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CHRPTER I

TR CTION

This Report reviews the literature on the study of
the effects of planmming on the socio-economic situation in
India with reference to the Five-Year Plarns during the period
1951-885. When India acguired independernce from the British,
the economy was weak as a result of a long period of economic
stagnation. The industrial base was small, and the people

suffered urnder the weight of a traditional agrarian strue-—

ture. The need for a social and economic change that woulc
result in growth and development was imminent. In order to
raise 1living standards and provide to the people (gF=D%

cpportunities for a richer and more varied life, the Indian
leaders decided to plan the economic development in India.
The history of madern plarmnming in India began with
the Grow More Food Campaign which was urndertaken after the
Bergal Famine in 1542, Since then there has been a
continuous flow of plans with achievements of little or no
consequernce, culminating into the Five-Year Flarns. The cen-
tral objective of plamming has been to initiate a process of
development which will raise the standards of living of the

pecple. A re—-adaptation of social institutions and social



relationships, the strengthening of the fourndations of econo—
mic growth, and scientific and techrmlogical advance, have
been foremost in the minds of the plarrers in India. In
plarming for a better economic order, the plarnners have kept
in view the close interrelation between the technical and
social aspects of the process of development.

In crder to bring about social and economic change,
the Indian government resorted to the Five—-Year Flans. Eco-
rnomic plarming has resulted in significanmt changes in  the
economy and in the living stardards of the peaple. Although
there have been advarnces in science and techrnology, the
problem of hunger and poverty still exists on a wide scale.
There are large segments of the population that still carmot
share in the benefits of the progress, or participate in the
process of development. The purpose of this paper is to
report on literature regarding the effect of the Five-Year
Plans on the Indian scocio—ecoromic conditions. Information
on the Five—-Year Plans has been gathered from the studies of

various economists and social scientists.

Meaning and Significance of Plarmning:

in a country like India, the collection of all forms
of eccrnomic regulation and activity by the goverrment is
often called plarming. Yet, although governmental controls

and oaperations are extensive and complex, crnly a part of the



government program can be called plarming in  the more
specific sense of a centrally calculated design for resource
allocation. !

Plarming refers to the design of a program for the
basic government functions. These basic functions include:
(1) producing services which carnmot be produced by the market
mechanism; (2) producing goods and services that markets will
rnot produce without taxation, subsidy, regulation, or similar
market intervention; {(3) improving the working of the market
by such measures as increasing the mobility of rescurces or
improving the information available to decision makers.
Drawing up a five—-year plan of public receipts and expendi-
tures, aimed at growth targets amd other social objectives,
and based on forecasts of available inputs, technolopy, and
performance of the private sector, is one approach to the
formulation of a program for the goverrment's functions. S

There are two major divisionms of India's economy:
the public sector, and the private sector. The public sector
is the government, providing services that include utili-
ties, law enforcement, etc., and firms that are regulated

wholly by the goverrment. The private sector consists of

1 @Gerald Sirkin, The Visible Hand: The Fundamentals of Eco-—
nomic Plarming, (McBraw Hill Book Company, 1968), p. 45,

2 Ibid., pp. 174-175



agricultural producers, artisans, small producers, traders,
other self-employed and small industrialists whose rnumber
may run into millions in a large populated country like
India. How far the govervnment can motivate the private
sector enterprises to follow a planned course cam  best be
left to imagination. Hence, in a five-year plan, broad
targets of production and investment are laid down for  the
publie sector, and the public sector enterprises are tuo
follow the path defined for them in the plarn. The private
entreprereurs remain free to reach ecornomic decisions which
suit them most. The gstate tries to mould their decisions to
the plan requirements by adopting different types of con-
trols, and a system of subsidies. Same of the controls are
permits, quotas, tariffs and duties.3

A firm in the public sector in India, is one
which, within the limits set by government pricing policy and
cortrol of the investment total and subject to various regu-
lations and interventions, responds to market forces anc
maximizes profits or minimizes losses.

A private sector enterprise is privately managed,
and the calculations and decisions of the managers are based
onn the price signals of the market system. Its investmert

pattern is subject to various controls and reguiations by the

o S s S o s i s T o o

3 1.C. Dhingra, The Indian Economy{(Sultan Chand & Sons,
1983), p. iSa.



government, although the goverrment does rnot set any policy

limits as is done with public sector enterprises.?

Theory Behind Planning

In every economy, where there is division of labor,
actions of one person can influence anocther person. The
wants of one person can be fulfilled more completely if the
amount of services performed by others increases, and if the
amourt of preoducts diverted to the satisfactiorn of the wants
of others decreases. Plarmning in India is concerrned with
problems raised by the interdeperndence of different pecpla’s
satisfactions and actions.

Ariother important economic factor which plarmers in
India emphasize, is equity. Economic organization is eff:i-
cient wherever competition among consumers is perfect, sirnce
in such a case the price of sach consumers® good equals and
expresses its marginal valuation by all its consumers. When
the consumer is a price taker, he always equates his marginal
rate of substitution between any two goods he buys to  their
relative market prices. When all consumers are price takers,
and they all face the same prices in the market, the budpget
lines of all consumers have the same slope; and each consumer
proceeds to a point in his indifference map where ore of his

indifference curves has the same slope as the budget lires

4 Gerald Sirkin, op.cit., pp. 133-136.



each consumer adopts a consumption pattern which makes his
marginal rate of substituticn betweern any two goods the same
as that of any other cornsumer who also consumes the same  two
goocds. But in a society in which incomes and expenditures
are unequally distributed, and where each consumer’® s
preferences are weighted by his expenditures, the prices of
consumers’ goods express the unequally weighted preferences
of cornsumers. Imperfect competition among consumers may
allow a consumer to bargain and so exert a consciaus
influence over price. Plarming in India, therefore, is
directed towards the achievement of economic efficiency as
well as equity.

Through plarnming, the government tries to improve
economic efficiency by advocating suitable corrective inter-
ference with the market mechanism. In an ecanamy, wher the
wel fare of the society is affected by the preferences of a
single individual, resulting from a difference in the social
marginal value of a commodity and its private marginal value,
evern perfect competition among consumers fails to lead to an

efficient organization of the economy. The various forms of

corrective interfererce can be stated as follows: (1) rules
and regulations designed to keep one person’s consumption
from interferring with other pecple’s welfare -— an example

of this kKind of corrective interference is the prohibitionm in

certain apartment houses of playing radiocs at night. In a



wider sense all laws and customs belang in this category,
since they inhibit individual freedom to protect scociety’s
welfare. (2) The artificial distortion of prices aimed at
making them more nearly equal to social marginal wvalue ——

the simplest example is excise taxes and the payment of

subsidies. An excise tax on intoxicating beverages lowers
the drinkers welfare, and raises the welfare of his family
and neighbors. The excise tax discourages consumption by

raising the price paid by the consumer, and discourages
production by lowering the price received by the producer as
compared to the price paid by the consumer. A subsidy can be
considered a rnegative excise tax. For example, a subsidy on
medical services can raise both the supply of and the demand
for such services. A subsidy encourages production by
raising the price received by the producer over the price
paid by the consumer. (3) The provision of certain goods and
services outside market mechanism —-— an example is the provi-
sion of free medical service. Free medical service can be
regarded as medical service with a 0@ percent subsidy.
Arcther example is the service provided by the poclice and the
military. The demand for public safety and military security
is collective. Hence the market carmot be relied upon to
meet such demand. The machinery of political actiom and that
of the goverrment can ascertain and satisfy society’s demand

for such services.



Corrective measures can also be used by the
government in cases where the activity of a firm affects
directly and without the intermediary of the market either
the activities of other firms or the welfare of other pecople.
For example, the working of a factory may pollute the air in
its vicinity with smoke, or offensive smells.

The unpleasantrness that is caused must be deducted
from the value of the firm's cutput sold in the market. In
this case, the firm'’s social marginal product is lower than
its private marginal product. When the social product of a
firm differs from its private product, government has to
intervene in order to achieve efficient allocation and utili-
zation of rescources. Measures like zoning regulations aimed
at keeping the noise, dirt, arnd smell of factories out of
residential digtricts, can be ecarried out by the goverrment.
Subsidies and other forms of protection can be used, on  the
ground that the social usefulness of the firms exceed their
private profitability. For the same reason, the state some-—
times takes up the task of building industries that may be
unprofitable for private enterprise to establish,9 In India,
the plarmers have aimed at carrying out such corrective

measures by way of the Five Year Plans.

S Tibor Scitovsky, Welfare and Competition, (George Allen &
Unwin Ltd., 1958), pp. 181-187.



e Econcomi sf

The process of economic development involves
increases in the efficiency of the provision of desired goods
and services by the population, vesulting in an increase in
the per capita levels of living and gereral well-being. It
is a dynamic process, involving constant change in the
structure and procedures of the economy. In early stages of
development, 6@ to 8@ percent of the population is ergaged in
agriculture, and S@ percent or more of national income i3
gererated in the agriculture sector. Therefore the agricul-
tural sector commands a high propartion of the total capital
resources of the developing nations.

While development occurs, the population grows and
per capita incomes rise. Agricultural production has to be
increased to feed the increasing number of people. In addi-
tion, the production of norn—food commodities has alsa to be
increased. Thus econamic development also requires the
expansion of the nronagricultural sector. This reguires
capital that is raised largely from the agricultural sector.
For this reason, in the initial stages of development,
development objectives should include plans which increase
production and incomes across a wide area of the agricultural
sector.

The process of development results in increases per



capita income and rising levels of living. In low income

countries the agricultural sector carnnot abscorb all of the

increasing labor force, thus calling for a rapid expansion of

the nonagricultural sector which can absorb the labor freed

from agriculture. This, in turn, reguires that productivity

of agricultural labor be increased. Erigels’ Law states that

the higher the per capita income, the lower the proportion of
income spent on food. Higher proportions of income are spent

on non—Ffood items, bringing about the need for a larger

supply of such commodities.

