
imports backed by indigenous organizations for absorbing 
the techniques, adapting and improving on them. 

The success of countries like Japan and Korea in master­
ing a wide range of sophisticated technology and building 
the indigenous capability for improving on them-which is 
at the root of their miraculous performance-was not the 
result of laissez faire and free trade but rather of conscious 
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state policy for technology import, adaptation and fresh in­
novation implemented in collaboration with industry.1 The 
success of this policy-in terms of the range and sophistica­
tion of technological capability as well as the speed with 
which it was accomplished-has important lessons for India 
and for the debate on liberalization. This aspect is not receiv­
ing anywhere near the attention it deserves in the agenda of 
reform. 

FISCAL ADJUSlMENT 

A sizeable part of the reduction of the central government 
fiscal deficit during the last two years is due to the reduction 
in food and fertilizer subsidies, and containing the growth 
of non-development expenditures. The reduction in subsi­
dies, though smaller than visualized, is still substantial. The 
level of defence expenditures has also remained more or less 
constant in the last two years. Both are to be welcomed. But 
whether this can be sustained and carried further in the face 
of strong political pressures is a moot question. 
. The other major factors contributing to the reduction in 

the Centre's deficit are disinvestment of government hold­
ings in the equity capital of public undertakings and a sub­
stantial reduction in the volume of resources made available 
through the central budget for development programmes of 
public enterprises and smaller increases in the central assis­
tance to the states. The former, amounting as it does to a sale 
of capital assets, provides only a temporary relief; and its 
wisdom is open to question. The policy of limiting the 
budget support to public undertakings and forcing them to 
rely on their own resources and their direct borrowings from 
the market is a step in the right direction. 

The fact of the matter is that the states' 'financial position 
is weaker and has been deteriorating even faster than that of 
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the Centre. There has been a progressive decline in the 
states' share in the total approved outlay between successive 
plans, and their share in actual plan outlays has fallen even 
more. The states are responsible for agriculture, irrigation, 
road, electricity, education, health and other programmes 
which are crucial to overall growth and to the welfare of the 
poor. Resource constraints have already led to a serious de­
terioration in the quality of services provided by past invest­
ments. Any erosion in their capacity to make fresh 
investments to expand and improve these facilities will have 
serious adverse consequences for overall growth. 

It is of course true that there is vast scope for releasing 
more resources for development by cutting down subsidies 
on services and facilities provided by the states. As we have 
noted earlier the magnitude of explicit and implicit subsidies 
on irrigation, electricity, urban amenities, road transport, 
education, health etc. given by the states is much larger than 
the food fertilizer and export subsidies provided by the Cen­
tre. There is also considerable room for general improvement 
in the efficacy of public spending and on plan programmes, 
specially by rationalizing programmes to avoid overlapping 
and duplication and by better planning of both the scale and 
content of programmes in different regions in the light of 
their specific needs and possibilities. 

These problems are not getting the emphasis and atten­
tion they deserve. The Planning Commission, which ought 
to be concerned with these larger, more basic and long term 
issues, has chosen not to raise them or to force a discussion 
in the NDC as to the imperative need for states both to 
mobilize resources, and to use available resources more effi­
·ciently. It is naive to imagine that exhortations or even pres­
sure by the Centre to raise electricity and irrigation rates, bus 
fares and so on will make the states act; or that privatization 
will solve the problem. 

To a significant degree deterioration in the states' 
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resource position is due to the policies of the Centre, espe­
cially the rise in the price of goods and services rendered by 
central Government enterprises. Similarly, poor targeting 
and waste in anti-poverty and rural development pro­
grammes are largely the result of fragmented and ad hoc 
proliferation of programmes initiated by the Centre. The 
states are under constant pressure, in this age of competitive 
populism, to extend "welfare" type programmes even at the 
cost of productive investment and to spread resources thinly 
over large areas and numerous projects. Leakages and cor­
ruption in the collection of revenue and in the implementa­
tion of programmes have become an integral part of the 
political fund-raising and patronage networks. Raising util­
ity charges is universally unpopular among politicians. 
Necessary reforms in all these spheres is impossible without 
a political consensus between parties and between the 
Centre and the states. 

But instead of building on the rather broad consensus 
which existed on the relaxation of controls and taking ad­
vantage of the very tight financial position of the states to 
evolve a programme for improving the finances of electric­
ity, irrigation and transport, the Centre announced its pack­
age without any consultation. The package was presented as 
if it was the only one or the best of available choices, with 
strident claims as to the speed and magnitude of the ex­
pected results. Nor was there adequate effort to educate pub­
lic opinion, and develop a broad based support for the 
package after it was presented. Indeed opportunities to forge 
such a consensus have not only been missed, but on occasion 
actively subverted. 

Thus the committee of chief ministers appointed by the 
National Development Council last year (and consisting of 
all shades of political opinion) recognized the need for all 
round austerity and made a number of recommendations to 
this end. A far-sighted leadership would have used this as 
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the starting point to evolve a broad political consensus on 
ways to reduce subsidies, to control expenditures and make 
more effective use of resources. Instead the immediate inter­
ests of the Centre in avoiding an impending confrontation 
with its employees was considered overridiJtg. The Chief 
Ministers' report was not even seriously discussed by the 
NDC. Instead the decision to grant an increase in dearness 
allowance and appoint a new pay commission has made the 
task of fiscal adjustment even more difficult. 

