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Preface to the Seventh Edition

t feels great to present the seventh edition of the book Indian Economy to the reader at a time when
India is breaking into the highest growth rate in the world. Economic systems are too dynamic to be

captured in words, pages and the writer’s imagination.

In case of India, the last few months have been quite imaginative and dynamic. Starting with a
government getting a decisive majority at the Centre, it seemed as if the times of coalition governments
with their accompanying compulsions are over. With this mandate, we find a renewed synergy towards
meaningful reforms. Most important of the steps promised by the new government has been its call to
increase the ‘ease of doing business’ in the country. In this regard, the PM himself gave a call to make
things easier—in a way, a promise and an attempt to get equated with the top-ranking economies in the
World Bank’s Doing Business Report. Business, media, experts and the politicians have mixed reactions
to the government’s one year peformance. A more balanced response comes from the RBI Governor
Raghuram Rajan when he says that people had ‘unrealistic expectations’ from the Modi government.

Meanwhile, a subtle change ensued in the scheme of the Civil Services Examination. Paper 2, that is
popular as the CSAT, has been announced to be of qualifying nature. Because of this, the relevance and
importance of Paper I has increased in an unprecedented manner—now, General Studies will decide
the selection in the Preliminary Examination. As the questions on Economic and Social Development
are a bit tougher for the aspirants, it will be advisable to take care of this segment more seriously. More
questions are expected concerning the Indian economy in the Main Examination, as its significance has
increased manifold in the government policy-making—right from welfare measures and foreign policy
issues to the need for sustainable development.

The Main Examination of 2014 has indicated that unlike previous years, the aspirants might be
asked few questions on the ‘basic understanding’ of Economics as a subject. The question on the
dilemma of picking between ‘manufacturing’ and ‘services’ sectors in the case of India to promote
growth and development was one such challenge. So that the aspirants are able to handle such questions,
a fundamental understanding of Economics and Indian Economy is advisable. Now that aspirants are
expected not to just ‘write’ but ‘create’ answers, answer writing practice has started playing a huge role.

This seventh edition has been duly revised and updated to suit the requirements of the aspirants in
their forthcoming UPSC and other related examinations.

What is new in this edition?

*  Other than a comprehensive revision of existing chapters, a new chapter titled Services Sector
has been included.

* The chapter on Human Development in India has been re-written to incorporate the changing
dimensions of human development, especially in the Indian context.

¢ The New National Account System, Insight into Human Behaviour have been added.
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Topics such as — An Epitaph to the Planning Commission; Inclusive Growth; Resource
Mobilisation; Investment Models; Programme Evaluation Organisation; NITT Aayog have
been added in the chapter on Planning in India.

The chapter on Inflation and Business Cycle has been expanded by adding topics such as Inflation
Targeting; New CPI; Government Steps to Control Inflation.

The chapter on Agriculture & Food Management has been expanded by adding several new topics
— revised Land Reforms; Cropping Patterns; Animal Rearing; Food Management; Market
Intervention Scheme; new Buffer Stock; Decentralised Procurement System; Storage; Open
Market Sale Scheme; Price Stabilisation Fund; Food Subsidy; Farm Subsidies; Restructuring
of FCI (Shanta Kumar Committee); Agricultural Marketing; Upstream and Downstream
Requirements; Supply Chain Management; Farm Mechanisation; Food Processing.

The chapter on Indian Industry & Infrastructure has been further expanded by adding topics
such as — New Steps to Boost Industry; Make in India; Restructuring the PPP; Boosting
Energy Sector; Railways as a Growth Engine; Boosting Public Investment.

Several new topics are added to the chapter on Financial Sector such as Liquidity Management
Framework; Asset Liability Management; Willful Defaulter; Urjit Patel Committee; Nachiket
Mor Committee; Small & Payment Banks; Pradhan Mantri Jan-Dhan Yojana; New Initiatives
in Banking Sector; Reform Initiatives in Insurance Sector; Real Estate Investment Trusts
(REITSs); Infrastructure Investment Trusts (InvITs).

The chapter on External Sector has been expanded by adding new topics such as Optimum Forex,
the Riddle; External Debt; Crude Oil Price Movements; Composition of Trade; Direction of
Trade; Recent Steps to Promote Trade; New Foreign Trade Policy (2015-20).

Topics such as The Bali Conference of WTO; BRICS Bank (New Development Bank — NDB);
Asian Infrastructure Investment Bank (AIIB) have been added in the chapter on International
Organisations & India.

The chapter on Tax Structure has been expanded by adding topics such as Minimum Alternate
Tax; Recommendations of the 14th Finance Commission; Concepts Related to the Finance
Commission.

The chapter on Public Finance & Government Budgeting has been enhanced with topics like
Expenditure Management Commission; Fiscal Performance of States; Consolidated General
Government; Major Issues in 2015-16; Need & Role of Public Investment.

The chapter on Climate Change and Sustainability in India has been expanded by addition
topics such as COP20 at Lima; 17 Sustainable Development Goals (Rio+20); Fifth Assessment
Report of the IPCC.

Topics such as Human & Gender Development; Population Policy, Women & Child Sex
Ratio; Poverty Estimates; Strengthening the PRIs; Demographics; Socio-Economic and Caste
Census; Educational Issues; PISA; ASER; Employment Issues; Labour Reforms; Health Sector;
Social Sector Expenditure; Restructuring of the CSSs (Complete List) have been added and
updated in the chapter on Human Development in India.
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* Besides revision, Bullet Repayment; Khilji Effect; Net Worth are new topics added to the
chapter on Concepts & Terminologies.

* Six new Model Answers are added, together with revision and updation of the answers in the
chapter Model Answers to Selected Questions.

* At the end, the new Union Budget 2015-16; Railway Budget 2015—16 and a synoptic view of
the Economic Survey 2014—15 have been provided.

With the hope that this edition serves its purpose to the readers, I wish all the best to the aspirants
appearing for their examinations in the forthcoming months!

Constructive suggestions from the readers are always welcome.

. Ramesh Singh
www.facebook.com/IndianEconomyMHE )
dr.rmsh@gmail.com






Preface to the First Edition

felt my first serious inclination towards writing when my first article was published in the journal

Mainstream way back in 1988 while pursuing my post graduation studies at the Delhi School of
Economics. My interaction with students inside and outside the classroom in 1990-91, when India
faced a serious financial crisis, made me realise that there was an immediate need of a book on Indian
economy, which could educate the students about the various aspects and challenges of the Indian
economy in a simple and lucid manner. It took nearly two decades to fulfil this dream of mine.

The book has been designed to cater to the requirements of the General Studies paper for various
Civil Services Examinations (Union as well as the States), and the optional Economics. It would also
be useful for graduate and postgraduate courses in Economics of various universities. Adequate and
required notes and references have been given after consulting and referring to an array of sources. I
have taken care of both the objective as well as the subjective aspects based on my classroom experience
of interacting with the students.

[ am grateful to Prof. Majid Husain for the inspiration and motivation I got from him to complete
this work. I have especially learnt the art and importance of work, punctuality and honesty in a very
practical way from him.

Thanks are also due to Mr. Rajesh Kumar Baghel, Mr. Rakesh Kumar, Md. Ishtiaq, and Mr Vikash.
[ am indebted to my wife, Mrs Ila Singh, for her full support and my two little daughters, Medha and
Smiti, for providing the sparkle in an otherwise monotonous work.

Finally, my special thanks to the team from McGraw-Hill, who took great pains to finalise the
project and complete it in a record time with all the possible expertise. I welcome from the readers
constructive advice, and comments, which could guide me in further revision of this book.

RAMESH SINGH






ABOUT THE CIVIL SERVICES EXAMINATION

The Civil Services examination comprises two successive stages:

(1) Civil Services (Preliminary) Examination (Objective Type) for the selection of candidates for Main
Examination; and

(1) Civil Services (Main) Examination (Written and Interview) for the selection of candidates for the
various services and posts.

Scheme and subjects for the Preliminary and Main Examination.

A. PRELIMINARY EXAMINATION
The Examination shall comprise of two compulsory Papers of 200 marks each.

Note :

(i) Both the question papers will be of the objective type (multiple choice questions).

(i) The question papers will be set both in Hindi and English. However, questions relating to English
Language Comprehension skills of Class X level will be tested through passages from English language
only without providing Hindi translation thereof in the question paper.

B. MAIN EXAMINATION

The written examination will consist of the following papers:

Qualifying Papers:
Paper A: (One of the Indian Language to be selected by the candidate from the Languages included
in the Eighth Schedule to the Constitution). 300 Marks

Paper B : English 300 Marks

The papers on Indian Languages and English (Paper A and Paper B) will be of Matriculation ot
equivalent standard and will be of qualifying nature. The marks obtained in these papers will not
be counted for ranking,

Papers to be counted for merit

Paper I: Essay 250 Marks

Paper II: General Studies—I 250Marks

(Indian Heritage and Culture, History and Geography of the World and Society)

Paper III: General Studies —II 250 Marks

(Governance, Constitution, Polity, Social Justice and International relations)

Paper IV: General Studies —III 250 Marks

(Technology, Economic Development, Bio-diversity, Environment, Security and Disaster
Management)

Paper V: General Studies —IV 250 Marks

(Ethics, Integrity and Aptitude)
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Paper VI: Optional Subject — Paper 1 250 Marks
Paper VII: Optional Subject — Paper 2 250 Marks
Sub Total (Written test): 1750 Marks
Personality Test: 275 Marks

Grand Total: 2025 Marks

Candidates may choose any one of the optional subjects from amongst the list of subjects
given below:

List of optional subjects for Main Examination:
(1)  Agriculture

(1)  Animal Husbandry and Veterinary Science

(1)  Anthropology

(iv) Botany

(v)  Chemistry

(vy)  Civil Engineering

(viy Commerce and Accountancy

(viif) Economics

(ix)  Electrical Engineering

(x)  Geography

(x1) Geology

(x1) History

(xiif) Law

(xtv) Management

(xv) Mathematics

(xv1) Mechanical Engineering

(xvit) Medical Science

(xviit) Philosophy

(xix) Physics

(xx) Political Science and International Relations

(xxi) Psychology

(xxif) Public Administration

(xxiit) Soctology

(xxiv) Statistics

(xxv) Zoology

(xxv1) Literature of any one of the following

Assamese, Bengali , Bodo, Dogri, Gujarati, Hindi, Kannada, Kashmiri, Konkani, Maithili, Malayalam,
Manipuri, Marathi, Nepali, Oriya, Punjabi, Sanskrit, Santhali, Sindhi, Tamil, Telugu, Urdu and English.
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Economics is the study of how goods
and services are produced, distributed
and consumed. As resources are
always in short supply, the British
economist Lionel Robbins in 71935
described the discipline as ‘the science
of scarcity’. *

* See David Orrel and Borin Van Loon, Introducing Economics: A Graphic
Guide, Faber & Faber, London, 2011, p. 3
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I ECONOMICS—THE DISCIPLINE

The study of every discipline starts with the process
of defining it. Economics is no exception to this.
But the challenge of articulating an over-arching
definition of any discipline has never been an easy
task, and at the end one has to be satisfied with a

partial definition. Different economists have seen
the discipline with differing perspectives and have
been coming up with differing definitions—at
times a large number of such definitions became
either narrow or incomprehensible. But it is quite
necessary to come out with a working definition
of the subject one intends to study.

Before coming out with our own working
definition of the subject, we may cite here two
highly acclaimed and internationally established
attempts in this direction:

1. Economics is the study of how societies use
scarce resources to produce valuable commodities and
distribute them among different people.'

As per the definition there are two key ideas
in economics—that goods are scarce and that
society must use its resources efficiently. Indeed,
economics is an important subject because of the
fact of scarcity and the desire for efficiency.

Over the last half-century, the study of
economics has included such varied topics that
the subject serves different purposes to different
students of economics. Some study it to make
money (basically, most of its students in the
developed world do study economics to enrich
themselves. But the same is not correct in the
case of the developing world. The truth is that
in the developing world economics has only
been read and taught, not applied—if we do a
sweeping generalisation). Others study economics
to know about poverty, unemployment, human

development, shares and debentures, banking
norms, prices and their movements, e-commerce,
etc. Still others might be studying the discipline to
enhance their knowledge of economics.

2. Economics studies how individuals, firms,
government, and other organisations within our
society make choices and how these choices determine
society’s use of its resources.?

Human life depends on consumption of
various materials which are made up of the
resources available on earth. As there is no limit to
human wants, we need infinite resources to gratify
our needs and wants. But the resources are limited!
Now it is upto the individual and humanity at
large as to how they try to satisfy their competing
needs to get fulfilled by the limited resources. It
means we need to make some choices before we
utilise the scarce resources by prioritising some
of our needs. In this process, some needs might
never get fulfilled. At the same time, there might
be some needs which may be fulfilled again and
again with the available resources.

Economics is the discipline which studies
how individual, society and the government make
their prioritised choices in the process of using the
scarce resources to gratify the various needs and
wants of life. Making such choices is an art as well
as a science. As time changes the choices change.
As space changes human needs change and so
modify the choices. After studying and surveying
the various choices made by humanity at large
in differing time and space, there developed
the discipline of economics. As economics is an
exercise in the space-time continuum and it deals
with living human beings it is a very dynamic
subject and should only be read in this perspective
to have the real feel.

1. Samuelson, P.A and Nordhaus, W.D., Economics, Tata McGraw-Hill Pub. Company Ltd., N. Delhi, 2005, p.4.
2. Stiglitz, J.E and Walsh, C.E., Economics, W.W. Norton & Company, New York, 2006, p.6.
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A WORKING DEFINITION —

It is essential to feel the subject one intends
to study. The fundamental way of doing this is
starting with the definition of the subject. But the
definition, at times or better say most of the times,
becomes very abstract, jargon-laden and technical.
Such a definition might not give a proper feel and
understanding of the subject to a person who does
not belong to economics. Most of the students
of economics face difficulty in making out a
complete meaning of the definition. That is why
a very general and layman’s definition is needed.

Human beings in their day-to-day lives are
busy doing so many things. There are different
activities we are involved in throughout our lives.
These activities fall under different categories.

Economics studies the economic activities
of mankind. Similarly, political, social and
administrative activities of mankind are studied
by Political Science, Sociology and Public
Administration, respectively. That is why these
disciplines are broadly categorised as humanities
as all of them study human activities. There are
many more specialised human activities which are
studied under many more disciplines.

Which activities of mankind are economic
activities? The activities which involve profit,
loss, livelihood, occupation, wage, employment,
etc., are economic activities. Economics studies
all these activities. Today, economics has many
branchesand studies highly diverse subject matters,
right at the global, macro and micro levels.

Why some people go for fuel-efficient cars
while others go for fuel-guzzling sports cars?
Why the poor are poor? Is capitalism doomed to
intensify economic inequality? Will the process of
globalisation be able to bridge the poor—rich divide
and have a universal homogenising impact on the
world? Such varied and many more questions
fall under the domain of economics. These days
we also can see information technology giving a

typically new dimension to economics.

ECONOMICS AND THE ECONOMY mum

The relation between economics and the economy,
simply saying, is that of theory and practice. While
the former is a discipline studying economic
behaviour of human beings, the latter is a still-
frame picture of it. Economics will come out with
theories of market, employment, etc., and an
economy is the real picture of the things which
emerge after the application to the same theories
in certain areas.

Economy is economics at play in a certain
region. This region is best defined today as a
country, a nation—the Indian Economy, the
Russian Economy, the French Economy, etc.
Economy as such means nothing. It gets meaning
once it is preceded by the name of a country, a
region, a block, etc. When we say developed
economies, we mean economies of developed
countries.

Countries of the world might be facing
some common economic challenges. At the same
time, they might be facing some highly specific
challenges. Economists, during the period of
evolution of economics, have suggested some
fixed number of theories and methods of solving
those economic challenges. Now it depends upon
the choice of the countries as to which set of
principles and theories they select for solving their
economic challenges. Further, many countries
selecting same remedy and tools to fight the same
problems might have similar or dissimilar results
during a given period. At the same time, two
economies selecting different tools to solve the
same economic problems might experience the
same results or completely different results. Why
is this so?

Basically, economic theories are expectations
of human behaviour about their economic
activities and as human behaviour depends
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greatly on many internal and external factors,
the results are likely to show diversities. The level
and quality of natural resources, the quantity and
quality of human resources, the socio-political
milieu, the historical background, the psychic
make of the human resource, etc., are some of the
factors which individually as well as collectively
impact an economy while carrying out economic
activities. These things make it highly difficult
for economists to say and forecast the kind of
impact a particular economic policy will have
on a particular economic setting. Ultimately,
implementation and delivery systems, also play a
highly vital role in solving economic challenges in a
country, which economists started studying after the
1960s. Therefore, it is correct to say that economics
has less diversity than the economies. There will not
be any exaggeration if we say that no two economies
of the world are exactly the same, though we might
classify them into broader terms like developed and
developing, agrarian and industrial, etc.

This diversity makes economics a highly
interesting discipline. And via the diverse faces
of the economies, the economists have been
able to modify and remodify their ideas on the
subject of economics. The evolutionary history
of economics is nothing but modifications in the
past theories on the basis of contemporary results
and experiences of the economies. It is right to
say that economics has developed out of real life
practices and especially from practice to theory.
As practices will be having newer dimensions, the
theories of economics will also have newer and
more imaginative dimensions.

FOCUS OF ECONOMICS m—

What is the real purpose of studying economics?
What ultimately economists have been trying
to articulate? And what has been the focus of
economics and the economists since the birth of
the discipline?

Though economics today studies a wide
range of issues and topics, if we take an overall
picture, its essence has been very simple—the
betterment of human life on earth. Improving
living conditions of the humanity at large has been
the real and the ultimate goal of the discipline.
In this process, economists have been articulating
a number of theories and propositions as to how
an economy may maximise its economic potential
and worth. The first and the most famous work
in this direction was by the Scottish philosopher-
economist, Adam Smith in 7he Wealth of Nations
(1776). We trace the origin of the classical school
to this work. Similarly, in the following years
and centuries many masterpieces were produced
by a great many economists who were trying to
improvise better ways of maximising the fruits
the
economists have common goals, searching for
possible alternatives for the betterment of human

life.

of economic activities. Economics and

CHALLENGE OF THE ECONOMIES mm

The main challenge of any economy is to fulfil the
needs of its population. Every population needs
to be supplied with some goods and services for
its survival and well-being. These goods might
include basic needs such as food, shelter, garments,
etc., while it might also consist of refrigerators,
air conditioners, cars, medicines, computers, etc.
Similarly, the services people need may range
from healthcare, drinking water supply, education
to advanced and highly sophisticated services
like banking, insurance, airways, telephones,
internet, etc. As an economy moves on the ladder
of development, the process of fulfilling the
needs of the population becomes a never-ending
phenomenon. As an economy achieves success
in supplying one set of goods and services to its
population, the population starts demanding
another set of goods and services which are of a
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higher order. And thus goes on the struggle of the
economy—solving one challenge and focusing on
another. Standard of living of one set of population
varies from another depending upon the attempts
and the successes of the concerned economies as
to which comparative extent they have been able
to fulfil the needs of their population.

There are two aspects of this challenge. First,
the availability of the goods and services required
by the population and second, the presence of the
supply network. Every economy has to, at first,
guarantee the required level of goods and services
out of its production process. For this, proper
level of production capacity should be built which
requires a particular level of capital formation
or investment. From where the investible funds
will be managed is altogether a separate question.
Whether the investment will come from the
government, the domestic private sector or the
foreigners? Once these details are cleared and
selected as per the socio-economic condition of
the economy, a proper distribution network for
goods and services produced is assured.

DISTRIBUTION NETWORK MODELS =

In the arena of distribution network, we have three
historically existing models—state, market and
state—market mix. In the first type of distribution
system, the state (i.e., the government) takes the
sole responsibility of supplying goods and services
required by the population with no payments
being done by the consumer—the former Soviet
Union and Communist China being the best
examples. In the second category comes the
market mode of distribution which functions on
the basis of price mechanism. In this system, goods
and services are made available in the market and
on the basis of their demand and supply, their
prices are determined in the open market and
finally they get distributed to the population.
This was the distribution system of the capitalist

economies—the whole of Euro-America till the
1930s. The third and the most prevalent mode of
distribution, the state-market mix, developed out
of the experiences of the former two systems. This
distribution system has certain goods and services
which might be made available to the population
freely or at the subsidised prices by the state and
some might be supplied by the market for which
consumers need to pay. Almost all economies of
the world today follow one or the other kinds
of distribution system. As the socio-economic
composition of the population of an economy
changes the mixture of the goods and services to be
supplied by the state and the market get redefined
in the economies from time to time.

| ORGANISING AN ECONOMY

Any one issue which has affected civilised history
of mankind the most and has been a contentious

issue is the way the production process in an
economy should be organised. Whether the
production should be the sole responsibility of the
state/government or should it be left altogether to
the private sector? Again, will it be better to carry
on production with a joint effort—a mixture of
state and private enterprises?

Depending upon the dominant view of the
time in a particular country, different forms
of production patterns evolved and different
economic systems finally came up, providing
alternative ways of organising an economy. The
three models of economic systems which we see
coming up are basically the different stages in the
evolutionary process of our experiments which
define a better way of organising our economy. We
must have a concise overview of this evolutionary
process:

1. CAPITALISTIC ECONOMY s

The capitalistic form of economy has its origin
in the famous work of Adam Smith—Wealth
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of Nations (1776). Adam Smith (1723-1790),
the Scottish philosopher-economist professor at
University of Glasgow whose writings formed the
basis of classical economics had stressed certain
fine ideas which were to take fancy among some of
the western countries and finally capitalism took
birth. He raised his voice against the heavy-handed
government regulation of commerce and industry
of the time which did not allow the economy to
tap its full economic worth and reach the level
of well-being. Stressing ‘division of labour’, an
environment of ‘laissez faire’ (non-interference by
the government), he proposed that the ‘invisible
hand’ of ‘market forces’ (price mechanism) will
bring a state of equilibrium in the economy and
a general well-being to the countrymen. For such
an economy to function for public well-being, he
has acknowledged the need of competition in the
market.

Once the USA attained Independence the
ideas of Adam Smith were made part of its public
policy—just one year after Wealth of Nations was
published. From here the idea spread to other
parts of Euro-America—by 1800 the economic
system called ‘capitalism’ was established which
was later known by different names—DPrivate
Enterprise System,
Market Economy.

Free Enterprise System,

The decisions of what to produce, how much
to produce and at what price to sell are taken
by the market, by the private enterprises in this
system, with the state having no economic role.

Rooted in the ideas of historical change proposed
by the German philosopher Karl Marx (1818-
1883) more specifically, this kind of economic
system first came up in the erstwhile USSR after
the Bolshevik Revolution (1917) and got its ideal
shape in the People’s Republic of China (1949).
This form of economic system also spread to other
countries in Eastern Europe. Here we see two

versions of the state economy—in erstwhile USSR
known as the socialist economy and in pre-1985
China as the communist economy. While socialistic
economy emphasised the collective ownership of
the means of production (property and assets) and
it also ascribed a large role to the state in running
the economy, communist economy advocated
state ownership of all properties including
labour and absolute power to state in running
the economy. Though for Marx, Socialism was
a transitional stage to communism, it never did
happen in reality.

Basically, this form of economy came in
reaction to the prevalent popular economic system
of capitalism and proposed just the opposite. The
decisions related to production, supply and prices
were all suggested to be taken by the state only.
Such economies were also known as Centralised
Economy, Centrally Planned Economy, Non-
market Economy.

The socialist and communist economies used
to criticise capitalistic economics of being based on
exploitation. In response, the capitalist economies
called them the practioners of ‘state capitalism’,
where the states were the sole exploitators. The
communist and anti-communist propagandas
resulted in serious intellectual discussions almost
upto the mid-1980s.

3. MIXED ECONOMY m—

The belief in the self-correcting quality of the
market and the ‘invisible hand’ of Adam Smith
got a major setback in early 20th century during
the Great Depression (1929). The impact of
the depression spread from the USA to other
economies of Western Europe escalating large
scale unemployment, downfall in demand and
economic activities and lockouts in industrial
enterprises. The prevailing Smithonian macro
ideas failed to check the crisis. A new approach
was needed which came in the famous work, 7be

General Theory of Employment, Interest and Money
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(1936) by the English economist at Cambridge
University, John Maynard Keynes (1883-1946).

Keynes questioned the very principles of
‘laissez-faire’ and the nature of the ‘invisible
hand’. He even opined that the invisible hand
brings equilibirium to the economy but by
‘strangulating the poor’. He suggested that prices
and wages are not flexible enough to provide
employment to all. It means there will be some
people unemployed when the economy will be
at its full potential. Ultimately, a fall in demand
will be imminent resulting in recession and if
unchecked, in depression which happened in
1929. Questioning the limitations of the market
mechanism, Keynes suggested strong government
intervention in the economy. To get the economy
out of the depression, he suggested an increase
in government expenditures, discretionary fiscal
policy (fiscal deficit, lower interest rates, cheap
money supply, etc.) to boost the demand of goods
and services as this was the reason behind the
depression. As Keynesian policies were followed,
the concerned economies were successfully pulled
out of the Great Depression.

While Keynes was inquiring into the causes
and cures of the Great Depression he questioned
the capitalist economic system being practised
throughout Euro-America. He suggested the
capitalistic order to assimilate the goals of the
socialistic economy (economic ideals of the
socialists, i.e., the ex-USSR). In the capitalist
economies of the time, all the basic goods and
services were part of the market mechanism, i.e.,
being produced and supplied by the private sector.
[t meantthatalmosteverything the peoplerequired
was supplied by the private enterprises via the
market which was ultimately an undimensional
movement of money and wealth (from the mass of
people to the few who controlled the production
and supply chain) and the masses were going
through the process of pauperisation every day,

thereby weakening their purchasing power. In the
end, it affected overall demand and culminated in
the Great Depression.

Asa follow up to the Keynesian advices, many
trendsetting economic policies were initiated
throughout the capitalist economies. One very
important initiative which came out was the
government’s active role in the economy. The
governments started producing and supplying
some basic goods and services which are known
as ‘public goods’. These goods basically intended
to guarantee minimum level of nutrition to all,
healthcare, sanitation, education, social security,
etc. The expenditure on public goods wereincurred
on the public exchequer even if it required deficit
financing. Starting from 1930s upto 1950s, almost
50 per cent of the GDP in the Euro-America was
spent by the governments on public goods which
also become popular as the social sector. The
essential goods and services which were till date
being purchased by the people as ‘private goods’,
were soon made available by the state ‘free-of-cost’
giving people more spare money to create demand
for the goods and services which were part of the
market.

The above instance has been cited here to just
show the process as to how capitalism redefined
itself by including some useful traits of the non-
market economy, i.e., the state economy. The
mixed economy arrived in this way and the
classical capitalistic economy was challenged by it.