The migration of labor from the agricultural sector
to the nonfarm sector and the relative decrease in the impor-
tance of agriculture call for ircreases in agricultural labaor
productivity. This can be achieved by the introduction of
lapor—-saving machinery and yield increasing innovations, such
as fertilizers and improved crop varieties. The increasing
demand for non—food items requires an expansion of the norn-
farm sector. Therefore, simply increasing the efficiercy ard
productivity of the agricultural sector is rot a sufficient
condition for economic development and rising levels aof
living. The effort must be asscciated with a rapid expansion

aof the nonfarm sector.

T T —-off _int f-sustained Browth

Economic growth can be regarded as taking place over

10



a brief time interval of two or three decades during which
time society and the economy are transformed in such  ways
that economiq growth is, subsequently, self-sustaining. This
transformation is called the take—-off. During this pericad,
the rate of investment imcreases in such a way that real
output rises, carrying with it changes in production
techrniques and the flows of income which help in maintaining
the new scale of investment, in turn maintaining the rising
trend in output. This type of sustained growth requires a
society prepared to respond actively to new possibilities for
productive enterprise; and it requires political, social, and
institutiomnal changes which will both perpetuate an initial
iricrease in the scale of investment and result in the accep-
tarce and absorption of innovations.

Sustained growth requires preconditions involving

changes in three areas of the economy. First, the economy
reeds to build up overhead capital, especially in the fields
of transport and communication. This would help in creating

an economical mational market, and allowing natural resources

to be productively exploited. Second, there reeds to be a
techrolagical change in agriculture. Growth is accompanied
by an increase in per capita income, resulting in a migra-
tion of rural labor to urban areas. There is alsoc a general

rise in population. In order to maintain the output, increased

productivity in agriculture becomes & necessary condition.

11



Third, the more efficient production and marketing of some
natural resourcces should finance the expansion of imports.
Imports of certain equipment and industrial raw materials
which the ecornomy carnnot supply in its initial stage of
development, can help in the development process and maintain
the level of real income while overhead capital is being
created.

These three forms of sectoral development, vielding
new markets and new inputs for industry, help in the expan—
sionn of modern industry, and in sustaining this expansiaon,

largely by re—investing profits.©

The Need for Plannin

In the wake of independence, India was faced with a
difficult task of avercomirng the legacy of colonial policies.
The income level and the standard of living were miserably
low in the country. It had a s=small industrial Dbase.
Millions of people suffered under the weight of a traditional
agrarian structure. The use of mutdated techrnology resulied
in low levels of productivity in industry and agriculture.

The economy was QeaREhed by a long periocd of economic

stagnation. To overcome these problems, the level of
& W.lW. Rostow, The Process of Economic Growth, (Clarendaon

Press, 196@), pp. 43—-435.

12



investment had to be raised. Domestic savings required to
raise the level of investment were meagre. The increasing
papulation had to be provided with the mearns af sustenance.

Indian trade was stuck in the age-old structure.
India traded in a few traditional commodities and with a few
selected countries, in particular with England. Thus bath
the domestic and the external sector of the ecoromy posed a
serious challenge and made the task of developmert extremely
difficult.

India had been subjected to a long period of foreion
dominatiaon. The BEBritish rulers were conternt to keep the
country as a colonial appendage of the empire. The whaole
system of agriculture and industry was geared to meet the
external needs of their home market. After irndeperderce, the
Indian government sought to 1ift the economy out of
degradation. The big and unique character of the development
made it imperative that the goverrnment had to direct
available rescurces in lirne with development needs. The
State had to regulate, control, and participate in the
economic activity. The State chose to do sa  through the
instruments of development plans. The five-year plans

provided the ocutline for the allocation of investment. 7

————————————— — ——

71.C. Dhingra, cop.cit., pp. 153-154.

13



Role of Planning in Economic Development:

Economic planning refers to economic decision—making
—— what *o produce, how to produce, and for whom to produce.
A plan lays down broad objectives and specific targets to be
attairved during a given periocd of time. The main purpose of
plarnming is to make aptimum use of available resources in
crder to achieve ecornomic well-beimg by allocating the
available resources irn accordance with the order of
preferences laid down by the plarming authority. The
Flanning Commission makes a comprehensive survey of the
available physical and financial rescurces and brings to
surface many of the unused or unknown resources.

Economic decisions in a planned ecornomy are directed
towards the geal of achieving social welfare, and reducing
the possibility of private gains. A private entreprereur,
whose economic activities are not regulated by the
government, can amass maximum profits without considering
social welfare. In an unplarnned economy, valuable resources
could be diverted to the production of luxuries and other
non—essential goods aimed at  higher profits. Private
erntrepreneurs could create an artificial scarcity of goods in
order to earn higher profits at the expense of consumers.
Economic plarming can stop such irregularities by way of
different types of controls such as permits, quotas, tariffs

amd duties.

14



A plarmed ecconomy can disperise with certain costs

that are otherwise inflicted upon saciety by private
enterprise. These costs include industrial diseases,
industrial accidents, avercrowding, misuse of wvaluable

resources, price hikes due to artificial scarcity of certain
goods, etc. the private entrepreneurs pass the burden of
such costs to society. A planmed economy bridges the gap
between private and social costs.

The governmernt can provide a balanced develcpment
program of agricultural, industrial, and other economic
activities with a view to bring about maximum social welfare.
The private entrepreneur is only concerned with maximizing
his profits. The government can mobilize rescources required
for financing the various developments needs of the country
on a large scale. This may be beyond the capacity of
individual entrepreneurs in a developing economy. Investmert
on a large scale can be done by the goverrnment. The
government acts as an agent of economic growth and
development by way of economic planninag, arnd im India, the
government tries to achieve this by wusing a multi-year

planning system —-—- the five-year plans. 8

Objectives of the Paper

This paper deals with an evaluation of studies on

the effect of planned development in India. The aobgjectives

15



of Indian economic plarming are reviewed. The performance of
the economy during the Plarns is also reviewed. Emphasis is
made on the study of the effect of plarning on the growth of
national income, the incidence of poverty, the distribution
af income, and wealth in rural and urban areas, the growth in
exports, the technoleogical changes in agriculture, arnd the
degree of dependence on imports.

A riote is also made on the importance of agriculture
to the Indian economy, as a supporting part of this paper.
Justification for the emphasis by plarners on the development
of the agricultural sector is given by way of explaining the

importance of agriculture to the Indian economy.

8 I1bid., pp. 25-28.
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CHAPTER I1I

THE STRUCTURE FOR PLANNING

The Indian Constitution came into force on January
26, 1950. The government?s intention to create a Flarming
Commission was arnnounced to the Lok Sabha on  February 28,
1358, by the Minister of Finance irn his budget speech. The
Commission was established on March 1S, 1320 by Cabinet
resolution.

The resclution began by recounting the history of
plarning in India and explaining the circumstances which
demanded a better coordination of development programs: "The
reed for comprehensive plarnming based on an objective analy-
sis of all the relevant economic factors has become impera-
tive. These purposes can be best achieved through an organi-
zatiorn free from the burden of day—-to—day administration, but
in constant touch with the government at the highest level."?

The FPlanring Commission was created to meet this need.

The Type of Planning

Az mentioned earlier in this paper, in a country

iike India, the collection of all forms of economic regula-—

2 A.H. Hanson, The Process of Flanninag, (Oxford University
Press, 136&), p. S0.




tion and activity by the goverrment is oftern called plarming.
Yet, conly a part of the government program can be called
plarming in the more specific sense of centrally calculated
desigrn for resource allocation.

The five-year plans are essentially cutlires for the
allocation of i1nvestment. The central goverrnment (N.Delhi),
the State goverrment and those of the Unionm Territories
cocmpile proposals for outlays on their develocpment programs,
arnd for outlays on investment by the private sector. The
concept of irnvestment incluces rnot only additions to physical
capital, nut also additionms to intarngible capital C
krnowledge, skills, information, and new social arrangements
intended to increase economic productivity.

The Plan expenditures are given in broad sectoral
groupings: agricultural programs, community development and
cooperation, irrigation and power, industries and minerals,
transport and communications, and social services. A further
breakdown of expenditures by a small number of subclassifica-
tions withirn each sector is provided. Fimally, the Flans
discuss the proposed projects within each of subclassifica-
tions.

The plarnned expenditures and projects are arrived at
by a process of consultaticon between the Plarming Conmmission
and representatives of the various ﬁinistries of the central

government and state governments. The main function of the

18



Flarming Commissicrn is to comstruct a pattern of investment
which will in the aggregate fit witnin the limits set by the
available resources, arnd which will be internally consistent
-= the investment in each industry should enable that
industry to provide the additional inputs reguired by the
other industries to fulfill their planned expansicon, 1@

The Plan document alsca lists production target for
specific goads and services. These targets are used as the
basis for decidirng on the allocation of irnvestment. The
implementation of the investment projects and the management
of production are left to the goverrment agercies concerned
with the public sector’s part of the Flan and to the managers
of the private sector. While the agencies and managers are
subject to various pressures and contraols through which the
central governmernt and the FPlanning Commission can seek to
secure conformity to the broad outlirmes of the Plan, most
economic management other than investment decisicons 1is
decentralized. The production targets are, therefore, not
binding requirements imposed on producers, but are guidelines
for the plarmers in allocating investment. The targets are
set up to be achieved by the end of a pericd of five years.
These targets are based on existing economic and sccial
conditions, as also on previcous econcmic trends, and as such

are not enforced on producers. They are set up as guidelines

12 gerald Sirkin, op. cit., pp. 133-136.
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and the producers may exceed them if they could, given their
capabilities.

The Indian economy is, therefore, plarmed with
respect to investment. Other economic decisions are
primarily in the hands of management which follows the sig-
nals of the market, though circumscribed by a variety of
regulations and, in the case of public enterprises, by direct

intervention from the controlling ministries. 11

Structure Work e Planni Commissi :

The Planning Commission is a non—-political advisory
body and plays two roles in Indian planming: (i) to initiate
development bodies, and (ii) to integrate ideas and schemes
for ecornomic development formulated by other agencies into a
coherent whole.

The Secretary heads the permanent staff and is
assisted by Advisers each of whom has a group of States
allocated to him. The Rdviser maintains contact between the
Commission and the States allotted to him. This is dore by
the help of the Program Administration division.

Various subject branches such as Agriculture, Irri-
gation, Power, Transport, etc., collect, analyze and process
data required for the formulation, processing and evaluation

of the plans.