REFORM OF PUBLIC ENTERPRISES 

Reform of the PSUs is largely focussed on disinvestment as 
a means of tiding over the fiscal crisis. This is an extremely 
narrow and short-sighted approach. Quite apart from the 
problem of ensuring that disinvestment is made transpar­
ently and on fair terms, the sale of assets does not reallyadd 
in any sustained manner to the resources available to the 
budget. It cannot make a lasting impact on the budget. 

Nor is it clear that once the private sector acquires a sig­
nificant stake in PSU equity, there will automatically be 
strong and effective pressures for improving efficiency, un­
less, of course, the intention is to hand over management to 
private share holders and allow them to function autono­
mously. Such a change seems unlikely so long as the gov­
ernment or the public financial institutions own the majority 
of equity. The real issue is autonomy of the enterprises, i.e., 
freedom from government interference in firm-specific 
policies and detailed decisions concerning the operation of 
each firm, along with a credible mechanism for monitoring 
overall performance and making the management account­
able for its performance. It is autonomy of enterprises con­
sistent with accountability, and not ownership, which is the 
crucial issue. 
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This requires first of all that political control and parlia­
mentary oversight must be strictly limited to ma~ers of 
broad policy in respect of a particular sector. The fact that 
the State or its institutions 'own' a substantial chunk or even 
the bulk of the equity does not mean that the political 
executive or the ministry should interfere in firm-specific 
policies. Divorce between ownership and management is the 
norm even in the private sector of developed economies. 
And the scale, range and complexity of some large corpora­
tions in the world is greater than that of the Indian public 
sector taken as a whole! This has not prevented these 
enterprises from being innovative and profitable. The con­
nection between ownership and management control is 
overdrawn. 

In the interests of greater transparency in the working of 
public enterprises, it is essential to change the format of their 
accounts to indicate explicitly and separately those activi­
ties/ expenditures which they are expected to incur for pur­
poses ~;vhich have nothing to do with efficient performance 
of the main tasks of production and distribution. This in­
cludes costs on account of PSUs being forced to give perma­
nent employment to people who were engaged in 
construction or otherwise for work which is not functionally 
related to its operation; the cost of being a "model" employer 
calling for payment of wages, amenities etc., on a higher 
scale than is normally expected of similar private enterprises; 
the cost of being required to subsidize particular segments 
of the operation or particular classes of consumer, without 
the power to charge higher prices on other operations and 
consumers. All these must be explicitly indicated and netted 
while assessing the financial performance of PSUs; and the 
losses involved must be borne by the general budget rather 
than by the enterprises. 

A sense of stake and loyalty among managers and work­
ers is of course critical. But it is not achieved by the kind of 
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detailed oversight and interference now being exercised by 
the executive and the legislature. Indeed these have had 
quite the opposite effect. We need to explore other means 
such as employee stock holding, a high level of internal com­
munication and a drastic reduction in profit-making by 
manipulation of government policy. Government interven­
tion in public enterprises, as in the private sector, will have 
to be strategic, related to long term goals in the realization 
of which the government and the enterprises work in close 
consultation and collaboration. Managements and workers 
have to be judged on the basis of their ability to realize broad 
goal of returns on investment and growth/ diversification, 
the reward system being in part related to the success in 
achieving these broad goals. 

The active involvement of workers of public undertak­
ings is critical for the success of the reforms. The prospects 
of securing it are dim if large-scale retrenchment-is viewed 
as a pre-requisite for reform. The hardening of the budget 
constraint creates conditions under which labour can be 
made aware that continued, large losses are unsustainable. 
Labour must then be made conscious that the plant/industry 
can do much better with available resources in terms of 
capacity use, more economical use of materials and proper 
recovery of dues from users of their product. The aim should 
be to secure workers' cooperation in exploiting these poten­
tials on the basis of an explicit understanding that the gains 

· from efficiency improvement will be shared With workers in 
such a way that reh:enchment- is kept to a minimum and 
phased over a period of time and necessary retraining and 
redeployment of personnel being made an integral part of 
the package. In cases where the State wants to quit a field 
altogether, alternative ways of divestment-professional 
management contracts, worker management and outright 
sale-should be considered in the light of circumstances spe­
cific to each case. 

84 



THE .INDIAN ECONOMY: CRISIS, RESPONSE AND PROSPECTS 

PRN A TIZATION 

On the broader issue of privatization, the government's poli­
cies remain ill-defined, often ambiguous. The compulsions 
on account of the severe shortage of resources facing the 
public sector have forced the government to consider letting 
the private sector in infrastructure areas. Several state gov­
ernments have declared their intention to pursue this option 
and the 1993-94 budget indicated that the Electricity Act will 
be suitably amended to facilitate private investment. The 
idea is to attract private investment in electricity generation 
with a promise of guaranteed return. But the details have 
not been thought through and many questions remain unan­
swered. 

Take the case of power: if the private power plants are to 
be guaranteed a certain return, will there be any mechanism 
to ensure that the costs are 'reasonable'? If the State Electric­
ity Boards (SEBs) are to purchase power from the private 
sector at guaranteed prices, without revising the rates 
charged to consumers, the already bad financial position of 
SEBs can only suffer further deterioration. Is there the will­
ingness to revise rates charged to consumers So that this situ­
ation does not arise? If on the other hand, the private sector 
is to be allowed to sell power directly, how is this to be 
managed? How will the grid be managed? Is it considered 
desirable/necessary to regulate the level and structure of 
rates charged by the private sector? If so, on what criteria 
and through what mechanisms will rates, and rate revisions, 
be regulated? These questions are relevant for any large­
scale privatization of infrastructure and social services. 