On the margins of the developments given
above, it is interesting to note the developments
in the state economies of the time. It was Prof.
Oscar Lange (1904—65), the Polish philosopher,
who in 1950s suggested the same thing for the
socialist economy as Keynes had for the capitalist.
Prof. Lange praised the state economy for many
of its good things, but also suggested inclusion
of some of the good things of the capitalistic
economy.” He advised the state economies to

3. J.K. Galbraith, A History of Economics, Penguin Books, London, 1991, p. 188-89.
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adopt ‘market socialism’ (the term was coined by
him). His suggestions were outrightly rejected by
the state economies as such compromises in the
socialistic economic order were blasphemous at
that time (this was ultimately a suggestion towards
democracy from dictatorship).

As Keynes has suggested that the capitalist
economy steps towards
socialistic economy, Prof. Lange was suggesting
just the same in the case of the state economies.

should move few

Democracies are flexible thus they were able to
go for an experiment which paid them in coming
times. But as the socialist and communist political
systems had been stubborn by nature, they did not
go for any experiment and thus started moving
towards their economic decay.

It was in the communist China, under the
leadership of Mao T'se Tung, where thefirstopinion
came against the total state economic control. And
the ultimate example of the state economy (i.e.,
China) started its preparation towards a limited
market economy under the political design of
dictatorship. In 1985, China announced its ‘open
door policy’, the first experiment in ‘market
socialism’—Prof. Lange had the last laugh. Other
state economies, though caught unprepared,
followed the Chinese experiment towards market
socialism. However, the switch over to market
socialism has not been smooth for most of the
state economies. The efforts towards market
socialism in the Soviet Union, fuelled by the lofty
ideas of ‘glasnost’ (openness) and ‘prestroika’
(restructuring), resulted in the very disintegration
of the nation-state. The experts consider it ‘a
political fallout of an economic mismanagement’.
The other state economies experienced major
economic breakdowns in their transition phases to
market socialism. Basically, for smooth transition
to market socialism some prerequisites were
required to be put in place aforehand. China was
well ahead doing this homework since Mao’s time

(specially since 1975 onwards) which emerged
as a real winner—the ideal type example of state
economy getting smoothly metamorphosed into
a giant market economy.

These two events spanning many decades
were nothing but timely and rational selections
of economic traits from each other’s economic
systems and experiences. The world by the late
1980s was having neither a pure example of
capitalistic economy nor a pure example of state
economy.

There were many states of the world that opted
for a mixed economy in the post-Second World
War period after coming out of the colonial rule,
such as India, Malaysia, Indonesia, etc., to name
a few. The leadership of these countries could be
considered visionaries which was to be proved by

the mid-1990.

Though at a practical level, the world looked
flat for the mixed economy, a formal opinion on
the goodness, immediacy and the ultimate viability
of the mixed economy was yet to emerge. The
first such authoritative opinion, in this direction,
came from the World Bank which accepted the
goodness and the need of ‘state intervention’ in the
economy.* This was a turning point in the world
economic thinking as the World Bank (WB) and
the International Monetary Fund (IMF) were
ardent votaries of the virtues of the free market
economy.

The concluding consensus emerged with the
publication of the World Development Report
(1999) titled Entering the 21 Century in which
the WB said, “Governments play a vital role in
development, but there is no simple set of rules
that tells them what to do.” The WB went on to
suggest in this important document that every
country should determine the areas and the
extent of the market and the state intervention,
depending upon its own stage of economic

4. The East Asian Miracle, W.B. Study, 1993.
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development, socio-political and other historical
factors.

The last WB document had basically rejected
both the historically existing economic orders,
namely the free-market economy, and the state
economy—which meant Adam Smith and Karl
Marx were cancelled and rejected outrightly, that
too on the basis of the historical experiences of
both the worlds. Rather, the document advocates
for a ‘mixture’ of both the economic orders, i.e.,
the mixed economy. The long-standing ideological
dilemma as to whether the market economy or the
state economy was the better or the best way of
organising the economy was solved for all times
to come. The document pin-pointed good things
of both the systems and concluded that they don’t
have the relationship of dichotomy but that of
complimentarity. The real issue is not whether to
have market or the state but having both of them
together makes more sense. Market economy
might suit one economy while it might not suit
another—due to the different socio-economic
conditions of the economies in reference.
Similarly, the state economy model might serve
one economy but might not serve the other.

The real answer seems going for neither the
market nor the state but a judicious combination
of both. As the state-market mix depends upon
the socio-economic and political conditions of
an economy, there can never be a mechanical
prototype of the mixed economy, which could be
applied upon every economy universally. Every
economy needs to explore its own mixture of
market and state. Again, the same state might
need to redefine composition of the state-market
mix in the coming times according to its changed
socio-eco-political scenario.

The process of economic reforms in India
started in 1991. It was infact the search for a new
‘state-market mix’, while India had been a mixed
economy since Independence.

After Independence, India opted for the mixed
economy when the state-market dilemma was at its
peak in the world. In the process of organising the
economy, some basicand importantinfrastructural
economic responsibilities were taken up by the
state/governments (centre and state) and rest of the
economic activities were left to private enterprise,
i.e., the market. The kind of state-market mix for
which India went was thought to be fit for the
socio-economic and political conditions of the
time. Once the country started the process of
economic reforms in early 1990s, the prevailing
state-market mix was redefined and a new form
of mixed economy began to be practised. As the
socio-economic conditions had changed, the state-
market mix also changed. The redefined mixed
economy for India had a declared favour for the
market economy. Many economic roles which
were under complete government monopolies
were now opened for participation by the private
sector. Examples are many—telecommunication,
power, roads, oil and natural gas, etc. At the same
time, the responsibilities which were till date
being shouldered by the state alone and which
could be taken up by the state only were given
extra emphasis. In this category comes the whole
social sector—education, healthcare, drinking
water, sanitation, nutrition, social security, etc.

The economic system of India was a mixed
economy in the pre-1991 years as it is in the post-
1991 years, but the composition of state-market
mix has gone for a change. In future, as the socio-
economic and political factors will be changing,
India will be redefining its mixed economy,
accordingly.

The emergence and evolution of the mixed
economy was thus able to settle the long-standing
debate as to what was the best way to organise
an economy. Starting in 1776 with the Wealth
of Nations of Adam Smith, it continued till we
had the World Development Report of 1999 by




1.10 ¢ Indian Economy

the WB.? The dilemma continued for almost two
and a quarter centuries (1776-2000). Today,
once the World Trade Organization (WTO) has
taken over the world economy, the brand of the
mixed economy it advocates, is more inclined
towards the free market economy. However, it
does not propagate to make the state an economic
non-entity, i.e., it leaves scope for greater state
intervention in required areas if needed.

I ROLE OF THE STATE IN AN ECONOMY

The dilemma of searching the ideal way of
organising an economy, as it evolved, was also
going to solve another riddle. This riddle was the
role of the state in an economy.® If we look back
into the economic history of the world, we see
three possible roles for the state/government in
the economy:

(i) As a regulator of the economic system
(where thestate takesimportant economic
decisions, announces the required kind
of economic policies, takes the sole
responsibility to get them implemented
and controlling and punishing those who
don’t oblige to those economic decisions).

(ii) Asa producer and/or supplier of ‘private
goods and services’ (these include all
those goods and services which constitute
the part of market and which will be
distributed among the needy according
to the principles of market mechanism.
Here the state earns profit as a private
enterprise).

(iii) As a producer and/or supplier of ‘public
goods’ or ‘social goods’ (these include
goods and services which look essential
from the perspective of social justice and
well-being for the people. Education,

healthcare, sanitation, drinking water,
nutrition, caring for the handicapped and
old, etc., come under this category. These
goods which are generally distributed
free of cost at times might reach the
beneficiaries at subsidised prices. The
loss incurred by the state in this way is
paid out of the public exchequer which
means that the whole economy pays for
the cause of a few people).

As different economies select different roles
for the state according to their socio-political
ideologies, the world had differing ways of
organising the economy and had resulted in the
different economic systems in the past.

On the issue of regulating the economy
there has been no debate, as we see all economic
systems being regulated by the state only. But the
selection of other two functions of the state in an
economy made the real difference. The economy
which selected both the roles (ii and iii) for the
state under monopoly we called them the state
economies. This category of economy had two
variants in the socialist economy at least the
labour was not owned and exploited by the state
unlike the other—the communist economy where
labour used to be under complete state control.
These economies had almost no market.

The economic system which left both the roles
(ii and iii) as the sole responsibilities of the private
sector was called the capitalistic economic system.
Here the state had almost no economic role but
played a passive role as the regulator.

Mixed economies had at least kept one
economic role fixed for them (i.e., iii) while they
played the sole role of supplying public goods to
the needy people. In some of the mixed economies
the state went on to take some of the roles of

5. World Bank, World Development Report, 1999.

6. A highly concise and to-the-point idea on the issue comes from Joseph. E. Stiglits, The Role of Government in Economic
Development, the keynote address at the Annual World Bank Conference on Development Economics, 1996.
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supplying the private goods (i.e., ii) even by
carrying heavy burdens of subsidies.

The WB document—the World Development
Report, 1999 was a judgement on the possible and
suitable roles of the state in the economy, which
suggested a timely shuffling of state’s role in the
economy as per the socio-economic and political
needs of the economy. We may understand the
moot question via Keynes for whom the political
problem of mankind is to combine three things:

(i) economic efficiency,

(ii) social justice, and

(iii) individual liberty

In the processofrealising the above-mentioned
three objectives, an economy cannot go for either
allowing only state’s role in the economy or only
the market’s role in the economy. These challenges
could only be faced properly once the state and
the market both are given a balanced role in an
economy—the balance to be defined by its present
condition and the direction of future goal of the
economy. Striking the right balance between the
role of the state and the market in the economies
came to be known as the process of economic

reforms in the post-WTO world.

If we analyse the need of an economy, we see
some compulsory roles for the state in it:

(i) If the regulation and control of an
economy is left to the private individuals
or groups (i.e., firms) they will be using
the regulatory powers to maximise their
profits and returns at the cost of others.
That is why this role must rest with
the state. It looks more logical in the
democratic political set-ups, wherein the
interest of the largest numbers is being
represented in the regulatory provisions.

(i) The responsibility of producing and

distributing private goods to the people

could be well handled by the private

sector as this is a profit-fetching area. The

state should not burden itself with this
responsibility as this could be well taken
up by the private sector. Butin the absence
of the proper presence of the private
sector in an economy, many countries in
the world gave this responsibility also to
the state; India being one among them.
But as the private sector became capable,
in some countries this responsibility was
given up by the state in favour of the
private sector and better development
has been possible in those economies.
In this sense, India delayed this process
while in Indonesia, Malaysia, Thailand
and South Korea the state did give up
this responsibility allowing the entry of
the private sector.

(iii) The responsibility of producing and
supplying the social/public goods to the
needy people cannot be left to the private
sector as this is a loss-making exercise.
It means, the state will have to take the
sole responsibility or may need to expand
its role in such areas—as we see in post-
reform India.

As the private sector becomes capable of
playing the proper role in producing and supplying
the private goods, state saves its important human
and economic resources which is transferred to
take care of the production and distribution of
public goods.

Basically, the WB study, the FEasz Asian
Miracle (1993) recognises the above-given shift of
one kind of mixed economy to the another kind
of mixed economy—in the cases of the Malaysian,
Thai and South Korean economies—taking place
since the mid-1960s. Experts believe that this shift
could not take place in time in India. And once it
started (1991-92) it was too late and this choice
was not voluntary but obligatory. The East Asian
economies had gone for the same kind of reform
process but by their choice.
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| WASHINGTON CONCENSUS

The term “Washington Consensus’ was coined by
the US economist John Williamson” (in 1989)
under which he had suggested a ser of policy
reforms which most of the official in Washington
(i.e. International Monetary Fund and World
Bank) thought would be good for the crisis-driven
Latin American countries of the time. The policy

reforms included ten propositions:
(i) Fiscal discipline
(i) A redirection of public expenditure
priorities toward fields offering both
high economic returns and the potential
to improve income distribution, such as
primary health care, primary education,
and infrastructure.
(iii) Tax reform (to lower marginal rates and
broaden the tax base)
(iv) Interest rate liberalisation
(v) A competitive exchange rate
(vi)
(vii)
(viii)

(ix)

Trade liberalisation
Liberalisation of EDI inflows
Privatisation

Deregulation (in the sense of abolishing
barriers to entry and exit)

(x) Secure property rights

However, in coming times, the term got used
synonymous to neo-liberalism (in Latin America),
market fundamentalism (as George Soros told in
1998) and even globalisation across the world. It
has often been used to describe an extreme and

dogmatic commitment to the belief that markets

can handle everything.

But the reality has been different—these sez
of polices were already being recommended by the
IMF (International Monetary Fund) and the WB
(World Bank) together with the US Treasury,
especially during the period of the eighties and
early nineties.® The prescriptions were originally
intended to address the very real problems
occurring in Latin America at the time, and their
use later to handle a wide array of other situations
has been criticized even by original proponents
of the points. The name of the Washington
Consensus has often been mentioned as being
somewhat unfortunate, especially by its creator.
John Williamson®, says that audiences the world
over seem to believe that this signifies a set of neo-
liberal policies that have been imposed on hapless
countries by the Washington-based international
financial institutions and have led them to crisis
and misery—there are people who cannot utter
the term without foaming at the mouth. He
further adds that many people feel that it gives
the impression the points outlined represent a set
of rules imposed on developing nations by the
United States. Instead, Williamson always felt that
the prescriptions represented a consensus precisely
because they were so universal. Many proponents
of the plan do not feel that it represents the hard-
line neo-liberal agenda that anti-free-trade activists
say it does, instead presenting it as a relatively
conservative assessment of what policies can help
bring a country to economic stability.

7. John Williamson, What Washington Means by Policy Reform, Chapter 2 in Latin American Adjustment: How Much
Has Happened?, John Williamson (ed.), 1990; Institute for International Economics and John Williamson, What Should
the Bank Think About the Washington Consensus, Background Paper to the World Bank’s World Development Report

2000, Washington DC, July 1999.

8. J.E.Stiglitz, Initiative for Policy Dialogue, a paper presented at the conference From the Washington Consensus towards
a new Global Governance, Barcelona, September 2004. The conference was sponsored by the Ford Foundation, the

MacArthur Foundation, and the Mott Foundation.

9. J. Williamson. Did the Washington Consensus Fail?. Institute for International Economics. Washington DC. 2002.
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Butthe policy prescriptions led to the processes
which are known as Liberalisation, Privatisation,
Globalisation, cutting down therole of the State in
the economy, etc.—across the world—more so in
the nations who got developmental funding from
the WB or went to the IMF in times of the Balance
of Payment crises (as in the case of India which
commenced its reform process in 1991 under the
‘conditions’ of the IMF). It was as if the Adam
Smith’s prescription of ‘free market’ (liberalism)
has taken its rebirth (in neo-liberalism).

Many scholars believe today that the recent
financial crises of the US and the European
nations are somehow born out of the ideas rooted
in the Consensus. In the aftermath of the Great
Recession (after the “‘US sub-prime’ crisis) in the
Western economies, it is believed that dependence
on market to correct the growth and development
may not sustain any longer — and the world might
agree a bit in favour of a development state as in
the case of the East Asian nations who never went
for the Consensus for their robust growth. The
Keynesian idea of ‘interventionist state’ seems
the ultimate alternative in the present times, as
is suggested by the US Nobel economist Paul
Krugman and being followed by the Japanese
Prime Minister, Shinzo Abe (the 7hree Arrows of
Abenomics).

| SECTORS OF AN ECONOMY

Every economy tries to maximise the returns
of economic activities in which it is involved.

Whatever be the organising principles of an
economy, the economic activities are broadly
classified into three broad categories which are
known as the three sectors'® of the economy.

1. PRIMARY SECTOR m—

This sector includes all those economic activities
where there is the direct use of natural resources

as agriculture, forestry, fishing, fuels, metals,
minerals, etc. In some of the economies, mining
activities are considered a part of the secondary
sector, though we see direct use of natural
resources here. Broadly, such economies term
their agricultural sector as the primary sector. This
is the case in India.

2. SECONDARY SECTOR mum—

This sector is rightly called the manufacturing
sector which uses the produce of the primary
sector as its raw materials. Since manufacturing
is done by the industries, this sector is also called
the industrial sector—bread and biscuits, cakes,
automobiles, textiles, etc.

3. TERTIARY SECTOR m—

This sector includes all those economic activities
where different ‘services’ are produced such as
education, banking, insurance, transportation,
tourism, etc. This sector is also known as the
services sector.

| TYPES OF ECONOMIES

Depending upon the shares of the particular
sectors in the total production of an economy and
the ratio of the dependent population on them
for their livelihood, economies are given different
names, such as:

1. AGRARIAN ECONOMY s

An economy is called agrarian if the share of its
primary sector is 50 per cent or more in the total
output (the GDP) of the economy. At the time of
Independence, India was such an economy. But
now it shows the typical symptom of a service
economy with the primary sector’s contribution
falling to almost 18 per cent of its total produce,
while almost 60 per cent of their population

10. Michael P. Todaro and Stephen C. Smith, Economic Development, Pearson Education, 8th Ed., N. Delhi, p. 440.
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depends on the primary sector for its livelihood.
Thus, in monetary terms India is no more an
agrarian economy, the dependency ratio makes
it so—India being the first such example in the
economic history of the world.

2. INDUSTRIAL ECONOMY mm—

If the secondary sector contributes 50 per cent or
more to the total produce value of an economy, it
isan industrial economy. Higher the contribution,
higher is the level of industrialisation. The western
economies who went for early industrialisation
earning faster income and developing early known
as developed economies. Most of these economies
have crossed this phase once the process of
industrialisation saturated.

3. SERVICE ECONOMY m—

An economy whose 50 per cent or more produce
value comes from the tertiary sector is known as
the service economy. First lot of such economies in
the world were the early industrialised economies.
The tertiary sector provides livelihood to the
largest number of people in such economies. In
the last decade (2003-04 to 2012-13), growth
has increasingly come from the services sector,!
whose contribution to overall growth of the
economy has been 65 per cent, while that of the
industrial and agricultural sectors has been 27 per
cent and 8 per cent respectively.

By the end of the 19th century it was a well-
established fact, at least in the western world, that
industrial activities were a faster way to earn income
in comparison to agrarian activities. The Second
World War had established the fact for the whole
world—and almost every country started their
preparation for the process of industrialisation. As
country after country successfully industrialised,

a pattern of population shift occured from one to
another sector of the economy, which was known
as the stages of growth of an economy.'? With the
intensification of industrialisation, dependency
on the primary sector for livelihood decreased and
dependency on the secondary sector increased
consistently. Similarly, such economies saw
a population shift from the secondary to the
tertiary sector—and these were known as the
‘post-industrial” societies or the services societies.
Almost the whole
this category—these economies are having over
50 per cent of their total produce value being
contributed by their tertiary sector and over half
of the population depend on this sector for their
livelihood. Many other countries which started
the process of industrialisation in the post-war
period did show abberations in this shift of the
population and the income—India being one
among them.

Euro-America falls under

I THE IDEA OF NATIONAL INCOME

Income is probably the most frequently used
term in economics, used by experts and lay men.
Income level is the most commonly used tool to
determine the well-being and happiness of nations
and their citizens. This remains true even today,
Even if we know that ‘income’ is not an exhaustive

idea to know about the well-being of the society.
There has been some reason for such a perception
about the concept of income. Basically, when the
idea of ‘human development’ came into being
by the early 1990s, the concept of the ‘human
development ultimately was heavily
dependent on the level of ‘income’ of an individual
in a country. Education and life expectancy can
only be enhanced once the required amount of
‘investment’ (expenditure on them) could be

index’

11. Ministry of Finance, Economic Survey 2012-13, Government of India, New Delhi, 2013, p. 30
12. Walt W. Rostow, The Stages of Economic Growth: A Non-Communist Manifesto, Cambridge University Press, London,

1960, pp. 1-5.
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mobilised. Thus, somehow, income came to be
established as the ‘focal point’ of ‘development/
human dvelopment’.

As income of a single person can be measured,
it can be measured for a nation and the whole
world, although the method of calculating may
be a little bit complex in the latter’s case. In due
course, four ideas/ways to calculate the income of
a nation’® developed, which are the subject matter
of the ‘national income accounting’—an area to
which the disciplines Commerce and Statistics
are closely associated. These four ways to look
upon ‘income’ of an economy, although different
from each other in some ways, are the concepts
of GDP, NDP, GNP and NNP. All are a form
of the national income, but are different from
one another. They all say a different story about
the income of a nation in their own specific way.
Here, we will objectively discuss each one of them.

Gross Domestic Product (GDP) is the value of
the all final goods and services produced within
the boundary of a nation during one year period.
For India, this calendar year is from 1st April to

31st March.

It will be better to understand the terms
used in the concept, ‘gross’ means same thing
to Economics and Commerce as ‘total’ means
to Mathematics; ‘domestic’ means all economic
activities done inside the boundary of a nation/
country and by its own capital; product’is used
to define ‘goods and services’ together; and final’
means the stage of a product after which there is
no known chance of value addition in it.

The different uses of the concept of GDP are

as given below:

(i) Per annum percentage change in it is the
‘growth rate’ of an economy. For example,

if a country has a GDP of Rs. 107 which
is 7 rupees higher than the last year, it
has a growth rate of 7 per cent. When
we use the term ‘a growing’ economy, it
means that the economy is adding up its
income, i.e., in quantitative terms.

(i) It is a ‘quantitative’ concept and its

the

strength of the economy. But it does not

sayanythingabout the ‘qualitative’ aspects

of the produced goods and services.

It is used by the IMEF/WB in the

comaparative analyses of its member
nations.

volume/size indicates ‘internal’

(iii)

INDP 1

Net Domestic Product (NDP) is the GDP
calculated after adjusting the weight of the value
of ‘depreciation’. This is, basically, net form of
the GDP, i.e., GDP minus the total value of the
‘wear and tear’ (depreciation) that happened in
the assets while the goods and services were being
produced. Every asset (except human beings) go
for depreciation in the process of their uses, which
means they ‘wear and tear’. The governments of
the economies decide and announce the rates
by which assets depreciate (done in India by the
Ministry of Commerce and Industry) and a list is
published, which is used by the different sections
of the economy to determine the real levels of
depreciations in different assets. For example, a
residential house in India has a rate of 1 per cent
per annum depreciation, an electric fan has 10 per
cent per annum, etc., calculated in terms of the
asset’s price. This is one way how depreciation is
used in economics. The other way it is used in
the external sector while the domestic currency
floats freely in front of the foreign currencies, If
the value of the domestic currency falls following

13. The discussion on National Income Accounting is based on several textbooks of economics and the documents
released by the International Monetary Fund (IMF) and the World Bank (WB) in the areas of Comparative Economics

and International Economics.
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market mechanism in front of a foreign currency,
it is the situation of ‘depreciation’ in the domestic
currency, calculated in terms of loss in value of the
domestic currency.

Thus, NDP = GDP — Depreciation.

This way, NDP of an economy has to be
always lower than its GDP for the same year,
since there is no way to cut the depreciation to
zero. But mankind has achieved too much in this
area through developments, such as ‘ball-bearing’,
‘lubricants’, etc., all innovated to minimise the
levels of depreciation.

The different uses of the concept of NDP are
as given below:

(a) For domestic use only: to understand
the historical situation of the loss due to
depreciation to the economy. Also used
to understand and analyse the sectoral
situation of depreciation in industry and
trade in comparative periods.

(b) Toshow theachievementsof the economy

in the area of research and development,

which have tried cutting the levels of
depreciation in a historical time period.

However, NDP is not used in comparative
economics, i.e., to compare the economies of the
world. Why this is so? This is due to different
rates of depreciation which is set by the different
economies of the world. Rates of depreciation
may be based on logic (as it is in the case of
houses in India—the cement, bricks, sand and
iron rods which are used to build houses in India
can sustain it for the coming 100 years, thus
the rate of depreciation is fixed at 1 per cent per
annum). But it may not be based on logic all the
time, for example, upto February 2000 the rate
of depreciation for heavy vehicles (vehicles with
6-wheels and above) was 20 per cent while it was
raised to 40 per cent afterwards—to boost the sales
of heavy vehicles in the country. There was no
logic in doubling the rate. Basically, depreciation
and its rates are also used by modern governments

as a tool of economic policymaking, which is the
third way how depreciation is used in economics.

Gross National Product (GNP) is the GDP of
a country added with its ‘income from abroad’.
Here, the trans-boundary economic activities of
an economy is also taken into account. The items

which are counted in the segment ‘Income from
Abroad’ are:

(i) Trade Balance: the net outcome at the
year end of the total exports and imports
of a country may be positive or negative
accordingly added with the GDP (in
India’s case it has always been negative
except the three consecutive years 2000-
03 when it was positive, due to high levels
of ‘services sector’ export during the years,
courtsey the booming BPO industry).

(ii) Interest of External Loans: the net outcome
on the front of the interest payments, i.e.,
balance of the inflow (on the money lend
out by the economy) and the outflow (on
the money borrowed by the economy) of
the external interests. In India’s case it
has always been negative as the economy
has been a ‘net borrower’ from the world
economies.

(iii) Private Remittances: the net outcome of
the money which inflows and outflows
on account of the ‘private transfers’ by
Indian nationals working outside India (to
India) and the foreign nationals working
in India (to their home countries). On
this front India has been always a gainer-
till the early 1990s from the Gulf region
(which fell down afterwards in the wake
of the heavy country-bound movements
of Indians working there due to the
Gulf War) and afterwards from the USA
and other European nations. Today,
India is the highest recipient of private
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remittances in the world—as per the
World Bank projected at $71 billion in
2014 (in 2013 it was $70 billion, the
year’s highest). China falls second ($ 64
billion) in 2014.

Ultimately, the balance of all the three
components of the ‘Income from Abroad’ segment
may turn out to be positive or negative. In India’s
case it has always been negative (due to heavy
outflows on account of trade deficits and interest
payments on the foreign loans). It means, the
‘Income from Abroad’ is subtracted from India’s

GDP to calculate its GNP.

The normal formula is GNP = GDP + Income
from Abroad. But it becomes GNP = GDP + (-
Income from Abroad) = GDP — Income from
Abroad, in the case of India. This means that

India’s GNP is always lower than its GDP.

The different uses of the concept GNP are as
given below:

(i) This is the ‘national income’ according
to which the IMF ranks the nations of
the world in terms of the volumes—at
Purchasing Power Parity (at PPP). For a
detailed discussion on PPP readers may
search for it alphabetically in Chapter 24.
India is ranked as the 42h largest economy
of the world (after the USA, China
and Japan), while as per the nominal/
prevailing exchange rate of rupee, India
is the 11th largest economy.