11 1bid., pp. 133-136.
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A riumber of working groups are appointed  during
pach FPFPlan to coordinate the work formulating the plans.
These groups include administrators, scientists, economists,
and others representing various disciplines. Eacn proups
works in specialized areas like Finance, FPower and the like.
Task forces are alsm appointed to deal with education, fores-
try, etc..

At the State level, a rnumber of Flarmming EBoards
have been set up. The State formulates its planm based on
gereral guidelines received from the Flarnning Commissicr. At
the District level, the planning work is dorne jointly by the
sfficers of the various departments, who assess the resources
arnd needs of their areas in congunction with the plarnning

authorities.

Plan Formulation:
At the outset, a prospective framewor: covering ten

or fifteen years is prepared, taking into account  physical

targets based on the state of the economy ard the
availability of resources. The targets are set on the bas:is
of ecornometric and sectorial studies carried out by  the
officials in the PFerspective Flanning divisionm and  other

divisions of the Commissicor.
For each five-year plan a few cruicial parameters
such as population, naticonal income, arnd investment arsa

arrived at within the Commission based on feasibility
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arialysis. Next, from the projections of the different
woriking groups at the Center arnd im the States, a tentative

=

sectoral ancd regional planms are formulated, 12

The Flarming Commission ther: “"induiges in an
exercise of detailed balancing: supply of raw materials
Versus the reqguirements of finished products of  those

materials, financial and physical rescurcas, exports and
imports, employment creation versus uremployment backlog arc
so on. 13

A draft plan is prepared for discussicr. The final

plan is prepared after discussion and comments apout  the

draft.
1€ ¥, T. HKrishrnamachari, lanning in India, (Orient Longmarn
Ltd., 1977), pp. 15-18.

13 1bid., pp. 15-18.
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CHAPTER III

OBJECTIVES OF PLANNING

The objectives of plarming in India can be grouped
into the following six categories:

1. Securing an increase in national income —-— this
objective is expressed both in terms of economic growth, and
of the level of per capita income. The mwnatiomal income
target is set both in terms of desirable rates of growth anc
of a rate by which the objective is to be attained. "This
objective is usually embodied in the concept of self-
sustaining growth."14

2. Achieving a planned rate of investment within a
given period to bring the actual investment as a proportion
of mnational income to a higher level -- such an increase in
output capacity is necessary in order to bring about the
planned increase in output. It can also bring the capital
stock of the country up to plarned levels to ensure the
growth of future ocutput capacity.

3. Reducing inequality in the distribution of

income and wealth, and reducing the concentration of economic

14 1,C. Dhingra, op. cit., pp. 157-158.
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power over resources —-— this is to be brought about not  so
much by a redistribution of existing incomes as by channel-
ling increasingly to the low income groups the ircremertal
bernefits of growth. The objective of reducing regional dis-
parities has also been stressed.

4, Providing additional employment —— this cobjec-—
tive is seen less as a question of providing full employment
as that of providing a given and sufficient rumber of jobs
within a particular period, so as to make it possible to
abscrb a proportion of the backlog of unemployment and
increase in the labor force in that period.

S. Adopting measures to alleviate the three
areas regarded by the planners as being of critical
importance,viz., agriculture production, the manufacturing
capacity for producers’ goods, and the balance of payments —-—
the importance of the agricultural sector is seen as the cone
from which the bulk of the population derives its livelihood,
and as source of food and raw materials for the rest of
ecoriomy. The iwndustrial sector is supplier of essential non-—
agricultural goods, and in the laong run, an alternative
source of jobs to the agricultural population.

E. Remaoval of poverty —— this objective was
added to the Fifth Five Year FPlan (1374-72). By the end of
the past decade, the extent and urgency of poverty problem

was amply drivern home by the studies that threw up
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guantitative measures of poverty —— the proporticon of people
living below a specified minimum level of consumption. The
sixth Five Year FPlan (13980-8%) emphasizes a progressive
reduction  in  the inciderce of poverty as its primary

QbJECtiVE.*S

Public versus Private

The delimitation of the respective rales of public
and private enterprise in the formulation and implementation
of India'e plans has gererated controversy. This controversy
has beern particularly acute since 1334, when Congress and
Parliament endorsed the concept of the socialist pattern of
society. Closely related to it is the question of the right
methods of regulating, encouraging, and guiding the private
sector, =3 as to enable it to make its maximum appropriate
contribution to the development of the economy. The degree
of emphasis givern to the various kinds of industry is another
assocciated issue.

In a mixed =conomy, delimitation betweer the two
sectors is based on certain considerations. In & developing
SCOTITMY . investments in roads, schools, and hospitals, are
almast entirvely irn the public sector, since they yield na
direct monetary return. Investments in power, transport, and

irrigation are mainly in the public sector because even the

18 15id.y pp. 157-158.
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ootentially prafitable ornes have a very slow yield, arnd are

too difficult anmd heavily capitalized for the private
investor to be interested in them. Public irtrastructural
irvestment brings about twos conflicting forces. On the one

namd, resources that might ctherwise be devoted to private

investment are withdrawn into public, thus limiting
cspportunities  for private investment. On the other harnd,
investment in rnew infrastructural improvements provides

private enterprise with rew markets, and creates external
economics.

Direct investment in industry and agriculture
depends on how far private enterprise is capable of achieving
the contemplated rate of growth. That, in turn, depends on
the guantity, quality, and distribution of entrepremneurial
talent and the availability of funds for investment in
private undertakings. Frivate enterprise is encouraged by
the existerce of a market for stocks and shares, ard by a
pattern of income distribution that increases the propensity
to save. Investment ir the private sector depends largely on
the private entreprenseur’s ability and honesty. Frivate
ertregreneurship and investment habits are strongly affected
by the capacity of the government to preserve economic  and
aoolitical stability, arnd by its provision of incentives.
Government provided incentives such as tariff protection, tax

concessions, and provision of facilities {industrial estates,
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etc, } do not ensure that private entreprerneurs will not fail.
If the private sector fails to deliver the goods, ther
investmernts have to be macde in the public sector.

If public opinion is hostile to the private
busivmessman, which is aoften the case when the business
activities are corncentrated in the hands of unpopular groups,
such as the incompletely indigencus commurniities, the
goverrnment is naturally nervous about leaving key areas of
economic activity to the private sectar. The concept of a
socialist pattern of scciety provides the Indian  goverrment
with a very different set of policy guides. The socialist
nattern would indicate that economic activity should be sub-
ject to democratic control of the community, as represented
by the organs of the state. This would imply that the public
sector should be large ercugh to play a magjocr role in  the
SCorIImy, since the operatioms of private enterprise,
particularly in a developing country, carmot be effectively
controlled. Arother purpose would be to eliminate  large
private fortunes by way of giving emphasis to the public
sector at the expense of the private, since private enter-—

prise creates inequalities in income distribution, and de-—

mands them as a condition of its effective cperation. 16

16 A.H. Hanson, op. cit., pp. 444-446.
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The Industrial Policy Resclution of 1356 referred
to the adoption of sacialist objectives, suggesting the rneed
to develop heavy industries, to reduce disparities of income
arid wealth arnd to 'prevent private monopolies and the
corncentration of ecornomic power in the hands of a small
number of individuals.'l?7 This invelved the assumption by
the state of 'a predomirant and direct respornsibility for
setting up new industrial undertakings and for developing
transport facilities.?’18 The private sector would have the
apportunity to develop and expand. The resolution made the
following statement of general principle:

"The adoption of the socialist pattern of society
as the maticnal objective, as well as the need for planred
and rapid development, require that all industries of basic
and strategic importance, or in the nature of public utility
services, should be in the public sector. Other industries
which are essential anmd require investment on a scale which
enly the State could provide, have alsa tc be im the public
sector. "19

The resclution did rnot restrict the expansion of

existing privately owned units or the possibility of the

17 1bid., p. 460.
18 1bid., p. 4E0.

13 1Ibid., p. 4E0Q.
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State securing the cooperation of private enterprise in the
establishment of new units wherever the need arose. Several
industries, including machine tools, fertilizers, antibic—
ties, synthetic rubber, road transport, sea transport, etcoc,
would be develocped through the initiative and enterprise of
the private sector. The State would facilitate and encourage
the development of these industries by the provision of
services, the adoption of appropriate fiscal measures, and
the granting of financial aid. The goverrment would have a
monopoly in such industries as railways, air transport, arm

and ammuniticon, and atomic energy.c?

20 1bid., p. 460.



CHAPTER IV

IHE FIVE-YEAR PLANS

First Five-Year Plan:

A seriocus move towards self-sustairned growth was
made with the launmching of the First Five Year Flan on April
1 1951. This First Plan envisaged a rise in the national
incaome by 11 percent over the five years Of the total
development expenditure in the public sector, agriculture and
rural development got 15 percent , while the combined
allocation for irrigation, electricity, transport, and
communications was more than S@ percent. Table 1 shows that
2xpenditure im the public sector was directed mainly to
creating an infrastructure for economic development in  the

form  of large-scale irrigation projects, electricity, and

transport. Good  harvests led to a decline in food prices
during the plan period. Cornsequently, gerneral wholesale
prices also fell. Thus, the Second Plan was framed in an

optimistic atmosphere.

Second Five-Year FPlan:

The Secornd Plan aimed at rapid industrialization

with particular emphasis on the development of basic and
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heavy industries. The output =f heavy industry increased
substantially. But poor harvests during 13953-54 and 1357-58
resulted in a shortage of foodgrains and conseguent rise in
food prices. Foodgrains had to be imported on a larger scale
than earlier anticipated, resulitirng im a balance of payment

crises.

Third Five-Year Plan:

The Third Plan brought out sharply how a2 lagging
agriculture could slow the preogress of the entire economy.
Good and bad harvests affected the Indian economy during the
Plam period. In 1964-65, the fourth year of the Flan, excep-
ticmally pgood harvests resulted in an increase of national
income by 7.6 percent. The following year, due to a drought
and subsegquent poor harvests, the national income declined
4.2 percent. National income was expected to increase at a
rate of 5.6 percent by the end of the Plan pericd. Food
shortages, due to poor harvests and drought, led to an  in-
crease in prices. The Chinese aggression in 1962 and the war
with FPakistan in 1965 resulted in increased defense expendi-—
ture and consequent cuts irn planned productive investment.