The enlargement in the spheres open to the private sector 
and the dismantling of the control regime leaves open the 
question of the relation between the State and the private 
sector. There is a view, and this comes closest to the tradi­
tional laissez faire view, that the State should confine itself 
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to maintaining law and order, providing basic education, 
health services and other (unspecified) infrastructure; and 
protect the public from malpractices and fraud from private 
enterprise through protective (prudential) regulations effec­
tively enforced. In this view all regulation like factory laws, 
measures meant to protect worker's rights, laws relating to 
trade unions should also be done away with or at any rate 
drastically reduced and simplified so that enterprise will be 
free and have the maximum flexibility to exploit emerging 
opportunities for expanding output and raising productivity. 

The issue really is not whether the State should intervene, 
but where and how. To say that the State should not inter­
fere with the market mechanism in determining prices, or 
control the choice of technology, scale, location, production 
pattern and other .facets of resource allocation in the private 
sector or for that matter in public enterprises is not to say 
that the State should not intervene ;:1t all. By now it is widely 
recognized that the economic "miracles" of Korea, Taiwan, 
or for that matter Japan are the product of purposive inter­
vention of the State not only in main~aining macro-economic 
stability, but by selecting a few strategtc thrust areas for long 
term development, identifying promising entrepreneurs and 
helping them acquire and master the know-how~and estab­
lish efficient productive facilities; and devising effective 
monitoring and incentive mechanisms to ensure perform­
ance. 

There were of course special circumstances, deriving 
partly from history and partly from the features specific to 
their social-political configurations, which made all this fea­
sible in east Asia. In all these cases, land reforms had effec­
tively altered the power relations within rural areas as well 
as between rural areas and the rest of society; political power 
was with an identifiable group committed to modernization, 
and this group acquired a hegemonic position vis-a-vis other 
interests, including the capitalists; they have been 
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authoritarian regimes which kept labour under control; and 
while actively collaborating with the private entrepreneurs 
there was not much doubt as to who was in charge. That 
east Asian societies are relatively more homogeneous so­
cially is also believed to be a contributory factor. It is not 
authoritarian per se (there are far too many instances of des­
potisms which have led to moribund and stagnant societies) 
but the ability of political authority to exploit internal con­
figurations and external opportunities so flexibly and effec­
tively which marks out East Asia as unique. 

The situation in India dearly does not permit anything 
like a replication of the east Asian model. But it is important 
to rethink how the State can enter into a more creative inter­
action with key interest groups in society so that the econ­
omy may become more buoyant without compromising on 
its obligation to protect the disadvantaged and the destitute, 
and ensure a minimum standard in respect of basic needs to 
all segments of the population. 

AGRICUL lURE 

A major lacuna in the on-going reform effort is in respect of 
agriculture. India being a low income country, increase in 
income is likely to generate significant increases in demand 
for food. If investment and industrial growth are to be sus­
tained at significantly higher levels without giving rise to 
larger food _imports and/ or inflation-both of which will cre­
ate pressures on the balance of payments-it is imperative 
that the rate of agricultural growth must be stepped up well 
above the past trend rate of 2.6 per cent a year. This is rec­
ognized ii"F·the recent paper on economic reforms published 
by the central government but it has little to say on exactly 
how the current policies are to be recast to· achieve the goal. 

The reformulation of agrietiltural policy raises difficult 
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political problems: on the one hand cutting the fiscal deficit 
: without affecting the resources available for investment com­
pels a reversal of the policy of subsidizing the supply of 
agricultural inputs. Since the magnitude of the subsidies and 
the number of people who will be adversely affected by their 
removal is large, opposition to this course is understandably 
strong. These inputs are being used less efficiently than is 
possible with known technology and this tendency is actu­
ally encouraged by the policy of 'cheap inputs'. This has not 
made much of an impression on the farm lobby. The latter's 
resistance to phasing out subsidies is sought to be rational­
ized on the ground that the prices of farm produce relative 
to that of manufactures are unfavourable and have been 
falling. 

It had been suggested that the difficulty could be over­
come if removal of farm input subsidies were combined with 
free trade in agricultural commodities.2 At present the prices 
of some farm products (notably foodgrains) are well below 

. prices in the world mar_ket, while others (e.g. edible oils and 
sugar) are above world prices. Allowing free trade in agri­
cultural products is expected to result both in a higher aver­
age level of prices in the domestic market and' a substantial 
change in the structure of relative prices. The former, the 
argument goes, will neutralize the effect of removal of sub- · 
sidies, release more resources for public investment in agri­
cultural infrastructure even as the improvement in the 
agricultural sector's terms of trade will stimulate larger pri­
vate investment in agriculture. The change in relative prices 
is also expected to grow by inducing shifts in the pattern of 
use of productive resources in agriculture that are more in 
line with the country's comparative advantage in the world 
market. All of this will cumulatively lead to faster growth. 

The above line of reasoning, which is advanced by the 
World Bank, is however unlikely to be acceptable either to 
the farm lobby (which welcomes higher output prices but 
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not free imports of farm produce or a significant reduction 
in input subsidies) or to the urban population and the rural 
poor who depend on purchased food (because the policy 
would result in significant rise in domestic foodgrain prices). 
This political difficulty apart, the impact of these changes in 
prices, by themselves, on the growth of aggregate output is 
unlikely to be significant or sustained. The fact remains that 
any step-up in agricultural growth is contingent on invest­
ment in developing land and water resources, in generating 
better varieties and cropping practices, and in getting farm­
ers to use all inputs more efficiently. 

