NATURE OF
THE INDIAN ECONOMY

The Indian economy is ri rj'ﬂ?i/ Characterized a= an underdeveloned economy Thouo . ,
jonger suffers from stagnation as it did under the British, the de /eopment since Indepe er 2 e
e r " ' L 1 il e A v ol -
nol beern *"p;"r“'ta ular. Furth r, ha "'"'”J misseqa ine Opporiunity 1o develop alonag the traait
Capltd“St path durlng th{: ]*"j 1 (WO C ENiurie S Irrjiﬁ Of e *:_.—J..- 5 nlanned canitalict “: 5. Al sy
d ! A ;|. 164 1) IS0 J..-",J r_..d' - .-lr': l'h.; T :

dl"“ ‘r "
accordlngl/ bu;lt up rr l/ (J r r rjrlrjrr!/ 1‘,1 Trilr r r- J C: f'ffﬁ.: :dJrrJrJrJr;ira ‘?rJ r.-:"..-ir;' Jr.ﬂ o i -'; i > o lji" ..: ...-l:r o r_..r

Facts 10 suggest that the Indian economy even now is an underdevelo oped econ

s
+ Having overcome the problem of stagnation, the Indian econormy
growing since the beginning of economic F-%w ng. Hence shall we

a developing economy?
e In India earlier planncr"* were commit Tﬁ-rj {0 bulld a ':r_,f,':;_?;"_:_,a .L
over the years what has emerged is a mixed economy |
sectors co-exist and the formFr Sels agenda for the gro.utrn af ine
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Whatever be the criteria, the Indian economy is presently an underdeveloped economy.
Almost all important characteristic features of an underdeveloped economy were present in
the Indian economy at the time of Independence and have not changed much since then.

1. Low per capitia i ne. Compared with the developed countries of the West, Indian
economy was appalllngly poor in the early 1950s, and since then its economic distance with them
has steadily increased. On the basis of per capita income, India was among the few poorest countries

he colonial rule

at the time of Independence. This poverty and backwardness India had inherited from ti

After Independence the government wanted to give a ‘big push’ to the standstill economy
for this purpose, it employed the technique of ‘democratic planning’. With the efioris of
government some development has indeed taken place during the five decades of planning, but
India still remains one of the most underdeveloped countries in terms of per capita income. One
can have some idea of the plight of the people in this country from the fact that, India still remains

a low income economy.
According to World Development Report 2007, India was one of the 45 low income economies

in 2005. Thus per capita GNP was higher in all the middle and higher income economies than ir
India. Even in the category of low income economies as many as seven countries had higher pe
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capita GNP than that in India. The economic
India has also in ars. In 200 .

_ increased over the ye 4 one-twelfth of the U.S.A of G
per capita was as low as $ 3,460. It was aroun ey
per capita which stood at $ 41,950 in that year. NO Om respec
countries are not comparable because of the
and degree of reliability of data, nevertheless,
Therefore, when we discover from these data th .

d countrieés
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t of concept of nationa] inco

mparisons they can be gaim‘ully USZE
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we not only learn about the existing plight of
stupendous task which this country has ahea

Inequitable. This is not at all surprising because private
leads to concentration of wealth in a few hands.
wealth and capital. The government and
inequalities in the early 1950s but they were possibly
essentially capitalist economy has a tendency 10 ac

the people in this CO

d of It.
The distribution O
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2000/2001, while the lowest 40 pey cent

Report . . .
nt Hep ousehold expenditure In India, the shay,

In 1997, according to World Developmeé
regate h

households fthe a
R o auiIn the middle category 40 per cont househglig

of top 20 per cent in it was as large as 46 per cén
at modest level of living accounted for 34.3 per ce_n
Gini Lorenz Ratio was 0.378 in 1997 as again

t of the aggregate household e’fpenditUre_ The
st 0.297 in 1994. Thus during the 19g¢s
d increased as a result of pro-rjg;

inequalities in household consumption expenditure ha
liberalisation policies. |
3. High Incidence of poverty. The problem of mass poverty IS a natural outcome of income

e fact of widespread poverty in the

inequalities. The Planning Commission acknowledged th |
document stated that using norms of

country in the Sixth Five Year Plan 1980-198

calorie consumption, the percentage of popu
estimated at 50.7 per cent in rural areas and 40.3 per cen

whole the percentage of poor was as high as 48.44°

poverty line had declined to 36.0 per cent in 1993-9
cent in rural areas and 32.4 per cent in urban areas.” NO

5. The Plan ‘ |
lation below the poverty line in 1979-1980 was

t in urban areas. For the country as 3

overall percentage of the people below the

4 while the incidence of poverty was 37.3 per
w the latest estimates of incidence of

According to the Planning Commission, the

poverty are available for 2004-05. These estimates are based on the data made available from the

Consumer Expenditure Survey of the 61st Round. According 1o these estimates, the poverty ratio
was 27.8 per cent at the national level if Uniform Recall Period (URP) was used. In URP, dafa

on consumption expenditure for all items are obtained from 30 day recall period. Incidence of
poverty at the national level was 22 per cent in 2004-05 if Mixed Recall Period (MRP) was used.
In MRP. data for 5 non-food items, namely, clothing, fertilizers, durable goods, education and
institutional medical expenses are collected from 365 day recall. Consumption expenditure daia
for other items are obtained from a 30 day recall period. However, these estimates are not strictly
comparable with the earlier estimates due to changes in methodology of collecting data.