(i) It is the more exhaustive concept of

national income than the GDP as it

indicates towards the ‘quantitative’as well
as the ‘qualitative’aspects of the economy,

i.e., the Gnternal’ as well as the ‘external’

strength of the economy.

(iii) It enables us to learn several facts about
the production behaviour and pattern
of an economy, such as, how much the
outside world is dependent on its product

and how much it depends on the world

for the same (numerically shown by
the size and net flow of its ‘balance of
trade’); what is the standard of its human
resource in international parlance (shown
by the size and the net flow of its ‘private
remittances’); what position it holds
regarding financial support from and to
the world economies (shown by the net
flow of ‘interests’ on external lending/
borrowing).

INNP 1

Net National Product (NNP) of an economy is the
GNP after deducting the loss due to ‘depreciation’.
The formula to derive it may be written like:

NNP = GNP - Depreciation

or,

NNP = GDP + Income from Abroad —

Depreciation.

The different uses of the concept of NNP are
as given below:

(i) This is the ‘National Income’ (NI) of an
economy. Though, the GDP, NDP and
GNP, all are ‘national income’ they are
not written with capitalised ‘N” and ‘T

(ii) This is the purest form of the income of a

nation.

When we divide NNP by the total
population of a nation we get the ‘per
capita income’ (PCI) of that nation,
i.e., ‘income per head per year’. A very
basic point should be noted here that
this is the point where the rates of
dipreciation followed by different nations
make a difference. Higher the rates of
depreciation lower the PCI of the nation
(whatever be the reason for it logical or
artificial as in the case of depreciation
being used as a tool of policymaking).
Though, economies are free to fix any
rate of depreciation for different assets,

(iii)
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the rates fixed by them make difference
when the NI of the nations are compared
by the international financial institutions

like the IMF, WB, ADB, etc.
The‘BaseYear’togetherwiththe ‘Methodology’

for calculating the National Accounts were revised
by the Central Statistics Office (CSO) in January
2015, which is given in the forthcoming pages.
So that readers are able to understand the ‘main
differences’in theaccounting process, the literature
related to the ‘old methodology’ is left unchanged
in this edition. We may expect questions on their
comparative aspects in the futre examinations.

COST AND PRICE OF NATIONAL INCOME

While calculating national income the issues
related to ‘cost’ and ‘price’ also needs to be
decided. Basically, there are two sets of costs and
prices; and an economy needs to choose at which
of the two costs and two prices it will calculate its
national income. Let us understand the confusion
and the relevance of this confusion.'

(i) Cost: Income of an economyj, i.e., value of
its total produced goods and services may
be calculated at either the ‘factor cost’ or
the ‘market cost’. What is the difference
between them? Basically, ‘factor cost’ is
the ‘input cost’ the producer has to incur
in the process of producing something
(such as cost of capital, i.e., interest on
loans, raw materials, labour, rent, power,
etc.). This is also termed as factory price’
or ‘production cost/price’. This is nothing
but ‘price’ of the commodity from the
producer’s side. While the ‘market cost’
is derived after adding the indirect taxes
to the factor cost of the product, it means
the cost at which the goods reach the

(ii)

market, i.e., showrooms (these are the
cenvat/central excise and the CST which
are paid by the producers to the central
government in India). This is also known
as the ‘ex-factory price’. The weight of the
state taxes are then added to it, to finally
derive the ‘market cost’. In general, they
are also called factor price’ and ‘market
price’.

In India, income is calculated at factor
cost, and so is the case with most of the
developing countries (but among the
developed economies it is calculated at
the market cost). The reasons are, lack of
uniformity in taxes, goods are not printed
with their prices, etc. In present time, we
see a great degree of tax-related uniformity
coming to India upto the extent of the
central taxes only, but the state taxes are
still neither single nor uniform. Once
the GST is implemented this abberation
will end. Though for statistical purposes,
income at market cost is also released
by the Central Statistical Organisation
(CSO).

Price: Income can be derived at two prices
constant and current. The difference in
the constant and current prices is only
that of the impact of inflation. Inflation is
considered stand still at a year of the past
(this year of the past is also known as the
‘base year’) in the case of the constant
price while in the current price the
present day inflation is added. Current
price is, basically, the maximum retail
price (MRP) which we see printed on the
goods selling in the market.

14. The informations on the issues like ‘cost’, ‘price’, ‘taxes’ and ‘subsidies’ are based on the different Discussion Papers released

by the Central Statistical Organisation (Gol) from time to time.
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As per the new guidelines the base year in
India has been revised from the 1993-94 to
2004-05 (the data based on the new constant year
is presently known as the ‘new series” of data) —
announced in September, 2010. India calculates
its national income at conmstant prices—so is the
situation among other developing economies,
while the developed nations calculate it at the
current prices. Though, for statistical purposes
the CSO releases the national income data at
the current prices, too. Why? Basically, inflation
has been a challenging aspect of policymaking in
India because of its level (i.e., range in which it
dwindles) and stability (how stable it has been).
In such situations the growth in the income levels
of the population living below the poverty level
(BPL) can never be measured accurately (due
to higher inflation the section will show higher
income) and the government will never be able to
measure the rea/ impact of the poverty alleviation
programmes it runs for the population.

Here, one important aspect of income
needs to be understood. Income of a person has
three forms—the first form is nominal income
(the wage someone gets in hand per day or per
month), the second form is real income (this is
nominal income minus the present day rate of
inflation—adjusted in percentage form), and the
last one is the disposable income (the net part
of wage one is free to use which is derived after
deducting the direct taxes from the real/nominal
income, depending upon the need of data). What
happens in practice is that while the nominal
income might have increased by only 5 per cent,
it looks 15 per cent if the inflation is at the 10
per cent level. Unlike India, among the developed
nations, inflation has been around 2 per cent for
many decades (it means it has been at lower levels
and stable, too. This is why the difference between
the incomes at constant and current prices among
them are narrow and they calculate their national

income at current prices. They get more reliable
and realistic data of their income).

TAXES & NATIONAL INCOME,

While accounting/calculating national income
the taxes, direct and indirect, collected by the
governments, needs to be considered. In the case
of India, to the extent the direct taxes (individual
income tax, corpoarate income tax, i.e., the
corporate tax, divident tax, interest tax, etc.) are
concerned, there is no need of adjustment whether
the national income is accounted at factor cost or
market cost. This is so because at both the ‘costs’
they have to be the same; besides these taxes are
collected at the incomes of the concerned person
or group.

But the amount of indirect taxes (cenvat,
customs, central sales tax, sales tax/vat, state excise,
etc.) needs to be taken care of if the national
income is accounted at ‘factor cost’ (which is
the case with India). If the national income is
calculated at factor cost then the corpus of the
total indirect taxes needs to be deducted from it.
Why so? This is because, they have been added
twice: once in the hands of the people/group
who pay them (because they pay for it from their
‘disposable income’ while puchasing things) and
other in the hands of the governments (as their
income receipts). Collection/source of indirect
taxes are the disposable income’ (which individuals
and companies have with them after paying their
direct taxes—from which they do any purchasing
and finally, the indirect taxes reach the various
governments). Thus, if the national income is
calculated at factor cost, the formula to seek it will

be:
National Income at Factor Cost =
Market Cost — Indirect Taxes

NNP ar

However, if the national income is being
derived at ‘market cost’, the indirect taxes do
not need to be deducted from it. In this case, the
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governments need not add their income accruing
from indirect taxes to the national income either.
It means, that the confusion in the case of national
income accounting at factor cost is only related
with indirect taxes.

SUBSIDIES & NATIONAL INCOME umm

Similar to the indirect taxes, the various subsidies
which are forwarded by the governments need to
be adjusted while calculating national income.
They are added to the national income at market
cost, in case of India. Subsidies are added in the
national income at market cost to derive the
national income at factor cost . This is because the
price at which the subsidised goods and services are
made available by the governments are not their
real factor costs (subsidies are forwarded on the
factor costs of the goods and services) otherwise
we will have a distorted value (which will be less
than its real value). Thus the formula will be:

National Income at Factor Cost = NNP at

Market Cost + Subsidies

If the national income is derived at the market
cost and governments forward no subsidies there
is no need of adjustments for the subsidies, but
after all there is not a single economy in the world
today which does not forward subsidies in one or
the other form.

Putting ‘indirect taxes’ and ‘subsidies’
together, India’s National Income will be derived
with the following formula (as India does it at

factor cost):

National Income at Factor Cost = NNP at

Market Cost — Indirect Taxes + Subsidies

REVISION IN THE BASE YEAR AND METHOD
OF NATIONAL INCOME ACCOUNTING

The Central Statistics Office (CSO), in January
2015, released the new and revised data of
National Accounts, effecting two changes:

1. The Base Year was revised from 2004—05
to 2011-12. This was done in accordance
with the recommendation of the National
Statistical Commission (NSC), which
had advised to revise the base year of all
economic indices every five years.

2. 'This time, the methodology of calculating
the National Accounts has also been
revised in line with the requirements
of the System of National Accounts
(SNA)-2008, an internationally accepted
standard.

The major changes incorporated in this revision
are as given below:

(i) Headline growth rate will now be
measured by GDP at constant marketprices,
which will henceforth be referred to as
‘GDP’ (as is the practice internationally).
Earlier, growth was measured in terms of
growth rate in GDP at factor cost and at
constant prices.

Sector-wise estimates of Gross Value
Added (GVA)" will now be given at
basic prices'® instead of factor cost. The
relationship between GVA at factor cost,
GVA at basic prices, and GDP (at market

prices) is given below:

(ii)

15. GVA, which measures the difference in value between the final good and the cost of ingredients used in its production,
widens the scope of capturing more economic activity than the earlier ‘factor cost’ approach—a sum of the total cost
of all factors used to produce a good or service, net of taxes and subsidies.

16. The basic price is the amount receivable by the producer from the purchaser for a unit of a good or service produced
as output minus any tax payable (such as sales tax or VAT the buyer pays), and plus any subsidy receivable, on that
unit as a consequence of its production or sale; it excludes any transport charges invoiced separately by the producer.
In other words, the basic price is what the seller collects for the sale, as opposed to what the buyer pays.
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(iii)

GVA at basic prices = CE + OS/MI +
CEC + production taxes less production
subsidies.

GVA at factor cost = GVA at basic
prices — production taxes less production
subsidies.

GDP = GVA at basic prices + product

taxes — product subsidies.

[Where, CE : compensation of employees;
OS: operating surplus; MI:
income; and CFC: consumption of fixed
capital. Production taxes or production
subsidiesare paid orreceived with relation
to production and are independent of
the volume of actual production. Some
examples of production taxes are land
revenues, stamps and registration fees and
tax on profession. Some production
subsidies are subsidies to Railways, input
subsidies to farmers, subsidies to village
and

mixed

small industries, administrative
subsidies to corporations or cooperatives,
etc. Product taxes or subsidies are paid
or received on per unit of product. Some
examples of product taxes are excise
tax, sales tax, service tax and import
and export duties. Product subsidies
include food, petroleum and fertilizer
subsidies, interest subsidies given to
farmers, households, etc., through banks,
and subsidies for providing insurance to

households at lower rates].

Comprehensive coverage of the corporate
sector both in manufacturing and services
by incorporation of annual accounts of
companies as filed with the Ministry of
Corporate Affairs (MCA) under their
e-governance initiative, MCA21. Use
of MCA21 database for manufacturing
companies has helped

account for

activities other than manufacturing

undertaken by these companies.
(iv) Comprehensive coverage of the financial
sector by inclusion of information from
the accounts of stock brokers, stock
exchanges, asset management companies,
mutual funds and pension funds, and
the regulatory bodies including the
Securities and Exchange Board of India
(SEBI), Pension Fund Regulatory and
Development Authority (PFRDA) and
Insurance Regulatory and Development
Authority (IRDA).
Improved coverage of activities of local
bodies
covering around 60 per cent of the grants/
transfers provided to these institutions.

\2

and  autonomous institutions,

Owing to these changes, estimates of GVA
bothataggregateandsectoral levelshaveundergone
changes. The sector-wise shares in aggregate GVA
have undergone significant revision especially in
the case of manufacturing and services. Changes
have also been observed in the growth rates in
GVAs of individual sectors and contribution of
each sector to overall GVA due to use of sales tax
and service tax data for estimation in the years
2012-13 and 2013-14. Caution needed to be
exercised while comparing estimates and growth
rates from the earlier series to the new series, as

per the CSO.

The lates set of data for the National Income
of India for 2014—15 (as per the revised Base Year
and new Methodology of the CSO, announced in
January 2015) are as given below:

(i) GDP (at Constant Market Price): Rs.

1,06,56,925 and Growth Rateat 7.4 per cent.
(ii) GVA at Basic Price (at 201112 prices):
Rs. 98, 57, 672 and Growth Rate at 7.5
per cent.

(iii) Per Capita Net National Income (at
Current Market Prices): Rs. 88,533.
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I UNIQUENESS OF THE INDIAN ECONOMY

Indian economy did show some traits'” which
were unique:

@

(ii)

(iii)

@iv)

The contribution of the primary sector in
the GDP has fallen down regularly and
today it stands at 14.1 per cent, which is
sufficient to conclude that it is no more
an agrarian economy.

The share of its tertiary sector increased to
over 66 per cent in the GDP by 2014-15.

This proves India is a service economy.

The dependency of population on the
primary sector for its employment still
remains at over 56.8 per cent, a symptom
of an agrarian economy. The expansion of
industries was not sufficient to attract the
labour force from the primary activities.
India is still lagging on this front badly.
The share of the secondary sector in the
GDP is at 18.4 per cent and never crossed
40 per cent.

\2

(vi)

In the last decade (2003—04 to 2014—15),
growth has increasingly come from the
services sector, whose contribution to the
overall growth of the economy has been
64 per cent, while that of the industry
and agriculture sectors have been 26 per
cent and 10 per cent, respectively.

India has been basically the first case
which directly had either over 50 per
cent of its GDP coming from the primary
sector or the tertiary sector—an agrarian
economy shifting directly to the service
economy (at least partially, if we forget
the dependency ratio of the population
on the sectors). It means India jumped
the stage of being a fully-developed
industrial economy.

Without fully realising the industrial and

manufacturing potential and directly converting
into a service economy, has created tougher macro
and micro challenges for policymakers in India.

17.

As per information made available by the Central Statistical Organisation, Feb. 2014, Gol, New Delhi; Economic Survey 2014-
15, MoF, Gol, New Delhi and the India 2015, Pub. Div., MolIB, Gol, New Delhi.
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Since 1971, Bhutan has rejected GDP as the
only way to measure progress—in its place, it has
championed a new approach to development,
which measures prosperity through formal
principles of gross national happiness (GNH) and
the spiritual, physical, social and environmental
health of its citizens and natural environment.
For decades, this belief that wellbeing should take
preference over material growth has remained a
global oddity. Now, in a world beset by collapsing
financial systems, gross inequity and wide-scale
environmental destruction, this tiny Buddhist
state’s approach is attracting a lot of interest. In
2011, the UN adopted Bhutan’s call for a holistic
approach to development, a move endorsed by 68
countries. A UN panel is now considering ways
that Bhutan’s GNH model can be replicated across
the globe.*

* As Annie Kelly writes in The Guardian, Washington, DC, 1st December. 2012.
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| INTRODUCTION

Similar to seers and philosophers economists were
also party to human’s quest for a better tomorrow.
We have been a witness to a number of notions

coming in from the literature of Economics in this
area—starting with a very humble and layman’s
word like ‘progress’ to technical termslike ‘growth’,
‘development’ and ‘human development’. With
greater dependence on the idea of the ‘economic
man’, the world created immense wealth in
the post-War decades. It was in the 1980s that
social scientists started finer studies in the area of
mankind’s actions, finally challenging the very
idea of the ‘economic man’ (‘rational man’). And
there starts mankind’s urge to introspect the lives
of humanity on the planet earth. Meanwhile,
humanity was faced with an unique riddle of
climate change. By now, courtesy the UNO, the
world has the World Happiness Report.

| PROGRESS

Progress is a general term frequently used by
experts to denote betterment or improvement
in anything. In economics, the term was used
for a long time to show the positive movement
in the lives of people and in an economy. It had
both quantitative and qualitative aspects to it.
After a point of time, some economists started
using all the three terms—progress, growth and
development—interchangeably to mean almost
the same thing. But it was only during the
1960s, 1970s and 1980s that a clear meanings of
these terms really evolved.! The term ‘progress’
became a general term with no specific meaning
in economics or denoting both growth and
development. But growth and development were
allotted their clear-cut meanings.

| ECONOMIC GROWTH

A term coming from the life sciences, ‘growth’ in
economics means economic growth. An increase
in economic variables over a period of time is—
economic growth. The term can be used in an
individual case or in the case of an economy or for
the whole world. The most important aspect of
growth is its quantifiabilizy, i.e., one can measure
it in absolute terms.? All the units of measurement
may be applied to show it, depending upon the
economic variable, where the growth is being
studied. We have a few examples:

(i) An economy might have been able to
see growth in food production during
a decade which could be measured in
tonnes.

(ii) The growth of road network in an
economy might be measured for a decade
or any period in miles or kilometres.

(iii) Similarly, the value of the total production
of an economy might be measured in
currency terms which means the economy
is growing.

(iv) Per capita income for an economy might
be measured in monetary terms over a

period.

We may say that economic growth is a
quantitative progress.

To calculate the growth rate of an economic
variable the difference between the concerned
period is converted into percentage form. For
example, if a dairy farm owner produced 100 litre
of milk last month and 105 litre in the following
month, his dairy has a growth rate of 5 per cent.
Similarly, we may calculate the growth rate of an
economy for any given successive periods. Growth
rate is an annual concept which may be used

1. Based onthe analyses in Michael P. Todaro and Stephen C. Smith, Economic Development, Pearson Education, 8th Ed.,

New Delhi, 2004, pp. 9-11.

2. As the IMF and the WB considered this yardstick of development as quoted in Gerald M. Meier and James E. Rauch,
Leading Issues in Economic Development, Oxford University Press, New Delhi, 2006, pp. 12-14.
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otherwise with the clear reference to the period
for which it is used.

Though growth is a value neutral term, i.e., it
might be positive or negative for an economy for
a period, we generally use it in the positive sense.
If economists say an economy is growing it means
the economy is having a positive growth otherwise
they use the term ‘negative growth’.

Economic growth is a widely used term in
economics which is useful in not only national
level economic analyses and policymaking but
also highly useful in the study of comparative
economics. International level financial and
commercial institutions go for policymaking
and future financial planning on the basis of the
growth rate data available for the economies of the

world.

I ECONOMIC DEVELOPMENT

For a comparatively longer period of time after
the birth of economics, economists remained

focused on aspects of expanding the quantity of
production and income of a country’s economy.
The main issue economists discussed was—how
to increase the quantity of production and income
of a country or a nation-state. It was believed that
once an economy is able to increase its production
its income will also increase and there will be an
automatic betterment (quality increase) in the
lives of the people of the economy. There was
no conscious discussion over the issue of quality
expansion in the lives of the people. Economic
growth was considered as a cause and effect for
the betterment of lives of the people. This was
the reason why economists till the 1950s failed
to distinguish between growth and development
though they knew the difference between these
terms.

[t was during the 1960s and in the later
decades that economists came across many
countries where the growth was comparatively

higher, but the quality of life was comparatively
low. The time had come to define economic
development differently from what the world
meant by economic growth. For economists,
development indicates the quality of life in the
economy which might be seen in accordance with
the availability of so many variables such as:

(i) The level of nutrition

(ii) Theexpansion and the reach of healthcare

facilities—hospitals, medicines, safe
drinking water, vaccination, sanitation,

etc.
(iii) The level of education among the people

(iv) Other variables on which the quality of
life depends

Here, one basic thing must be kept in mind
that if the masses are to be guaranteed with a
basic minimum level of quality-enhancing inputs
(above-given variables such as food, health,
education, etc.) in their life, a minimum level of
income has to be guaranteed for them. Income is
generated from productive activities. It means that
before assuring development we need to assure
growth. Higher economic development requires
higher economicgrowth. Butitdoes not mean that
a higher economic growth automatically brings
in higher economic development—a confusion
the early economists failed to clear. We may cite
an example to understand the confusion: two
families having same levels of income but spending
differing amounts of money on developmental
aspects. One might be giving little attention to
health, education and going for saving and the
other might not be saving but taking possible care
of the issues of health and education. Here the
latter necessarily will have higher development
in comparison to the former. Thus, we may have
some diverse cases of growth and development:

(i) Higher growth and higher development
(ii) Higher growth but lower development

(iii) Lower growth but higher development
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The above-given combinations, though
comparative in nature make one thing clear, that,
just as for higher income and growth we need
conscious efforts, same is true about the economic
development and higher economic development.

Without a public  policy,
development has not been possible anywhere in
the world. Similarly, we can say, that without

growth there cannot be development either.

conscious

The first such instance of growth without
development, which the economists saw, was in
the Gulf countries. These economies, though they
had far higher levels of income and growth, the
levels of development were not of comparable
levels. Here started the branch of economics which
will be known as development economics’. After
the arrival of the WB and the IMF, conscious
economic policies were framed and prescribed
for the growth and development of less developed
economies.

We can say that economic development is
quantitative as well as qualitative progress in an
economy.’ [t means, when we use the term growth
we mean quantitative progress and when we use
the term development we mean quantitative as
well as qualitative progress. If economic growth
is suitably used for development, it comes back
to accelerate the growth and ultimately greater
and greater population brought under the arena
of development. Similarly, high growth with
low development and ill-cared development
finally results in fall in growth. Thus, there is
a circular relationship between growth and
development. This circular relationship broke
down when the Great Depression occurred. Once
the concept of the ‘welfare state’ got established,
development became a matter of high concern
for the governments of the world, policymakers
and economists alike. A whole new branch of
economics—uwelfare economics has its origin in

the concept of welfare state and the immediacy of
development.

MEASURING DEVELOPMENT mm—

Although economists were able to articulate the
differences between growth and development
(Mahbub ul Hagq, a leading Pakistani economist
had done it by the early 1970s), it took some
more time when the right method of measuring
development could be developed. It was an
established fact that the goal of progress goes
beyond mere ‘increase in income’. International
bodies such as the UNO, IMF and WB were
the development of the
comparatively underdeveloped regions of the
world. But any attempt in this direction was only
possible once there was a tool to know and measure
the developmental level of an economy and the
determinants which could be considered as the

concerned about

traits of development. The idea of developing a
formula/method to measure the development was
basically facing two kinds of difficulties:

(i) At one level it was difficult to define
as to what constitutes development.
Factors which could show development
might be many, such as levels of income/
consumption, quality of consumption,
healthcare, nutrition, safe drinking water,
literacy and education, social security,
peaceful community life, availability of
social prestige, entertainment, pollution-
free environment, etc. It has been a real
difficult task to achieve consensus among
the experts on these determinants of

development.

(i) At the second level it looked highly
difficult to quantify a concept as
development constitutes quantitative

as well as qualitative aspects. It is easy
to compare qualitative aspects such as

3. World Bank, World Development Report 1991, Oxford University Press, New York, 1991, p. 4.
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beauty, taste, etc., but to measure them
we don’t have any measuring scale.

HUMAN DEVELOPMENT INDEX s

The dilemma behind comparatively measuring the
developmental level of economies was solved once
the United Nations Development Programme
(UNDP) published its first Human Development
Report (HDR) in 1990. The report had a human
development index (HDI) which was the first
attempt to define and measure the levels of
development. The ‘index’ was a product of select
team of leading scholars, development practioners
and members of the Human Development Report
office of the UNDDP. The first such team which
developed the HDI was led by Mahbub ul Haq
and Inge Kaul. The term ‘human development’ is
a corollary of ‘development’ in the index.

The HDR measures development by
combining three indicators—Health, Education
and  Standard of Living—converted into a
composite human development index, the HDI.
The creation of a single statistic in HDI was a
real breakthrough which was to serve as a frame
of reference for both ‘social’ and ‘economic’
development. The HDI sets a minimum and a
maximum for each dimension, called goalposts,
and then shows where each country stands in
relation to these goalposts, expressed as a value
between 0 and 1 (i.e., the index is prepared on the
scale of one). The three indicators® used to develop
the composite index are as given below:

The Education component of the HDI is
now (since HDR-2010) measured by two other
indicators—

(i) Mean of years of schooling (for adults
aged 25 years): This is estimated based
on educational attainment data from
censuses and surveys available in the

UNESCO Institute for Statistics database
and Barro and Lee (2010) methodology.

(ii) Expected years of schooling (for children
of school entering age): These estimates
are based on enrolment by age at all levels of
education and population of official school
age for each level of education. Expected
years of schooling is capped at 18 years.

These indicators are normalised using a
minimum value of zero and maximum values are
set to the actual observed maximum value of mean
years of schooling from the countries in the time
series, 1980-2012, that is 13.3 years estimated for
the United States in 2010. The education index is
the geometric mean of two indices.

The Health component is measured by the
life expectancy at birth component of the HDI and
is calculated using a minimum value of 20 years
and maximum value of 83.57 years. This is the
observed maximum value of the indicators from
the countries in the time series, 1980—2012. Thus,
the longevity component for a country where life
expectancy birth is 55 years would be 0.551.

The Standard of Living component is
measured by GNI (Gross National Income/
Product) per capita at ‘Purchasing Power Parity in
US Dollars’ (PPP $) instead of GDP per capita (PPP
$) of past. The goalpost taken for minimum income
is $100 (PPP) and the maximum is US $87,478
(PPP), estimated for Qatar in 2012. The HDI uses
the logarithm of income, to reflect the diminishing
importance of income with increasing GNI.

The scores for the three HDI dimension
indices are then aggregated into a composite
index using geometric mean. The HDI facilitates
instructive comparisons of the experiences within
and between different countries.

The UNDP ranked®

accordance of their achievements on the above-

the economies in

4. Human Development Report, 2013 and Human Development Report, 2010, United Nations Development Programme,

New York, USA, 2013.
5. Todaro and Smith, Economic Development, p. 58.
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given three parameters on the scale of one (i.e.,
0.000-1.000). As per their achievements the
countries were broadly classified into three
categories with a range of points on the index:

(i) High Human Development Countries:
0.800-1.000 points on the index.

(i) Medium Human Development
Countries: 0.500-0.799 points on the
index.

(iii)

Low Human Development Countries:
0.000-0.499 points on the index.

The Human Development Report, 2013 is
discussed in Chapter 22 together with India’s
relative position in the world.

THE DEBATE CONTINUES mum—
Though the UNDP commissioned team had

evolved a consensus as to what constitutes
development, academicians and experts around
the world have been debating this issue. By
1995 economies around the world had officially
accepted the concept of human development
propounded by the UNDP. Basically, the UNDP
designed HDR was used by the World Bank since
the 1990s to quantify the developmental efforts of
the member countries and cheap developmental
funds were allocated in accordance. Naturally,
the member countries started emphasising on
the parameters of income, education and life
expectancy in their policymaking and in this
way the idea of HDI got obligatory or voluntary
acceptance around the world.