Over the long run a larger volume of investment (both 
public and private) is necessary to achieve all this. But it is 
also true that the resources (especially in the public sector) 
currently devoted to agriculture can be used to much greater 
effect. These include tighter planning of irrigation projects; 
stricter control and monitoring of implementation; greater 
attention to improvements in the management of public 
irrigation systems for more efficient-use of water; improve­
ment in the organization and management of research to 
make it more accountable and responsive to farmers' needs; 
and reducing duplication and waste in respect of soil con­
servation, social forestry, minor irrigation, rural infrastruc­
ture and other elements of 'rural development'. All this calls 
for major changes in the way public investment decisions are 
made and monitored; as well as greater consultation with, 
and involvement of, the beneficiaries in planning, implemen­
tation and management of facilities. Effective decentraliza­
tion of responsibility along with the resources for local level 
development works also has potentially a crucial role in im­
proving the efficac.y of public spending on rural develop­
ment. 

Withouf'~tackling these fundamental issues of institu­
tional reform, an increase in public sector outlays is unlikely 
to accomplish any dramatic improvement in agricultural 

89 



TRACI'S R)R TiiE TIMES I 7 

performance. The recent constitutional amendment on 
Panchayati Raj marks an important step towards democratic 
decentralization. But the implementation of this reform on 
the ground in all the· states faces strong resistance from those 
who benefit from the present centralized arrangement. It 
calls for a degree of seriousness and persistence which is not 
yet in evidence. Other elements of institutional reform are 
not yet even on the agenda. 
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Conclusion 

What role if any should planning have in a new arrange­
ment? There is a continuing need for reviewing the overall 
trends in the economy, anticipating emerging opportunities 
and potential bottlenecks in the medium and long-term per­
spective, and organizing action ahead of time to exploit the 
opportunities (and to avoid problems). The rapidity with 
which technology is changing and the implications of pro­
jected developments in terms of claims on non-renewable 
natural resources, dependence on imports and environ­
mental impact, heighterl rather than lessen, the need for a 
coherent long-term view as a basis for policy. 

For this reason it is a matter of regret that in the context 
of the current crisis, the Planning Commission has abdicated 
its role in focussing on the adequacy and impact of the re­
form package and the inconsistencies and gaps which need 
attention from the medium and long-term viewpoint. 
Equally regrettable is the failure of the central government 
to utilize the Commission, which is the most effective bridge 
between the Centre and states, to get a wider consensus on 
the reforms. The Finance Ministry is simply not equipped for 
these taslcl and there is no other institution in government 
which can provide these essential inputs ·for structural re­
form. 
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The Planning Commission must continue to play an im­
portant role though of a rather different kind and at a much 
higher level of sophistication than before. In the first place 
the responsibility for planning and implementation of public 
sector programmes needs to be greatly decentralized even as 
institutional mechanisms are created to ensure that the de­
centralized agencies are accountable for their performance. 
Decentralization consists of three distinct elements. First, 
greater functional autonomy for public enterprises responsi­
ble for infrastructure services, and basic inputs (e.g. power) 
in respect of investment, technology, production and pricing 
decisions, subject only to broadly indicated policy guidelines 
and subject to regulation by autonomous authorities (e.g. 
public utility lands). This would mean a much greater role 
for financial institutions and independent regulatory agen­
cies in respect of public utilities pricing, in defining and en­
forcing educational standards and the like. Second, the 
tendency of the Centre to undertake programmes on its own 
or to induce states to take up programmes of its conception 
in spheres falling under states should be curbed. The third, 
perhaps most far reaching of all, is decentralization of the 
responsibility for local development works to local govern­
ment institutions. 

At present perhaps up to one-fifth of the total public sec- . 
tor outlay is on such schemes, which are at once numerous, 
characterized by a great deal of overlap, and implemented 
by different agencies. Their scope and content is often 
decided by the Centre with little flexibility for the states, not 
to speak of local authorities, to decide the content in the light 
of local needs and potentials. Many of these programmes are 
supposed to benefit specific target groups of poor people/ 
region~. But the effectiveness of targeting is known to be 
very weak. 

There is a strong case for pooling all or the bulk of re­
sources devoted to local development (including targeted 
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poverty alleviation programmes) and dividing the pool into 
two parts: the first consisting of programmes to ensure basic 
facilities in education, health, water supply and sanitation; 
the second of programmes to develop local productive re­
sources in agriculture, livestock and small industry. The for­
mer could be distributed to the states and then to districts, 
in proportion to the magnitude of the deficit between the 
specified minimum standard in respect of each facility and 
the facilities currently available. Conditions can be attached 
regarding the level of local contributions towards maintain­
ing the facilities. In respect of the second category the pool 
should be distributed between the state and then the district 
in each state in proportion to the number of poor people, the 
number of unemployed and, if need be, the scheduled 
caste/tribe population. (Alternatively a part could be ear­
marked for the benefit of the last category.) This way a sub­
stantial part of the targeting problem will be taken care of 
and the local authority will have the freedom to decide on 
the content of local programmes. The resources will also be 
more efficiently used especially where a democratically 
elected Panchayati Raj system is in operation. 

Such an approach would call for changes in the existing 
planning set up. On the one hand the level of information, 
knowledge and expertise available to the planning agencies 
both at the Centre and the states should be substantially im­
proved. The planning function needs to be strengthened not 
only at the level of the central or the state planning agencies, 
but much more in the functional departments. The executive 
departments of government, besides taking care of large 
national/state level projects, would help local authorities 
with relevant expertise, (including information on the 
experiences of other districts/ states in planning local 
developrfi'ent) and ensure that local works are informed by 
and linked to developments over a wider area. Decentraliza­
tion of local development will also reduce the direct 
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responsibility of line departments in preparing, implement­
ing anq managing schemes. 