January 1

The latest comparable _estimates from URP are available from 54th Round of the NSS for
998 - June 1998 whlch s_how tljat 44.9 per cent population in rural areas and 31.6 per cent
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The Gini Lorenz Ratio is a summary measure of the extent to which the actual distributi | |

. | T, Y . _distribution of income differs from
a hypothetical uniform distribution in which each person or a household receives an identica:3 share. The Ginl
Lorenz Ratio has a maximum value of 1.0 (100 per cent), indicating that one person or househola receives
everything, and a minimum value of zero, indicating absolute equality.
2. Government of India, Planning Commission, Sixth Five Year Plan, 1980-85, (New Delhi 1951), p. 52

3. Government of India, Planning Commission, Ninth Five Year Plan V -
' Volum ; _
4. The National Sample Survey Organisation, 61st Round. e |, (Delhi, 1999), Table 1-9, p. 27




population in urpan areas was below th V¢ "

iE}:}’OS there has been a ('I(ncl.i' 1B poverty line," These estimates show that since the late
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all satistactory and clearly reflects the O i al distribution of population in India is not at

million people, that is, about 70 per cent of th.;M}kW;‘rlrdrﬁ'fr;ﬂS of the economy. In 1951 about 249
agriculture for its subsistence. Since then véry lit1|p'l)pulat|on of the country was dependent on
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when we consider the working population we re change has ocourred in the situation. Even

: ach the s: |
| cent of the working population was employeg?nlr;;; feulture, Ap o ARE Y aouRg Y

66.9 per cent of the working populatio
Ministry of Labour have, however nas b ignif d
> Deen a significant decline in

employment in agriculture during the 1990s in percentage terms. In 2001, 56.9 per cent of main

workers were employed in agriculture and allie st _
smployer in India. allied activities. Thus agricuiture still remains the biggest

population below the poverty line

| eveloped Economy

[ » India’s GNP per capita in 2004 — § 720

| e |ndia’s PPP estimate of ita |

f e (@Growing Income Inequal(iztlil:z gjrrnfgap’:‘f:i ':‘92?)24 ot i
| — @Ginl Lorenz Ratio in 1997 — 0.378

| — Gini Lorenz Ratio in 1994 — 0.297

E * High incidence of poverty in 2004-05 (NSSD 61st Round)

| — Unified Recall Period (URP): 30 days recall — 27.8%

’ — Mixed Recall Period (MRP): 22% -

E e Current Daily Status (CDS) unemployment in 2004-05 (61st Round of NSSO)
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— Rural Males 5.0 per cent
— Rural Females 8.7 per cent
— Urban Males 7.5 per cent

— Urban Females 11.6 per cent
e GDP by economic activity in 2004-05 (at 1999-2000 prices)

— Primary sector: 23.0%
— Secondary sector: 23.8%
— Tertiary sector: 52.2%

e Main Workers by Industrial Categories
— Agriculture and allied activities 56.7%

— Manufacturing and allied activities 18.6%
- — Tertiary activities: Services 24.7%
o« Human Development in 2004
— HDI value 0.611
— HDI rank 126th
— GDI value 0.591

— GDI rank 96th
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Organisation, 54th Round.
: {. India, Tenth Five Year Plan, Annexure 5.2, p.160.
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5. The National Sample Survey
6. Planning Commission, Government O
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7. J.J. Spengler, “Population Change: Cauée. Eﬁet;t Indicator” | ‘
1961, p. 253,  Economic Development ang Cultural Change, Apr

indian econormy 1S the pmp@mgn
gted 19 per cent of the Gl’oog

n the share Of agriculture in GfOss

50 per cent). But this is not 5 b
f nd a half decades Of planning have already Deen
t Tive a

Rl cnieni sonsldering the 19t e abmfJ Gross DomestiC product DY industry of origin for SOme
S O

completed. We have given percentage 1 leideveloped ‘economies for 2005 in iy
selected countries representing both developed an iculture In India is far greater than €ven

. .‘ 1ri e in the

A second indicator of the predominance ‘;foggrz:;:itslzuure contrib

of national income originating In this sectoi’- Int-all less tha
Domestic Product. This is indeed substantially

- ' re than
Domestic Product in 1950-51 (when It contributed Mo

| n agr . - _
5.1. The figures eloquently suggest that the reliance O g China, Mexico, Brazil, and Repubiijc of
in some other Third World countries such as Indonesia,
Korea.
Servic
Industry es
Country Agriculture .
U.K | 1 26 3
K. .
29
Germany 1 5 3
France 2 i k
Republic of Korea 4 - E
Mexico 4 | o 3
Brazil 10 7 -
China ' 13 41 45 .
Indonesia 14 o

N.5. Since percentages have been round up, they do not add up 10 100 in certain Cases.

Source. World Bank, World Development Report 2007, Table 4, pp. 294-9.

5 Ranid pabulation arawth and hiah dependency ratio. Over the years population in India
has been growing at a fast rate. According to the estimates of the 2001 Cepsus, ‘Ehe population
of India was 1,025 million as against 439 million in 1961. Thus population in India over these
years had increased roughly at the rate of 2.14 per cent per annum and according to the
present indications it appears that the rate of population growth may not decline substantially in
the immediate future. The country is at present passing through the second stage of demographic
transition which is characterized by a falling death rate without a corresponding decline in birth rate.
This has resulted in population explosion partly offsetting the small gains of development which
this country had made during the planning period. J.J. Spengler has argued that an increase in
population raises the ratio of people to land and other sources of raw materials and as a
consequence, production tends to decline per unit of variable cost in the concerned industries?
The trend is clearly discernible in Indian agriculture. Over the years per head agricultural land has
steadily declined in this country on account of rapid growth of population. Land reclamation which
was possible only on a modest scale was not enough to offset the Increasing pressure of
population on agricultural land. The pressure of population on agricultural land in a countrv can be
reduced only if it is possible to transfer some population to other sectors of ' 't iviti