For many years, experts and scholars came up
with their own versions of defining development.
They gave unequal weightage to the determinants
defining development, as well as selected some
completely different parameters which could
also denote development in a more suitable way
according to them. Since quality is a matter of
value judgement and a normative concept, there
was scope for this representation. Most of such

attempts were not prescriptions for an alternative
development index, but they were basically trying
to show the incompleteness of the HDI, via
intellectual satires. One such attempt was made
by the economists and scholars of the London
School of Economics in 1999 which concluded
Bangladesh as the most developed country in the
world with the USA, Norway, Sweden getting one
of the lowest ranks in the index.

Basically, it is very much possible to come
out with such an index. As for example, we may
say that peace of mind is a necessary element of
development and betterment in human life which
depends heavily on the fact as to how much sleep
we get everyday. Housetheft and burglary are
major determinants of a good night sleep which
in turn depends on the fact as how assured we
go to sleep in our homes at night from burglars
and thieves. It means we may try to know a good
sleep by the data of thefts and burglaries in homes.
Since minor housethefts and burglaries are under-
reported in police stations, the surveyor, suppose
tried to know such cases with data as how much
‘locks’ were sold in a country in a particular year.
In this way a country where people hardly have
anything to be stolen or no risk of being burgled
mightbe considered having the best sleep in night,
thus the best peace of mind and that is why this
will be the most developed country.

Basically, the HDI could be considered as one
possible way of measuring development which was
evolved by the concerned group of experts with
the maximum degree of consensus. But the index
which calculates the development of economies
on certain parameters might be overlooking
many other important factors which affect the
development of an economy and standard of
living. As per experts, such other determinants
affecting our living conditions might be:

(i) Cultural aspects of the economy,

(ii) Outlook towards aesthetics and purity of
the environment,
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(iii) Aspects related to the rule and
administration in the economy,
(iv) People’s idea of happiness and prestige,

(v) Ethical dimension of human life, etc.

INTROSPECTING DEVELOPMENT 6 um

Confusion about the real meaning of development
did start only after the World Bank and the
International Monetary Fund came into being,
i.e., post-war. As experts were studying the
development process of the developing world,
they were also surveying the performance reports
of the developed world. As the western world had

been declared the developed countries having
top twenty ranks on the HDI, social scientists
started evaluating the conditons of life in these
economies. Most of such studies concluded that
life in the developed world is every thing but
happy. Crime, corruption, burglaries, extortion,
drug trafficking, flesh trade, rape, homicide, moral
degradation, sexual perversion, etc.—all kinds of
the so-called vices were thriving in the developed
world. It means development had failed to
deliver them happiness, peace of mind, a general
well-being and a feeling of being in good state.
Scholars started questioning the very efforts being
made for development around the world. Most of

6. There were diverse opinions about the real meaning of ‘development’—by mid—1940s upto almost the whole
1950s it meant 5-7 per cent growth rate in an economy—even by the IMF and WB. By the late 1960s new views
of development started emerging. Arthur Lewis had seen development in the sense of human freedom in 1963
itself when he concluded that “the advantage of economic growth is not that wealth increases happiness, but that it
increases the range of human choice.” For him development means a freedom from ‘servitude’—mankind could be
free to have choices to lead a life full of material goods or in spiritual contemplation (W. Arthur Lewis, The Theory of
Economic Growth, Allen & Unwin, London, 1963, p. 420).

For Dudley Seers development meant more employment and equality besides a falling poverty (The Meaning of
Development, a paper presented at the 11th World Conference of the Society for International Development, New
Delhi, 1969, p. 3). Dudley Seers was later supported by many other economists such as Denis Goulet (The Cruel
Choice: A New Concept in the Theory of Development, Atheneum, New York, 1971, p. 23), Richard Brinkman (1995),

P. Jegadish Gandhi (1996) and many others.

The International Labour Organization (ILO) had also articulated by the mid-1970s that economic development must
be able to deliver the economic ability that people can meet their basic needs (the concept of ‘sustenance’) besides
the elimination of absolute poverty, creating more employment and lessening income inequalities (Employment,
Growth and Basic Needs, ILO, Geneva, 1976). Amartya Sen articulated a similar view via his ideas of ‘capabilities’ and
‘entitlements’ (“Development: Which Way Now?”, Economic Journal 93, December 1983, pp. 754-57.).

By 1994, the United Nations looked to including the element of ‘capabilities’ in its idea of development when it
concludes that human beings are born with certain potential capabilities and the purpose of development is to
create an environment in which all people can expand their capabilities in present times and in future. Wealth
is important for human life. But to concentrate exclusively on it is wrong for two reasons. First, accumulating
wealth is not necessary for the fulfillment of some important human choices.... Second, human choices extend
far beyond economic well-being (Human Development Report 1994, UNDP, Oxford University Press, New York,

1994, pp. 13-15).

The World Bank by 1991 had also changed its view about development and had concluded that for improving
quality of life we should included education, health, nutrition, less proverty, cleaner environment, equality, greater
freedom and richer cultural life as the goals of development.

Amartya Sen, a leading thinker on the meaning of development attracted attention for articulating human
goals of development. He opined that enhancing the lives and the freedoms, we enjoy should be the concerns of
development known as the ‘capabilities’ approach to development (see his Commodities and Capabilities, North
Holland, Amsterdam, 1985 and Development as Freedom. Alfred Knopf. New York, 1999.).
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them have suggested a re-defining of development
which could deliver happiness to mankind.

Why development has
happiness to the developed world? The answer to
this question does not lie in any one objective fact
but touches so many areas of human life. First,
whenever economists from the outset talked about

not delivered

progress they meant overall happiness of human

life.

Social scientists, somehow have been using
terms such as progress, growth, development,
well-being, welfare as synonyms of ‘happiness’.
Happiness is a normative concept as well as a state
of mind. Therefore, its idea might vary from one
economy to the other.

Second, the period in which development was
defined, it was considered that with the supply of
some selected material resources human life can be
improved. These resources were pin-pointed as, a
better level of income, proper level of nutrition,
healthcare facilities, proper levels of literacy and
education, etc.

Happinessisabroaderthingthandevelopment.
The so-called ‘development’ for which the world
has been striving hard for the last many decades
is capable of delivering material happiness to
mankind. Happiness has its non-material side
also. It means while the world has been trying
to maximise its developmental prospects, i.e.,
material happiness, it could not attend the non-
material part of happiness. The non-material part
of our life is rooted in ethics, religion, spiritualism
and cultural values. As development or human
development was defined in material terms, it
could only deliver us material happiness which is
visibly available in the developed world. Due to
partial definition of development the developed
world has been able to achieve development, i.e.,
happiness but only of material kind and for the
non-material part of happiness, we naturally need
to redefine our ‘ideas’ of development today or
tomorrow.

Somehow a very small kingdom had been
able to define development in its own way, which
included material as well as non-material aspects
of life into it and named it the Gross National

Happiness (GNH). This country is Bhutan.

Gross National Happiness: Bhutan, a small
Himalayan kingdom and an economic non-entity,
developed a new concept of assessing development
in the early 1970s—the Gross National Happiness
(GNH). Without rejecting the idea of human
development propounded by the UNDP, the
kingdom has been officially following the targets
set by the GNH. Bhutan has been following up
the GNH since 1972 which has the following

parameters to attain happiness/development:
(i) Higher real per capita income

(ii)

(iii)

(iv)

Good governance
Environmental protection

Cultural promotion (i.e., inculcation of
ethical and spiritual values in life without
which, it says, progress may become a
curse rather than a blessing)

At the level of real per capita income, the
GNH and the HDI are the same. Though the
HDI is silent on the issue of ‘good governance’,
today it should be considered as being promoted
around the world once the World Bank came
with its report on it in 1995 and enforced it upon
the member states. On the issue of protecting
environment, though the HDI didn’t say
anything directly, the World Bank and the UNO
had already accepted the immediacy of sustainable
development by then and by early 1990s there was
a seperate UN Convention on the matter (follow
up on this convention has been really very low till
date which is a different issue).

Itmeansthebasicdifferencebetween the GNH
and the HDI looks at the level of assimilating the
ethical and spiritual aspects into our (UNDP’)
idea of development.




Growth, Development and Happiness » 2.9

An impartial analysis sufficiently suggests that
material achievements are unable to deliver us
happiness devoid of some ethics at its base. And
ethics are rooted in the religious and spiritual texts.
But the new world is guided by its own scientific
and secular interpretation of life and the world
has always been suspicious about recognising
the spiritual factor in the human life. Rather
the western idea of secularism was defined after
rejecting the very existence of anything like God
and also rejecting the whole traditional hypothesis
of spiritualism as instances of ignorance and
orthodoxy. And there should not be any doubt
in accepting it that the western ideology in the
name of development has ultimately, dominated
the modern world and its way of life. The idea
of development which was followed by the larger
part of the world has been cent per cent ‘this-
worldly’. And anybody can assess today what kind
of happiness the world has been able to have for
itself at the end.

A recent study by a senior economist from the
UNDP on the Bhutanese development experience
under the GNH has vindicated the idea of ‘gross
happiness’ which development must result into.
As per the study, the period 1984-98 has been
spectacular in terms of development with life
expectancy increasing by a hopping 19 years, gross
school enrolment reaching 72 per cent and literacy
touching 47.5 per cent (from just 17 per cent).”

After the terror attack on the World Trade
Centre in the USA the whole world has gone for a
psychic metamorphosis and at least the euphoria
of development from this world to that world has
been shaken from its very base. The world which

is in the process of globalisation at one hand has
started introspecting whether multicultural co-
existence is possible. The Human Development
Report of 2004 was titled as Cultural Liberty
in Todays Diverse World. We may conclude
that mankind is passing through a phase of
serious introspection and transition where the
dominant view in the world may metamorphose
into redefining the very idea of development
by including ethical values and spiritualism as
important parts. But till now the proponents of
development look shy in believing and accepting
that there exists a non-material part of life, which
needs to be realised to make our development
result into happiness.

| HAPPINESS

The World Happiness Report 2013 was published
by the United Nations Sustainable Development
Solutions Network, in September 2013. The
report—a 156-nation survey—is second of its
kind (after the WHR 2012) released by a coalition
of researchers. ® The report measures happiness and
well-being in countries around the world to help

guide public policy. The Happiness report ranks
nations on the basis of six key factors:

(i) GDP per capita,
(ii) Healthy life expectancy,
(iii)
(iv)
(v) Freedom from corruption, and
(vi)
The happiest nation was Denmark followed
by Norway, Switzerland, Netherlands, Sweden,

Someone to count on,

Perceived freedom to make life choices,

Generosity.

Stefan Priesner, a senior economist with the UNDP conducted the study for the John Hopkins University, USA, in 2005.

Both the WHRs have three editors: 1. John F. Helliwell, Vancouver School of Economics, University of British Columbia,
and the Canadian Institute for Advanced Research (CIFAR); 2. Richard Layard, Director, Well-Being Programme, Centre
for Economic Performance, London School of Economics; 3. Jeffrey D. Sachs, Director, The Earth Institute, Columbia
University. [The reports were written by a group of independent experts acting in their personal capacities—any views
expressed in this report do not necessarily reflect the views of any organisation, agency or programme of the United

Nations].
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Canada, Finland, Austria, Iceland and Australia
in the top 10 positions, respectively. Interestingly
and ironically, the US was ranked number 17, just
behind Mexico. Last year, the US was ranked 23.
India is ranked 111.

The world is now in the midst of a major
policy debate about the objectives of public
policy. What should be the world’s Sustainable
Development Goals for the period 2015-2030—
the World Happiness Report (WHR) of 2013 is
offered as a contribution to that crucial debate. As
per Jeffery Sachs, ‘there is now a rising worldwide
demand that policy be more closely aligned with
what really matters to people as they themselves
characterize their well-being’.

THE MEANING OF HAPPINESS s

The word ‘happiness’ is quite complex and is not
used lightly. Happiness is an aspiration of every
human being, and can also be a measure of social
progress. Yet, are the citizens of different countries,
happy? If they are not, whatif anything can be done
about it? The key to proper measurement must
begin with the meaning of the word ‘happiness.’
As per the WHR 2013, the problem, of course, is
that happiness is used in at least two ways :
i) As
yesterday?’], and

an emotion [Were you happy

(ii) As an evaluation [‘Are you happy with
your life as a whole?’].

If individuals were to routinely mix up their

responses to these very different questions, then

measures of happiness might tell us very little.
Changes in reported happiness used to track social
progress would perhaps reflect little more than
transient changes in emotion. Or impoverished
persons who express happiness in terms of
emotion might inadvertently diminish society’s
will to fight poverty. Fortunately, respondents
to the happiness surveys do not tend to make
such confusing mistakes. Both the WHRs did
show that the respondents of the surveys clearly
recognise the difference between happiness as an
emotion and happiness in the sense of life satisfaction.
The responses of individuals to these different
questions are highly distinct. A very poor person
might report himself to be happy emotionally at
a specific time, while also reporting a much lower
sense of happiness with life as a whole; and indeed,
people living in extreme poverty do express low
levels of happiness with life as a whole. Such
answers should spur our societies to work harder
to end extreme poverty.

The WHR 2013 is based on the primary
subjective  well-being;®  life
evaluations;'® life satisfaction;'' and happiness
with life as a whole."? Thus, happiness, appears

measures  of

twice, once as an emotional report, and once
as part of a life evaluation, giving considerable
evidence about the nature and causes of happiness
in both its major senses.

Trends in Happiness

The report presents data for the world showing
the levels, explanations, changes and equality

9. Guidelines on Measuring Subjective Well-being, OECD, Paris, 2013.
10. Used in the World Values Survey, the European Social Survey and many other national and international surveys. It is
the core ‘life evaluation’ question recommended by the OECD (2013), and in the first World Happiness Report.
11. The Gallup World Poll (GWP) — the GWP includes the ‘life satisfaction’ question on 0 to 10 scale on an experimental
basis, giving a sample sufficiently large to show that when used with consistent samples the two questions provide
mutually supportive information on the size and relative importance of the correlates.

12. The European Social Survey contains questions about ‘happiness with life as a whole’, and about life satisfaction,
both on the same 0 to 10 numerical scale. The responses provide the scientific base to support the WHR findings that
answers to the two questions give consistent (and mutually supportive) information about the correlates of a good

life.
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of happiness. The world has become a slightly
happier and more generous place over the
past five years despite the obvious detrimental
happiness impacts of the financial crisis (2007-
08), as per the report. Because of continuing
improvements in most supports for better
lives in Sub-Saharan Africa, and of continued
convergence in the quality of the social fabric
within greater Europe, there has also been some
progress toward equality in the distribution of
well-being among global regions. There have been
important continental crosscurrents within this
broader picture. Improvements in quality of life
have been particularly notable in Latin America
and the Caribbean, while reductions have been
the norm in the regions most affected by the
financial crisis, Western Europe and other western
industrial countries; or by some combination of

financial crisis, and political and social instability,

as in the Middle East and North Africa.

The HDR Linkage

The WHR 2013 investigates the conceptual
and empirical relationships between ‘human
development’ (the UNDP idea used in the
Human Development Report) and ‘life evaluation’
approaches to understanding human progress. It
argues that both approaches were, at least in part,
motivated by a desire to consider progress and
development in ways that went beyond GDP, and
to put people at the centre. And while ‘human
development’ is at heart a conceptual approach,
and life evaluation’ an empirical one, there is
considerable overlap in practice—many aspects
of human development are frequently used as key
variables to explain subjective well-being. The two
approaches provide complementary lenses which
enrich our ability to assess whether life is getting
better.

Conclusion

At the end, it may be concluded that there is
now a rising worldwide demand that policy be
more closely aligned with what really matters
to people as they themselves characterise their
lives. In past few years, more and more world
leaders (such as the German Chancellor Angela
Merkel, South Korean President Park Geun-hye
and British Prime Minister David Cameron) have
been talking about the importance of well-being
as a guide for their nations and the world. The
2013 World Happiness Report has been published
in support of these efforts to bring the study of
happiness into public awareness and public policy.
This report offers rich evidence that the systematic
measurement and analysis of happiness can teach
us much about ways to improve the world’s
well-being and sustainable development. Now
it depends on the nations as how they use the

findings of the WHR.

In July 2011 the UN General Assembly passed a
historic resolution.” It invited member countries
to measure the happiness of their people and to use
this to help guide their public policies. This was
followed in April 2012 by the first UN high-level
meeting on happiness and well-being, chaired by
the Prime Minister of Bhutan. At the same time
the first World Happiness Report was published,'
followed some months later by the OECD
Guidelines setting an international standard for
the measurement of well-being."

REIMAGINING THE IDEA OF HAPPINESS

Search for a ‘happier’ life for humanity has been
the ultimate aim of not only saints, seers, and
philosophers but of economists too. The whole

13. UN General Assembly, Happiness: Towards a Holistic Approach to Development, 19 July 2011.
14. J.F. Helliwell, R. Layard & J. Sachs (Eds.), World Happiness Report 2012, Earth Institute, New York, USA, 2012.
15. Guidelines on Measuring Subjective Well-being, OECD, Paris, 2013.
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gamut of economics literature on progress,
growth, development is ultimately aimed at
bringing more ‘happiness’ into the lives of human
beings. Over the time, diverse ideological currents
impressed upon the humanity to take variety
of ‘meanings’ out of the highly subjective term
‘happiness’—and finally, the humanity is where
it is today.

A time also came when many scholars and
world leaders raised the ultimate question—
are we happier today? And in the wake of this
increased ‘scrutiny’ around the world, there came
the UN resolution of 2011 which invited member
countries to measure the happiness of their
people and to use this to help guide their public
policies. The WHR 2012 itself provides a very
interesting and eye-opening inquiry into the state
of human happiness in the world. To understand
the ‘shift’ which is expected to take place among
policymakers around the world in coming years,
it will be better to lift some ideas from the first
WHR: '

(i) This is an age of stark contradictions.
While at the one hand the world
enjoys technologies of unimaginable
sophistication at the other hand, at least
one billion people ae living without
enough to eat. The world economy
is propelled to soaring new heights
of productivity through ongoing
technological and organisational
advances; yet it is relentlessly destroying
the natural environment in the process.
Countries achieve great progress in
economic development as conventionally
measured; yet along the way countries
succumb to new crises of obesity, smoking,
diabetes, depression, and other ills of

(ii)

(iii)

modern life. These contradictions would
not come as a shock to the greatest sages
of humanity, including Aristotle and the
Buddha, who taught humanity, time
and again, that material gain alone will
not fulfil our deepest needs. Material life
must be harnessed to meet these human
needs, most importantly to promote the
end of suffering, social justice and the
attainment of happiness.

The WHR 2012 takes one key example
from the USA—the world’s economic
superpower —which hasachieved striking
economic and technological progress over
the past half century without gains in the
self-reported happiness of the citizenry
with the following serious ‘concerns’ of
today:

(a) uncertainties and anxieties are high,

(b) social and economic inequalities have
widened considerably,

(c) social trust is in decline, and

(d) confidence in government is at an all-
time low.

Perhaps for these reasons, life satisfaction

in the USA has remained nearly constant

during the decades of rising Gross

National Product (GNP) per capita.

The

environmental

realities of poverty, anxiety,

degradation, and
unhappiness in the midst of great plenty
should notbe regarded as mere curiosities.
They require our urgent attention, and
especially so at this juncture in human
history. For we have entered a new phase
of the world, termed the Anthropocene'’

by the world’s Earth system scientists. The

16. J.F. Helliwell, R. Layard & J. Sachs (Eds.), World Happiness Report- 2012, Earth Institute, New York, USA, 2012.

17. The Anthropocene is a newly invented term that combines two Greek words: ‘anthropo’ for human; and ‘cene’ for
new, as in a new geological epoch. The Anthropocene is the new epoch in which humanity, through its technological
prowess and population of 7 billion, has become the major driver of changes of Earth’s physical systems, including the

climate, carbon cycle, water cycle, nitrogen cycle and biodiversity.
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@iv)

Anthropocene will necessarily reshape
our societies. If we continue mindlessly
along the current economic trajectory, we
risk undermining the Earth’s life support
systems—food supplies, clean water and
stable climate—necessary for human
health and even survival in some places.
In years or decades, conditions of life may
become dire in several fragile regions of
the world. We are already experiencing
deterioration of life support systems in
the dry lands of the Horn of Africa and
parts of Central Asia.

On the other hand, if we act wisely,
we can protect the Earth while raising
quality of life broadly around the world.
We can do this by adopting /lifestyles and
technologies that improve happiness (or
life satisfaction) while reducing human
damage to the environment. Sustainable
Development is the term given to the
of human well-being,
inclusion

combination

social and environmental
sustainability. There is no doubt in
concluding that the ‘quest for happiness’
is intimately linked to the ‘quest for

sustainable development’.

In an impoverished society, the urge
for material gain typically makes a lot
of sense. Higher household income (or
higher per capita GNP) generally signifies
an improvement in the life conditions
of the poor. The poor suffer from dire
deprivations of various kinds: lack of
adequate food supplies, remunerative
jobs, access to health care, safe homes,
safe water and sanitation, and educational
opportunities. As incomes rise from very
low levels, human well-being improves.
Not surprisingly, the poor report a rising
satisfaction with their lives as their meager
incomes increase.

\2

(vi)

On the opposite end of the income
spectrum, for most individuals in the
high-income world, the basic deprivations
have been vanquished. There is enough
food, shelter, basic amenities (such as
clean water and sanitation), and clothing
to meet their daily needs. In fact, there
is a huge surfeit of amenities above basic
needs. Poor people would swap with rich
people in a heartbeat. Yet all is not well.
The conditions of affluence have created
their own set of traps.

Most importantly, the lifestyles of
the rich imperil the survival of the poor.
Human-induced change is
already hitting the poorest regions and
claiming lives and livelihoods. It is telling
that in much of the rich world, afluent

climate

populationsareso separated from the poor
that there is little recognition, practical
or moral, of the adverse spillovers (or
‘externalities’) from their own behaviour.

Affluence has also created its own set of
afflictions and addictions (problems)—
obesity, adult-onset diabetes, tobacco-
related illnesses, eating disorders such
as anorexia and bulimia, psychosocial
disorders, and addictions to shopping,
TV and gambling, are all examples
of disorders of development. So too
is the loss of community, the decline
of social trust and the rising anxiety
levels associated with the vagaries of the
modern globalised economy, including
the threats of unemployment or episodes
of illness not covered by health insurance
in the United States (and many other
countries).

Higher average
necessarily improve average well-being,
the US being a clear case in point, as
noted famously by Professor Richard

incomes do not
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Easterlin'®*—where GNP per capita has
risen by a factor of three since 1960,
while measures of average happiness
have remained essentially unchanged
over the half-century. The increased US
output has caused massive environmental
damages, notably through greenhouse
gas concentrations and human-induced
climate change, without doing much
at all to raise the well-being even of
Americans. Thus, we don’t have a trade
off between short-run gains to well-being
versus long-run costs to the environment;
we have a pure loss to the environment
without offsetting short-term gains.

The paradox that Easterlin noted in the
US was that at any particular time richer
individuals are happier than poorer ones,
but over time the society did not become
happier as it became richer. This is due to
Jour reasons:

(a) Individuals compare themselves to
others. They are happier when they
are higher on the social (or income)
ladder. Yet when everybody rises
together, relative status remains
unchanged.

(b) Thegains have notbeen evenly shared,
but have gone disproportionately to
those at the top of the income and
education distribution.

(c) Theother societal factors—insecurity,
loss of social trust, declining
confidence in government—have
counteracted any benefits felt from
higher incomes.

(d) Individuals may experience an initial
jump in happiness when their income

rises, but then at least partly return
to earlier levels as they adapz to their
new higher income.

(vii) These phenomena put a clear limit on

the extent to which rich countries can
become happier through the simple
device of economic growth. In fact, there
are still other general reasons to doubt the
formula of ever rising GNP per person
as the route to happiness. While higher
income may raise happiness to some
extent, the quest for higher income may
actually reduce one’s happiness. In other
words, it may be nice to have more money
but not so nice to crave it. Psychologists
have found repeatedly that individuals
who put a high premium on higher
incomes generally are less happy and
more vulnerable to other psychological
ills than individuals who do not crave
higher incomes. Aristotle and the Buddha
advised humanity to follow a middle path
between asceticism on the one side and
craving material goods on the other.

(viii) Another problem is the creation of new

material ‘wants’ through the incessant
advertising of products using powerful
imagery and other means of persuasion.
Since the imagery is ubiquitous on all
of our digital devices, the stream of
advertising is more relentless than ever
before. Advertising is now a business of
around US $500 billion per year. Its goal
is to overcome satiety by creating wants
and longings where none previously
existed. Advertisers and marketers do
this in part by preying on psychological
weaknesses and unconscious urges.

18.

Among the foremost contributor to the Happiness Economics, Easterlin is particularly known for his 1974 article

‘Does Economic Growth Improve the Human Lot? Some Empirical Evidence’ (his idea, today known as the Easterlin

Paradox, was proposed by him in this article). Here he concluded that contrary to expectation, happiness at a national
level does not increase with wealth once basic needs are fulfilled.
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Cigarettes, caffeine, sugar, and trans-
fats all cause cravings if not outright
addictions. Fashions are sold through
increasingly  explicit imagery.
Product lines are generally sold by
associating the products with high social
status rather than with real needs.

sexual

(ix) The thinking of becoming happier by

becoming richer is challenged by the
law of diminishing marginal utility of
income"—after a certain point, the gains
are very small. This means that poor
people benefit far more than rich people
from an added dollar of income. This is a
good reason why tax-and-transfer systems
among high-income OECD countries
on balance take in net revenues from
high-income households and make net
transfers to low-income households. Put
another way, the inequality of household
income is systematically lower net of
taxes and transfers than before taxes and
transfers.?’

(x) The Western economist’s logic of ever

higher GNPisbuiltonavision ofhumanity
completely at variance with the wisdom
of the sages, the research of psychologists,
and the practices of advertisers. The
economist assumes that individuals are
‘rational decision-makers’ who know
what they want and how to get it, or
to get as close to it as possible given
their budget. Individuals care largely
about themselves and derive pleasure
mainly through their consumption. The

(xi)

individual’s preferences as consumers
are a given or change in ways actually
anticipated in advance by the individuals
themselves. Some economists even say
that drug addicts have acted ‘rationally’,
consciously trading off the early benefits
of drug use with the later high toll of
addiction.