Planning has clearly to go considerably beyond preparing 
macro-economic projections and determining the size and 
allocations of the public sector plan. Far greater attention 
should be given to evolving coherent long-term programmes 
and policies and to the problems of detailed planning, pro­
ject preparation. and technology development in respect of 
key sectors. This calls for very different kinds of expertise 
and organizations than are currently available. 

Besides building up such capability at the state level­
where a good part of planning for agriculture, electricity, 
roads etc., has to be done--the government has to play an 
active role in creating an atmosphere conducive to the 
growth of specialized organizations; in bringing the indus­
trial enterprises (irrespective of whether they are in the pub­
lic or private sector), industry associations, private design 
and engineering organizations, universities and research in­
stitutions into an effective interaction; facilitating wider, 
quicker diffusion of knowledge about existing and prospec­
tive technology; promoting technology assessment and 
development keeping in view the needs and constraints of 
the country; and promoting close interaction between sec­
toral enterprises, enterprises in related sectors, design engi­
neers, technologists and research institutions. 

Greater freedom for the private industrial sector must go 
with mecllanisms for interchange of information and crea­
tiv~ interaction between related industries and public and 
private agencies which are supposed to help in absorbing 
and developing technology. Institutions for better manage­
ment of land, water and credit are critical to realizing the full 
potential of available agricultural. technology. The State can 
and should play a very active role in both these spheres as 
well as in supporting result-oriented research for developing 
improved/ new technologies in select important areas. Here 
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again devising appropriate institutional mechanisms is the 
central problem. 

To sum up, the elimination of all domestic economic con­
trols and a liberalization of external economic relations are 
not sufficient conditions for making India a dynamic econ­
omy. The wisdom of allowing free import of technology and 
foreign capital is questionable. A strong, far-sighted and sus­
tained programme to enhance indigenous capability for ab­
sorbing imported technology, for adapting and improving 
such techniques and for developing new technology calls for 
greater attention and emphasis. It is of course essential to 
dismantle the system of direct controls to enable enterprises, 
both private and public, to function with greater freedom 
and flexibility. This does not mean that the State has to be 
passive; it has to intervene strategically, indirectly and at 
fewer points. The State will have to play a more active and 
effective role in defining and enforcing the rules of the game 
by all economic agents; it will have to continue to take direct 
responsibility in agriculture and industry; and it will have to 
continue programmes to help the poorer, more vulnerable 
segments of the population acquire the means for a reason­
able basic level of living. 

, Reorienting the foci and modes of State intervention is 
but part of the solution. Just as important is an improvement 
in the efficacy of the State and its agencies in implementing 
its programmes and policies. This calls for major changes in 
the way the State's activities (including its enterprises) are 
organized and managed. A reduction in the extent of central 
government interference in shaping priorities and pro­
grammes of state governments; encouraging states to 
reshape and reorganize their programmes in view of their 
specific cifcumstances; decentralization of responsibility for 
local dev~lopment works to.democratically elected agencies 
at the district level and below; devising efficiency-inducing 
incentive systems; more objective and transparent 
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procedures for clearance of projects and monitoring their 
progress are some of the reforms needed. Except for demo­
cratic decentralization, a systemic change of such propor­
tions is not on the active agenda. And without substantial 
improvement in efficiency and public accountability of state 
agencies, the impact of the structural reform on overall 
growth or on the efficacy of poverty alleviation programmes 
is likely to be slower and smaller than promised. 
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Tables 

TABLE 1 
Selected indicators of overall economic performance in India 1950-51 to 1990-91 

1950-51 1960-61 1970-71 198Q-81 

Gross domestic product at factory cost 42871 62904 90426 122427 
(Rs. crores at constant 1980-81 prices) 

0 Per capita net national product at 1980-81 1127 1350 1520 1630 

"' prices 

Index of agricultural production 58.5 86.7 111.5 135.3 
(1969-71=100) 

Index of industrial production (1980-81=100) 18.3 362 65.3 100 

Wholesale Erice index (1981-82=100) 16.9 19.6 35.3 91.1 

Source: Govt. of India, Economic Survey, 1992.-93. 

1990-91 
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TABLE 2 
Savings and capital formation 

1950-51 1960-61 1970-71 1980-81 1985-86 1990-91 
to to to to to to 

1954-55 1964-65 1974-75 1984-85 1989-90 1992 

Economy as a whole 

1. Gross domestic capital formation as 9.46 15.24 17.44 21.1 23.76 25.9 
%of GOP § 2. Gross domestic savings as % of GOP 9.2 12.9 16.6 19.7 213 23.9 

3. (2) as % of (1) 97 84 95 93 89 92 ~ 
\0 Public Sector ~ 00 

4. Gross capital formation as % of GOP 2.96 7.46 7.24 10.22 11.14 10 

i 5. Gross savings as % of GOP 1.64 3.04 2.98 3.68 234 1.4 

6. (5) as% of (4) 55 40 41 36 21 14 ..... 
~ 

GOI, Economic Suroey, 1992-93. 