But in India, growth of industries and commerce has b | il oy
| as been rather sluggish and inter-sectoral transfer

of population has not been possible. Consequently, the pressure of population on agricultural land
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t i | : :
. iimcmn development is usually measured in terms Of
JUNDP). The HDI is a composite of three lu y ”m United Nations Development Programme
«nowledge and standard of living Lanﬂt;;ffymmc indicators of human development — longevily,
: | - | ~ B el FAS H]Qngul-ﬂd b!’ \i“ .\ b = : . ;
. aducational attainment) by a cc | d by life expectancy at birth; knowledge
vV a combination of adult “Hﬂf{{:y kt\a\ij_tl]il'dS \weiqhn and COIleiﬂ@d

(U
~amary., secondary and tertiary ratios ~ ,
‘* allios (one-third weight); ving |
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eal GDP pet capita (purchasing power parity. PPP. in \;j”d S)H”dﬂrd of living is measured Dy
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laman i-ﬁiﬁ\ﬂ:ﬂpi‘ihﬁ‘ﬂi INAe X \}H\"n construct
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Table 5.2 prepared irom M <
for some dmlfnpuﬁ nd do\:l:;::;}: D“Tm”m”f Report 2006 presents HDI value and ranking
L G bk * - g countries and their comparis Sp EER
anking. eir comparison with real GDP pel capita

Gount tf“’;i:i ;ml Real GDP Real GDP per
iank per capita capita (PPP3)
o (PPP $) rank minus
04 2004 2004 HDI rank®
yoveloped Countries
NoPway 0.965 1 38,454 3
Japan 0.949 vi 29 251
U.S.A. 0.948 8 39,676
France 0.942 16 29,300
U.K. 0.940 18 30.821
peveloping Countries
Cuba 0.826 50
Mexico 0.821 53 9.803
Malaysia 0.805 61 10.276 RATARE . AP E:
Brazil 0.792 69 8,195 -5 \ ok QQ:
China 0.768 S 1 5 896 9 i:.\/
Sri Lanka 0.755 93 4,390 13 |
Egypt 0.702 111 4,211 -2
ndia 0.611 126 3,139 -9
Bangladesh 0.530 137 1,870 7
Ethiopia 0.371 170 756 1

A positive figure ‘ndicates that the HDI rank is better than the real GDP per capita (PPP $) rank, a negative the

opposite.
< reo: UNDP, Human Development Repon 2006 (Delhi: Oxford Unive

2. India with a HDI value of 0.611 ranks a lowly 126 in terms of

HDI. China with HDI value of 0.768 and Sri L anka with HDI value of 0.755 ranked 81 and 93

respectively. On the basis of the HDI rankings calculated for 177 countries, Homan Development
Report 2006 places 63 countries in the high human development category. In this category besides
| ies | yprus, Barbados, Argentina, Uruguay,

the developed countries, some deve _
Cuba andpMexico are included. In the medium human development category, there are 83

countries. The more prominent countries in this category are Brezi\, Thailand, Sri Lanka, China,
Vietnam, Indonesia, India and Bangladesh. 31 countries comprise the low human development

category. Rwanda Cameroon, Kenya, zambia, Nigeria, Senegal, Madagascar and Ethiopia figure

in the low human development category.
2 Unemployment. Widespread unemployment is
of inadequate Jevelopment in India. Since 1972-73 re

rsity Press, 2006), Table 1, pPP. 283-6.

As is clear from Table 5.

perhaps the most striking symptom
liable estimates Of unemployment are
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available from the various Rounds of the NSSO (N
These estimates are in terms of three concepts: the US Sy
status.” Estimates of the usual status indicate Oﬂfjjthﬁ"pririf!;ﬂihﬂ- daily status unemglove. . -
hensive measure of unemployment, however, s 1N ’%T[; f“'”'z'j T - ' |
Presently the latest estimates of unemployment aré :a.varlm’ ; r;;jt |
the NSSO. According to these estimates, In 2004-05 the ’Tf""r: 'm.ﬂ-r/ei"/x
for rural and urban male workers was 8.0 and 7.5 pe’ Ce:'t re;faig?ir;ali/ sinc
employment elasticities in major sectors have been fai.lﬁg f--.v—t:r“aﬂﬂm be igl
seem to be underestimates of unemployment. Moreover, th.t.; . 'f:jfﬂr" o the r
years absolute number of the unemployed has risen. f‘~¢f"~frr'¢g3 49 crore.” Durin
current daily status unemployment at the end of 2001‘OZ,~ H;Lt ﬁumj of the IN
unemployment situation deteriorated. The results of the jatest ) tJA,-S ner cent, as per the ;.
Survey (NSS) show that unemployment had indeed gone u_p )ié!& ,ﬂ»m:-ragure of err-.;;: g
status. Using the daily status figures which are more aﬁcepta”--'zoo‘o*and 2004-05.
unemployment level had gone up by 9-10 per cent betweerl) 1999-2V *

Sl eveloped countries. kMoo
The nature of unemployment in India is different fr?m thcﬂhlz 3}-;1 J}Fj :yriifal % r&:‘.r.:, of
the unemployment to be found in the developed countriés of the lgo;efects _ t'l”'le”ecmjlr ]
unemployment in India is chronic and results from the structura " Ongm?