Two successive years of drought (1963-67) aggra-
vated the inflationary pressure that had started earlier.
India’s price level got seriocusly out of adjustment with the

price—level abroad, and the rupee was devalued in 17&6.
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As a result, the cost of essential imports irncreased. The
country had to wait until 1368 for any roticeable improvement
in exports. It was decided to launch the Fourth Plan in 1369
by which date the ecornomy had regained its normal level. The
period 196&-69, thus marked a Plan holiday during which the

country had to do with three successive Annual Flans.

Fourth Five year Plan:

The Fourth Plan aimed at the acceleration of the
tempo of development in conditions of stability and
heduced uncertainties.

The target of anm arnnual increase of S.7 percent 1in
national product was set. The actual performance of the
econcomy during the plan period showed a substantial shortfall
in the targeted rate of growth. There was a setback in

industrial growth during 13973-74.

Fifth Five yvear Plan:

The financial and physical magnitudes of the Fifth
Plan got distorted due to inflaticonary pressures that started
irn 1372-73 and gathered momentum in 1973-74. The draft of
the Fifth Plan was formulated in terms of 187&8-73 prices, and
thus +the finalization of the Plan had to wait the emergence
of a more stable situation. The Plan was finalized in 13735, a

vear that brought stability, industrial discipline, and con—
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Table 1: Pattern of Investments in India's Plans by Type of Investment.

Type of Investment [ Il ITI IV Vv VI
(1974-79) (1983-85)
(Percentages)

Agriculture & Allied

Sectors, Irrigation

& Flood Control 37.0 20.9 20.5 23.3 23.0 25,33

Electricity 7.6 9.7 14.6 18.6 19.0 27.21

Industry 4.9 24.1 22.9 19.7 25.0 15.40

Transportation &

Communications 26.4 27 .0 24.6 19.5 17.0 15.94

Social Services 24.1 18.3 17.4 18.9 16.0 16.12*
TOTAL 100.0 100.0 100.0 100.0 100.0 100.9

* Includes 0.90 percent on Science and Technology.

Source: I.C. Dhingra, The Indian Economy, (Sultan Chand & Sons, 1983).
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trol on  prices. The Plarn was terminated a year ahead of

schedule.

Sixth Five Year Plan:

Relative price stability, accumulation of large
buffer stocks of foodgrains in the wake of bumper food crops
during 1975-78, and accunulaticon of large foreign reserves
created an atmeosphere of great optimism arnd expections during
the finalization of the Sixth Plan inm 1978. The Plan was
reformulated in 1980 due to political turmcoil in 1373, The
Flan period will terminate in 1985. It aims at an average
anriual growth rate 5.2 percent in the national income. The
main objectives of the Plan is to constitute modernization
for the achievement of economic and technological self-
r=liance arnd progressive reduction in  the incidence of

poverty and unemployment. 21

Size of the Plans*

The First Plan was a modest one and was framed
withim the limits imposed by available rescurces. The
successful implementation of the Plan encouraged the planrners
to launch on more ambitimus programs that characterized the

subsequent plans. As a result the financial appropriation

21 1.C. Dhirgra, op. cit., pp. 32-3S.

* gize of the Plan refers to the financial expenditure allo-
cated to that Flan.
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increase. The approved finarncial appropriations for  the
First Plan was only Rs. 19,60@ millions. It was raised to Rs.
46,028 millions during the Second Flan. The firnancial appro-—
priations in the Third Plan was &6.7 percent over the Second
Plar,, that in the Fourth Flan was 112 percent over the Third
Plan, and in the Fifth Flan it was 147.2 percent over the
Fourth Plarn. The finarcial appropriaticons in the Sixth Flan
({138@-85) is projected at Rs. 375,000 millions which repre-
serits an increase of about 148 percent over the Fifth Plarn.
The actual expenditure on the FPlan programs, however, has
been much less, as would be seen from Table Z2. Table 2
shows that although the expenditure on the Plan programs has
risern over the differernt plan periods, the real irncrease has
beern limited; much of the increase has beern accounted for by
inflation. Plan expenditure figures presented in absoclute
terms tend to be illusory. A very low base of the First Plan
caused the expenditure in the Second Plan to be 1@3.8
percent over the First Flan. Table 2 also shows that the
~ate of growth of plan expenditure had considerably slackened

after the Second Plan.

Financing of the Plan Expenditure:

The various sources from which firnancial resources
are arranged for the Plans, can be classified inta (i) domes-—
tic sources, (ii) external sources, and (iii) deficit

financing. Domestic saurces include taxation, public
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borrowings, domestic savings, and surpluses of the public
ernterprises. Exterrnal sources include grants, loans, and
irvestments received from abroad. Deficit financing refers
to all those methods by which the deficit between the planrned
expenditure and expected revenue is met. Table 3 1llustrates
the scheme of financing different Flans in India.

The financial needs of the first three Plans were

met by heavy dependence orn external sources and deficit

financing. In the later FPlans, self-reliance came to be

accepted as the most desired objective.ZE

————— ——————— T — 2 o o T o T
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Table 3: Financing of Plans In India by Source

- Source I IT I11 1V v VI
(Percentages)
Domestic Sources 74.0 57.1 58.5 54.0 78.0 83.67
External Sources 9.0 22.5 28.2 35.9 12.8 11.21
Deficit Financing 17.0 20.4 13.3 10.1 19.2 5.12
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0

Source: CSO: Basic Statistics Relating to the Indian Economy and The
Sixth Five-Year Plan (1989-85).
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CHAPTER V

EXPENDITURES IN INDIA'S FIVE YEAR PLANS

The First Five Year Plan (1951-56) %

The appropriation of the First Plan was originally
set at Rs. 22,692 millions in the public sector. Table 4
shows the breakup of the actual expenditure ircurred in the
public sector (Rs. 139,E82@ millions).

The allocation emphasized agricultural development.

44 percent of the total appropriation was allocated to
agricultural development. "The purpose of the Plan was to
impraove yield in agriculture so as to generate an

agricultural surplus fundamental to economic development,"Z23

Large scale industries were given a low priority,
and the development of large—-scale consumer goods was left
entirely to the private sector. In order to facilitate the
process of development, 27 percent of the total coutlay was
alictted to the development of trarmsport and communications.
Alsno, 23 percent of the total appropriation was allotted to

development of social services 1like educaticn, technical

traininag, health, etc., with a view to improving the human
capital.

23 Ruddar Dutt, K.P.M. Sundharam, Indian Economy, (S. Chand &
Company Ltd., 1983), pp. 18=-19&.
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The Second Five Year Plan (1956-61):

"The basic philascphy of the Second Flarn was  to
give a *big push’ to the econocmy so that it entered the take-—
off stapge. 24

Originally, irn the Secornd Flan, an aporcpria—
tion of Rs. 48,022 millions was allotted to the public
sectory but the actual expenditure was Rs. 46,200 milliorms.
On the whole, with an estimated private sector imvestment of
Rs. 31,202 millions the tcoctal expernditure (public & private)
aggregated to Rs. 77,008 millions aover the plan pericd. A
break—-up of the public sector expenditure is given in Table
4.

Agriculture was given a lower priority, whereas,
industries and minerals were accorded a high pricocrity. Only
2@ percent of the total appropriation was spent on  agricul-
ture and irrigation as compared to the First Plan appropria-
ticrn of 31 percent on these items. The relative share of
industries and minerals rose to 2@ percent as comparec to
Just 4 percent in the First Plar. Expenditure on  social
services was reduced to 18 percent in the Second Flarn, as
compared to 23 percent of the total expenditure in the First
Fiar.

The expenditure of the Second Flan was more than

double that of the First Flan, and the absclute expenditure

24 I1bid., pp. 182-19%2.

40



Table 4: Distribution of Public Sector Expenditure by Type of Investment

Type of Investment First Plan Second Plan
Expenditure Percentage Expenditure Percentage

(10 Million Rupees)

Agriculture &

Community Development 291 15 530 11

Major & Medium

Irrigation 310 16 420 9

Power 260 13 445 10

Village & Small

Industries 43 2 175 4

Industry & Minerals 74 4 800 20

Transport &

Communications 523 27 1,300 28

Social Services &

Miscellaneous 459 22 830 18
TOTAL 1,960 100 4,600 100

Source: Third Five-Year Plan, p. 33.
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o each item was greater in the Secord Plar tharn in the First

FPlan.

T Third Five Year Plan (1961-€86):

The backbone of Indian ecorcomy is the rate of
growth of agricultural production in the country. In the
Second FPlan, low priority was given to agriculture, while
high priority was given to Industry. This resulted in a
setback in ecomnmomic growth, since agricultural failure led to
a decline in real income, leading to a decline in investment.
The unforturate experience of the Second Plan suggested that,
in Indian economic developmernt, agriculture be assigred top
priority. Therefore, while giving top priority to agricul-
ture, the Third Plarn also laid stress on the development of

hasic industries such as steel, fuel, power, anmd machine

building.

An appropriation of Rs. 75,00@ millions was pro-—
pased to be allotted to the public sector. Private sector
investment was estimated to be Rs. 41,00 millions. Table

S shows the break—up of expernditures in the public sector.
Table 5 shows that in the Third Flan, agricul-
ture, irrigation, and electricity were allotted 36 percent
af the total expenditure, as compared to 30 percent 1n  the
Second FPlan. High priority was thus givern to agriculture.

Transport and communications received a relatively small
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snare, viz., =@ percent irn the Third Flan, as compared to 28

percent in the Second Flan. Due to an increase in prices,
tne actual expenditure of the Plan rose to  Rs. 85,024 mil-
lions.

The Fourth Five Year Plan (1969-74):

The total expernditure in the Fourth Flan was pro—
posed at Rs. 248,822 millions of which the public
sector was allotted Rs. 153,022 millions while the private
sector investment was estimated at Rs. 89,8080 millions.