We understand that we need a very
different model of humanity, one in
which we are a complicated interplay
thought,

decision-

of emotions and rational

unconscious and conscious
making, fast and slow thinking. Many
of our decisions are led by emotions and
instincts, and only later rationalised by
conscious thought. Our decisions are
easily “primed” by associations, imagery,
social context and advertising. We are
inconsistent or “irrational” in sequential
choices, failing to meet basic standards of
rational consistency. And we are largely
unaware of our own mental apparatus,
so we easily fall into zraps and mistakes.
Addicts do not anticipate their future
pain; we spend now and suffer the
consequences of bankruptcy later; we
break our diets now because we aren’t
thinking clearly about the consequences.
We also understand (again!) that we are
social animals through and through. We
learn through imitation, and gain our
happiness through meeting social norms
and having a sense of belonging to the
community.

19.

20.

Suppose that a poor household at Rs. 1,000 income requires an extra Rs. 100 to raise its life satisfaction (or happiness)
by one notch. A rich household at Rs. 1,000,000 income (one thousand times as much as the poor household) would
need one thousand times more money, or Rs. 100,000, to raise its well-being by the same one notch. Gains in income
have to be of equal proportions to household income to have the same benefit in units of life satisfaction.

On an average across the OECD countries, cash transfers and income taxes reduce inequality by one third. Poverty
is around 60 per cent lower than it would be without taxes and benefits. Even among the working-age population,
government redistribution reduces poverty by about 50 per cent (OECD, 2008).
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(xii) Human beings feel the pain of others,
and react viscerally when others are sad
or injured. We even have a set of ‘mirror
neurons’ that enable us to feel things from
the point of view of others. All of this gives
us a remarkable capacity to cooperate
even with strangers, and even when there
is little chance of reward or reciprocity,
and to punish ‘non-cooperators’, even
when imposing punishment on others is
costly or puts us at risk ourselves.

Of course there are limits to such
cooperation and fellow feeling. We also
cheat, bluff, deceive, break our word,
and kill members of an out-group. We
engage in identity politics, acting as cruel
to outsiders as we are loving to our own
group. All these lessons of human nature
matter more than ever, more even than
when the Buddha taught humanity about
theillusions of transient pleasures, and the
Greeks warned us against the tempting
Siren songs that could pull us off our life’s
course. For today we have more choices
than ever before. In the ancient world,
the choice facing most of humanity most
of the time was little choice indeed—to
work hard to secure enough to eat, and
even then to face the risk of famine and

death from bad weather or bad luck.

Today, we face a set of real choices.
Should the world pursue GNP to the
point
when incremental gains in GNP are not
increasing much (or at all) the happiness
of affluent societies? Should we cravefor

(xiii)

of environmental ruin, even

for higher personal incomes at the cost
of the community and social trust?
Should our governments spend even a

tiny fraction of the $500 billion or so
spent on advertising each year to help
individuals and families to understand
better their own motivations, wants and
needs as consumers? Should we consider
some parts of our society to be “off
bounds” to the profit motive, so that
we can foster the spirit of cooperation,
trust, and community? A recent analyst®!
of Finland’s school system, for example,
writes that Finland’s excellence (ranking
near the top of international comparisons
instudent performance) hasbeen achieved
by fostering a spirit of community and
equality in the schools. This is in sharp
contrast to the education reform strategy
at work in the US, where the emphasis is
put on testing, measurement, and teacher
payaccording to student test performance.

AT THE END m————

The introspecting studies of the WHR 2012 simply
conclude that there are enough reasons to believe
that we need to re-think the economic sources
of well-being, more so even in the rich countries
than in the poor ones. High-income countries
have largely ended the scourges of poverty, hunger
and disease. Poor countries rightly yearn to do so.
But after the end of poverty, what comes next?
What are the pathways to well-being when basic
economic needs are no longer the main drivers
of social change? What will guide humanity in
the Anthropocene: advertising, sustainability,
community or something else? What is the path
to happiness?

Most people agree that societies should foster
the happiness of their citizens. The founding
fathers of the US recognised the inalienable right
to the pursuit of happiness. British philosophers

21. Pasi Sahlberg, ‘Education Policies for Raising Student Learning: The Finnish Approach; Journal of Education Policy,
22(2), March 2007, World Bank, Washington DC, pp. 147-171.
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talked about the greatest good for the greatest
number. Bhutan has famously adopted the goal
of Gross National Happiness (GNH) rather
than Gross National Product. China champions
a harmonious society. Yet most people probably
believe that happiness is in the eye of the beholder,
an individual’s choice, something to be pursued
individually rather than as a matter of national
policy. Happiness seems far too subjective, too
vague, to serve as a touchstone for a nation’s goals,
much less its policy content. That indeed has been
the traditional view. Yet the evidence is rapidly
changing this view.

A generation of studies by psychologists,
economists, pollsters, sociologists and others have
shown that happiness, though indeed a subjective
experience, can be objectively measured, assessed,
correlated with observable brain functions, and
related to the characteristics of an individual
and the society. Asking people whether they
are happy or satisfied with their lives, offers
important information about the society. It can
signal underlying crises or hidden strengths. It can
suggest the need for change. Such is the idea of the
emerging scientific study of happiness, whether of
individuals and the choices they make, or of entire
societies and the reports of the citizenry regarding
life satisfaction—the WHR 2012 summarises the
fascinating and emerging story of these studies on
two broad measurements of happiness:

(i) the ups and downs of daily emotions and
(ii) an individual’s overall evaluation of life

The former is sometimes called ‘affective
happiness,” and the latter ‘evaluative happiness.’

This is important to know that both kinds
of happiness have predictable causes that reflect
various facets of our human nature and our social
life. Affective happiness captures the day-to-day joy
of friendship, time with family, and sex, or the
downsides of long work commutes and sessions
with one’s boss. Evaluative happiness measures
very different dimensions of life, those that lead

to overall satisfaction or frustration with one’s
place in society. Higher income, better health
of mind and body, and a high degree of trust in
one’s community (‘social capital’) all contribute to
high life satisfaction; poverty, ill health and deep
divisions in the community all contribute to low
life satisfaction.

Happiness differs  systematically across
societies and over time, for reasons that are
identifiable, and even alterable through the ways in
which public policies are designed and delivered.
It makes sense, in other words, to pursue policies
to raise the public’s happiness as much as it does to
raise the public’s national income. Bhutan is on
to something path breaking and deeply insightful.
And the world is increasingly taking notice. A
household’s income counts for life satisfaction,
but only in a limited way—other things matter
more:

(i) community trust,
(ii) mental and physical health, and
(iii) the quality of governance and rule of law

Raising incomes can raise happiness, especially
in poor societies, but fostering cooperation and
community can do even more, especially in rich
societies that have a low marginal utility of income.
[t is no accident that the happiest countries in the
world tend to be high-income countries that also
have a high degree of social equality, trust and
quality of governance. In recent years, Denmark
has been topping the list. And it’s no accident that
the US has not experienced rise of life satisfaction
Jor half a century, a period in which inequality has
soared, social trust has declined, and the public has
lost faith in its government.

It is, of course, one thing to identify the
correlates of happiness, and quite another to use
public policies to bring about a society-wide
rise in happiness (or life satisfaction). That is the
goal of Bhutan’s GNH, and the motivation of
an increasing number of governments dedicated
to measuring happiness and life satisfaction in a
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reliable and systematic way over time. The most
basic goal is that by measuring happiness across
a society and over time, countries can avoid
‘happiness traps’ such as in the USA in recent
decades, where GNP may rise relentlessly while
life satisfaction stagnates or even declines.

The idea of GNH in Bhutan tells a story of
exploration and progress since its King declared
(1972) the goal of happiness over the goal of
wealth. For Bhutan happiness became much
more than a guidepost or inspiration; it became
an organising principle for governance and
policymaking as well. The ‘GNH Index’ is the
first of its kind in the world, a serious, thoughtful
and sustained attempt to measure happiness, and
use those measurements to chart the course of
public policy. It is believed that in coming years
many more countries in the world will be taking
clues from Bhutan and the recently published two
World Happiness Reports.

I INSIGHTS INTO HUMAN BEHAVIOUR

The World Bank in its latest report (World
Development Report 2015: Mind, Society, and
Behaviour) that development policies
become more effective when combined with

said

insights into human behaviour. It further adds
that policy decisions informed by behavioural
economics can deliver impressive improvements
in promoting development and well-being in
society. It sites some examples from India in the
areas of healthcare and education:

* Open defecation dropped 11 per cent
from very high levels after a Community-
Led Total Sanitation (CLTS) programme
was combined in some chosen villages
with the standard approach of subsidies
for toilet construction and information
on the transmission of diseases.

e Thelikelihood of default on loans became

three times less likely with a simple change
in the periodicity of meetings between
microfinance clients and their repayment
groups to weekly rather than monthly.

*  Research showed thatboys from backward
classes were just as good at solving puzzles
as boys from the upper castes when caste
identity was not revealed. However, in
mixed-caste groups, revealing the boys’
castes puzzle-solving
created a significant “caste gap” in
achievement with the boys from backward
classes underperforming by 23 per cent
(making caste salient to the test takers
invoked identities, which in turn affected

before sessions

performance, as per the report).

The Report has recommended that the
presence of a stereotype can contribute
to measured ability differences, which in
turn reinforce the stereotype and serve
as a basis for exclusion, in a vicious cycle
—finding ways to break this cycle could
increase the well-being of marginalised
individuals enormously.

SOCIAL NORMS, CULTURE AND
DEVELOPMENT m——

Economic development depends not only on
getting fiscal policy, monetary policy and taxation
right; but it is also rooted in human psychology,
sociology, culture and norms—in the economics
profession, there has been a bit of resistance to
this because it is sort of giving ground to the
neighbouring disciplines.”> The recent World
Development Report (WDR) of 2015 focuses
on the behavioural and social foundations of
development, and has been very well received.
Government documents (generally, hard-
nosed), usually, make no mention of the role of
socialnormsandculturein promotingdevelopment

22. Kaushik Basu, Chief Economist, World Bank, Livemint, N. Delhi, February 3, 2015.
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and economic efﬁciency. However, there is now
a growing body of literature that demonstrates
how certain social norms and cultural practices
are vital ingredients for economic efficiency and
growth. Groups and societies that are known to
be honest and trustworthy tend to do better than
societies that do not have this reputation. There
have been broad cross-country studies and also
laboratory experiments that illustrate this. More
generally, what is being argued is that a nation’s
success depends of course on its resources, human
capital and economic policies, for instance fiscal
and monetary policies, but also on the cultural
and social norms that permeate society. Societies
that are endowed with personal integrity and
trustworthiness have the natural advantage that
no third party is required to enforce contracts.
For outsiders the mere knowledge that a
particular society is trustworthy is reason to do
more business and trade with it. One reason why
these ‘social’ causes of development do not get
enough recognition in the literature on economic
policy is that the science of how these economics-
friendly social qualities are acquired is not yet
fully understood. Fortunately, the new discipline
of behavioural economics is beginning to give us
some insights into the formation of customs and
behaviour:*

e It is, for instance, known that buildings
and office spaces which are cleaner and
aesthetically better maintained result
in individuals being more honest and
desisting corrupt activity. It is almost as
if we have a mental inclination not to
defile a good ambience through acts of
corruption.

e New York city’s notorious high crime
was controlled, among other things,

by cleaning up the city and removing
graffiti from the walls. New York’s police
department took a decision to deter
vandalism and graffiti that scar public
spaces. This act of making the cityscape
more aesthetic somehow made potential
criminals less prone to crime.

*  One sees casual evidence of this in the
behaviour of Delhites using the metro. It
has been widely noted that people behave
better when they travel on Delhi’s well-
maintained metro (postponing their bad
behaviour to when they come up to the
surface again, some would add).

All this is in keeping with the influential broken
windows theory in sociology, which maintains
that, if we control low level, anti-social behaviour
and take small steps to improve the environment,
this will have a natural deterrent effect on larger
criminal behaviour and acts of corruption. Also,
the sheer recognition and awareness that some
collective qualities of citizens, such as honesty and
trustworthiness, enable the entire society to do
well prompts individuals to adopt those qualities
and overcome the ubiquitous free-rider problem.

There is a growing literature** in economics
arguing that pro-social behaviour, which
includes altruism and trustworthiness, is innate to
human beings and, moreover, forms an essential
ingredient for the efficient functioning of
economies. In other words, human beings have a
natural ability to forego personal gains for the sake
of other people or because that is what is required
because of a promise the person had made. This
trait may well have evolutionary roots but its
existence is now well demonstrated in laboratory
tests by recent studies.

23. Economic Survey 2009-10, Ministry of Finance, Gol, N Delhi, p. 34-35.
24. Over half a dozen contemporary works have been cited as references by the Economic Survey 2010-11, Ministry of

Finance, Gol, N Delhi, p. 40)
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VALUES AND ECONOMICS mmm—

There is research? in psychology and evolutionary
biology which shows that morality, altruism, and
other-regarding values are an innate part of the
human mind, even though the social setting in
which a person lives can nurture or stunt these
traits. However, the recognition that these human
and moral qualities can have a large impact
on economic development came relatively late
to economics. Hence, the literature on this is
relatively recent and brief. In fact, recent research
shows that having a few ‘good’ human beings in
society can give rise to dynamics through which
we end up with an overall better society. There is
also evidence that social norms and habits that at
first sight seem ingrained in a society can change
over short periods of time. By this argument it is
possible for a country to nurture and develop the
kinds of social norms that enable a more vibrant
economy.

In talking about a nation’s economic progress,
all attention, including both praise and criticism, is
usually focused on the government. It is, however,
important to recognise that much also depends on
civil society, the firms, the farmers, and ordinary
citizens. The social norms and collective beliefs
that shape the behaviour of these agents play an
important role in how a nation does.

Honesty, punctuality, the propensity to keep
promises, the attitude towards corruption are
matters shaped in great part by norms and social
beliefs and the behaviour patterns can become
habitual. Moreover, in a democracy like India,
what can be done by government depends in great
measure on how ordinary people think and what

people believe in. That is what electoral politics
is all about. An important reason why this got so
little attention in the past is because so much of
traditional economics was written as if these non-
economic facets of life did not matter. But we now
know that a market economy cannot function if
people are totally self serving. While self-interest
is a major driver of economic growth, it is
important to recognise that honesty, integrity, and
trustworthiness constitute the cement that binds
society. At times economists treated these social
norms, preferences and customs as unalterable. If
that were so, there would not be much point in
analysing their effect. But we do know that these
qualities in a people can be changed. Honesty
and integrity can be nurtured and aversion to
corruption can be shored up.

If these traits are absent or inadequate in a
nation, it is likely that that nation will stagnate
and remain in a chaotic poverty trap. Take for
instance, contracts which enable markets to
develop and form the basis of economic life. If
the contractual system in a nation is so weak that
when a bank gives a 20-year mortgage to a person
for buying a house, there is high risk of default,
the implication of this is not that banks in this
country will make large losses. The implication
is that banks will not give loans; and the housing
market will remain severely underdeveloped and the
total number of houses will be few and far between.

Enforcing complicated or large contracts,
especially ones protracted over a long period of
time, is the responsibility of the state. The state
provides the laws and enforcement to enable
people to sign contracts. However, economic life

25. Several recent literature have been quoted by the Economic Survey 2011-12, Ministry of Finance, Gol, N Delhi, p. 44:
(i) Fukuyama, F.(1996), Trust: The Social Virtues and the Creation of Prosperity, Free Press, New York.

(ii) Guha, A. S. and B. Guha, ‘The Persistence of Goodness,’ Journal of Institutional and Theoretical Economics, 2012.
(iii) Hauser, M. D., Moral Minds, Harper Collins, New York, 2012.
(iv) Hashimoto, T., ‘Japanese Clocks and the History of Punctuality in Modern Japan,’ East Asian Science, Technology,

and Society, vol. 2, 2008.
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is full of everyday ‘contracts’ (for example, you let
me ride in your taxi, and I pay you at the end of
it; I pay you money now and you paint my house
over the next two days; or you paint my house
over the next two days and I pay you after that).
In these everyday situations it is too cumbersome
to bring in the state and the law courts. Here
the main guarantor has to be people’s personal
integrity and trustworthiness. Societies that have
successfully nurtured these qualities have done
well; societies that have done poorly on these, tend
to do poorly in terms of economic progress.

It is not known precisely how these values
can be inculcated in society. But, hopefully,
writing about their importance will catalyse
change, as ordinary people realise that for
economic advancement these social qualities are as
important as policies that concern directly with

the economy—Ilike running the stock market or
setting the rules of market competition.

Further, basic literacy and better education
are helpful since people can then, on their own,
reason and reach these conclusions. Literacy has
the added value that it implies ordinary people
will demand policies which are truly better, rather
than those that merely look good on the surface.
And, in a democratic setting like India, this will
incentivise politicians to adopt better policies.
Finally, if the political leaders and policymakers
act as role models in terms of these qualities of
honesty, integrity and trustworthiness, that can
set the ball rolling. Inclusion of the behavioural
dimension of human existence in policymaking
has potential to play a huge role in promoting
well-being.
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Afier 1757, when the East India Company
took over the governance of Bengal, the
- Th.e Backgr.uund . British relationship with I{dia, became
= Prime Moving Force-Agriculture S 5 SR
6. Indusiry exploitative, as exports to Britain and
opium exports to China were financed
out of the tax revenue from Bengal.
There is not much evidence of significant
transfer of European technology to Asia. To
understand why, it is useful to scrutinise
the experience of China and India, as they
accounted for three-quarters of the Asian
population and GDP in 1500 AD.*

= Planned and Mixed Economy
= Emphasis on the Public Sector

* See Angus Maddison, Growth and Interaction in the World Economy:
The Roots of Modernity, The AEl Press, Washington DC, 2005, p. 60.



3.2 « Indian Economy

| THE BACKGROUND

The economic profile of India was in complete
distress at the time of independence. Being a

typical case of colonial economy, India was
serving a purpose of development not for herself
but a foreign land—the United Kingdom. Both
agriculture and industry were having structural
distortions while the state was playing not even
a marginal role. During the half century before
India became independent, the world was having
accelerated development and expansion in its
agriculture and industry on the shoulders of the
active role being played by the states, with the
same happening in the UK itself.!

There was not only the unilateral transfer of
investible capital to Britain by the colonial state
(the ‘drain of wealth’), but the unequal exchange
was day by day crippling India’s commerce, trade
and the thriving handloom industry, too. The
colonial state practiced policies which were great
impediments in the process of development in
the country. Throughout the colonial rule, the
economic vision that the state had was to increase
India’s capacity to export primary products,
and increase the purchase/import of the British
manufactured goods and raise revenues to meet
the drain of capital as well as meet the revenue
requirements of the imperial defence.

The social sector was a neglected area for the
British rulers which had a negative impact on the
production and productivity of the economy.

India remained a continent of illiterate peasants
under British rule. At the time of Independence,
its literacy was only 17 per cent with 32.5 years of
life expectancy at birth.?

Industrialisation of India was also neglected by
the colonisers—the infrastructure was not built to
industrialise India but to exploit its raw materials.
Indian capitalists who did emerge were highly
dependent on British commercial capital and
many sectors of the industry were dominated by
British firms, e.g., shipping, banking, insurance,
coal, plantation crops and jute.*

The pre-independence period was altogether
a period of near stagnation showing almost no
change in the structure of production or in the
levels of productivity—the aggregate real output
during the first half of the 20th century estimated
at less than 2 per cent a year or less.”

The overall economic performance of India
under the British rule was very low. According
to economic statistian Angus Maddison, there
was no per capita growth in India from 1600 to
1870—per capita growth was a meagre 0.2 per
cent from 1870 to 1947, compared with 1 per cent
in the UK.® The per capita incomes of Rs. 18 for
1899 and Rs. 39.5 for 1895 in current prices say
the true story of the abject poverty Indian masses
were faced with.” The repeated famines and disease
epidemics during the second half of the nineteenth
century and the first half of the twentieth century
show the greatest socio-economic irresponsibility
and neglect of the British government in India at

1. Bipan Chandra, Mridula Mukherjee and Aditya Mukherjee, India After Independence, Penguin Books, N. Delhi, p. 341.
Bipan Chandra, ‘The Colonial Legacy’ in Bimal Jalan (Ed.) The Indian Economy: Problems and Prospects, Penguin

Books, N. Delhi, Revised Edition, 2004, p. 5.

3. B.R. Tomlinson, The Economy of Modern India 1860-1970, Cambridge University Press, Cambridge, 1993, p. 7.
Angus Maddison, The World Economy: A Millennial Perspective, OECD, Paris, 2001, p. 116.

5. A. Vaidyanathan, ‘The Indian Economy Since Independence (1947-90)' in Dharma Kumar (ed.), The Cambridge
Economic History of India, Vol.ll, Cambridge University Press, Cambridge, England, Expanded Edition, 2005, p. 947.

Angus Maddison, The World Economy p. 116.

The respective data of Digby and Atkinson have been quoted by Sumit Sarkar, Modern India 1885-1947, Macmillan,

N. Delhi, 1983, p. 42.
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one hand and the wretchedness of the masses at
the other.?

The political leaders and the industrialists
both were very much aware and conscious about
the economic inheritance once India became
independent. Somehow, these dominant lot of
people who were going to lay down the foundation
stones of the independent Indian economy were
almost having consensual’ view, even before the
independence, on many major strategic issues:

(i) State/governments should be given a
direct responsibility for development.

(ii) An ambitious and vital role to be assigned

to the public sector.

(iii) Necessity for the development of heavy

industries.

@iv)

(v) The need for economic planning.

Discouragement to foreign investment.

Once India became independent, it was a
real challenge for the government of the time to
go for a systematic organisation of the economy.
This was a task full of every kind of challenges
and hurdles as the economy had hardly anything
optimistic. The need of delivering growth and
development was in huge demand in front of the
political leadership as the country was riding on
the promises and vibes of the nationalist fervour.
[t was not a simple task.

Now the decisions which were to be taken by
the political leadership of the time were going to
shape the very future of India. Many important
and strategic decisions were taken only by 1956
which shaped Indian economic journey till
date—undoubtedly they heavily dominated the
pre-reform period, but the post-reform period

is also not completely free of their impact. To
understand the nature and scope of the Indian
economy in current times it is not only useful but
essential to go through the facts, reasons and the
delicacies which made the economy evolve and
unfold the way it evolved and unfolded. A brief
overview follows.

| PRIME MOVING FORCE—AGRICULTURE
VS. INDUSTRY

A topical issue of the debate regarding India has
been the choice for the sector which will lead the

process of development. The government of the
time opted for industry to be India’s prime moving
force of the economy. Whether India should have
gone for agriculture as its prime moving force
for better prospects of development, is a highly
debatable issue even today among experts.

Every economy has to go for its development
through exploitation of its natural and human
resources. There are priorities of objectives set by
the economy which is attempted to be realised in
a proper time frame. The availability and the non-
availability of resources (natural as well as human)
are not the only issues which make an economy
decide to declare whether it opts for agriculture or
industry as its prime moving force. There are many
more socio-political compulsions and objectives
which play their roles in such decision making.

The political leadership selected industry as the
leading force of the economy after Independence—
this was already decided by the dominant group of
the nationalist leaders way back in the mid-1930s
when they felt the need for economic planning
in India before setting up the National Planning

8. Recounted vividly by Mike Davis in his Late Victorian Holocaust: El Nino Famines and the Making of the Third World,
(Verso, London & New York, 2001, p. 162) where he links the monsoon failures in India to El Nino - Southern Oscillation
(ENSO) climate fluctuations in the western Pacific—the monsoon failure leading to drought and hunger one year and
then to a severe malaria epidemic the next when the rains reappeared and a burst of mosquito abundance afflicted a

weakened population.

9. Bipan Chandra et. al., India’s Struggle for Independence, p. 15.
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Committee (1938). Given the available resource
base it seems an illogical decision as India lacked
all those pre-requisites which could suggest the
declaration of industry as its prime mover:

(i) Almost no presence of infrastructure
sector, i.e., power, transportation and
communication.

(ii) Negligible presence of the infrastructure

industries, i.e., iron and steel, cement,

coal, crude oil, oil refining and electricity.

(iii) Lack of investible capital—be the case

of either the government or the private

sector.

(iv) Absence of required technology to

support the process of industrialisation

and no research and development.

(v) Lack of skilled manpower.
(vi) Absence of entrepreneurship among the
people.

(vii) Absence of the market for industrial
goods.

(viii) Many other socio-psychological factors
which acted as negative forces for the

proper industrialisation of the economy.

The obvious choice for India would have been
the agriculture sector as the moving force of the
economy because:

(i) The country was having the natural
resource of fertile land which was fit for
cultivation.

(i) Human capital did not require any kind

of higher training.

By only organising our land ownership,
irrigation and other inputs to agriculture,
India could have gone for better prospects of
development. Once there was no crises of food,
shelter, basic healthcare, etc., to the masses, one
goal of development could have been realised—a
general welfare of the people. Once the masses
were able to achieve a level of purchasing
capacity, India could have gone for the expansion

of industries. India was capable of generating
as much surplus income for its masses as was
required by the emerging industries for a market
success. The People’s Republic of China did the
same in 1949—taking a realistic evaluation of
its resources, it declared agriculture as its prime
moving force for the economy. The surplus
generated out of agriculture was suitably invested
to develop the pre-requisites for industrialisation
and the country went for it in the 1970s.

The emergence of industrial China was so
vibrant that its impact was felt in the so-called
highly developed and industrialised economies
of the world—the industrial homework of China
catapulted it into a giant.

Was the political leadership of Independent
India not able to analyse the realities as we did
above and conclude that agriculture should have
been the moving force of the economy in place
of industry? Is it possible that Pandit Nehru in
command could have missed the rational analysis
of the Indian realities, a giant among the Asian
visionaries of the time (Mao was still to emerge
on the international scene)? How India could have
not opted for agriculture as its prime moving
force whose leadership had fought the nationalist
movement on the Gandhian fervour of villages,
agriculture and rural development. Even if Gandhi
was notin the government there were many devout
Gandhians in it and no one should doubt that the
main internal force which vibrated throughout
the governmental decisions were nothing but
‘Gandhian Socialism’. There were many decisions
which were taken under the influence of the main
political force of the times, still some very vital
ones were influenced by the visionary hunches of
the political leadership mainly being J. L. Nehru.
This is why the economic thinking of independent
India is considered and said to be nurtured by the
Nehruvian Economics still today. If we go through
the major literatures on the Indian economic
history, views of the critiques of the time and the
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contemporary experts, we may be able to feel the
answer as to why India went for industry as its
prime moving force in place of an obvious and
logical choice of agriculture (we should not be
happy to know that even today this is a highly
debatable issue among experts):

(i) Looking at the resources available,
agriculture would have been the obvious
choice as the prime moving force (PMF)
of the economy (i.e., cultivable land and
the manpower). But as Indian agriculture
was using the traditional tools and
technology its modernisation as well as
future mechanisation (latter to some
extent) would have been blocked due to
the lack of indigenous industrial support.
If we had gone for import this would have
required enough foreign reserves and a
natural dependence on foreign countries.
By choosing industry as the PMF we
were going to industrialise the economy
as well as modernise our traditional mode
of farming,.