' work throughout the
People in a large number in the countryside do not have adequate work 1 roughou
periods. According to Ragna

~ £ -
err{{}f":’/rr;{;‘ 5. B~ ' PRSIy N C yr

r
' F
F
,r

: - f 1 1 .._;
many of them suffer from disguised unemployment for long : 58 Sl rn it
It some of these people are removed from agriculture and absorbed In other pro HCUIVE activities
farm output may not fall, while the national income will increase due to their productive acCtvity i

the sector of their absorption. This policy if properly implemented may also succeed in rezjigip,
the potential capital accumulation which remains concealed in disguised unemployment. ",.-,
problem of urban unemployment in India has assumed two forms. First, the failure of the industrizs
sector to grow at a fast enough rate to absorb the growing urban population has resulted in g
Is usually called industrial unemployment. Secondly, expansion of general education has Created

unending demand for white collar jobs which the country’s urban economy has failed to meet, Thus

the ranks of educated unemployed continue to swell and presently a solution to this problem is not
In sight. :

8. B;c:arcity of capital. Of all factors of economic development, capital is considered g De
the most important. In fact, it is the accumulation of capital that alone can help a country in it
attempf to overcome its economic backwardness. Kuznets has very aptly remarked, “Low capit:i
for!natlon‘proportions means low rates of growth of national product, unless }:apital-out - :
ratlo dec::hnes, l.e., unless more output can be turned out per unit of capital.”’” Si‘nce thz.u
'S @ continuous shift in favour of capital-intensive techniques in the Third World co.untries capi;f

output ratios cannot be expected to fall. Therefore, if these countries have 1o grow, they have ng

precisely India’s problem
rate in this country was

choice excepi to raise their rates of capital accumulati Thi
: . ation. This h
during the last five decades. In 1950-51 the i oo
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Accoraing to the estimates

L e gy R S A..__:Jo.m.o., rates of gross domestic saving and gross domestic
capital _:::.;::: N 1990-91 were 23 1 and 26.3 per cent respectively. Subsequently there was a
decline “Aﬁ_w_mﬁ,_ = the rate of gross domestic Saving and the rate of @_,Omm. domestic capital formation.
In .ﬂ,.ﬂ_._:E.ﬁc._r._- :lﬁ ﬂ-_-_‘m_:.w,.,.._w of gross domestic saving and gross domestic capital formation were
estimated to be 3.5 and 22.9 per cent 'eSpectively. These rates of saving and capital formation
are enough to realise only a modest rate of drowth. This explains why in India the rate of growth
remained m:_ox at a relatively ]oé level, Strangely, estimates of mms_,_Mm and investment for 2003-
04 and quick estimates of Savings and investment for 2004-05 announced by the CSO surprised
everybody. The gross domestic savin e

| ViNgs rate for 2004-05 has been estimated to be as high as 31.3
mmfomi by the CSO while gross nvestment rate in this year has mm_,mo:mwmm: oﬁ_umWBma to wmé risen
to ,i..m per cent. In moom-om the rates of gross domestic savings and gross domestic capital
B neM0n- 1o rise. Tiiey stood at 354 periount ark 33.8 per cent respectively. This
implies that In 4 years period savings and Investment rates .

points which seems to be doubtfyl.

b Q. :m<m._so_.mmmmgU<©;ovm8m3m@m
" . ccording to Economic and Polijti itorial (Februar
12, 2005), "The investment rate, which stands at 26.6 per o: i e S /
ﬁomoomn”maoo:,.sdoam

ent for the year (2003-04) according
ty flow method, when adjusted fo
to 28.0 per cent. This i .

. r ‘errors and omissions' is pushed
. . ensible procedure. Whe i .
the domestic savings and Investment rates stand at a
cent respectively." '

In contrast, the rates of economic

| | growth have been remarkably high in some of the East-
Asian countries. All these countries had the

rates of saving and capital formation consistently over
35 per cent of GDP for long periods. Hig J p y

. h rates of saving and capital formation allow an
Sy 1o grow at a fast rate, introduce latest technologies and become internationally
competitive.
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Diogical ackw While technological progress is at the heart of
development process, over a wide range of productive activity, techniques of production are
backward in India. Agriculture which provides subsistence to about two-thirds of the population is
even now characterized by highly backward techniques. Except in the green revolution belt of the
country everywhere else farmers are persisting with centuries old outmoded production techniques.
Their failure to switch over to modern techniques, however, cannot be explained in terms of their
Ignorance. Modern technology is certainly scale neutral, but it is not resource neutral. Theretore,
the small and marginal farmers who constitute

, the overwhelming majority have, on account of their
poverty, failed to adopt new technology which in turn has Kept agricultural productivity appallingly
low. However, in large-scale industries. energy,

transport and communications sectors modern
production techniques have been introduced. Nevertheless there

still exists a wide gap between
the sophisticated production techniques of the developed countries and India's technology.
Over the years this country has built up substantial capa

bility in science and technology and if it
harnesses this resource in a purposeful manner it can overcome one of its major obstacles to
economic development. _

10. Lack of entrepreneurs.

Joseph A. Schumpeter has assigned a vital role to
entrepreneurs In his theory of growth. According to him, “the function of entrepreneurs is to reform

or revolutionize the pattern of production by exploiting an invention or, more generally, an untried
technological possibility for producing a new commodity or producing an old one in a new wa

y by
opening up a new source of supply of raw materials or a new outlet for

products, by reorganising
an industry and so on.”'” Obviously these activities require aptitudes that are present only in a

small fraction of population. Therefore, if some society possesses people who are gifted with
entrepreneurial skill, it is bound to grow rapidly. Some economic historians contend that the