TABLE 3 
.. India's balance of payments 1960-61 to 1990-91 (million US$) 
,; 

1960-61 1970-71 1980-81 1985-86 1989-90 

Imp~ (cif) . 2323 2435 15862 17298 24411 ~ 
Exports (fob) 1325 1873 8316 9463 16955 2 

g 

Invisibles ~ 
Receipts 546 661 7449 6437 7498 111 

n 
Payments 372 711 1997 3470 6883 ~ 

0 

Current A/ c balance --824 -594 -2095 -4844 -6836 ~ 
Net capital transactions" +169 -616 -1243 +2239 +3094 ~ 

~ External assistance +539 +991 +2186 +2028 +3002 J:il 

IMF - +100 +499 - 0\ 
Reserve change"" +124 +118 +652 +577 +740 2 

en 
111 

Foreign exchange reserves at 637 975 6823 6520 3962 
~ end ear ":l 

GOI, Economic Survey, 1992-93. ~ 
" (+) denotes net inflow(-) net outflow. 

":l 
111 

"" (+) denotes depletion of reserves. g 



TABLE 4 
Trends in Indian agriculture, 1950-51 to 1991-92 

1950-51 1960-61 1970-71 1980-81 1990-91 

Absorption of inputs 

Net area sown (m hectares) 118.7 133.2 140.8 140.0 141.0 

Gross sown area (m hectares) 131.1 152.8 165.8 172.6 181.5 

Net irrigated area 20.9 24.7 22.1 27.6 45.5 ~ 
Gross irrigated area 22.6 28.0 38.2 49.8 60.5 9 
Fertilizer-MPK (in m tonnes) 0.069 0.294 2.25 5.52 12.73 23 

...... :;<) 

0 Pesticides ('000 tonnes) 2.4 8.6 24.3 45.0 79.4 :i! 0 
tTl 

Area tinder HYV (m hectares) 15.5 43.1 66.6 ::::! 

Tractors ('000) 9 31 143 520 1550 
~ 
Vl 

....... 
Pumpsets ('000): 'l 

Electricity 26 160 1620 4324 9200 
Oil 83 230 1560 2810 5000 

Output 
Foodgrains (m tonnes) 50.8 82.0 108.4 129.6 176.4* 
Cereals 42.4 693 96.6 119.0 162.1 * 
Pulses (m tonnes) 8.4 12.7 11.8 10.6 143* 



-Q -

Sugarcane (m tonnes) 

Oilseeds•• (1()6 tons) 

• relates to 1990-91 

57.1 

5.2 

110.0 

7.0 

126.4 

9.6 

154.2 

9.4 

241.0 .. 

18.6 

" iitclude groundnut, rapeseed and mustard, sedamum, linseed, castorseed, nigerseed, safflower, 
sUnflower and soyabean. 

Source: GOI, Ministry of Agriculture, Indian Agriculture in Brief (various editions). 
GOI, Economic Survey, 1992-93. 
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TABLE 5 
Production of selected manufactures, India 1950-51 to 1990-91 

1950-51 1960-61 1970-71 1980-81 1990-91 

Coal (m tonnes) 32.3 552 763 119 225.5 

Petroleum (m tonnes) .3 .5 6.8 10.5 33.0 

Electricity (b.KWH) 5.1 16.9 55.8 110.8 264.6 

Finished steel (m tonnes) 1.04 239 4.64 6.82 13.53 
~ Aluminium ('000 tonnes) 4. 18.50 168.80 199.00 451.00 @ 

Machine tools (Rs. mn) 3 8 430 1692 7731.00 Cl 
Cotton mill machinery (Rs. mn) 303 3027 9454 

::<l ....... - -
5! 0 

N Current machinery (Rs. mn) - 6 42 336 2761 lr1 

::1 
Railway wagons ('000 Nos) - 9 11.1 13.6 25.3 ~ 

Ul 

Automobiles ('000 Nos) 16.5 54.8 87.9 121.1 366.3 ....... 
'l 

Motorcycles, scooters etc. ('000 Nos) - .9 97 447.2 1842.8 
Power pumps ('000 Nos) 35 105 259 431 519 
Power transformers (m KV A) 0.18 1.39 8.09 19.46 36.58 
Electric motors (m HP) .73 2.72 4.06 5.86 
Nitrogen fertilizer ('000 tonnes) 9 99 830 2164 6993 
Caustic soda ('000 tonnes) 12 99 371 578 992 



Paper and paper board ('000 tonnes) 116 . 349 755 1149 2088 

Cement (m tonnes) 2.7 8. 14.3 18.6 48.8 
! • .. 

Petroleum products (m tonnes) . 2 5.7 17.1 24.1 48 . 

Corit~n cloth (na sq.m) 4215 6738 7602 8368 15431 ~ 
Mixed/blended (m sq.m) 170 1270 2371 

z - - g 

Man-made fibre (m sq.m) 300 550 951 1350 5126 ~ 
!'11 

Sugar (m tonnes) 1134 3029 3740 5748 12047 ~ 
Source: GOI, Economic Survey, 1992-93. 0 
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TABLE 6 
Indicators of living standards 

1950-51 1960-61 1970-7~ 1980-81 1985-86 
to to to . to to 

1954-55 1964-65 1974-75 1984-85 1989-90 

Per capita availability 
foodgrains (gm per pay) 4185 461.2 442.6 456 473.6 

Edible oil and vanaspati (kg/year) 3.2 .. 3.9 4.0 6.2 65 ~· 
Cloth cotton (metres/year) 14.4• 14.6 12.8 105 125 9 
Man-made cloth (metres/year) na 1.3 2.0 3.9 5.9 ~ .... 1950-51 1960-61 1970-71 1980-81 1990-91 5! 0 

~ 
Literacy rate (per cent) 

Ill 

::1 
Overall 183 28.3 34.4 43.6 52.2 ~ 
Male 27.2 40.4 45.9 56.4 64.1 .... 