(ii) The dominant ideology around the
world as well as in the WB and the IMF
was in favour of industrialisation as a
means to faster growth which could be
translated into faster development. These
international bodies were supporting the
member countries from every point of
view to industrialise. Same was the case
with the developed economies. It was
possible not only to industrialise faster on
these supports but a hope for emerging
as an industrial exporter was also there.
Such kind of supports were not being
offered by them to an economy going to
opt for agriculture as its PMF. Basically,
going for the agriculture sector was
considered a symbol of ‘backwardness’
at that time also. The political leadership
wanted to carry India ahead, and not in

(iii)

@iv)

\2

the backward direction. It was only in
the 1990s that the world and the WB/
IMF changed its opinion regarding the
agriculture sector—and emphasis on
this sector by an economy was no more
considered a sign of backwardness.

The Second World War has proved the
supremacy of defence power. For defence
a country needs not only the support
of science and technology but also an
industrial base. India also required a
powerful defence base for herself as a
deterrent force. By opting for industries
as her PMF the economy tried to solve
many challenges simultaneously—first,
industry will give faster growth, second,
agriculture will be modernised in time
and third the economy will be able to
develop its own defence force. Since the
economy had also opted for scientific
and technological preparedness, its
achievements were to sustain the pace of
modernising world out there (this seems
taking place in India to a great extent.).

Even before Independence, there was a
socio-economic consensus among social
scientists along with the nationalist
leaders, that India needed a boost towards
social change as the country lagged
behind in the areas of modernisation. A
break from the traditional and outmoded
way of life and cultivation of a scientific
outlook was a must for the country. Such
feelings also made the political leadership
of the time go in favour of wholehearted
industrialisation.

By the time India got her independence
the might of industrialisation was
already proven and there were no doubts
regarding its efficacy.

Given above are some of the important reasons

that worked to make Indian political leadership
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go in favour of industry as the economy’s prime
moving force. Probably, the resource-related and
temperamental realities of India got marginalised
in hopes and wishes of a future industrialised and
developed India. It is yet impossible to conclude
whether the economy has completely failed to do
so. Experts have divided opinions on this issue.

The last decade of the 20th century (i.e., the
decade of the 1990s) saw major changes taking
place in the world economic idea about the
agriculture sector. It was no more a symbol of
backwardness for an economy if it had started
emphasising its agriculture sector as the engine of
growth and development. China had proved to
the world that how agriculture could be made the
prime moving force of an economy and generate
internal as well as external strength to emerge as
an industrial economy. In the wake of ongoing
reform process India was introspecting almost all
economic policies it followed since Independence.
It was time for the agriculture sector to have the
prime attention. A major shift'® took place in the
Indian economic thinking when the government
announced in 2002 that from now onwards, in
place of industry, agriculture will be the prime
moving force (PMF) of the economy. This was
a policy shift of historic importance which was
announced by the highest economic think tank of
the country—the Planning Commission—as the
economy commenced the Tenth Plan (2002-07).
As per the Planning Commission'! such a policy

shift will solve the three major challenges faced by
the economy:

(i) Economy will be able to achieve food
security with the increase in agricultural
production. Besides, the agricultural

surplus will generate exports in the

globalising world economy benefiting

out of the WTO regime.

The challenge of poverty alleviation will
be solved to a great extent as the emphasis
will make agriculture a higher income-

(ii)

generating occupation and induce growth
in the rural economy by generating more
gainful employment.

(iii) The situation of India as an example of
‘market failure’ will cease.!?

Though  the
agriculture sector had changed by the early 1990s,
the Government of India announced the policy
shift more than one decade later. There is now

world outlook towards

a consensus among experts, policymakers and
the governments alike that for development to
take place in India it is necessary to strengthen
the sector on which the masses depend for their
income and livelihood. More than 65 per cent of
the Indian population depends on agriculture and
allied activities, while only 18.5 per cent of the
gross domestic product (GDP) comes from the
sector.”? It means that above 65 per cent of Indian
population shares just 18.5 per cent of the gross

10. The Government of India had shown such an intention in two regular Union Budgets (i.e., the fiscals 2000-01 and

2001-02) but has not announced the shift officially.

11. Planning Commission, Tenth Five Year Plan (2002-07), Gol, N. Delhi, 2002.

12. It has been argued by economists time and again that India is a typical example of ‘market failure’. Market failure is
a situation when there are goods and services in an economy and its requirement too but due to lack of purchasing
power the requirements of the people are not translated into demand. Whatever industrial goods and services India
had been able to produce they had stagnated or stunted sales in the market as the largest section of the consumers
earned their livelihood from the agriculture sector which is unable to create a purchasing power to the levels required
by the market. As agricultural activities will become more gainful and profitable, the masses depending on it will
have the level of purchasing capacity to purchase the industrial goods and services from the market. Thus, the Indian
market won't fail. The view has been articulated by Amartya Sen and Jean Dreze in their monograph titled India:
Economic Development and Social Opportunity, United Nations University, 1996.

13. Central Statistical Organisation, Gol, N. Delhi, Feb. 2007.
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income generated by the economy. The rest of the
population that does not depend on agriculture
(i.e., below 35 per cent) share 81.5 per cent the
gross income generated by the economy. The gap
of income shows the lower purchasing power of the
people involved in agricultural activities—which is
more than two-third of the total population. How
market can succeed in such a situation and what
to ask of the market economy. As the economy
was more in favour of a market economy, the
situation of market failure needed to be arrested
The income of the population dependent on the
agriculture sector needed strengthening. Though
the effects of the policy shift are not clearly visible
yet, we may glance at the major policies which are
intended towards strengthening of the agriculture
sector:

(i) New Agriculture Policy, 2000: The
policy mainly
agriculture into the category of industry
so that the population dependent on
it could earn income and profit out of

intends to convert

agricultural activities with the same pace
and mode as the industry has enabled
the population dependent on industrial
activities.

National = Agricultural  Insurance
Scheme, 1999-00: The new insurance
scheme launched for agriculture intends

(ii)

to provide insurance coverage to all
agricultural activities right from seeds,
sowing, harvesting to marketing risks—a
necessary support to which the industry
had access but agriculture had no reach.

Exim Policy, 2002-07: The Export
Import Policy, 2002-07 for the first
time accepted at the policy level the
long-standing opinion of the experts—
that a one per cent increase of the

(iii)

agricultural products in India’s exports
supplies additional Rs. 8,500 crores to

the agricultural sector. Many policy
initiatives were taken to increase the share
of agriculture in the total export of the
economy.
(iv) Second Green Revolution: A major
programme  to agricultural
production with the sustainable approach
was launched in 2004 with an initial

corpus of Rs. 50,000 crore.

(v) Bharat Nirman: A major programme
to focus on the agricultural and rural
infrastructure (totalling six items) was
launched by the government in 2005 with
the ultimate intention of strengthening
rural economy.

boost

(vi) Others: Similarly, many time-bound
programmes and schemes have been
launched since 2002 which focus on the
agriculture sector and the rural areas from
different angles—education, electricity,
wage, as well as self~employment,

healthcare, communication, etc.

Lookingatthesizeofthe population dependent
upon the agriculture sector, comparatively longer
government apathy to the agricultural realities
and the late start of the reform process in it make
things very tough to effect visible changes in
the sector in a short time span. It also requires
comparatively longer period of time. We will
then be able to see the visible results of the
policy shift as well as the results of the economic
reforms in the agriculture sector provided there
remains a continued political commitment to
the cause. One positive development of the last
decade has been that India has been able to reach
a silent political consensus on some of the very
important aspects of development (for example—
on the process of economic reforms, foreign
investment, deregulation, social justice, emphasis
on agricuture, priority to the social sector, etc.),
which gives us hope that the economy will be able
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to take care of the agriculture sector in due course
and more accelerated growth and development
can be achieved.

I PLANNED AND MIXED ECONOMY

Independent India was declared to be a planned
and a mixed economy. India needed national
planning, it was decided by the political leadership
almost a decade before Independence.’* India was
not only facing regional disparities at the level of
resources but inter-regional disparities were also
prevalent, since centuries. Mass poverty could
only be remedied once the government started
the process of economic planning. Economic
planning was thus considered an established tool
of doing away with such disparities.

Basically, it was the abject poverty of the
masses which made the government go for
planning so that it could play an active role in
the allocation of resources and mobilise them for
an equitable growth and development. Though
India was constitutionally declared a federation of
states, in the process of planning, the authority of
regulation, directing and undertaking economic
activities got more and more centralised in the
Union government.'?

India’s decision for a planned economy was
also moulded by some contemporary experiences
in the world.’® Firstly, the Great Depression of
1929 and the reconstruction challenges after
the Second World War had made experts to
conclude in favour of a state intervention in
the economy (opposite to the contemporary
idea of ‘non-interference’ as proposed by Adam
Smith). Secondly, it was the same time that the
command economies (i.e., state economies) of the

Soviet Union and the East European countries
started making news about their faster economic
growth. In the 1950s and 1960s, the dominant
view among the policymakers around the world
was in favour of an active role of the state in the
economy. 7hirdly, a dominant role for the state in
the economy to neutralise market failure situations
(as happened during the period of the Great
Depression when demand fell down to the lowest
levels) was gaining ground around the world. For
many newly independent developing nations,
economic planning was therefore an obvious
choice. Economic planning was considered to
help states to mobilise resources to realise the
prioritised objectives in a well-defined time frame.

Once the political leadership had decided
in favour of a planned economy for India and
a major role for the state in the economy, they
needed to clarify about the organisational nature
of the economy—whether it was to be a state
economy or a mixed economy—Dbecause planning
was not possible in a free market economy (i.e.,
capitalistic economy). The idea of planning in
India was inspired from the Soviet planning
which was a command economy and did not
suit the requirements of democratic India which
was till now a privately owned economy.'” The
dominant force behind planning in India, at least
after Independence, was Nehru himself who had
strong socialist leanings. He thought it very urgent
to define the role of the state in the economy,
which was going to be at times similar to the
state in the Soviet Union and at times completely
dissimilar to it. Though there was an example of a
capitalistic-democratic system going for planning,
France by that time (1947), it had little experience
to offer the Indian policymakers (France had gone

14. National Planning Committee, Gol, N. Delhi, 1949.

15. Bimal Jalan, India’s Economic Policy, Penguin Books, N. Delhi, 1993, p. 2.
16. C. Rangarajan, Perspectives on Indian Economy, UBSPD, N. Delhi, 2004, p. 96.
17. Rakesh Mohan, ‘Industrial Policy and Control’ in Bimal Jalan (Ed.) The Indian Economy: Problems and Prospects,

p. 101.
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for a mixed economy by 1944—45). With the basic
urge to accelerate the process of economic growth,
the planners went to define the respective roles of
the state and the market, in the very first Plan
itself. The following lines look refreshingly ahead
of the times and crystal-clear about the scope of
the government’s role in the economy vis-4-vis the
private sector.

“This brings us to the problem of the techniques
of planning. A possible approach to the problem
is, as mentioned earlier, through a more or less
complete nationalisation of the means of production
and extensive system of government controls on the
allocation of resources and on the distribution of
the national product. Judged purely as a technique
of planning, this may appear a promising line of
action. But, viewed against the background of the
objectives outlined above, and in the light of practical
considerations, such an expansion of the public
sector is, at the present stage, neither necessary nor
desirable. Planning in a democratic set-up implies
the minimum wuse of compulsion or coercion for
bringing about a realignment of productive forces.
The resources available to the public sector have, at
this stage, to be utilised for investment along new
lines rather than in acquisition of existing productive
capacity. Public ownership of the means of production
may be necessary in certain cases; public regulation
and control in certain others. The private sector has,
however, to continue to play an important part in
production as well as in distribution. Planning
under recent conditions thus means, in practice, an
economy guided and directed by the state and operated
partly through direct state action and partly through
private initiative and effort.”'® The above-quoted
lines are imaginatively ahead of the times. It will
be suitable to note here that as 1950s and 1960s
made the world experts favour state intervention

in the economy, the East Asian Miracle (WB)"

of the coming three decades was going to define
the very limits of such an intervention. The East
Asian economies were able to sustain a high
growth rate over three decades and had revived
again the discussions regarding the respective roles
of the state and the market as well as the nature
of the state’s role in the economy. The kind of
conclusions drawn were very similar to the view
presented in India’s First Plan itself which was

presented by the World Bank in 1993.

The real nature of the Indian brand of mixed
economy, though beautifully outlined in 1951
itself, went through a process of detailed evolution
in the decade of the 1950s.2° By the end of the
1950s, the concept of the mixed economy was
almost buried and rose from hibernation only by
mid-1980s and finally early in 1990s, in the wake
of the process of economic reforms.

The state—market mix (i.e., the public sector
and private sector) defined for India though,
clearly delineated the nature of mixed economy,
the vision was obviously blurred in the coming
decades as part of economic mismanagement. The
imagined mixed economy of India will become
more clear in the next sub-topic.

I EMPHASIS ON THE PUBLIC SECTOR

The state was to be given an active and dominant

role in the economy, it was very much decided by
the time India became independent. There were
no doubts about it in the minds of the people who
formed the dominant political force at the time.
Naturally, there was going to be a giant structure
of the government-controlled enterprises to be
known as the public sector undertakings (PSUs).
Criticism aside, there were at that time, a strong
logic behind the glorification of PSUs. Some of the

reasons for heavy investments in the PSUs were

18. Planning Commission, The First Five Year Plan: A Draft Outline, Gol, N. Delhi, 1951.
19. The East Asian Miracle, World Bank, Washington D.C, 1993.
20. We see the process of evolution specially in the industrial policies, India pursued since 1948 to 1956.
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purely natural while others were consequential in
nature. There were certain highly commendable
objectives set for them, some other goals would go
on to serve the very soul of the mixed economy.
We must go for an impartial and rational analysis
of the matter, in the midst of all the criticism of
PSUs and the contemporary moves of privatising
them, to understand their roles in the Indian
economy. We may understand the reasons behind
the ambitious expansion of the PSUs in the face of
the following major requirements.

1. INFRASTRUCTURAL NEEDS s

Every economy whether it is agrarian, industrial
or post-industrial,
infrastructure such as—power, transportation
and communication. Without their healthy
presence and expansion, no economy can grow,
and develop.

needs suitable levels of

At the eve of Independence, India was
having almost no presence of these three basic
requirements. There was just a beginning in the
area of railways, and post and telegraph. Power
was restricted to selective homes of government
and the princely states. [It means, even if India
had opted for agriculture as its prime moving
force (PMF), it had to develop the infrastructure
sector.]

These sectors require too much capital
investment as well as heavy enginering and
technological support for their development.
Expansion of the infrastructure sector was
considered not possible by the private sector of
the time as they could possibly not manage the
following components:

(i) heavy investment (in domestic as well as
foreign currencies),

(ii)
(iii)
(iv)

technology,
skilled manpower, and

entrepreneurship

Even if these inputs were available to the
private sector it was not feasible for them as there
was no market for such infrastructure. These
infrastructures were essential for the economy,
but they needed either subsidised or almost free
supply as the masses lacked the market-determined
purchasing capacity. Under these typical
condition, it was only the government which
could have shouldered the responsibility. The
government could have managed not only the
inputs required for the development of the sector
but could also supply and distribute them to the
needy areas and the consumers for the proper
growth of the economy. There were no alternatives
and that is why the infrastructure sector in India
has such a dominant state presence that many
areas have obvious government monopolies—as
in power, railways, aviation, telecommnication,
etc.

2. INDUSTRIAL NEEDS m——

India had opted for the industrial sector as its
prime moving force, as we saw in the earlier pages.
Now there were some areas of industries which
the government had to invest in, due to several
compulsive reasons. For industrialisation and its
success, every economy needs the healthy presence
of some ‘basic industries’, which are also known as
the ‘infrastructure industries’.?! There are six basic
industries which every industrialising economy
requires, namely—
(i) Iron and Steel

(ii) Cement

(iii) Coal

(iv) Crude oil

(v) Oil refining and

(vi)
[Note: At present, there are eight Core Industries
in India (with the Base: 2004-05=100), six
existing ‘basic/infrastructure industries’ with two

Electricity

21. ‘Infrastructure sector’ and ‘infrastructure industries’ are quite different things.



Evolution of the Indian Economy » 3.11

new additions, i.e., Natural Gas and Fertilizer.
Core industries together have a combined weight
of 37.90 per cent in the Index of Industrial
Production (IIP). Individual percentages of them
are: Coal (weight: 4.38 per cent); Crude Oil
(weight: 5.22 per cent); Natural Gas (weight:
1.71 per cent); Petroleum refinery (weight: 5.94
per cent); Fertilizer (weight: 1.25 per cent); Steel
(weight: 6.68 per cent); Cement (weight: 2.41 per
cent); and Electricity (weight: 10.32 per cent).]

Similar to the infrastructure sector, these
basic industries also require high level of capital,
technology, skilled manpower and articulation
in entrepreneurship which was again considered
not feasible for the private sector of the time to
manage. Even if the private sector supplied goods
from the ‘basic industries’, they might not be able
to sell their products in the market due to the lower
purchasing power of the consumers. Perhaps, that
is why again the responsibility of developing the
basic industries was taken up by the government.

Out of the six basic industries the cement
sector was having some strength in the private and
in iron and steel sector a lone private company
was present. The coal sector was controlled by the
private sector and crude oil and refining was just
a beginning by them. The level of demands of an
industrialising India was never to be met by the
existing strength of the basic industries. Neither
the required level of expansion in them was
possible by the existing number of private players.
With no choice left, the government decided to
play the main role in them. In many of them we
as a result, see a natural monopoly for the PSUs,
again.

3. EMPLOYMENT GENERATION s

The PSUs were also seen as an important part of the
employment generation strategy. A government in
a democratic set up cannot think only economics,
but it has to realise the socio-political dimensions
of the nation too. The country was faced with the

serious problem of poverty and the workforce
was increasing at a fast rate. Giving employment
to the poor people is time-tested tool of poverty
alleviation. The PSUs were thought to create
enough jobs for the employable workforce of the
economy.

There was also felt an immediacy for a social
change in the country. The poverty of a greater
section of the country was somehow connected
to the age-old caste system which propitiated the
stronghold of the upper castes on the ownership
of land which was the only means of income and
livelihood for almost above 80 per cent of the
population. Along with the ambitious policy of
land reforms, the government had decided to
provide reservations to the weaker sections of the
society in government jobs. The upcoming PSUs
were supposed to put such jobs at the disposal of
the goverment which could have been distributed
along the decided reservation policy—such
reservations were considered an economic tool for
social change.

In the highly capital-intensive sectors in
which the government companies were going to
enter, managing investible funds to set them up
was not going to be an easy task. The government
did manage the funds with sources like taxation,
internal and external borrowing and even taking
last refuge in the printing of fresh currencies. The
government went to justify the high taxation and
heavy public indebtness in supplying employment
to the Indian employable population.

The PSUs were considered by the government
as the focus of the ‘trickle-down effect’. The
government did everything to set up and run the
PSUs as the benefits were supposed to percolate
to the masses, finally reinforcing growth and
development in the country. Employment in the
PSUs was seen as the effort of the trickle down
theory, simply said. Ata point of time, Nehru even
mentioned the PSUs as the ‘temples of modern
India’. The government went to commit even a
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job in every household via the PSUs—without
calculating the dimensions of the future labour
force in the country and the required resources to
create jobs atsuch a high scale. But the government
went on creating new PSUs without analysing the
fiscal repercussions—moreover believing them
to be the real engine of equitable growth. The
employment generation responsibility of the PSUs
was extended to such an extent by the government
that most of them had over-supply of the labour
force which started draining its profits on account
of the salaries, wages, pensions and provident
funds (the latter two had late financial impact).

4. PROFIT AND DEVELOPMENT OF THE

The investment to be made by the government
in PSUs was in the nature of asset creation and
these entities were to be involved in production
activities. It was natural for the government
to gain control over the profits and dividends
accruing from them. The goods and services the
PSUs were to produce and sell were going to
provide disposable income to the government.
The government had a conscious policy of
spending the income generated by the PSUs. They
were to be used in the supply of the ‘social goods’
or what is called the ‘public goods’. And thus,
India was to have a developed social sector. By
social goods the government meant the universal
supply of certain goods and services to the Indian
people. These included education, healthcare,
nutrition, drinking water, social security, etc., in
India. It means that the PSUs were also visioned
as the revenue generators for the development of

the social sector. Due to many reasons the PSUs
would not be able to generate as much profit as
was required for the healthy development of
the social sector. This eventually hampered the
availability of public goods in the country. In
place of giving profits back to the government, a
large number of the PSUs started incurring huge
losses and required budgetary supports as a regular
phenomenon.

5. RISE OF THE PRIVATE SECTOR m

As the PSUs will take the responsibility of
supplying the infrastructure and the basic
industries to the economy, a base for the rise of
private sector industries will be built. With the
rise of the private sector industries in the country,
the process of industrialisation will be completed.
Out of the many roles the PSUs were supposed
to play this was the most far-sighted. Whatever
happened to the different roles the PSUs were
assigned is a totally different matter to which we
will return while discussing the industrial scenario
in the country. Here we have analysed why the
government in India after Independence went for
such an ambitious plan of expansion of the public
sector.

Besides, the PSUs were aimed at many other
connected areas of developmental concerns,
such as, self-sufficiency in production, balanced
regional development, spread of small and ancillary
industries, low and stable prices, and long-term
equilibrium in balance of payment. Over time the
PSUs have played a critical role in promoting the
growth and development of the country.?

22. Sumit Bose and Sharat Kumar, ‘Public-sector Enterprises’, in Kaushik Basu and Annemie Maertens (Eds.) The New
Oxford Companion to Economics in India, Vol. Il, Oxford University Press, New Delhi, 2012, p. 578-583.
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planning by itself has little meaning
and need not necessarily lead to good
results. Everything depends on the
objectives of the plan and on the
controlling authority, as well as, of
course, the government behind it. *

* As Jawaharlal Nehru writes in The Discovery of India, Oxford University
Press, 6th Impression (1st Edition 1946, Oxford, London), N. Delhi, 1994,
p. 501.
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| INTRODUCTION

In order not to limit the discussion on economic

planning to just an academic exercise, we need to
discuss it taking real life examples from different
economies. Without a historical background to
planning, we would not be able to understand
the meaning and role of planning in India. This
small chapter intends to brief the reader on all the
whats, hows and whys of the concept of economic
planning with due recourse to the experiments by
different countries from time to time, including
India. It could also be considered a theoretical
backgrounder for the next chapter, Planning in India.

| DEFINITION

A number of definitions have been forwarded by
different economists from time to time since the

term ‘planning’ entered the domain of economics.
To make us develop a clear understanding of
planning, we need to see only a few of them which
will enable us to draw out a working definition
that fits contemporary time.

A large number of economists and experts
have agreed that perhaps the best definition is
given by H. D. Dickinson, according to whom,
economic planning is, “the making of major
economic decisions—what and how much is to
be produced and to whom it is to be allocated by
the conscious decision of a determinate authority,
on the basis of a comprehensive survey of the
economic system as a whole.”

It was the National Planning Committee,
set up in 1938 by the Indian National Congress
which, for the first time, tried to define planning
(in 1940, though, its final report was published in
1949) in India. It could be considered the broadest

possible definition of planning: “Planning, under

a democratic system, may be defined as the
technical coordination, by disinterested experts
of consumption, production, investment, trade,
and income distribution, in accordance with
social objectives set by bodies representative of the
nation. Such planning is not only to be considered
from the point of view of economics, and raising
of the standard of living, but must include cultural
and spiritual values, and the human side of life.”"

By the late 1930s, there was an almost
political consensus that independent India will
be a planned economy. As India commenced
economic planning by the early 1950s, the
Planning Commission of India also went on
to define planning. According to the Planning
Commission, “Planning involves the acceptance
of a clearly defined system of objectives in terms
of which to frame overall policies. It also involves
the formation of a strategy for promoting the
realisation of ends defined. Planning is essentially
an attempt at working out a rational solution of
problems, an attempt to coordinate means and
ends; it is thus different from the traditional
hit-and-miss methods by which reforms and

reconstruction are often undertaken”.?

In the post-War period, a large number of
the newly independent countries were attracted
towards planning. Many new forces of change
kept refining the very idea of planning due to the
compulsive necessities of industrialisation or the
issue of sustainability of the development process.
But to carry forward our discussion, we need a
working as well as a contemporary definition
of planning. We may define it as 4 process of
realising well-defined goals by optimum utilisation
of the available resources.” While doing economic
planning the government sets developmental
objectives and attempts to deliberately coordinate

S.R. Maheshwari, A Dictionary of Public Administration, Orient Longman, N. Delhi, 2002, p. 371.
Planning Commission, First Five Year Plan (1951-56), Government of India, N. Delhi, 1991, p. 7.

After the emergence of the concept of Sustainable Development (1987) experts across the world started using the
term ‘optimum’ in place of the hitherto used term ‘maximum’.
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the economic decision making over a longer
period to influence, direct and in some cases even
to control the level and growth of a nation’s main
economic variables (i.e., income, consumption,
employment, investment,  exports,
imports, etc.).*

saving,

An economic plan is simply a set of specific
economic targets to be achieved in a given
period of time with a stated strategy. Economic
plans may be either comprehensive or partial.
A comprebensive plan sets targets to cover all
major aspects of the economy while a partial
plan may go for setting such targets for a part of
the economy (i.e., agriculture, industry, public
sector, etc.). Taken broadly, the planning process
itself can be described as an exercise in which a
government first chooses social objectives, then
sets various targets (i.e., economic targets), and
finally organises a framework for implementing,
coordinating, and monitoring a development
plan.’

One very important thing which should
be clear to all is that the idea of planning first
emerged in its applied form and after studying and
surveying the experiences of different countries
who followed it, experts started theorising about
planning. Thus, in the case of planning, the
direction has been from practice to theory. This
is why the form and the nature of planning kept
changing from country to country and from time
to time. As we will see in the following pages, the
types of planning itself evolved through time as
different countries experimented with it.

As per our working definition, we may say the
following things about planning:

(i) Planning is a process. It means planning

is a process of doing something. Till
we have some goals and objectives left

(ii)

(iii)

regarding our lives, the process might
continue. With the changing nature of
our needs, the nature and scope of the
planning process might undergo several
changes. Planning is not an end in itself.
As processes accelerate and decelerate,
change direction and course, so also does
planning.