—
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12. Editorial, "Saving and Investment : How Buoyant," Economic and Political Weekly, (February 12, 2005), p. 587
15. Joseph A. Schumpeter, Capitalism, Socialism and Democracy (New Delhi, 1980), p. 132.
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presence of this class in England, Germany a

In contrast, such a class did not exist during
. ¢ 4 N > | ,..\m*
Even in the later phase of the British rule, the pr g

st-Independence

conditions of economic growth. During post- try even
development has been most disappointing. The ﬂ.,ﬂ_,._o:_”_.:.xmm india gen
Schumpeterian innovating entrepreneurs. _:Qcm:_m__.u b Jevelopment of the country. From 4.
speculative profits rather than on the long-term 5&:&:&_:“ L;.,_:_aﬂw_mwm industry there are s §
point of view information technology sector IS an mxomn:m .Ioéﬂ_&mr they have failed to NSPira
entrepreneurs like N.R.Narayan Murthy and Azim Fmﬁh_ﬁ.\_cn:‘?w tounder Dhirubhai \‘,_.:8“:___._ il
: S ey : : e e . | i}
industrialists in other sectors. JRD Tata and mm__m:nmﬁmm_\ e neur in the industrial sectq, -,
me any O it |

remain the role models and it is difficult 10 na

nd the 1).S.A, had @ major rol

.::.,._.. British period 1N india. |
_ enterprise did not fulfil any of tha 1.
nw.._- ...__"___. ...________ Paw L b :

gl

e role of private enterprige .

< ﬁ_ﬁ_ SEeerm 1O _‘T.J.‘:‘.” :‘_...“
arallyv ( C_\_ﬁxﬂn::ﬂu#nh $1a g4
_m_..ﬂ.___..h__\ \ _ ﬁt\.:___..‘.\.

o fact that the Indian economy is g
1 of the nature of the Indian economy,
under the British. After Independence g
f economic planning, an era of ECoNnomic
in India has broadly two facets ()
lopment process in this country i
e five and a half decades of economic
sary is to take note of the structurg

In our foregoing analysis we have underlined th
underdeveloped. But this is not an adequate descriptio
India’s economy had suffered a long period of stagnation
long spell of stagnation was broken. With the beginning ©
development was ushered in. Economic development

eve

quantitative and (2) structural. For assessing the d
quantitative terms, national income trends during th

planning should be examined. But still more :momm. .
changes in the economy that have taken place In this period.
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Immediately after Independence, India was bogged down In the quc_ma_m created by the
partition of the country. World War Il had also left certain problems such as inflation and food
shortages. All these problems required an urgent solution, otherwise the process of development
could not be initiated. Therefore, for a year or two, economic development was not on the country’s

agenda.
~ Rise in net national product. The CSO has now constructed a new series of national income

with 1999-2000 as base. However, for an analysis of national income trends we shall rely on the
previous series (Base year 1993-94) which provides estimate of income beginning from 1950-51

while the new series begins from 1999-2000. According to the previous series, India’s net national
product (NNP) at factor cost (national income) was Rs. 1,32,367 crore in 1950-51. Since then it
rose to Rs. 13,54,599 crore in 2004-05. Thus over the 54 years of economic planning, the trend

rate of growth of national income was around 4.40 per cent per annum which is by no means

spectacular. However, if this growth rate is judged keeping in view th |
: 5o e prolonged perioc
stagnation that preceded Independence, it is no small achievement. _,soﬂmo,cmw a::ﬂc Eﬂm__momn” M
Icant increase. In this period

the NNP rose at the rate of 6.08 per cent per annum as against 3.4 Per cent per annum during the
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all the Enterprenures Gone?*

, Businesg Standard, 4 January, 2005.
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% in ,_..M_i.__,,_,__;_ﬂ,:,i :.,q._ “.:z__.u_\:w...u__. oS 't was contemplated that net national product would increase at the rate

of 4.6 per :5 per annum. However, this target could not be achieved and the rise in net national

product was only at the __Em of 4.1 per cent Per annum. The Third Five Year Plan (1961-66) was a

still bigger D_@._: :03.:_5 point of view of investment and targets. It had contemplated a 5.4 per cent
per annum increase 6 the net national product. Oo:mamzja the .<o_:3m of investment :iw target did
not look beyond mo:@ﬁ%mi when the Plan was acCtually formulated. But the Umlm?:m:om ot the
economy during the .,_M__,Q Plan period was rather disappointing, and “3@ net national product rose
merely at the rate or 2.5 per cent per annum. The next three <mm4_‘m were critical years. The economy
was in a bad shape, but luckily due to favourable weather conditions in 1966-67 and a@m,mm the net
national proauct recorded a 3.8 per cent Per annum increase

During the Moc:: Em: Period (1969-74) net national product rose at the rate of 3.3 per cent
per annum and the Umlo_Sa_mJom of the economy was extremely disappointing. Total growth under
%m.ﬂoc:: Plan was realised in the first two years and the last year of the Plan. In the intervening
_”umﬂ._oa Emﬂm was <icm__<.:o growtn. The Fifth Five Year Plan (1974-79) was a success, as the
national iIncome N 5&, Period increased at the rate of 5.0 per cent per annum. In the *o__oéwr@ year,
.:oémc.‘m_._ Sm. national income recorded a decline of 6.0 per cent. Work on ﬁ:m.mmxﬁj Plan had begun
n Q_:_oc_.ﬁ o:ocSmB:m,mm. However, the economy managed to register 5.4 per cent per annum
increase In the net national product. During the Seventh Plan the rate of increase in the net national
product was around m.w Per cent per annum. In 1990-91. the year following the Seventh Plan perioq,
the rate of increase in net national product was 5.4 per cent. In 1991-92 the net national product
mﬁm.@:m.ﬁma at the 5.@0-9 level. However, there has been a recovery since 1991-92 and the net
national product during the Eighth Plan period (1992-97) registered an increase of 6.7 per cent per
annum. There was a slow down during the Ninth Plan period and the rate of increase in the national
income had come down to 5.5 per cent per annum which is lower than the Plan target of 6.5 per
cent per annum. Now NNP estimates for first four years of the Tenth Plan are available. In these
four years NNP rose at the rate of 6.5 Per cent per annum as against the targeted growth rate of