Table € shows the distributionm of the total public
sector expenditure in the Fourth Plan. Agriculture and irri-
gation were allocated 24 percent of the total outlay as
compared to 2@ percent in the Third FPlan. Industry and
minerals (including village and small industries) received an
allocation of 23 percent of the total expenditure. Undenr
Sccial Services, the Family Flannming Program received a large
increase and it was allotted Rs. 2,780 millions as compared

to Rs. 250 millions during the Third Plan.

The Fifth Five Year Plan (19274-79):

The original draft of the Fifth Flan showed an
expenditure of Rs. 372,50@ millions for the public sector,
while the private sector was allctted Rs. 161,612 millions.

The calculations, based on 1971 prices, were soorn upset by
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Table 5:

Financial Expenditures in the Third Plan by Type of Investment

Type of Investment Appropriation Expenditure
Total Percentage Total Percentage
(10 Million Rupees)

Agriculture &

Community Development 1,068 14 1,090 13

Major & Medium

Irrigation 650 9 665 8

Electricity 1,012 13 1,250 14

Village & Small 264 4 240 3

Organized Industry

& Mining 1,520 20 Tyl 20 20

Transport &

Communications 1,486 20 2,115 25

Social Services &

Miscellaneous 1,500 120 1,495 17
TOTAL 7,500 100 8,500 100

Source: Fourth Five-Year Plan Draft, p. 33.
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Table 6: Fourth Plan Expenditure by Type of Investment

Type of Investment

Agriculture

Irrigation & Flood Control
Electricity

-~ Industry & Minerals

Transport & Communications
Social Services & Miscellaneous

TOTAL

Expenditure Percent

(10 Million Rupees)

2,385 15
1,431 g
2,448 15
3,631 20
3,237 20
2,771 18
15,902 100

Source: Fourth Five-Year Plan.
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the rise in prices during subsequent years. Scon afterward,
the public sector expenditure was raised to Rs. 293, a3@
millions and the private sector expenditure was raised to Rs.
270,508 millions. The sectoral break-up of the total
expenditure is given in Table 7.

The industry and minerals sector was allotted the
largest percentage of the total expenditure in the public
sector——c26 percent. Agriculture, irvigation, and flood con-

trol was given a share of 21 percent in the revised plan, 23

The Sixth Five Year Plan (198@-85):

The Janata Government came into office in 1977,
The new government terminated the Fifth Flan in 1978 and
formulated a Plan for the period 1978-83. With the fall of
the Janata goverrnment and its replacement by Indira Gandhi’s
government in January 1988, the new goverrment terminated the
Sixth Plan of the Janata Government and formulated the new
Sixth Plan for the period 198@-8S.26

The total public sector expenditure in the Sixth
Plan (198@-85) is of Rs. 975,00@ millions at 1979-8@ prices.
Table 8 reveals arn increase of 37.3 percent in Indira
Gandhi's Sixth Plan (1958@-835) compared to the Janata
Goverrment?’s Sixth Plan (1978-83), in the total public sector
25 Ibid., pp. 182-192.

26 Ibid., p. E12.
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Table 7: Allocation of Expenditure During the Fifth Plan by Type of
Investment

Type of Investment Draft Fifth Plan* Revised Fifth Plan**
Total Percentage Total Percentage

(10 Million Rupees)

Agriculture &

Allied Sectors 4,935 13 4,644 12

Irrigation &

Flood Control 2,475 7 3,434 9

Power 6,190 17 7,016 18

Industry &

Minerals 8,490 24 10,201 26

Transport &

Communications 7,115 19 6,881 18

Social Services &

Miscellaneous 7,595 20 7,127 17
TOTAL 37,250 100 39,203 100

Source: Fifth Five-Year Plan (1974-79) and Draft Five-Year Plan (1978-
83), p. 33.

* At 1972-73 prices.

** The estimates for 1974-75 are at current prices while those for sub-
sequent years are at 1975-76 prices.
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expenditure. Both Plans give high priority to  ernergy,
science, (including irrigation ard flood control), which
receives a little over 25 percent of the allocation. Out of
the 15.4 percent share of industry, village, and small-scale
industry receive corly 1.8 percent, as against the Z percent
allocation in Sixth Plan (1378-83). The pattern of alloca-
tion indicates that "“the deviations in the Sixth Plan (198@-
85) from that of the Sixth Plan (1978-83) in any major

sector range from @.1 percent to 8.5 percent. &7

27 1pbid., pp. =220-221.
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Table 8: Sixth Five-Year
Investment

Plan--Public Sector Expenditure by Type of

Type of Investment

Total
I. Agriculture &
Allied Activities 9,125
1. Agriculture 6.665
2. Rural Development 1,500
3. Special Area Programs 960
II. Irrigation & Flood
Control 9,019
IIT. Energy, Science &
Technology 20,267
1. Power B2
2. Petroleum 2,600
3. Coal 1,900
4. Science & Technology 655
IV. Industry & Minerals 10,902
1. Village & Small
Scale 1,410
2. Large & Medium 9,492
V. Transport &
Communications 11,178
1. Railways 3,400
2. Roads & Road
Transport 3,350
3. Other Transport 1,827

1978-83 Plan*

%

1980-85 Plan**
Total
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5,364
1,480
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19,365
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2,870
865
15,017

1,780
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15,546
5,100
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Table 8 (Continued):

4. Communications,
Information &
Broadcasting 2,601 3.7 3,134 3.2
VI. Social Services 10,509 14.8 14,838 15.2
1. Education 1,986 2.8 2,524 2.6
2. Health & Family
Welfare 2,028 2.8 2,831 2.9
3. Housing & Urban
Development 2,133 3.0 2,488 2.6
4. Water Supply &
Sanitation 2,711 3.8 3,922 4.0
5. Social Welfare,
Nutrition &
Labor Welfare,
etc. 1,651 2.3 3,073 3.1
GRAND TOTAL 71,000 100.0 97,500 100.0
Source: Ruddar Dutt, K.P.M. Sundharam, Indian Economy, (S. Chand &

Company Ltd., 1983), p. 221.

* At 1977-78 prices.

** At 1979-80 prices.
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CHAPTER VI

PERFORMANEE OF THE ECONOMY DURING THE PLANS

National Income as a Measure:

Real natiomal income and per capita income are the
criteria used to assess the performance of an economy over a
periad of time. Even though India’s real natiomal income and
per capita income have increased over the years (Table 3).
it is necessary to evaluate these changes by comparing the
achievements with the targets. Table 1@ shows that the rate
of irmcrease in national irncome has always fallen short of the
targets laid down in different plans, except during the First
and the Fifth Plans. Hence, corne could conclude that India’a
performance has been none too impressive. Agriculture and
industry are considered the commodity producing sectars in
the economy. Due to the very slow growth of both agriculture
and industries, the growth in national income and product in

the economy has been slow.

Employment as an Indicator:

Creation of employment opportunities for the rising
labor forece has been arncother important cobjective of economic

plarming in India. Unemployment in Irdia dominates in  the
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Table 9: India's National Income and Per Capita Income During Selected
Years at Constant Prices (1970-71)

Year National Income Per Capita Income
(10 Million Rupees) (Rupees)
1950-51 16,731 466.0
1955-56 19,953 507.7
1960-61 24,250 558.8
1965-66 27,103 558.8
1970-71 34,235 632.8
1975-76 40,064 661.1
1980-81 47,490 700.4
1981-82 49,887 719.9
1982-83 50,153 706.6

Source: Economic Survey, 1982-83, p. 77.
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Table 10: Target and Actual Increase in National Income During Plans

Plans Target Rate of Increase Actual Rate of Increase

(Annual Percentage)

I Eul 3.6
Il 4.5 4.0
III 5.6 28
IV 5.7 3.3
v 4.4 5.2
VI B2 oo

Source: Sixth Five-Year Plan, p. 1.
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rural sector, since a large oroporticr of  the opopulaticon
resides im the rural areas. The major forms of unemploymert
are (i) disguised unemployment, ard (ii) seasomnal unemploy-—
ment. Unemployment has been caused by (i) a slow growth in
expansicon of the marnufacturing sector in  the ecovomy, and
(iii) the concentration of investment in the capital gocds in
industry. The irnvestment in the Plans has corncentrated on
heavy capital gosds industries. With rising populatiorn and

the fast rising labor force, this strategy =f growth has

largely failed to meet the reguirements.

Self-Reliance:

This objective includes a reduction 1in the
dependerice on foreign aid, a reducticon inm the imports of
foodgrains and certain critical commodities like fertilizer
and labor—-saving machinery, arnd a promotion of exports of
indigenous products to acquire foreign exchange. The wlti-
mate goal of planned ecovomic development in  India, is ta
make the country self-reliarmt. Elimination of foreign aid 1s
an important objective.

In spite of the fact that considerable progress has

beenn made towards the achievement of self-reliarce with

respect to foodgrains and a number of agricultural orops,

Irndia still depends won advarnced cocuntries for  imports o F
technology. The imdustrial sector imports modern  equlpment
rather than produce it indigencusly. low progress towarss
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self-reliarce in the irndustrial sector is due to (1)
misdirected investments in the private sector, (ii) failure
of public sector projects to materialize as plarnned, and
(iii) changirng nreeds of the economy in respect of modern
equipment, and imnadequate progress in catching up with
advancing techrnology.

During the plamning era, emphasis has beern placed
on self-reliance and import substitution in critical areas.
Import substitution refers to the objective of reducing im-
ports and producing indigenously. Table 11 shows that in the
initial years of growth, the dependence on imports increased,
but later this dependence declirned because of increased in—
digencus production of items that were previously imported.
With an increase in growth, dependence on imports increased;
this dependerce has subsequently declined, with build-up of
domestic production. Table 12 shows the country’s performance
with regard to to export promotion, Sinmce 1371, export
graowth has been impressive, in comparisor to export growth

during the first three plans.

Price Stability:

Stability in the econcmy is a pre-requisite to
economic growth, and its source lies in the gerneral price
level. The biggest failure of economic plarming in India has

been its inability to arrest the rising prices. Ever since
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the begirnning of the Second Flan, the gerneral price level
has been rising continuously. This type of price behavior
has adversely affected the rate of saving and real investment
in the ecoriomy, which in turn can adversely affect the future

ecornomic growth,

Growth Performance in the Plans:

Table 13 presents the growth performance of the
econcmy in different plan periods. This table shows that,
except for the Third Plan, the rate of growth of national
income has ranged between 3 and S percent .