Planning must have well-defined goals.
After the Second World War, several
countries went for development planning.
As these nations had enormous socio-
economic hurdles, they first set some
goalsand objectives and then started their
process of realising them via planning.
In due course of time, there emerged a
consensus that planning must have some
goals and those goals should be well-
defined (not vaguely defined)—so that the
government’s discretionary intervention
in the economic organisation could be
democratically transparent and justified.
Even in the non-democratic nations (i.e.,
erstwhile USSR, Poland, China, etc.) the

goals of planning were clearly defined.®

Optimum utilisation of the available
resources. Here we see two catch concepts.
First, is the way of utilising the resources.
Till the idea of sustainability emerged
(1987) experts tried to ‘maximise’ the
resource exploitation. But once experts
the world introspected the
untenability of such a method of resource
utilisation, the approach
was included into planning and here in
entered the idea of utilising resources at
its ‘possible best’, so that environmental
degradation could be at its minimum and

around

sustainable

Michael P. Todaro, Development Planning: Models and Methods. Oxford University Press, Nairobi, 1971.
5. United Nations Department of Economic Affairs, Measures for Economic Development of Underdeveloped Countries,

UNO, DEA, New York, 1951, p. 63.

6. First Five Year Plan (1928-33), The Gosplan, USSR, 1928.
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the future generations could also be able
to continue with their progress. Second, is
the idea of the natural resources which are
available. Resources (i.e., natural as well as
human) could be of indigenous origin or
exogenous. Most of the countries doing
planning tried to utilise their indigenous
resources, yet some others tried to tap the
exogenous resources too, taking leverage
of their diplomatic acumen. For example,
the first country going for national
planning, i.e., Soviet Union, leveraged
resources available in the East European
countries. India also used exogenous
resources for her development planning
wherever it was necessary and possible to

tap.”
By 1950s, planning had emerged as a method
or tool of utilising resources to achieve any kind of

goals for policymakers, around the world:

(i) Trying to achieve a particular size of
family for different countries came to be
known as family planning.

(ii) The process of providing suitable physical
and social infrastructure for the erstwhile
or the upcoming urban areas came to be
known as town/urban planning.

(iii) A country trying to optimise the use
of its revenues for different categories
of expenditures came to be known as
financial planning. Financial planning
is more popularly known as budgeting.
Every budget, be it of the government
or of the private sector is nothing but
excercises in the area of financial planning.

(iv) Similarly, at the macro and micro levels,

there might be any number of planning

processes—agricultural planning, industrial

planning, irrigation planning, road

planning, house planning, etc.

Simply said, the art of achieving any kind
of goal by the use of the resources we have is the
process of planning. We may cite a very general
example—students of a class are able to join the
class at the right time coming from different places
of their stay. How they are able to do so? All of
them must be planning their time in such a way
that they are able to join the class at the same
time though their places of residence are not at an
equal distance from the class. All might be having
their own way of time planning—some might be
having bed-tea, some might not, some might be
having breakfast at their place, yet some others
might think to take their breakfast in the college
canteen, etc.

It means that even if we are not consciously
planning or have not announced it as yet, we are
always planning our days. Sameis correctin the case
of countries also. Many countries announced that
they will be planned economies yet some others
didn’t go for any such policy announcements. The
Soviet Union, Poland, China, France, India are
examples of the former category while the USA,
Canada, Mexico fall in the latter category.® But
here we are concerned with the conscious process
of planning. There will be some methods, some
tools and types of planning emerging through
time as different countries will start their processes
of planning.

I ORIGIN AND EXPANSION OF PLANNING

Planning as a method of achieving faster economic
progress has been tried by different countries at
different times and at different levels. We may see
them as under:

7. Many of the PSUs in the 1950s and the early 1960s were not only set up with natural resources (capital as well as
machines) from USSR, Germany, etc. but even the human resource was also tapped from there for few years.

8. Though the USA was the first to go for planning, but at the regional level (Tennessee Valley Authority, 1916)—it never

announced its any intention of national planning.
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1. REGIONAL PLANNING me—

[t was at the regional level that planning was used
as a part of development policy by any country
for the first time. It was the USA which started
the first regional planning after the Tennessee
Valley Authority (TVA) was set up in 1916—
for a large-scale rehabilitation in south-eastern
USA covering parts of seven states. With the
primary aim of flood control, soil conservation
and providing electricity, the TVA/the regional
plan was also involved in many related activities
such as industrial development, forestry, wildlife
conservation, town planning, construction of road
and rail, encouraging sound agricultural practices
and malaria control in the defined region.” The
US experience of regional planning became
such a success in realising its well-defined goals
that it emerged as a role model and an object of
inspiration for many countries around the world
in the coming decades—the Damodar Valley
Corporation (DVC) in India (1948), the Volta
River Project in Ghana (1966), etc.

2. NATIONAL PLANNING s—

The official experiment in the area of national
planning is rooted in the Bolshevik Revolution
of Russia (1917)—the Soviet Union. Dissatisfied
with the pace of industrialisation, it was in
1928 that Joseph Stalin announced its policy
of central planning for the Soviet Union. The
collectivisation of agriculture and forced-draft
industrialisation were other radical new policy
initiatives announced by Stalin besides economic
planning in 1928.!° The Soviet Union went for its
first five year plan for the period 1928-33 and the
world was to have its first experience of national

planning. The famous Soviet slogan “great leap
forward” was initiated for rapid industrialisation
through the introduction of economic planning at
the national level. The nature and scope of Soviet
planning (called the Gosplan) will have its direct
or indirect bearings on all those countries who
went for economic planning, be state economies
or capitalist or mixed economies. India was to
have direct bearings of Soviet planning on its
planning process. In the first Soviet Plan, heavy
industry was to be favoured over light industry,
and consumer goods were to be the residual sector
after all the other priorities had been met. We
see the same emphasis in the Indian planning
process.'! The Soviet model of economic planning
spread to the East European countries, especially
after World War II and found its purest form of
such planning in the People’s Republic of China
(1949). During the early 1940s, the concept of
national planning was borrowed by France and
the world saw national planning being initiated
by a hitherto capitalist economy as well as by a
non-centralised political system (i.e., democratic
system). France started economic planning at
the national level after announcing itself a mixed
economy.

| TYPES OF PLANNING

After the first national planning was started by the
Soviet Union, many more countries followed it,
but with variations in their methods and practices.
Though there are many variants of planning the
most important one is on the basis of the type
of economic organisation (i.e., state economy,
mixed economy). During the course of evolution,
planning has been classified into two types, based

9. Leong, G.C. and Morgan, G.C., Human and Economic Geography, Oxford University Press, Oxford, 1982., p. 145.

10. Alec Nove, An Economic History of the USSR, 3rd ed., Penguin Books, Baltimore, USA, 1990, p. 139.

11. Rakesh Mohan ‘Industrial Policy and Controls’ in the Bimal Jalan (Eds), The Indian Economy: Problems and Prospects,
Penguin Books, N. Delhi, 2004., p. 101. Also see Bipan Chandra et. al., India After Independence, Penguin Books, N.
Delhi, 2000, pp. 341-342 as well as A. Vaidyanathan, ‘The Indian Economy Since Independence (1947-70)’ in Dharma
kumar (ed.), The Cambridge Economic History of India, Vol. ||, Cambridge University Press, Cambridge, 1983, pp.

949-50.
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upon the type of economic system the economy

has:

1. IMPERATIVE PLANNING s—

The planning process followed by the state
economies (i.e., the socialist or communist) is
known as the imperative planning. Such planning
is also called as directive or target planning. Such
planning had two main variants. In the Socialist
system, all economic decisions were centralised in
the hands of the state with collective ownership
of resources (except labour). In the Communist
system (i.e., China of the past) all resources were
to be owned and utilised by the state (including
labour). Thus, communist China was the purest
example of such planning. In the case of the Soviet
Union a little bit of ‘market’ did exist—even after
the collectivisation of agriculture was enacted by
Stalin in 1928 only 94 per cent of Soviet peasants
could be included in the process.'? Basic features
of such planning are as under:

() Numerical (i.e., quantitative) targets of
growth and development are set by the
plans. As for example, five lakh tonnes of
steel, two lakh tonnes of cement, 10,000
kms of national highways, 5,000 primary
schools, etc., will be produced/built in
the coming 5 or 6 years.

(i) As the szate controls the ownership rights
over the resources, it is very much possible
to realise the above-cited planned targets.

(iii) Almost no role for the market, no price
mechanism with all economic decisions

to be taken in the centralised way by the
state/government.
(iv) No private participation in the economy,
only state played the economic role.

The Command Economies followed this kind
of planning. That is why such economies are also
known as the Centrally Planned Economies —
the USSR, Poland, Hungary, Austria, Romania,
etc., and finally China. Basically, it was the
migration of some of the great economists from
the Soviet Bloc countries to Britain and the USA
that a proper study and discussion started on
the very nature and purpose of planning in the
command economies. Many of these economists
went back to their countries of origin after the
Second World War to serve and in some measure,
suffer the revolution there."” It was their articulate
and contemporary economic thinking which
formed the basis for the idea of mixed economy
in the post-War world. One among them was
Oskar Lange, the famous Polish economist who
after returning home to serve as the Chairman of
the Polish State Economic Council (as India has
the Planning Commission) suggested and coined
the concept of ‘market socialism’in the 1950s. His
ideas of market socialism were cancelled by not
only Poland but also by other state economies of

the time.'

The peak of this type of planning was
reached in China after the Cultural Revolution
(1966—69), which led to an economic slowdown
in the country which had adopted a Soviet-style
central planning system after 1949. Under Deng

12. Samuelson, P.A. and Nordhaus, W.D, Economics, McGraw-Hill Companies Inc., N. York, 2005., p. 591.

13. From Poland two great economists Oskar Lange (1904-65) and Michal Kalecki (1899-1970); from Hungary, William J.
Fellner (1905-83), Nicholas Kaldor (1908-86), Thomas Balogh (1905-85) and Eric Roll (1907-95); from postwar Austria
Ludwig von Mises (1880-1973), Friedrich A. von Hayek (1899-1992), Fritz Machlup (1902-83), Gottfried Haberler
(1900-96) and Joseph A. Schumpeter (1883-1950) [J.K. Galbraith, A History of Economics, Penguin Books, London,

1987, pp. 187-190).

14. It was blasphemous to preach in favour of market in the socialist world at that time—he was not put behind the bars
was a great mercy on him. Oskar Lange towards the end of his life told Paul M. Sweezy, the most noted American
Marxist scholar, that during this period he did not retire for the night without speculating as to whether he might be
arrested before the dawn (J.K. Galbraith, A History of Economics, Penguin Books, London, 1987, p. 189).
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Xiaoping (1977-97), China decentralised a great
deal of economic power with its announcement
of the “open door policy” in 1985 to save the
economy. The Chinese open door policy was an
initiative in the direction of ‘market socialism’
under the communist political design itself (a
popular student demand for political reform in
favour of democracy was ruthlessly repressed in
Tiananmen square in 1989). Similarly, the Soviet
Union under the leadership of Mikhail Gorbachev
began a process of political and economic reforms,
called prestroika (i.e., restructuring) and glasnost
(i.e., openness) in 1985 to save the failed economic
experiments in the state economy. Other East
European economies followed, similar economic
reforms from 1989 onwards. Thus, the whole
world of the state economies had moved towards
market economy by the late 1980s. Since then
none of the countries have followed imperative
planning.

2. INDICATIVE PLANNIN G e—

In the following two decades after the Soviet
planning commenced, the idea of planning got
attention from the democratic world. A time
came when some such economies started national
planning. As they were neither the state economies
nor communist/socialist political systems, the
nature of their planning was to be different from
the command economies. Such planning has been
called as indicative planning by economists and
experts. [dentifying features of indicative planning
may be summed up as under:

(i) Every economy following the indicative
planning were the mixed economies.

(i) Unlike a centrally planned economy
(countries following imperative planning)

indicative planning works through the
market (price system) rather than replaces

it.”

Side by setting  numerical/
quantitative targets (similar to the
practice in the imperative planning) a set
of economic policies of indicative nature

side

(iii)

is also announced by the economies to
realise the plan targets.

(iv) Theindicative nature of economic policies
which are announced in such planning
basically encourage or discourage the
private sector in its process of economic
decision making.

After converting to a mixed economy by
the mid-1940s, France commenced its first six
year plan in 1947, which got popularity as the
Monnet Plan (he was the first chairman of the
General Planning Commission and the then
Cabinet Minister for Planning in France).'
Later, Monnet Plan became synonymous with
indicative planning. This plan is also sometimes
described as the basic sector planning as the
government had selected eight basic industries
as the core of development in which the nature
of planning was almost imperative, i.e., under
state monopoly (these sectors were owned by the
private sector till 1944 when France went for their
nationalisation).!” Other economic activities were
open for private participation for which indicative
kind of policy-planning was essential. France as
well as Japan have followed indicative planning
with great success. It was in 1965 that the UK
commenced such a planning with the National
Plan and abandoned in 1966 after being overtaken
by events (a balance of payment crisis resulting in

15. Collins Internet-linked Dictionary of Economics, Glasgow, 2006.
16. Steiner, Government’s Role in Economic Life, McGraw-Hill, New York, 1993, p. 152.

17. India had a French influence on its development planning when it followed almost state monopoly in the six
infrastructure industries also known as the core or the basic industries, i.e., cement, iron and steel, coal, crude oil, oil

refinery and electricity.
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a deflationary package of measures). Since then
the UK never went for the Planning.'®

Though the first use of economic planning
as an instrument of economic progress was done
by the USA (with the Tennessee Valley Authority
in 1916 at the regional level), it never went for
a formal national planning. In the 1940s, some
economists had suggested in favour of the use
of national planning. We may have a reflex of
indicative planning in the USA if we look at
the Presidentail Reports which come after regular
intervals. These reports are just ‘benchmarks’ in
the area of resource utilisation and governmental
announcements of its objectives—basically trying
to motivate the private sector towards the area of
public objectives. The indicative planning as it
is practised by the mixed economy, any growth
target could only be achieved once the public and
the private enterprises worked in tandem. This
is why besides the plan targets, the governments
need to announce some set of indicative policies
to encourage and motivate the private sector to
accelerate their economic activities in the direction
of the plan targets.

After the Second World War, almost all the
newly independent countries adopted the route of
planned development. Though they followed an
overall model of the indicative planning, many of
them had serious inclination towards imperative
planning. As in the case of India, the heavy
bias towards imperative planning could only be
reformed once the process of economic reforms
was started in 1991.

Today, as there are mostly only mixed
economies around the world, any country’s
development planning has to be only of the
indicative type. After the revival of the role and
the need of market in promoting growth and
development via the Washington Consensus
(1985), the Santiago/New Consensus (1998)
and the World Trade Organization (1995), only

indicative planning has remained possible with the
state playing only a marginal role in the economy,
especially in the areas of social importance (i.e.,
nutrition, healthcare, drinking water, education,
social security, etc.).

There are still many other types of planning
depending upon the point of view we are looking
with. For example, from the territorial point of
view, planning could be regional or national.
From the political point of view planning could
be central, state or local. Similarly, from the
participatory point of view, planning has been
categorised into centralised and decentralised.
Again, from the temporal point of view planning
could be long-term or short-term (in relative
sense). Finally, from the value point of view
planning could be economic or developmental.

A major classification of planning is done on
the basis of societal emphasis. The type of planning
which gives less emphasis upon the social and
institutional dimensions is known as the systems
planning. In such planning, the planners just
search for the best possible results in relation
to the established goals giving less importance
to issues like caste, creed, religion, region,
language, marriage, family, etc. Opposed to it,
the normative planning gives due importance to
the socio-institutional factors. This is a planning
from social-technical point of view, but only
suitable for a country which has lesser degree of
social diversities (naturally, not fit for the Indian
conditions). But in the coming years there was a
shift in the very thinking of policymakers. The
Economic Survey 2010-12 is probably the first
document of the government of India which
advocates the need for a normative approach
to planning in India. It is believed that until a
programme/scheme run by the governments are
not able to connect with the customs, traditions
and ethos of the population, their acceptability
will not be of the desired levels among the target

18. Though the planning agencies the National Economic Development Council (NEDC) and the Economic Development
Committees (EDCs) continued functioning, it was in 1992 that the NEDC was abolished (Collins Dictionary of Economics, 2006).
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population. Establishing an empathic relationship
between the programmes/schemes and target
population is now considered an important aspect
of planning and policymaking. Such a change in
the thinking is based on the experiences of India
and other countries of the world.

Economic planning is classified into more
types—sectoral and spatial. In sectoral planning,
the planners emphasise the specific sector of the
economy, i.e., agriculture, industry or the services.

In spatial planning development is seen in the
spatial framework. The spatial dimensions of
development might be defined by the pressure and
requirements of national economic development.
Indian planning has been essentially normative—
single level economic planning with a greater
reliance on the sectoral approach though the
multi-level regional or spatial dimensions are
being increasingly emphasised since the early

1990s.
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For the first eight Plans the emphasis
was on a growing public sector with
massive investments in basic and heavy
industries, but since the launch of the
Ninth Plan in 1997, the emphasis
on the public sector has become less
pronounced and the current thinking
on planning in the country, in general,
is that it should increasingly be of an
indicative nature.*

* Montek S. Ahluwalia addressing the inaugurating of the Seminar on
‘India’s Economic Reforms’ at Merton College, Oxford University, London,

June 1993.
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| INTRODUCTION

It was the Soviet Union which explored and
adopted national planning for the first time in the
world. After a prolonged period of debate and
discussion, the First Soviet Plan commenced in
1928 for a period of five years. But the world
outside was not fully known to the modus operandi
of development planning till the 1930s. It was the
exodus’ of the east European economists to Britain
and the United States in the 1920s and 1930s
that made the world aware as to what economic/

national planning was all about. The whole lot of
colonial world and the democracies of the time
were fascinated by the idea of planning as an
instrument of economic progress. The nationalist
leaders with socialistic inclination of the erstwhile
British colonies were more influenced by the
idea of economic planning. The whole decade
of the 1930s is the period in the Indian history
when we see nationalists, capitalists, socialists,
democrats and academicians advocating for the
need of economic planning in India at one point
or another.?

Independent India was thus destined to be a
planned economy. The economic history of India
is nothing but the history of planning.’ Even if the
so-called economic reforms started in 1991-92,
all the humble suggestions regarding the contours
of reforms were very much outlined by the
Planning Commission by then.* Once the reforms
commenced, the think tank started outlining the
major future direction for further plans.> Going
through the history of planning in India is a

highly educational trip in itself—for though the
Planning Commission has been a political body,
it never hesitated in pointing out good economics
time and again. Let us therefore look into the
unfolding of the planning process in India.

| BACKGROUND

By the decade of the 1930s, the idea of planning
had already entered the domain of intellectual and
political discussion in India. Many fresh proposals
suggesting immediacy of planning in India
were put forward, though the erstwhile British
government remained almost immune to them.
But these humble proposals of planning served
their purpose once independent India decided to
adopt a planned economic pattern for India of
which a list is given below:

THE VISVESVARAYA PLAN mm—

The credit of proposing the first blueprint of Indian
planning is given to the popular civil engineer and
the ex-Dewan of Mysore state M. Visvesvaraya—
in his book 7he Planned FEconomy of India,
published in 1934.¢ His ideas of state planning
were an exercise in democratic capitalism (similar
to the USA) with emphasis on industrialisation—a
shift of labour from the agrarian set up to the
industries targeting to double national income in
one decade. Though there was no follow up by
the British government on this plan, it aroused
an urge for national planning among the educated
citizens of the country.

J.K. Galbraith, A History of Economics, Penguin Books, London, 1991, p. 187.
Bipan Chandra, ‘The Colonial Legacy’ in Bimal Jalan ds, The Indian Economy: Problems and Prospects, p. 30.
Arjun Sengupta, ‘The Planning Regime since 1951’ in N.N. Vohra and Sabyasachi Bhattacharya edited Looking Back: India in

the Twentieth Century, NBT, N. Delhi, 2001, p. 121.

4. Planning Commission, Seventh Five Year Plan (1985-90), Gol, 1985.
5. Planning Commission, The 8th, 9th, 10th and 11th Plans, Gol, N. Delhi.
Sumit Sarkar, Modern India: 1855-1947, Macmillan, N. Delhi, 1983, pp. 360-361.
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In 1934, a serious need of national planning
was recommended by the Federation of Indian
Chambers of Commerce and Industry (FICCI),
the leading organisation of Indian capitalists. Its
President N.R. Sarkar proclaimed that the days of
undiluted laissez-faire were gone forever and for
a backward country like India, a comprehensive
plan for economic development covering the
whole gamut of economic activities was a
necessity. Voicing the views of the capitalist class
he further called for a high powered ‘National
Planning Commission’ to coordinate the whole
process of planning so that the country could
make a structural break with the past and achieve
its full growth potential.”

By the late nineteenth century, the economic
thinking of the nationalists (such as M.G. Ranade
and Dadabhai Naroji) was in favour of a dominant
role of state in the economy and doubted the
prudence of the ‘market mechanism’. This thinking
was further reinforced by the Keynesian ideas in
the wake of the Great Depression, the New Deal
in the USA and the Soviet experiment in national
planning. Thus, the Indian capitalist class were
also influenced by these events which were voiced
in the FICCI articulation for planning.

Though the Gandhians and some of the business
and propertied representatives were opposed to
commit the party to centralised state planning
(including Mahatma Gandhi),® it was on the
initiative® of the INC president Subhash C. Bose
that the National Planning Committee (NPC) was
set up in October 1938 under the chairmanship

of J.L. Nehru to work out concrete programmes
for development encompassing all major areas of
the economy. Basically, the NPC was set up in a
conference of the Ministers of Industries of the
Congress-ruled States (though other states were
also invited to participate) where M. Visvesvaraya,
J.R.D. Tata, G.D. Birla and Lala Sri Ram and
many others including academicians, technocrats,
provincial civil servants, trade unionists, socialists
and communists, etc., were also invited. The
15-member NPC with 29 sub-committees and
a total of 350 members produced 29 volumes of
recommendations.'® The work of the committee
was interrupted when the Second World War
broke out and in the wake of the Quit India
Movement many of its members including the
chairman were arrested, and between 1940 and
1945 the Committee had onlya nominal existence.
Though the final report of the NPC could only
be published in 1949, many developments
related to planning took place during the Interim
Government upto 1946.

“A series of valuable reports were published
which brought together the constructive thinking
done by the committee and the sub-committees
and the material collected in the course of their
work. The importance of the NPC lies not so
much in these reports as in the wide interest it
created throughout the country for co-ordinated
planning as the only means of bringing about a
rapid increase in the standards of living and its
emphasis on the need for bringing fundamental
changes in the social and economic structure.”"!

Some of the important developments after the
NPC was set up which prepared a foundation for
coordinated planning in independent India are
given below:

7. Bipan Chandra et.al, India After Independence, 1947-2000, Penguin Books, N. Delhi, 2000, p. 341.

8. A.Vaidyanathan. ‘The Indian Economy Since Independence (1947-70)’ in Dharma Kumar Ed. The Cambridge Economic History
of India, Vol.ll, Cambridge University Press, England, 1983, p. 949.

9. Sumit Sarkar, Modern India, p. 360.

10. Publications Division, The Gazetteer of India, Vol.3, Gol, N. Delhi, 1975, p. 2.

11. Ibid.. p. 2-3.
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(i) Post War Reconstruction Committee:
Early in June 1941, the Government
of India formed (on popular demand)
a Post-War Reconstruction Committee
which was to consider various plans for
the reconstruction of the economy.'?

(ii) Consultative Committee of Economists:

A consultative committee of economists

under the chairmanship of Ramaswamy

Mudaliar was set up in 1941 as a

‘think tank’ to advise the four Post-

War Reconstruction Committees for

executing national plan for the country.

Though the committee suggested many
plans for different areas of the economy,
but they had negligible practical
significance as these suggestions were
imbued with academic biases.

Planning and Development
Department: After all possible delays,
it was in 1944 that the government
created a Planning and Development

(iii)

Department under a separate member
of the Viceroy’s Executive Council
for organising planning work in the
country and co-ordinating it. Ardeshir
Dalal (the controller of the Bombay
Plan) was appointed as one of its acting
members. More than 20 panels of experts
were set up. The central departments
and the governments of Provinces and
Indian states were invited to prepare
detailed plans for industrialisation.'? This
Department was abolished in 1946.

(iv) Advisory Planning Board: In October
1946, the Government of India

appointed a committee called the

‘Advisory Planning Board® to review
the planning that had already been done
by the British government, the work of
the National Planning Committee, and
other plans and proposals for planning
and to make recommendations regarding
the future machinery of planning and
also in regard to objectives and priorities.
The Board strongly
the creation of “a single, compact
authoritative organisation ... responsible
directly to the Cabinet ... which should
devote its attention continuously to
the whole field of development.”** This
was an emphatic advice for the creation
of a National Planning Commission,
similar to FICCI’s view of 1934, which
will have autonomy and authoritative
say on the process of development
planning, working in tandem with the
Union cabinet and also influencing the
developmental decisions of the states.
This happened in 1950 with the setting
up of the Planning Commission.

The Board, in its Report of January 1947,
emphatically expressed the opinion that the
“proper development of large-scale industries can
only take place if political units, whether in the
provinces or states, agree to work in accordance
with a common plan.”*® This suggestion worked
as a great influence on the planning process of
independentIndiaasitalways tried to give unifying
nature to development planning. But, this process
also induced a serious tendency of centralisation
in the Indian planning to which a number of
states were to pose objections and straining the
centre-state relations, time and again.'® However,

recommended

12. There was a popular view in favour of rapid industrialisation among the important nationalists, economists and the

business class of that time.

13. The Board was set up by the Interim Government formed in 1946 itself.

14. Dharma Kumar (Ed.), The Cambridge Economic History of India, Vol.ll p. 950.

15. Kalikinkar Datta, An Advanced History of India, 4th Edition, Macmillan, N. Delhi, 2006, pp. 955-56.

16. S.N.Jha and P.C. Mathur (Eds), Decentralisation and Local Politics, Sage Publications, N. Delhi, 2002, pp. 28-33.
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the political leadership right since 1920s was very
conscious of the need for decentralised planning
in the country."”

THE BOMBAY PLAN me——

Bombay Plan was the popular title of ‘A Plan of
Economic Development for India’, which was
prepared by a cross-section of India’s leading
capitalists. The eight capitalists involved in this
plan were Purshotamdas Thakurdas, J.R.D. Tata,
G.D. Birla, Lala Sri Ram, Kasturbhai Lalbhai,
A.D. Shroff, Avdeshir Dalal and John Mathai.'®
The Plan was published in 1944—45. Out of these
eight industrialists, Thakurdas
was one among the 15 members of the National
Planning Committee (1938)'° Rest three J.R.D.
Tata, G.D. Birla and Lala Sri Ram, were the

members of the sub-committees (29 in total) of

Purshotamdas

the National Planning Committee.?

The popular sentiments regarding the need
of planning and criss-cross of memberships
between the NPC and the Bombay Plan club
made possible some clear-cut agreements between
these two major plans, which ultimately went to
mould the very shape of the Indian economy after
Independence. We may have a look at some of the
very important agreements:*!