8 per cent per annum.
Thus the .:m:o:m_ Income in India, during the 54 years of © economic planning has not
increased steadily. However, the fact remains that the national income has been rising faster since

1980-81 as compared to first three decades of the planning period at a rate which is distinctly higher
than the rate of population growth and this has permitted some accumulation of capital and also

a little improvement in per capita consumption.
ita income. As compared to growth of net national product, a rise in per

Rise In per capita
capita income (per capita net national product at factor cost) is considered to be a better index

of growth. It Is for this reason that we now turn to the progress of Indian"economy in terms of rise
in per capita income. In 1950-51 India’s per capita income at 1993-94 prices was Rs.3,687.1. Since
then in a period of a little more than five decades it rose to Rs. 12,416 in 2004-05. The Planning

Commission had hoped that-the country’s per capita income would be doubled in 20 years’ time.
This optimism, however, turned out to be without any basis. In a period of twenty years starting
from 1950-51, there was only 35.7 per cent increase in per capita income. Even thereafter
performance of the economy did not improve much and the rate of increase in per capita income
remained only marginally higher than in the first two decades of economic planning. Since 1990-

91, however, over a period of fifteen years the rate of increase in per capita income was rather

impressive at 4.05 per cent per annum.
Let us now consider growth of per capita income planwise. During the First Plan period, per

capita income had risen at a modest rate of 1.8 per cent per annum. Compared with the growth
rates in some of the developed capitalist countries and East Asian countries this was not at all
impressive. But keeping in view India’s colonial legacy, it was not a bad beginning either. The
Second Plan was bigger in size and it was hoped that the growth rate would be impressively higher
than that in the First Plan period. But the actual performance of the economy was not very
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able conclusion is that economic growth in

Considering the overall planning period, the inevit | |
India since Independence has been both inadequate and erratic. Nonetheless, the per capita
which should not be underestimated in

income does show an uptrend, the importance of
view of India’s colonial past when the country had

Structural Changes

suffered a virtual stagnation.

. m_um: m_,o_j the growth in quantitative terms, there have been significant changes in India's
tural changes indicate that the process of

economic structure since Independence. These struc

development which began in the early 1950s is still co
slow and in certain sectors one cannot say with confidenc

ntinuing. However, the speed of change is
e whether change has really occurred.

Let us now specifically consider whether importance of agriculture in India’s economy has declined
over the years and the @ccupational distribution of the population has improved; and whether basic

industries have been developed and infrastructure has grown.

Significant changes in sectoral distribution of domestic product

An important index ol

development is a steady decline in the importance of agriculture and allied activities in the

economy in terms of its contribution to gross domestic product. The importance of agriculture and

allied activities in the Indian economy has declined during the five decades of eco 9 gy B

In 1950-51 the share of agriculture and allied activities in the gross domestic prod iiphagert=

cent at (1993-94 prices). During the first two decades of the planning pe ._uao uct was 59.2 pef

observed and the share of agriculture and allied activities in the gross wo_w:mq%ﬂo :Uwowﬁsmﬁ ﬂmmm‘_wﬂww
u

between 59.2 and 45.0 per cent. However, since 1970-71 there has been

a steady decline in the

share of agriculture and allied activities in the gross domesti
: : . . stic .
share of primary sector including agriculture and allied mon.__s:mm ﬂa%w_u}wm wmw m-mooo u:omm,mﬂjw
ctor cost was <!.

per cent in 2005-06.
The output in the secondary sector comprising industries

mining, construction, electricity,

etc., accounted for 16.1 per cent of the gross domestic Product in 1950-51. A f the
OU-01. As a result 0

N . o & o = e SISl S 8
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@3&5 of the industries during the sixties, its relative Importance in the economy increased and
in 1966-67 the secondary sector accounted for 20.7 per cent of the gross domestic product. Since
then, the _:Qcmim_ sector has grown much in relative terms and its percentage contribution to the
gross domestic product stood at 24.8 per cent in 2004-05 (at 1993-94 prices). At 1999-2000 prices,
the share of secondary sector in GDP at factor cost was 24 1 per cent in 2005-06.

Development P
) NNP in 1950-51 Ammmm Year dwmm-wbv Rs.1.32.367 crore
« NNP in 2004-05 (Base Year 1993-94) Rs.13.54 599 crore

e e S SN .