'l 

Female 8.9 15.3 22 29.7 393 

Life expectancy of birth (years) 31.1 413 45.6 505 55.9 
Registered medical practitioners (no. per 1.7 1.9 2.8 3.9 4.7 
10000 population) 

HosEital beds " 3.2 5.2 6.4 83 9.6 
• Relates to 1955-56 
Source: GOI, Economic Survey, 1992-93. 
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TABLE 7 
Trends in employment in India 1972-73 to 1987-88 

(million persons) 

1972-73 1917-78 1983-84 
·4• 

Estimflted no. in labour force 

Estimated no. employed 
Agriculture 
Non-agriculture 

Employment in organized sector 
Public 
Private 

233 265 

172 
61 

na 
na 

186 
79 

20.7 
13.8 
6.9 

301 

206 
95 

24.1 
16.5 
7.6 

1987-88 

324 

207 
117 

25.9 
18.4 
7.5 

Estimated usually unemployed 102 20.4 14.5 24 
. / 

Estimated from Minhas B.S and Visaria P., "Evolving an Employment Policy for the 1990s", Economic 
and Political Weekly, 13 April, 1991. 
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TABLE 8 
Income and expenditure of government 

(Centret State and Union Territories) 

1960-61 1970-71 1980-81 1992-93 

1. Receipts 2704 7928 33394 213192 
Taxes 1350 4752 19844 115331 
Non-tax revenue 374 1312 4719 34958 
Internal borrowing(net) · 601 1482 7161 57528 

~ External borrowing(net) 379 382 1670 5375 

2.Expenditure 2586 8352 36845 220275 @ 
Non-development 836 1365 12419 91114 <3 

"' ...... Defence 281 1183 3867 19620 l! 0 Police 94 345 1163 6966 0'\ 
m 

Interest on debt 116 716 2957 37700 ::l 
::: 

Others 345 1365 4432 26828 m 
(}') 

Development 1727 4891 24426 129161 ...... 
'l 

3. Overall surplus (-) or 
deficit (+) [(2) - (1)] -118 424 3451 7083 

4. Borrowing as o/o of 37 22 23 28 
exEenditure 
Centre for Monitoring Indian Economy, Basic Statistics relating to Indian Economy, August 1993. 
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TABLE 9 
Some indicators of the importance of the public sector in the Indian economy (at current price) 

Tax revenues as o/o of GDP 

Share of public sector in 

Gross domestic product 

Gross domestic expenditure 

Gross domestic investment 

1950-51 

7.1 

na 

27.1 

1960-61 

9.1 

15.9 

44.9 

Gross domestic savings 17.2 20.6 

Computed from CSO national accounts (various issues). 

1970-71 

11.6 

19.8 

39.1 

18.5 

1980-81 

14.9 

27 

38.1 

16.2 

1990-91 

17.1 

33.7 

39.9 

4.5 
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TABLE 10 
Public Sector Plan Outlays 1961-1990 

Third Annual Fourth Fifth Annual Sixth Seventh 
plan plans plan plan plans plan plan 

1961-66 1966-69 1969-74 1974-79 1979-80 1980-85 1985-90 

Agriculture and 1754 1578 3674 8741 3284 26130 48100 
allied activities (20.5) (23.8) (233) (22.1) (27.0) (23.9) (22.) 

Industry and 1726 1510 2864 8989 2383 15002 25971 ~ minerals (20.1) (22.8) (18.2) (22.8) (19.6) (13.7) (11.9) g 
Village and small 241 126 243 592 256 1945 3249 2l industry (2.8) (1.9) (1.5) (1.5) (2.1) (1.8) (1.5) ;.:I ...... 

:i! 0 Power 1252 1212 2932 7399 2240 30751 61689 00 m 
(14.6) (18.3) (18.6) (18.8) (18.4) (28.1) (28.2) ::I 

Transportation and 2112 1222 3080 6870 2045 17678 37974 ~ 
(/) 

communication (24.6) (18.4) (19.5) (17.4) (16.8) (16.2) (17.4) ....... 
'I 

Social services and 1510 977 2986 6835 1968 17786 41747 
others (17.4) (14.8) (18.9) (17.3) (16.2) (16.3) (19.1) 
Total 8595 6625 15779 39426 12176 109292 218730 

(lOCi.O) (100.0) (100.0) (100.0) (100.0) (100.0) (100.0) 
Note: Figures in brackets relate to share of each sector in total outlay. 
Source: Centre for Monitoring Indian Economy, Basic Statistics relating to Indian Economy, 1993. 



Notes 

NOTES TO CHAPTER 1 

1. The paper, published in 1993 is titled "Economic Reforms: Two 
Years after and the Task Ahead". Our discussion of Structural 
Reforms on the following pages is based on this paper. 

NOTES TO CHAPTER 2 

1. GOI, (1952). See especially chapters 1 and 2. The quotes on pp. 
14-16 are all from this document. 

2. See especially the Bombay Plan. Thakurdas et al. (1944). 
3. The architect of this strategy was Prof. P.C. Mahalonobis, who 

founded the Indian Statistical Insitute at Calcutta, served as 
Honorary Statistical Advisor to the Government of India and 
later as Member of the Planning Commission. 

4. The first systematic consideration of these aspects is to be found 
in the Reports of the Committee on Distribution of Women and 
Levels of Living (1964 and 1969) appointed by the Government 
of India and in Hazari 1966. 