There was a substarntial rise in the rate of gross
investment during the 135@'s, and between 1972 and 137%9. The
current rate of capital formation has been financed largely
by domestic savings, comprising mainly of the savings of the
household sector. "Public sector and corporate savings have
growrnn much more slowly than anticipated. "8 Table 14 pre-
sernts the rates of gross savings and investmernt at the end of
each plan perioad.

Publie investment in a mixed economy can be more
effectively regulated by the goverrment tham the overall

ievel of investment. Gross fixed investment in the oublic

28 Goverrment of India, Planning Commissicr,
Sixth Five Year Plan, pp. l1-16.
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Table 12:

Growth Rate in Exports

Region First Second Third Annual Fourth  Fifth
Plan Plan Plan Plan Plan Plan
1951-56 1956-61 1961-66 1966-69 1969-74 1974-79*

(Percentages)

India 1.8 0.7 4.8 1.5 10.7 17.3

A1l Developing

Countries of Which 5.1 2.8 5.9 6l 20.3 21.6

(a) Major petrol-

eum exporters 12.3 5.3 6.6 7.9 24.3 27.2

(b) Fast Growing

Exporters of

Manufacturers NIL 1.0 5.5 7.0 24.7 19.4

Note:

These compound growth rates are based on an end-to-end comparison

of calendar year data reported in "Handbook on International Trade and

Development Statistics, UNCTAD, 1979".

* For the time period originally envisaged for the Fifth Plan

Source:
pp. 5-16.
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sector, as a percertage of GNF, rose from 2.3 percent in
1952 to 8.5 percent in 19&6. After 1966, there was a sharpg
declire in the rate, which eventually started rising only in
the recent years to reach 9.2 percent in 1972. Due to a
lack of some kind of mechanism to protect public sector
resources and investment against inflation, the level of
public investment "has generally exceeded plan provision in
nomirnal terms but fallen short in real terms. "S5

FPublic investment has a great impact on the overall
pace of expansion. “R high level of public irwvestiment ......
is a pre-condition for develcocpment in the private sector."30@
Investment in infrastructure (roads, highways, etc.) and key
industries (railways, power, telecommunication) rneeds high
capital which can be praovided by the goverrmment. This public
investment creates external economies for private enterprise.
Private enterprises depend on the orders which flaw fraom
public activity and their growth and profitability depewnd
directly on the expansion in public sector investment. Thus
it can be concluded that the irability of the government tio
ensure adequate growth in public investment has led to &
shortfall in growth targets.

The level of public i1nvestment is determinsd

largely by plan expenditure which has gernerally exceeded plarn

239 Ibid., pp. 1-16.

3@ Ipbid., pp. 1-16.

60



*g1-G “dd ‘Ue[q Aeap 9AL4 UIXLS ‘UOLSSLwwo) Buruue|d “eLPU JO JUBWUIDA0Y

:924N05

‘ue|d Yijt4 9yl 40 Jeak |euiwud} pabesiaud A||eurbrao ay3 4oy aae uaALb saanbiy ayl «

8¢ LS 9°2 6°€ 8’8 2’9 89
0°6l 62l € L1 L€ £'Ee 9°01 6°81
6°¢E £°8¢ §°0¢ L7LE L6l €76l 070l
(@bejuadsuad) buiaeS dL3sawoq Ul JeYS
6°€¢ €6l L'vl 9°GL A | b€l 2'0l
L°E¢ 0°0¢ /AT ¢ 8l 6°91 €l 0-oL
S30LAd IYUBW Juda4n) e 419 40 3bejquaduay
(sebejuaduay)
x6L-8L61 bL-€L6L 69-896L 99-G961L  19-0961L  99-9961L  LS-0S61
ueld ueld xueld ue|d ueld ue|d

Y4 yianog Lenuuy pALyl puodas ISl ueld
40 puj 40 puj 40 pu3 40 puj 30 pu3 30 puj -94d

sbuLAes 403035
9ALJeaadoo)
93ea0duao) ajeAatayd

sbuLaeg
4012335 JL1qnd

JUBWUABAOY
ay] uo swiLe()
ueyl I3yl SIVSSY
letoueut4 uy
buLAes plLoyasnoy

sbuiaes
J13S3Wo( SS0JY

uo L3 ew.o4
Le31de) ssouy

Swey |

poLad4 ue|d 40 pu3j 3e JuauwlSaAu] pue sburAes Ssoun

‘vl °Lqel

61



provisions in nominal terms but fallen short in real terms.
This 1is because there has been no ouilt—-in mechanism Lo
protect public sector rescurces and investment against infla-
tion and nmatural calamities.

The growth in naticonal income has been affected by
trends in agricultural and industrial production (Table 13).
The level and pact of agriculutral development has been
varying from region to region due to the ureven rate of
agricultural production in different regions. Also, agricul-
tural production has fluctuated widely over the years,
depending on the weather conditions. Industrial production
growth has also shown a decline, particularly during the
pericod 19&66-73. Growth of natiormal income has thus been

uneven over the years.

Modernizaticon:

Modernization refers to a shift in the sectoral
composition of production, diversification of activities, an
advarncement of technology, and institutiomal innovations.
Modernization in agriculture is in the form of investments in
irrigation projects and the introduction of high yielding .
varieties, arnd fertilizers. Table 15 shows that the share
of productive infrastructure in the rnational income has irn-—
creased from 18.8 percemt in 135@-5i to 23.3 percert in

1978-79.

62



*91-G 'dd ‘ueld 4ea) 9AL] YIXLS ‘uolssiumo) bBupuue|d ‘eLpul JO JUSWUABA0CYH :3DJ4NOS

‘ue|d

UYril4 9yl 40 uedf |euLuud) pabesiAud A||eulbLao ayj 40j ade uaALb saunbly syl »

*3ybnoap ay3 Aq pajoajje A|peq Sem 99-Gg9g| ul 3ndino |eani|ndLabe

90ULS 34n3oLd 2994400 340w © JuU3sSaAd Aew YdLYyMm G9-p9p| 404 d4e SIINOPAQ UL SaunbiLy

0°00L 07001 0°001 0°001 0°00L 0°00l 0°00L L0l
(5" ¥2)
5°8¢ ¥"9¢ 1792 £°9¢ ¢ €¢ 9°¢d £°¢¢ SILAJIS
(v°5) uorjesLunu
VL 89 v'9 179 6"t A 6°¢€ -wo) g abeuoys
faao0dsued) A|d
-dng a23eM *sey
‘A31014399|3
(0°02) uoL3ana3suo)
G§°é¢ 9712 ¢ Le 0°¢¢ L Ll 676Gl 67l g Buianioey
-nuep ‘BuLuLp
9 LY AR £ 9% 9°Gy A A £°LS 6°8G9  SJ0123S paLLLy
B 34N | nJL4by
(sebejuadaay)
x6/-8/61 ¥/-EL61 69-8961L 99-9961 19-096L 95-GS61 15-0S61 Swal |
ueld ueld xUeld ueld ueld ueid
Ui id Yy34no4 Lenuuy P4LYl puodas 35414 ueld
40 puj 40 pu3 40 puj 40 puj 30 puj 40 puj =944

(seot4d |/-0/61 3€) 30NPOA4 J13S3WOQ SSOJY 4O uolLsodwo) :G| 3qel

63



The effort to modernize began with the Second
Flan which emphasized rapid industrializatior. There was "a
snift in the industrial sector towards industries oroducing
basic materials and capital goods, and the growth of the
public sector in industry."31 The share of the public sector
in the value added in mining and orpanized manufacturing orew
from 8.1 to 28.9 percent bDetween 196@ and 1278.

Modernization in agricultuwre as shown in Table 16
increased irrigation projects in all the plans, though the
rate of expansion in irrigation has been higher in the recent
years. The use of high yieldirng varieties and fertilizers

spread rapidly after 1963.

Social Justice:

Social Justice refers to i1mprovement in the
standard of living of the poor and reduction in inequality =f
income and consumption.

Pfrivate consumption per capita grew by 46 percernt
between 195@ and 1973, irdicating an improvement in  the
guality of 1life over the plarmning perioc. There was some
improvement in the distribution of private consumpticon, as
shown in Table 17. The improvement in corsumption

expenditure of the poor has not been large encugh tTo result

Ibid-g PPE. 1-16.
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in a reduction of the percewvtage of population celow tne
poverty line. In 1972-73, this was S4 percent (rural) and
41 percent (urban);g in 1977-78, the figures reduced to Si
percent (rural) and 41 percent (urban).

The inability of the goverrment to "restructure the
distribution of assets and to provide a sufficiency of
employment for a growing work force'" resulted ivn limited
impact of the Plarns on the well—-being of the poor. Ar
individual obtains an income from the ownership of assets and
from employment. The principal productive asset of the poor
(rnamely, the rural population) is land. In India, small
farmers (owning less than 2 hectares of land) constitute over
78 percent of landholders, who cperate barely 24 percent of
the land. Improvements in agricultural productivity improve
(yield per unit area) directly the earning power of agricul-
tural land, and only indirectly that of agricultural labor.
Hence agricultural growth has to be combined with employment
genervation and diversification of occupations, in order to
increase the incomes of the poor. Figures in Table 18 irndi-
cate a very low level of asset holdings of the poorest 30
percent in rural areas. The table alsc shows the structure

of asset ownership has not been chamged during the sixties. S8

32 Ibid., pp. 1-16.
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Table 17: Distribution of Household Consumer Expenditure

1958-59  1961-62 1965-66  1970-71  1972-73  1977-78

(Percentages)
RURAL
Bottom 30% 13.1 14.7 18,1 15.4 15.4 15.0
Middle 40% 34.3 332 34.3 35.1 33.7 33.1
Top 30% 52.6 52.1 50.6 49.5 50.9 51.9
URBAN
Bottom 30% 13.2 12.9 13.6 13.7 13.8 136
Middle 40% 31.7 31.4 31.9 31,8 31.9 32.4
Top 30% 55.1 55.7 54.5 54.5 54.3 54.0

Source: Government of India, Planning Commission, Sixth Five Year Plan,
pp. 5-16.
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Table 18: Distribution of Assets in Rural Areas

1961 1971
(Percentage)
Percentage of share in assets of
Lowest 10% 0.1 0.1
Lower 30% 2.5 2.0
Top 30% 79.0 81.9
Top 10% 51.4 51.0

Source: Government of India, Planning Commission, Sixth Five Year Plan,
pp. 5-16.