« Trend growtn rate (rate of increase in NNP) from 1950-51 to 2004-05 4.4% per annum
e Trend growth rate (rate of increase in NNP) from 1980-81 to 2006-07 6.1% per annum

e ]

| « Per capita income (Base Year 1993-94) 1950-51 Rs.3,687
” e Per capita income (Base Year 1993-94) 2004-05 Rs.12,416
+ « Rate of increase in per capita NNP, 1950-51 to 1990-91 1.7%

h e Rate of increase in per capita NNP, 1990-91 to 2005-06 4.1%

Structural Changes
« Significant changes in sectoral distribution of India’s GDP since 1950-51

Tt ey | S - =

(1) Primary sector — 1950-51 55 4 %
, 1990-91 34.9 %
| 2005-06 21.7 %
(2) Secondary sector — 1950-51 16.1 %
m 1990-91 24.5 %
m_ 2005-06 24.1 %
| (3) Tertiary sector — 1950-51 28.5 %
ﬁ 1990-91 40.6 %
2005-06 54.2 %
“ « Slowly changing occupational distribution of work force
(1) Primary sector — 1951 72.7 %
% 1991 67.4 %
, 2001 57.3 % w
| (2) Secondary sector — 1991 10.0 %
| 1991 12.1 % ’
2001 17.6 % |
(3) Tertiary sector — 1951 173 % |
1991 20.5 % |
2001 25.4 % M
,
_

e Growth of basic and capital goods industries.
e Expansion of social overhead capital.

» Growth of banking and financial sector.

The tertiary sector is not a homogeneous category. This En_ca.mw :maow. transport, commu-
nications and services. During the five and a half decades of economic planning, the share of this

sector in the gross domestic product has increased from 27.5 per cent 1o in 1950-51 1o 52.4 per
cent in 2004-05 (at 1993-94 prices). At 1999-2000 prices, the share of the tertiary sector in GDP
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lace. In India,

oooccm:.o:m__ distribution of popula
This happens as a result of dec

population to other sectors takes p . - cent in 1 ;
cent of the work-force in 2001 as against 691 P % o' anning period fhoughIne

of population has not changed significantly du < R.V. Rao goes a step further and asserg
has recorded a not-too-insignifican’ it <.ﬁm._9“_ _.: occupational terms during the perigq
that the census data showed a structural retrogres
1950-80. ™ : ‘'« country during the per;
Let us now examine why in spite of am<m_on_jm€m_ M:Mﬁﬂmo__n:oﬁ_uwbom:o:muﬂ Q_m:_%c:o: _,M}_MM
AmmT@#:oum_‘omuzc_mo:m:@m:macmm: é::mmmma_:an Sc:m:ma%m::&éjm:

. os. industries were €s
working population. In most of the European countries, inau

| ias. This had enabled them
there was a massive inflow of capital in these countries from colonies. . i o
ansformed their agrarian economies intg

. iyt . tr
accelerate the pace of industrialisation which eventually . . ational distribuit;
industrial economies. The former Soviet Union mco.ommamn_ in changing cw:mm_‘moﬂoormbo_om: 3 _:QJMEH_N:
of population through comprehensive planning. Since m“:mmm owwﬁmﬂw_wzs_zm et i moo:,oa_m
overnment thought of relying on the instrument of aemocrat IHg: | | -
! . s and. accordingly, the industrial sector

planning was not very effective due to its indicative nature | .
; < ustrialisation, the growth of the ﬁm:_m;\

failed to grow at the desired pace. In the absence of fast INa |
sector was also sluggish. Thus, neither industries, nor the tertiary sector could absorb surplys

population of the rural sector and a more or less stable occupational distribution wm_.mmmﬁma during
the period 1951-1991. From 2001 census data it is clear that there has been rapid decline in the

employment of the workforce in the primary sector.
Growth of basic capital goods industries. At the time of Independence, not only India’s
Industrial structure was underdeveloped in a general way, its backwardness was more clearly
manifested in the basic capital goods industries. During the British period very few basic industries
were established. Consequently, when the country got Independence, the share of basic and
omm:m_ goods industries in the total industrial production was roughly one-fourth. From employment
point of view, the importance of large-scale industries was not much. Out of the total 1 mx
workers m.Su.oEa in the whole of industrial sector, large-scale industries ac t e
fourth of it. Since Independence, pattern of Industrialisation has b d e FRRL B M
of the State. Under the Second Plan, a high priority wa Y m:m o .
Industries, as their development was considered a U«M.:w B covital goaa
economy. This strategy of development was at the heart ond_.c__wuw B growth ol gy

about two and a half decades period beginni
o . ning f
of basic industries which produce omu:m.monc. g from 1956,

up making the country’s industrial struct
. | | ure
industries which have developed during the plann; Pretly strong. Among the large number of

chemicals, ni i . .
it :m__ﬁ.”...%mwco_.mm m_nmm___mma_ heavy enginee @_mom_m_ Iron and steel, heavy
. » and petroleum products are of Strategic mavmzwoo:doﬁzmm_ heavy elegtrical

NCe. These industri
. stries now
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P ic sector, the most H.Sco:mg
unmixed. Even before Independence, India had a fairly _BUO_‘E%McMcwﬂmamm of mixture between, the
component of which was the railway system. There mevy _um.<m and one hundred per cent SOCialigt
Impracticable extremes of one hundred per cent _m_mmmw-ﬁm:ma the objectives of the planngg
production.”’® In India, the Second Five Year Plan Sumpe _cmu_,_ that “the basic criterion f,,
development in the phrase ‘socialist pattern of moommc\_ L2 .v\m_ @m_.s 7 and yet the n:m_.moaﬁ
determining lines of advance must not be private profit, but social gain.

es not resemble e
of the economy that has emerged as a result of planned development do ven
remotely socialism
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Nationalisation of banks, setting up a number of enterprises Iin the Ucc_‘_rom mmmoohwumwhacmﬂg
Mmeasures may create an illusion that the economy has advanced towa G c. In
fact socio-economic relations have not undergone any such change as to Em:\.m_: € conclusion
that the Indian economy has drifted away from its capitalist form. According to m.cx:mag
Chakravarty, “...as of now, there is no evidence that despite the @.ﬁoéwj.o* a large U.:U__o Sector,
India has moved to any significant extent closer to a ‘socialist moo_ma\__._: any Bmm.:_:mé_ Sense
of the term. If the present trends areé not going to be reversed, it is possible that India Will witness

In the closing decade of this century a considerably enlarged private sector with further erosijon
of the role of planning in the traditional sense of the term.”'® Eighteen y
Sukhamoy Chakravarty made these observations.

other

C planning. We in India NOW have a mixed
economy with a dominant private sector.
Private ownership of the means of production and profit-induced commodity produc-
tion. Under Indian constitution private .