The National Sample Survey has collected regularly, since the 
early 1950s, massive amounts of information on the assets, con­
sumption, employment, literacy and several other related as­
pects bearing on the living standards of the people. These data 
tell us a great deal about the inequality in wealth and 
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consumptior. 1 different segments of the population, as 
well as access to basic needs. This has stimulated a ,g•·cat deal of 
work on the incidence of poverty, characteristics of the poor, and 
the determinants of poverty. See Bardhan and Srinivasan, 1974 
and 1989. 

5. This view was presented in a paper entitled "Notes on Perspec­
tives of Development in India: 1960-61 to 1975-76, Implications 
of Planning for a Minimum Level of Living" GOI, Planning 
Commision, 1964. 

6. These include the Committee on Import and Export Policies 
(1978) headed by P.C. Alexander; Committee on Controls and 
Subsidies headed by Vadilal Dagli; Committee on Reform of 
Economic Administration headed by L.K. Jha, and a report on 
public sector reform prepared by A. Sengupta. 

NOTES TO CHAPTER 3 

1. The estimates for 1959 are from Hazari's book Structure of the 
Corporate Private Sector (1966). For 1989-90 the CMIE gives· the 
names of the top 20 business houses and estimates their total 
assets at Rs 41,500 crores, compared to the total assets of selected 
2330 private corporations estimated at Rs 170,366 crores (CMIE 
1993) 

2. The growth of real output during the first half of the twentieth 
century was barely two per cent a year in the aggregate and half 
a percent or less a year in per capita terms. Heston, 1983. 

3. These figures are taken from the World Bank's World Develop­
ment Report 1990. 

4. Suryanarayana (1986) reports ~hat inequality in the distribution 
of consumption in rural India (and most states) does not show any 
sustained, or significant trend-cited in Mahendra Dev et al. 1992. 

5. This is from a report by Acharya ,and others on 'Aspe~ts of Black 
Economy in India' prepClred•fo'r the National·'lnstitut'e of Pub.lic 
Finance and Pp.licy 'in 1985. The estimate of this report implies 
an increase m the ratio of black income to official GOP between 
1975 and 1980. 

6. These estimates are from the report of an expert committee on 
poverty estimates appointed by the Planning Commission GOI, 
PC }993. 
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7. These estimates are from Mundie and Rao 1991. 
8. Computed from data published by the Bureau of Public Enter­

prises (for public undertakings) and by the Reserve Bank (for 
corporate sector). 

NOTES TO CHAPTER 4 

1. The second plan strategy was criticised by Vakil and 
Brahmananda (1956) for ignoring the need and scope for utiliz­
ing surplus labour for investment and increasing output of mass 
consumption goods, and by Shenoy on the ground that it was 
physically and financially unviable, would aggravate inflation, 
add to social tensions and undermine orderly progress. In the 
context of the third plan, criticisms emphasised over-rating po­
litical and financial feasibility, excessive optimum on balance of 
payments, neglect of employment aspects and the lack of a pol­
icy frame. (Little 1962, Gadgil 1967, Lewis 1968). The emphasis 
on poverty alleviation and basic needs started with the PPD pa­
per on minimum living standards and was articulated further in 
Dandekar and Rath 1971, Minhas 1974. The criticisms of overall 
strategy focussing on the deleterious effects of import substitu­
tion, controls and licensing have been discussed at length by 
Bhagwati and Desai 1970, Bhagwati and Srinivasan 1975 and 
recently by Ahluwalia 1985. 

2. An elaboration of this viewpoint is contained in Vaidyanathan 
1993. 

3. The inequality of access to elementary education, health care and 
the basic amenities is brought out by the NSS survey on social 
consumption. See Sarvekshana, Jan-Mar 1991. 

For a useful survey of the experience of poverty alleviation 
schemes see Mahendra Dev et al. 1993, which also gives refer­
ences t<;> a number of evaluation studies. 

4. For a critical review of the planning process, see Paranjape 1964, 
Hanson 1970, and Reports of the Administrative Reforms Com­
mission. 

5. The Sarkaria Commission report reviewed Centre-State relations 
comprehensively and made a number of important recommen­
dations for reform. See also Krishnaswamy et al. 1992. 

6. For a discussion of the political economy of Indian development 
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from various perspectives, see Frankel 1979, Rudolph and 
Rudolph 1987, Raj 1971, Bardhan 1984, Kohli 1987. 

7. This view is. advocated by Bardhan 1985. For other views, see 
Raj 1971 and Rudolph and Rudolph 1987. 

NOTES TO CHAPTER 5 

1. For a recent assessment .of the East Asia experience, see (World 
Bank 1993) The East Asian Miracle: Economic Growth and Public 
Policy, Oxford University Press. 

2. A forceful statement of this is contained in Gulati and Sharma 
1991, Pursell and Gulati 1993. 
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.....--
The Jndian Economy: Cris;~, Response and 
Prospects provides an ov~rview of Indian 
economic development in th~ last four decades 

- since Independence. It trac~s the evolution of 
developrr ant strategies sinc;e the 1930s, at­
tempts · .') understand thei( rationale, their 
problems and contradictions, It begins with an 
evaluation of economic Performance under 
planning and goes on to review the range of 
arguments that seek to exptoin the constraints 
on growth. 

It argues against the rigidities and problems of 
the earlier system and strE!sses the need for 
strong corrective measures to restore the 
economy. While the tract is emphatic about the 
need for reforms, it questi()(1S the assumptions 
which underlie the present' project of liberali­
zation and reiterates the c:ontinued need for 
planning and State intervention within the 
framework of reforms. 

.l.Jbra ry · llf\S, Shimla 
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