68



Evaluating the Effect of Planning and The Performance of the
Public Sector

Indian plarnning has been cri;icized in having laid
greater emphasis on the establishment of a heavy industrial
base than on agriculture, the backbomne of an overpopulated,
food deficit country. Underfulfillment of targets with a
wide gap between promise and fulfillment, ircreasing income
inegqualities, high taxation, heavy foreign irdeptedress, and
other factors have contributed to the feeling that olanning
has failed to achieve any significant positive results.

Foreign aid to India, principally ecoriomic, has
produced a new industrial class whose outlooé and aspirations
are too modern for the politicians. The more rapid the
technological advance, the more difficult it becomes for the
politicians to communicate effectively with the riew
industrial segment of the society. This situation has
adversely affected the implementation of the plans in the
industry's sector, both public and private.

Poliey wvariables in Indian plarming have sprung
mainly from two sources. One, the objective of social
equality and two, the regional demands for development. The
planners have had to make adequate allowarces for the speed
of growth being affected by policies which they hold to be
socially imperative regardless of whether or not  they are

economically viable for growth.
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The objectives of Indiar: plarming have been too
ambitious. In most cases, the objectives have rnot been
realized, probably due to the inadequacy of resources or
defective implementation. Very 1little attention has been
paid to agricultural develapment. With their emphasis on
capital-intensive industries, development of the rural sector
has been given less importance. While industrialization was
desirable, reality demanded that the agricultural economy be
developed and labor—absorbing techriologies be chosen. This
has not been done to the extent needed as is evident from the
existing rural poverty and massive urnemployment. Thus, the
objectives have been unrealistic.

Indian planning has emphasized social welfare
considerations as against efficiency considerations. Instead
of production and efficiency in terms of costs, prominarice
has been given to distributive comsiderations. This has led
to inefficient alloccation of investments and thus to
inefficient production.

The problem of Indianm plarnming has been to make the
public sector economically responsible and the private sector
socially responsible. The government 1is more favorably
placed than the private sector is for raising domestic
finance and foreign exchange rescurces for new enterprises.
The real problem is not so much the starting of new

imdustries as running them efficiently and economically. It
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iz here that the public sector has generally failed tc come
up to expectations.

Most public sector projects show significant
returns to investmernts after long periocds of time, usually
more than five years. Investments in such projects have not
yielded desirable returns during the Flan periods. This has
sometimes led to a misinterpretation of the efficiercy af
such projects, leading to reduced investments in such pra-
Jects. Thus, long term public sector projects have rot
appeared to operate efficiently.

Most goverrment undertakings depend on  foreign
collaborators or foreign credits. Most public sector
projects depend on credits which can be used for purchases
only in the concerned creditor country, thus restricting the
scope for buying capital equipment from the cheapest scource.
Most public undertakings lack professiconal management and are
burdened with considerable surplus labar, Thus has led to
inefficiency both in the allocation and in the economical
utilizationm of rescurces.

A striking feature of the orpganization of the
public sector in India has been the large number of Central
Government Ministries among which the undertakings have been
distributed. There is a lack of oneness among the wvarious

imdustrial and commercial undertakings. This has led to &
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concentration of the benefits of planming in areas where the
industrial establishments are located.

As part of the mixed economy plarming, the public
sector in India has been given importance. Although heavy
investments have been made inm the public sector, the plarnning
has met with very little success. This could be attributed
to the wvarious drawbacks within the public sector as those
ment ioned above, as well as fact that the population has been
growing at a rate so great that the real increase in growth
as well as in social welfare has been overshadowed Dy the
riumber of people in the country. One could also attribute
the failure of planning to the fact that the public
undertakings were rot necessarily based on profitability but

to serve economic as well as social needs.

Evaluating the Role of the Public and the Private Sector

The basic distinction that must be drawn, in India,
between private and publiec undertakings is that public
investments have not necessarily been based on profitability.
The sccialistic pattern of plarming has led to policies that
decrease the efficiency of capital investment in the public
sector Not only for their capital but also for their working
funds, the public undertakings have depended on funds from
the public treasury. This has made them less efficient,

since they lack the kind of discipline which a private
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company has to practice in order to attract bank fimance.

The private sector has beern faring better tnan
expected. Contiriuity of service of administrators 1n  an
undertaking is conducive to promoting cost—-conscicusness in
it. This is the strength of the private sector, where the
same group of persons is engaged in an enterprise for so long
as to develop a sense of belonging to it and to be persconally
involved in its reputation for ecomomy and efficiency. A
private sector company can advance or retard its investments
according to circumstances. In the pubiic sector,
investments are governed by plan alloccations. Investment in
the public sector involves econaomic and social constraints
that do not cperate in the private sector to the same extent.
Fublic sector investments inm human capital have led to an

increase in the returns to investments in the private sector

by way of reducing the costs in the private sectar. Alsao,
since part of the costs of the private sector, namely
industrial diseases, pollution, etoc., are paid by society,

investments in the private sector can yield higher return as
a result of reduced costs.

The private sector predominates in agriculture and
allied activities, manufacturing, construction, hotels and
restaurants. The corntribution of the private sector to
national product has been much greater than that of the

public sector. The workirng of the private industrial sector
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has been efficient in terms of the rate of return on
investment. Employment 1n the private sector has been
greater than that in the public sectar. Rlthough heavy
investment has been made in the public sector, the plans have
rnot been sucecessful in  achieving fast growth rates or
improvements 1in social welfare. Public sectaor enterprises
have tended to be less efficient mainly due to government
palicies based on scocial justice. Greater investments in the
private sector could result in greater success in the
fulfillment of plan objectives, especially inm the caoansumer
goods sector. As regards social welfare, since nct much has
been achieved inspite of the socialistic pattern of plarmning,
a greater concentration of economic power in the private
sector may not necessarily lead to greater irequalities of
income distribution.

The Indian plarvers have felt that the only way for
the government to make certain that heavily capitalized
projects can get under way without delays is to allocate them
in the public sector. But over the plarn periaods, the private
sector has shown that it can grow as fast as the public
sector. This hés increased the government?!s appreciation of
the private sector’'s capacity for making and implementing
expansion decisions. Also, irn the private sector, the entry
of foreigrn private enterprise has provided access to foreign

exchange as well as technical assistance that could mot  be
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secured by other means. Thus, greater investments in  the
private sector and a slackening of goverrment regulations
could help in enhancing the growth in the economy, Dy
providing more freedom to the private ;ectar than has been

done before.
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CHAPTER VII

AGRICUL TURE AND ECONOMIC DEVELOPMENT

Agricultural Development: A Prelude to Industrialization

Agriculture can be regarded as a prereguisite of

economic development. Industrialization is rormal ly
associated with economic development, bSut agricultural
development is considered a prelude to ivndustrialization.
Agriculture contributes to industrialization in various ways.

Agriculture is the solz2 supplier of food items. A
scarcity of food acts as a check on econcmic development, ir
two ways: A scarcity of food results in an increase in fooo
prices. An increase in food prices Justifies a demard for
higher wages in the inndustrial sector. Higher wages lead to

cost escalations, making it difficult for the producers to

make any precise lead to grain imports. Such imports  may
adversely affect the country’s balarnce of payments. Tesern-
tial imports of capital goods may have to be Faregone. This

may narrow the potentials of growth.

The agricultural sector provides raw materials and
labor for the industrial sector. Failure of agricultural
crops during a particular year results in a decreased supply
of agricultural raw materials like cotton, Jute, Sugarcang,

etec., spelling disaster for industry that uses such raw
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materials. The increasing cemand for labor ivn the irmdusti-ial
sectaor can  be met by drawing labor from the agricultoral
sector. A decrease in agricultural labor force must
accompany an increase in agricultural productivity —— the
oroductivity of the remaining workers must be ircreased tao
maintain vital food supplies.

The foreign excharnge needéd by the irndustrial
sector for machinery, technology, and other import items, can
be provided by the agricultural sector from the export sales
of agricultural products. Agriculture has to be developed so
that it may provide the recessary foreigrn exchange; 2tharwise

the country may be confronted with a balance of payments

deficit.

A large share of India’s mnational ircome  is
generated in the agricultural sector. Ar  irncrease in
agricultural productivity resulting in an increase in

agricultural income above the susbsistence level, can help ir
increasing savings by way of setting aside rescurces from
present consumption reeds and making then availakle for
investment purpcses.

The ivdustrial sector needs & stromng, wall—
developed market to cperate efficiently. In a2 develozing
economy the industry finds its market in the agricultural

sectar. Too furnish a market for irndustrial goocs, tha

pecple in the agricultural sector would have to earn an
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income over and above their subsisternce neeas. Tous  to
ensure continuous growth Tor industry, agricultuare rneeds to
be developed.

Thus, increasing agricultural productivity
contributes to the programs of industrialization and general
econamic development. Herce, emphasis 1s laid on the
development of the agricultural sector in a developing coun—

try like India.

Role of Agriculture:

Agriculture has a vital role to plan in India’s
econaomic development. It provides food arnag raw materials,
employment, capital for its own development, and surpluses
for national economic development.

The share of the agriculture sector to the national
income of India has always been more than 4@ percent for the
period 195@-1983. More of available resources should be
charelled into development programs in the agricultural sec-
tor, so as to raise the productivity and level of output in
the sector. Development programs in agriculture may include
irrigation projects, develapment of high yielding varieties
of seeds, techrnological improvements in agricultural imple-—
ments, and such like.

Agriculture has been, and is, a major saurce of

livelihood in India. About &5 percent of the increase in the

78



labor forece in India is absorbed in agriculture. This in-
creasing labor force would add to the already existed ilow
productivity and disguised unemployment in the agricultural
sector, uriless steps are taken to raise the level aof produc—
tivity and create alternative employment ocpportunities 4o the
increasing labor force. Thus, the agricultural sector pre-—
sents a challenge for the planners in India.