In this country remains
ut Is less than 25 per cent). At

Mmatter of fact, with the
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O :@o:ﬁ I rivate companies at prices which are far below their asset values. Though railways are still ,mﬁm.:m.
um:.m:a \ m&:ma_ road transport is mostly In private hands. Agriculture, the principal economic activity in the
um.ﬂ“iasm country, is in the private sector as the ownership of agricultural land is entirely personal. These
‘

v b g tacts pointedly suggest that ﬁ:m b_.,‘oaco:ﬂ: IN such an economy will be done for the market and
a@ the activity of the producers will be motivated primarily by profit. In agriculture, no doubt, small

E::m_‘mao:939\@quxmﬁmc_mmc%_cmm:a_5@888.Sm:cmjmsocﬂmm Qoacomﬂmmm@msm_‘m_:\
/ __ not responsive to market changes.

2 Decisive role ol thé market mechanism. Market mechanism has a predominant position
5/ in the Indian economy. At present this country has markets not only for various products, but also
" .53 for productive factors, such as labour and capital. In terms of organisation all the commodity and
:5@ 52 factor markets may not be equally integrated but there is no denying the fact that prices of most
522% of the commodities and factors of production are determined by the interplay of demand and supply
,_vo:me b forces. Prices of various commodities and timely changes therein, along with future price
_mm_,_ 5:_ expectations, _i_cmjom the amo_m_ocm of the producers. Factor prices, to a great extent, also
*oo_.m_.m determine the ﬁmo:.:._mcm.m., of production. Money market in the country is also now better organised
5:3@ comprising _Q_.<m.ﬁm__ﬂ_ma._n_:m:o_m_ Institutions. Though all major commercial banks still remain
On gq nationalised, their EQ_A_:@ as <<m..= as their business dealings with producers in the private sector
_SQM are mm:mﬁm_:\. amaﬁa_:.ma according to Em laws of the market. Further, the amount of investment
mfzﬁ and its form Is greatly influenced by the interest rates that prevail in the money market. In the stock

market too, ,ﬂ_coEm:o:m In the share prices not only reflect the prospects of different companies, but
they also determine whether particular companies can obtain equity capital for their expansion or not.

However, the market mechanism in India has not bee

In 1951, Industries (Development and Regulation) Act was p
for industrial activity in the country. The State wanted to

provisions of Sm. Act, as an effective instrument of industrial planning. In practice, this objective
could not Um. realised. Lm@a_m:.m:mmém: and Padma Desai have extensively analysed the working
of the licensing system of India and have noted that the Licensing Committee did not follow any

fixed criteria or principle for granting licenses either for establishing new industrial units or for
expanding the capacities for existing units.’® A

Introduced certain other controls and Incenti

arrived at in the markets. These controls and incentive measures, however, did not alter the basic
character of market mechanism. Their importance lay only in their capacity to rectify irrationality
of certain market decisions by changing them for the better. G.Thimmaiah is, however, of the view
that the licence and control system in this country failed in this direction. Contrary to the

expectations of the Indian planners, the private sector could not be made Ineffective in its

exploitative motive under the licence and control system.”" Under the structural reforms E_..mom

have been carried out in this country since 1991-92 various physical controls have beer

assed to provide a regulatory system
evolve a licensing system under the

L
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ustrialisation in particular. At this |
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458 At often creates confusion g
.o Another factor in the indian economy that Dot
Economic planning. AN c

 aoning has been an integral part of the Indja,
its character is economic planning. Economic cﬁw_:ﬁ.c,_c_m::m:e was first adopted In the erstwhjjq
economy for the past five and a half Q.@ﬂwmooﬂcwwﬂ%mcw _mm ollowed the path of planned econom
Soviet Union and thereafter other socla | il 2 - eople now m;
development, planning got so much identified with moo_m__mﬂ: _:‘_MMEBWMM __ujm Moo_m:ﬂ moﬂ_umhwxm.g
characterise all planned economies (irrespective of _:@_8:5 of piantl _mﬁ bt il mies,
No doubt economic planning Is an essential ingredient of a socia ist econc Y 4 m_.m::ma
economies are not necessarily socialist economies. A country can adopt planning while .:wﬂm_:_:@ its
capitalistic structure, but in its form and range planning in @ capitalist economy would be different from
the one in a socialist economy.

In India, economic planning has been introduced in a basically capitalistic economic framework
It has nothing to do with socialism or an egalitarian order of society. Further, not only planning in this
country is __‘,B:ma in its range, it also very much lacks the element of compulsion. In socialist countries
every possible attempt is made to implement the plans and great seriousness is attached to the

realisation of targets laid down in it. There are no such ions | |

. compulsions in the Indian planning. The Indi
plans lay aos.: targets even for sectors over which the State has little control _uoﬂc S T
o_“. agriculture is in Em. private sector and the government attempts .
this sector by providing certain incentives, which may not
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