The agricultural sector exports commodities like
tea, tobacco, spices, coffee, cotton, cocoa, sugar, hides,
and skins. There has beern a gradual declire iv the pragor—
tiom of imports of wheat, rice and cotton, due to ar incresase
in the domestic production of these commodities. The
agricultural sector is thus a net earner of foreigrn exchange
needed for capital and technolgy required ivw the rion—agricul-
tural sector.

Agriculture is the largest scurce of naticrnal in-

come, and hence the primary source of savirngs anmd capitsal

formation in the ecoromy. The rate of capital Fformation
determines the pace of economic develocpment. Herice ths
Indian planners have to lay emphasis b g inmcreased

agricultural productivity. =3

o e e s S —— S —————

33 1.C. Dhingra, op. cit., pp. 26@-265.
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CHAPTER VIII

SUMMARY AND CONCLUSIONS

The process of plarned development in India began
thirty years ago with the start of the First Five year Flan
in April 19351. Broadly, the basic obgectives of Indian
planning fall under four groups: growth, modernizaticon,
self-relaince, and social Justice. Inspite of a gereral
trend of improvement, the Indian plans have failed to meet
with pgreat success. One could point cut various reasons, Sut
there are two possible explanations for the limited success
af the Plans.

First, the Indian plarnners have been unrealistic in
setting the tarpgets. Given the multiplicity of wabjectives,
there has been rno clear ranking of these objectives,
resulting inm a contradictory set of policies being attempted
during the planning pericd. There have been fregquent
failures to distinguish between targets and instruments
within a given context of decision making. Realistic tarpgets
are those targets that are set up based orn inflationary
trends, changes in income and investment due to ratural
calamities (floods, droughts), and the potential capabilities
of the economy to maintain or increase public arnc private

investment as per the Plan recommendaticons.
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Secorndly, the plammsrs nave rmot be2sn asnlz2 T ceEvi

™
u
m

m

a set of instruments which would Ee adeauate o mee: Ih
targets. Instruments incluge incentives by the Goverrnment to
increase investments. They also inciude regulations, Lares=s
ard otherr corrective measures used by the Goverrvment o
bring about efficiency and the equitable distribution of
income. Indian plarming has relied largely on sector-wise
fimancial allocations fortified by a mass of administrative
decisions. Such alloecaticons have had littlez impact on  the
conditicns of living of the pecoble. Mechanisms to influence
production and distribution decisions within the gsrivate
sector, so that they conform to national priorities, Have rot
beern developed.

Thirdly, long term investments in the public sector
have produced a gap between investment and returns, Fublic
investmerts in human capital have favored the private sectior
by way of reducing the costs of the private entreprerneurs arnd

thus improving their returns to investment.

Suggestions to Revitalize Economic Planning:

In aorder to revitalize economic plannming in  Indis,
efforts should be made to determine realistic targets. if
achievements match targets, the Plans carn arouse popular
interest. The targets that are fixed should be based upon
the potentiality of a particular sector into which investment

is made.
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The instruments of ecorcomic policy must ce  broad.
The allocation of investment outlays to different hesads af
development in the plans must be appropriate, ‘and drawn  wp
for the various public agencies. Frivate investment shaould
be directed towards preferred uses and away from areas of low
social profitability, by way of providing ircentives and
disincentives. Social profitability refers to the impact of
certain production on society. Far example, social
profitability can be low where the production of a procuct
does rnot bemefit the society as a whole. Disincerntives can
be provided by way of issuing excise taxes on  irmtoxicating
beverages to discourage consumption and production of  suck
beverages—-thus raising the welfare of individual families
and the society as a whole—-—increasing social profitability.
Idle resources should be put intoc productive use, leading to
higher 1levels of production, and a more equitable distribu-
tion of the benefits of extra production. Idle rescurces are
those that are not used. For example, im  agriculiure,
seasconal labor is employed only at certain times (harvest,
sowing). At other times this labor is unproductive and <an
be employed in different uses to be productive. Alternate
employment can be introduced notably in the mnonfarm  sectar,
to abscorb such idle labor. Arcther example is the use of

larnd. Land that is kept idle (unused), especially in rural
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areas, can be used for the constructicrn of nmecassary institu-—
tions (schools) if it is nct essentially am  agriculturally
productive land. There should be approsriate fiscal ard
monetary measures that would curo inflation and minimize the
need for adminsitrative actioms which may tenc fo create
distortions in the resources allocation process.

Faced with a formidable task of mnarntaining and
accelerating the rate of ecoromic growth, the planning resedcs

to be carried out with utmost caution. With regard t< ocrowth

and modernization, rescources must be mobilized to  incrzass
the rate of investment and to protect the size of the =2lam
"against inflation and external disturbances. "'34

Efficiency has to be improved in key infrastructural and
industrial sectors. Fluctuations in the growth rate should
be reduced. Agricultural techrwlogy should be extercded +to
all areas and farming systems and the incomes <of the poor
should be increased in the process of agricultural develop-
ment. A vigorous expansion of exports and an increase inm do-
mestic production to restrain growth of imports iz a
necessary step toward reducing the balarnce of payments prob-
lem.

With regard to self-reliavice, there is a continucus
need to replace imports in coritical areas where there zr e

sudden and sharp changes in prices and availability. Export
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earnings need to be increased substantially, ivi orcer  to
finance increasing import requiremernts.

The five year plans have emphasized the cevelopment
of the agricultural sector and the incustrial sector. The
First FPFPlan gave more importance to acricultural and rural
development. In order to achieve the objective of self-
sustained growth, emphasis was alsa laid on elsciricity,
transport and communications. The subsesguent increase in
Agricultural productivity combirved with pood harvests led o
a decline in food prices during the First FPlan pericd. Con-
sequently, general wholesale prices also fell. The Secord
Plan emphasized rapid industrialization, which resulted in a
setback in agricultural development. This was the prcobable
cause of the slow progress of the entire economy, due to the
fact that in a developing economy, agricultural cdevelopnert
is a pre-requisite to the develapment of the irndustrial
sector, and consequently to the progress of the entire
economy. The Third Plan, therefore, laid increased emsnasis
on  agricultural development, in addition to the development
of basic industries.

The performance of the economy has not beesn  as
planned, and the targets have not been completely met,
because the populationm has been increasing at a rapid rate,
resulting in a very slow increase in per capita incomes.

There is a need to revitablize the family plarming program,
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to  Dring about a decline in the birth rate by acopting the
small family norm. Also, the government has depended heavily
on the public section +to achieve the planning goals.
Although large investments have been made in  the public
sector this sector has failed to perform as expected.
The private sector which has shown a better performace in
terms of efficiency and economy, has not beer given as much
importance as the public sector.

Very little has been achieved with regard to social

Justice. There are large segments of the population  that
still cannot share in the senefits of PrCOress, ar
participate in the process of development. The impact of

plarming on asset distribution, employmernt, and consumption,
among the weaker sections, is still limited. What is re-—
guired is an improvement irn the productivity and earning
power of the poor, a supplementary emplaoyment in new activi-
ties, and training, credit and support systems to assist them

1n their activities.39

35 I1bid., pp. 1-5.
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ABSTRACT

In the year 1947, India acguired indebendence from
the British. The economy was weak and there was a rneed for a
social and economic change that would lead to growth  and
development. In the attempt to raise the living standards of
the people, the Indian leaders rescorted to a process of
planned economic development. The effect of the Five-Year
Plans on the Indian socio—economic conditions, during the
period 1951 - 1985, is reviewed in this Report.

The Five-Year Plans are essentially allocations of
expenditure. The First Plan (1951-56) emphasized the
development of the sectors essential to economic growth,
namely, transport and communication, electricity, and large-
scale irrigation projects. The Plan alsc laid emphasis on
agricultural development. Low priority was given to large-—
scale industries.

The Second Plan (1956-61) aimed at rapid
industrialization, and emphasized on the development of basic
and heavy industries. Less emphacsis was laid on agricultural
development. The output of heavy industries increased while
poor harvests led to a shortage of foodgrains.

The Third Plan (19€1-66) assigned top priority to

agriculture and laid stress on the development of basic



industries such as steel, fuel, power, and machirne building.
Food shortages due to drought anmd poor harvests during the
Plan period, led to an increase in the price level.

The Fourth-Plan (1969-74) gave equal emphasis to
agricultural and industrial development. Under sociail
services the family plarming program received a large in-—
crease. The Fifth Plan 1laid greater emphasis on the
industries and minerals sector than on agriculture. During
the plan period (1974-79) the ruling government lost power
and the plan was terminated a year ahead of schedule. During
the last three years of the Fifth Plan, there was relative

price stability, and'a corntrol of prices as a result of large

harvests. Due to political turmoil in 1973, the Sixth Flan
was formulated in 138@. The FPlarn period will terminate in
1988, The plan has aimed at achieving economic and

technological self-reliance and progressive reduction in  the
incidence of poverty and unemployment.

The basic objectives of Indian plarming fall under
four broad groups: growth, modernization, self-reliance, and
sacial Justice. Although there has been a gerneral trend of
improvement, the plans have failed to meet with great suc-—
cess. The objectives of the plans have been set up without
regard to inflationary trends and natural calamities wnich
can influence the level of income and investment inm  the

economy. Thus, unrealistic targets have been set. The tar-



gets have not beeri based upon the poterntial of a particular
sector inte which investment is made.

In order to revitalize sconomic plarnning in India,
efforts should be made to set realistic targets. By
providing incentives and disincentives, public and private
investment should be directed towards preferred uses and away
from areas of low social profitability. Efficiency has to be
improved in key infrastructural and industrial structures.
fgricultural technolaogy should be extended to all regions and
farming systems. To reduce the balance of payments problem,
exports have to be increased, while the growth rate in im—
ports must be reduced.

There is a need to revitalize the family plarning
program so as to bring about a decline in the birth rate.
The rate of population growth has to be reduced by way of
incentives set by the goverrnment to encourage the adoption of
the small family norm. The productivity of the earning power
of the poor has to be improved. Adequate training, credit,
and support systems have to be provided to the poor to assist

them in their activities.