(i) A basic agreement on the issue of the
agrarian restructuring—abolition of all
intermediaries (i.e., zamindari abolition),
minimum wages, guarantee of minimum
or fair prices to agricultural producers,

and marketing

cooperatives, credit

supports.

(ii)

(iii)

@iv)

\2

(vi)

Agreement on rapid industrialisation
for which both the plans agreed upon
an emphasis on heavy capital goods and
basic industries (the Bombay Plan had
allocated 35 per cent of its total plan
outlay on basic industries).

Taking clues from the Soviet Planning,
the NPC and the Bombay Plan both were
in favour of a simultaneous development
of the essential consumer goods industries
but as a low-key affair.

Both the plans agreed upon the
importance of promoting the medium-
scale, small-scale and cottage industries
as they could provide greater employment
and require lesser capital and lower order
of plants and machineries.

Both the plans wanted the state to play
an active role in the economy through
planning, controlling and overseeing
the different areas of the economy, i.e.,
trade, industry, banking through state
ownership (public sector) or through
direct and extensive control over them.

Large-scale measures for social welfare
were favoured by both the plans which
suggested to be based on issues like,
right to work and full employment, the
guarantee of a minimum wage, greater
state expenditure on housing, water
and sanitation, free education, social
insurance to cover unemployment and
sickness and provision of utility services
such as electricity and transportation at a
low cost through state subsidies.

17. A. H. Hanson, The Process of Planning: A Study of India’s Five-Year Plans, 1950-1964, Oxford University Press,

London, 1966, pp. 152-55.

18. Bipan Chandra, ‘The Colonial Legacy’, in Bimal Jalan edited, Indian Economy Problems and Prospects, p. 23.
19. Partha Chatterjee, Development Planning and the Indian Planning, in Partha Chatterjee edited State and Politics in India,

Oxford University Press, N. Delhi, 1997, p. 273.

20. Rakesh Mohan, ‘Industrial Policy and Controls’ in Bimal Jalan (Ed.) Indian Economy: Problems and Prospects, 1992, p. 100.

21. Bipan Chandra ‘The Colonial Legacy’ pp. 23-31.
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(vii) Both the Plans agreed upon a planning
which could do away with the gross
inequalities. Through measures like
progressive taxation and prevention of
concentration of wealth. Inequality was
considered undesirable as it tended to
restrict the domestic market.

THE GANDHIAN PLAN

Espousing the spirit of the Gandhian economic
thinking, Sriman Narayan Agarwal formulated
this plan in 1944. This plan laid more emphasis on
agriculture. Even if he referred to industrialisation,
it was to the level of promoting cottage and village-
level industries, unlike the NPC and the Bombay
Plan which supported a leading role for the
heavy and large industries. The plan articulated a
‘decentralised economic structure’ for India with

‘self-contained villages’.

[t needs to be noted here that the Gandhians
did not agree with the views of the NPC or
the Bombay Plan, particularly on issues like
centralised planning, dominant role of the state in
the economy and the emphasis on industrialisation
being the major ones.” For Gandhi, the
machinery, commercialisation and centralised
state power were the curses of modern civilisation,
thrust upon the Indian people by European
colonialism. It was industrialism itself, Gandhi
argued, rather than the inability to industrialise,
which was the root cause of Indian poverty. This
was until the 1940s that the Congress supported
the above-given view of Gandhi to mobilise a
mass movement against the colonial rule. But
it was in the NPC that the Congress tried to
articulate a different view on these issues, almost
taking a break from Gandhi’s ideas. The very first
session of the NPC was brought to an impasse
by J.C. Kumarappa (the lone Gandhian on the
15-member NPC) by questioning the authority

of the NPC to discuss plans for industrialisation.
He said on the occassion that the national priority
as adopted by the Congress was to restrict and
eliminate modern industrialism. The impasse was
normalised after Nehru intervened and declared
that most members of the NPC felt that large-
scale industry ought to be promoted as long as
it did not ‘come into conflict with the cottage
industries’.?” This was a long-drawn ideological
impasse which made it necessary to articulate the
Gandhian view of planning via this plan.

In 1945, yet another plan was formulated by the
radical humanistleader M.N. Roy, chairman of the
Post-War Reconstruction Committee of Indian
Trade Union. The plan was based on Marxist
socialism and advocated the need of providing
the people with the ‘basic necessities of life’.*
Agricultural and industrial sectors, both were
equally highlighted by the plan. Many economists
have attributed the socialist leanings in Indian
planning to this plan. The common minimum
programmes of the United Front Government of
the mid-nineties (20th century) and that of the
United Progressive Alliance of 2004 may also be
thought to have been inspired from the same plan.
‘Economic reforms with the human face’, the
slogan with which the economic reforms started in

early 1990s also has the resonance of the People’s
Plan.

THE SARVODAYA PLAN m—
After the reports of the NPC were published

and the government was set to go for the five-
year plans, a lone blueprint for the planned
development of India was formulated by the
famous socialist leader Jaiprakash Narayan—
the Sarvodaya Plan published in January 1950.
The plan drew its major inspirations from the

22. Dharma Kumar, 1983, op.cit, p. 949.
23. Partha Chatterjee, op.cit, p. 275.

24. S.K. Ray, Indian Economy, Prentice-Hall, N. Delhi, 1987, p. 369.
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Gandhian techniques of constructive works by
the community and trusteeship as well as the
Sarvodaya concept of Acharya Vinoba Bave, the
eminent Gandhian constructive worker. Major
ideas of the plan were highly similar to the
Gandhian Plan like emphasis on agriculture, agri-
based small and cottage industries, self-reliance
and almost no dependence on foreign capital and
technology, land reforms, self-dependent villages
and decentralised participatory form of planning
and economic progress, to name the major ones.*
Some of the acceptable ideas of the plan got their
due importance when the Government of India
promoted five year plans.

By the early 1960s, Jayprakash Narayan had
become highly critical of the Indian planning process
especially of its increasing centralising nature and
dilution of people’s participation in it. Basically,
the very idea of democratic decentralisation was
disliked by the established power structure, namely,
the MLAs/MPs, the bureaucracy and the state-
level politicians.?® This led the Jayprakash Narayan
Committee (1961) to observe against the centralising
nature of Indian planning. The committee pointed
out that after having accepted Panchayati Raj as
the agency responsible for planning and execution
of plans, there is “no longer any valid reason for
continuing the individual allocations subjectwise
even to serve as a guide.””’

Disregarding the humble advice of the
committee, central schemes like small farmers
development agency (SFDA), drought-prone area
programme (DPAP), intensive tribal development
programme (ITDP), intensive agricultural district
programme ([ADP), etc., were introduced by the

governments and were put totally outside the
purview of Panchayats.

It was only after the 73rd and 74th
Amendments effected to the Constitution (1992)
that the role of local bodies and their importance in
the process of planned development was accepted
and the views of Jayprakash got vindicated.

SOME AREA-WISE REPORTS s

The idea for the need of a planned development
of India became more and more popular by the
decade of the 1940s. It was under this popular
pressure that the Government of India started
taking some planned actions in this direction.
In the 1940s, we see several area-specific reports

being published:?*
(i) Gadgil Report on Rural Credit

(ii) Kheragat Report on
Development

Agricultural

(iii) Krishnamachari Report on Agricultural

Prices

(iv)

(v) A series of reports on Irrigation (ground
water, canal, etc.)

Saraiya Report on Cooperatives

All these reports, though prepared with
great care and due scholarship, the government
had hardly any zeal to implement plans on their
findings. But independent India was greatly
benefited when the planning started covering all
these areas of concerns.

There is no doubt in drawing the conclusion
that prior to Independence, there was thus a
significant measure of agreement in India between
the Government of India under the Secretary of
State, the Indian National Congress, prominent

25. A.H.Hanson, 1966, op.cit, p. 175.

26. George Mathew, Power to the People in M.K. Santhanam edited, 50 Years of Indian Republic, Publications Division,

Gol, N. Delhi, 2000, p. 32.

27. L.C.Jain, et al., Grass Without Roots, Sage Publications, N. Delhi, 1985.

28. A.H. Hanson, 1966, op. cit, p. 180.
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industrialists and the others on the following
principles:*®

(i) There should be central planning, in
which the state should play an active part,
for social and economic development to
bring about a rapid rise in the standards
of living;

(i) There should be controls and licencing
in order, among other things, to direct
investments into the desired channels and
ensure equitable distribution;

(iii) While should be

developmentin all sectors of the economy,
the establishment of basic industries was

there balanced

specially important. In this, state-owned
and state-managed enterprises have an
important role. There were, however,
differences of approach with regard to the
specific fields to be allocated to the public
and private sectors.

[t is highly interesting and important to note
that all the above agreements and opinions were
reached through an evolutionary manner in the
last two-decades before Independence in the
deliberations and excercises regarding the need for
economic planning in the country.

“The plans prepared by the Governmnt of
India, the Bombay Plan and other above-discussed
plans (except the NPC and the Sarvodaya Plan)
suffered from serious limitations. When they were
prepared, it was known that transfer of power was
to take place quite soon; but the exact form of
the future government was not known, the plans
consisted largely of proposals of experts which
were not effectively co-ordinated. They had no
social philosophy behind them. With the advent
of Independence, they became inadequate, though
the thinking that had taken place on planning

generally and its techniques proved useful for the

future.”®

I MAJOR OBJECTIVES OF PLANNING

Planning for India was an instrument to realise
the aspirations and dreams of the future. We know
that the foundations of future India were not laid

in one day. The cherished dream about future
India had evolved through a long-drawn process
of the entire period of the freedom struggle. These
aspirations and goals got their proper places and
due importance in the reports of the National
Planning Committee (NPC), in the deliberations
of the Constituent Assembly and finally in the
Constitution of India. From the margins of the
ripening nationalist movement as well as taking
clues from the Soviet and the French styles of
planning, the NPC articulated the objectives of
planning in India. The process of planning in India
tried to include all the aspirations of the nationalist
movement as well as of the future generations. But
this will be a highly general comment upon the
objectives of planning in India. We need to delve
into the specific and objective goals of planning
in India to further our discussions. Some of the
historic deliberations regarding planning will
serve our purpose:

(i) Reviewing the entire situation, in the
light of the social philosophy evolved
over decades, the Constituent Assembly
came to the conclusion that to guide this
‘revolution of rising expectations’ into
constructive channels, India should make
determined efforts through carefully
planned large-scale social and economic
development and the application of
modern technological
improvements, to bring abouta rapid and
appreciable rise in the standard of living
of the people, with the maximum measure

scientific and

29. Gazetteer of India, Vol.3, op.cit, p. 5.
30. Gazetteer of India, Vol.3, op.cit, p. 5.
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(ii)

of social justice attainable. On the whole
it was a call for India becoming a welfare
state.”® This important deliberation does
not only call for the necessity of planning
for the country but it also outlines the
broader objectives of planning, too.

There are three important features
included in the constitutional provisions,
which pertain to the objectives of

planning in the country:*

(a) ‘Economic and social planning’ is
a concurrent subject. Also, while
framing the ‘Union’, ‘State’ and
‘Concurrent’ lists, allocating subjects
and other provisions, the Constitution
vests power in the Union to ensure co-
ordinated development in essential
fields of activity while preserving the
initiative and authority of the states in
the spheres allotted to them.

(b) The Constitution includes provisions
for promoting cooperation on a
voluntary basis between the Union and
the states and among states and groups
of states in investigation of matters
of common interest, in legislative
procedures and in administration,
thus avoiding the rigidities inherent in
federal constitutions (Articles 249, 252,
257, 258, 258-A, and 312). In other
words, the objective is cooperative
federalism.

(c) The Constitution also setsoutin broad
outline the pattern of the welfare
state envisaged and the fundamental
principles on which it should rest.

These are the major cornerstones of

planning and its objectives enshrined in

the Constitution that will breed enough

(iii)

@iv)

Union-State tussle in coming decadesand
make it compulsive for the government
to resort to ‘reforms with a human face’
rhetoric. We can see the methodology of
planning taking a U-turn in the era of the
economic reforms since the early 1990s.

The government, resolution announcing
the setting up of the Planning
Commission (March 1950) started with a
reference to the constitutional provisions
bearing on the socio-economic objectives
of the Constitution. The Fundamental
Rights and the Directive Principles of
the Constitution assure every citizen,
among other things, adequate means of
livelihood, opportunities for employment
and a socio-economic order based on
justice and equality. Thus, the basic
objectives® of planning were already given
in the provisions of the Constitution of
India. These were emphatically stated in
the First Five Year Plan (1951-56) itself,

in the following words:

“The urge to economic and social change
under present conditions comes from
the facts of poverty and of inequalities
in income, wealth and opportunity. The
elimination of poverty cannot obviously,
be achieved merely by redistributing
existing wealth. Nor can a programme
aiming only at raising production remove
existing inequalities. These two have to be
considered together....”

The above objectives of planning were
emphasised in one form or the other in
the coming times also. As the Second Five
Year Plan (1956-61) said:

“The Plan has to carry forward the process
initiated in the First Plan period. It must

31.
32.
33.

Gazetter of India, Vol.3, op.cit, p. 5.
Gazetter of India, Vol.3, op.cit, pp. 7-10
Gazetteer of India, Vol.3, op.cit, pp. 7-10.
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provide foralarger increasein production,
in investment and in employment.
Simultaneously, it must accelerate the
institutional changes needed to make
the economy more dynamic and more
progressive in terms no less of social than
of economic ends.”

But all the above-given doubts were
cleared by the forthcoming plans in
straightforward words. We may quote
from the following Plans:

e “For the future  economic
development, the economy will

be more dependent upon private

(v) The same objectives were repeated by the participation and the nature of
Sixth Five Year Plan (1980-85) in the planning will become more indicative
following words: with the major objectives of planning
“The basic task of economic planning remaining the same”. This was
in India is to bring about a structural announced by the government while
transformation of the economy so as launching the economic reforms
to achieve a high and sustained rate (July 23, 1991) and commencing the
of growth, a progressive improvement Eighth Five Year Plan (1992-97).
in the standard of living of the masses “There was no change in the basic
leading to eradication of poverty and objectives of planning even though
unemployment and providing a material there was change in instruments of
base for a self-reliant economy.” policy”—this was announced by the

(vi) It will be highly needful to enquire about government .Whlle. announcing  the
the objectives of planning in the era of the new economic policy (1991).
economic reforms initiated in the fiscal e While the Ninth Plan (1997-2002)
1991-92 as this new economic policy wasbeinglaunched itwasannounced:
(NEP) made the experts and economists “The goals of planning in India,
to conclude many questionable things which were set by Panditji have not
about the objectives of planning in the changed. The Ninth Plan does not
country: attempt to reinvent the wheel. At the
(a) The need to shift dependence from same time, the goals and targets this

wage to self-employment. Plan attempts to achieve are based on
. . the lessons of experience including
(b) The state s rolh.ng back .and the the Eighth Plan. They address today’s
economy is becoming pro-private and
. . problems and challenges and try to
sector-wise the social purpose of the .
. . . prepare the nation for tomorrow as
planning will be lacking. well 7%
© The. obj ectives of planning nearly Finally, a broad consensus looks evolving
outlined hitherto have been blurred. . o
) o through the process of planning and crystallising
(d) Tl?e promotion of foreign Investment o the six major objectives of planning® in India
will induce the economy into the 4. . . cpn oo
perils of neo-imperialism, etc.
34. Deputy Chairman, Planning Commission, May 1999. It is interesting to note here that the composition of the polity in

Centre was dominated by the BJP while the Deputy Chairman, Planning Commission was K.C. Pant (an old congress

man) — continuity in the basic ideas and objectives of planning being maintained.

35. India, various years taken together, Publications Division, Gol, N. Delhi.
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@

(ii)

(iii)

Economic Growth: Sustained increase in
the levels of production in the economy
is among the foremost objectives of
planning in India, which continues till
date and will be so in future, without any
iota of doubt in it.

Poverty Alleviation: Poverty alleviation
was the most important issue which
polarised the members of the NPC as
well as the Constituent Assembly that a
highly emphatic decision in favour of a
planned economy evolved even before
Independence. programmes
have been launched in India directing
the cause of poverty alleviation by
all the governments till date and the
process continues even today with more
seriousness (we see the National Rural
Employment Guarantee Programme—
NREGP—being launched by the UPA
Government in 2006 by passing an Act
in the Parliament—the matter has started

Several

attracting such high political concern).

Employment Generation: Providing
employment to the poor has been the
best tool of economics to alleviate
poverty. Thus, this objective of planning
in India comes naturally once it commits
itself to alleviate poverty. Employment
generation in India has been, therefore,
part and parcel of the objective of poverty
alleviation in India. General programmes
and schemes have been launched by
the governments from time to time in
this direction, some based on the wage
employments still, others based on self-
employment.

@iv)

\2

Controlling Economic Inequality:
There were visible economic inequalities
in India at the inter-personal as well as
at the intra-personal levels. Economic
planning as a tool of checking all kinds of
economic disparities and inequalities was
an accepted idea by the time India started
planning.>*® To fulfil this objective of
planning the governments have enacted
highly innovative economic policies at
times even inviting a tussle with regard to
the Fundamental Rights enshinned in the
Constitution.

Though Indian Planning has socio-
economic objectives to fulfil, only
economic planning was made a part
of the planning process (technically
speaking) and social planning (better
called social engineering) was left to the
political process. That is why reservation
in government jobs and admissions in
premier land
reforms, promoting inter-caste marriages,
etc., do not fall under the purview of the
Planning Commission.

Self-reliance: During the 1930s and
1940s, there was an ardent desire among
the nationalists, capitalists and the NPC

academic institutions,

for making the economy self-reliant in
all economic sphere. Self-reliance was
defined not as autarchy but as an effort
to strike against a subordinate position
in the world economy. As Jawaharlal
Nehru asserted: self-reliance, “does not
exclude international trade, which should
be encouraged but with a view to avoid

economic imperialism.”” India still

36.

Duely discussed by the NPC as well as the Constituent Assembly.

37. National Planning Committee Report; Also Nehru in The Discovery of India.
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strives for self-reliance in every field of the
economy as well as serving the realities of
higher interdependence in the globalising
world post-World Trade Organisation
(WTO).

(vi) Modernisation: ~ Modernising the
traditional economy was set as a foremost
objective of planning. Specially, the
agriculture sector of the economy needed
an immediate inclusion of modern
methods and techniques of farming
dairying, etc. Similarly, in education too,
India needs to go for inclusion of modern

education system.

India did not miss the chance of accepting the
importance of modern science and technology. As
the economy had selected industry as its prime
moving force (PMF), it was essential to adopt the
changing dimensions of science and technology.

The major objectives of planning in India
are not only broad but open-ended. That is why
it hardly needs any change and modification in
them with the changing times. It means, after
the completion of one plan the objectives for the
new plan are automatically set. Coming to the
composition of the objectives, we may confidently
conclude that all the aspirations of the Preamble,*®
the Directive Principles of the State Policy,” the
Fundamental Duties and the Fundamental Rights

have got their due place and weightage. All the
aspirations of the nationalists and the freedom
fighters look resonating in the very soul of the
Indian planning system.

The objective of planning in India was so broad
a term that gradually it encompassed the entire
sphere of administration excluding only defence
and foreign affairs. The objectives of planning
tremendously evolved and got cemented together
once the functions of the Planning Commission
were announced by the government in 1950 itself
and further expanded in 2002 (which we will see
in the next sub-title).

| PLANNING COMMISSION

Once the National Planning Committee published
its Report (1949) and there was a firm inclusion of

the need for ‘Economic and Social Planning’™® in
the Constitution, the stage was set for the formal
launching of planning in the country. Though the
economy was run on the principles of planning
very much after the Independence itself*! it was
in a piecemeal manner only. For formal planning
to begin, for the whole economy at the national
level, there was a need for a permanent expert
body which could take over the responsibility of
the whole gamut of planning, i.e., plan formation,
resource aspects, implementation and review—as

planning is a technical*> matter. Thus, in March

The Preamble was declared by the Supreme Court as an integral part of the Constitution and any amendments
amounting to a change in its meaning and spirit amounted to the violation of the ‘basic feature’ of the Constitution
(Keshvanand Barti, 1973 and S.R. Bommai, 1994 cases). This further magnified the objectives and role of Planning in

As the different Articles of the Directive Principles got interpreted being complementary parts of the Fundamental
Rights, their enforcement became obligatory for the Governments in coming times-still broadening the objectives of

Though formal planning commenced in the fiscal 1951-52, the planning has already commenced with the Industrial
Policy Resolution, 1948. More so, the Prime Minister of India who headed the NPC had already taken firm decision that
India would be a planned economy by August 1937 (Congress Working Committee, Wardha) itself. Thus, the economy

38.
India.
39.
planning in the country.
40. Distribution of Legislative Power, List-lll, Entry 20.
41.
takes its first wink in the planned era!
42.

Alan W. Evans, Economics and Planning, in Jean Forbes (ed.) Studies in Social Science and Planning, Scottish Academy
Press, Edinburgh, 1972, p. 121.
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1950% the Planning Commission (PC) was set (v) An autonomous body entitled to form its
up by the government by Cabinet Resolution own views on important issues and place
(without resorting to legislation). Important them before the governments. It works
details regarding the composition, legal status, closely with the Union and State cabinets
etc., of the PC are as under: and has full knowledge of their policies.
(i) An extra-constitutional (i.e., non- (vi) Is invariably comsulted on changes
constitutional) and non-statutory body proposed in social and economic policies.
(though planning originates from the To ensure free and full exchange of ideas,
Constitution there is no reference to the the PC has established a convention that
PCin it). it will not give publicity to differences of
(ii) An advisory body to the Government of views between the Commission and the
India on an array of issues of economic Union and State governments.
development. (vii) Lénked with the Union Cabinet at the
(iii) A ‘think tank’ on economic development secretariat level. The PC is part of the
with the Prime Minister as its ex-officio Cabinet organisation and the ‘demand
Chairman and with the provision or a for grants’ for it is included in the budget
Deputy Chairman.* The main function demand for the Cabinet Secretariat.
of the Deputy Chairman is to co-ordinate ~ (viii) Seated at the ‘Yojana Bhavan’, the
the work of the Commission.*® Commission has a staff of secretaries and
(iv) Has an open provision for the number advisers and also a research organisation.*®
of its membership (as many area experts (ix) The PC is a technical body with experts
are required by the particular proposed and professionals coming from an array of
period of planning) other than six specific areas as per the need of planning
Union Cabinet Ministers as its ex-officio of the concerned period (see footmote
members*® and a Member Secretary. The 42).
Minister of Planning is already an ex- (x) The Commission has executive powers.*”’

officio member of the PC.#”

43.

44.
45.
46.
47.

48.
49.

Gazetteer of India, Vol.3, p.10, op. cit. The confusion regarding the time of setting up the PC needs to be settled.
According to Bipon Chandra et al. (India After Independence, p. 343, op. cit.) the PC was set up in January 1950.
Kalikinkar Datta (An Advanced History of India, p. 956, op. cit.) and S.R. Maheshwari (Indian Administration, Orient
Longman, N. Delhi, 2002, p.121) support the Gazetteer of India view. While A. Vaidya nathan (Dharma Kumar edited,
The Cambridge Economic History of India, p. 949, op. cit.) considers the PC to be set up in January 1950.

He was later given a Cabinet rank in the Union Council of Minister.
Gazetteer of India, Vol.3, p.11, op. cit.
India 2008, Publications Division, Ministry of Information and Broadcasting, Gol, N. Delhi, p. 676.

There was a provision of only three Cabinet Ministers as its ex-officio members namely the Finance, Human Resource
Development and Defence upto July 2004 when the United Progressive Alliance Government increased it to include
the other three Cabinet Ministers-the Railways, Agriculture and Information Technology. It has been only once in the
history of the PC that it had six Cabinet Ministers as its ex-officio members i.e. in the final years of the Rajiv Gandhi
regime (The Economic Times, 16 July 2004, N. Delhi Edition).

Gazetteer of India, Vol.3, p.11, op.cit.

Prima facie a body should be either constitutional or statutory to wield the executive powers but as a number of
Cabinet Ministers as well as the PM himself are directly involved with the PC it wields execudive powers for all practical
purposes.
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FUNCTIONS OF THE PC a—

Though the PC was set up with a definite
purpose of planning, nobody knew that it would
extend its functions over the entire spectrum of
administration in the country. It was described
as the ‘economic Cabinet of the country as a
whole’ even encroaching upon the constitutional
body like the finance commission®® and not being
accountable to the Parliament.?® Through time
it built up a heavy bureaucratic organisation®
which led even Nehru himself to observe—“The
Commission which was a small body of serious
thinkers has turned into a government department
complete with a crowd of secretaries, directors and
of course a big building.”*?

Though the functions of the PC were extended
to include timely changes in the planning needs
(in the reforms era), its functions were announced
by the same government order which did set up
the Planning Commission, itself. The order®* says:

“The Planning Commission will—

(i) Make an assessment of the material,
capital and human resources of the
country, including technical personnel,
and investigate the possibilities of

augmenting such of those resources as are

found to be deficient in relation to the

nation’s requirements;

(ii) Formulate a plan for the most effective
and balanced utilisation of the country’s
resources;

(iii)

@iv)

\2

(vi)

(vii)

On a determination of priorities, define
the stages in which the plan should be
carried out and propose the allocation of
resources for the due completion of each
stage;

Indicate the factors which are tending
to retard economic development, and
determine the conditions which, in
view of the current social and political
situation, should be established for the
successful execution of the plan;

Determine the nature of the machinery
which will be necessary for securing the
successful implementation of each stage
of the plan in all its aspects;

Appraise from time to time the progress
achieved in the execution of each stage of
the Plan and recommend the adjustments
of policy and measures that such appraisal
may show to be necessary; and

Make

recommendations as

such interim or ancillary
appear to be
appropriate either for facilitating the
discharge of the duties assigned to it;
or on a consideration of the prevailing
economic conditions, current policies,
measures and development programmes;
or on an examination of such specific
problems as may be referred to it for

advice by Central or State governments.”

50. Report of the Fourth Finance Commission (with P.J. Rajamannar as its Chairman), Gol, N. Delhi, 1965, pp. 88-90.

51. By 1950s it was a general criticism of the PC which looked highly logical. But through the entire period of planning the
Governments never did think to convert the PC into a constitutional body. Practically enough, the Union cabinet and the
whole Government is accountable to the Parliament for the functions of the PC as it has complete mandate and support of

the Governments of the time.

52. Appleby, Public Administration in India: Report of A Survey, Ford Foundation, 1953, p. 22.
53. Asquoted in D.D. Basu, An Introduction to the Constitution of India, Wadhwa & Company, N. Delhi, 1999, p. 330.

54. Gazetteer of India, Vol.3, pp. 10-11, op.cit.
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With the commencement of the Tenth Plan
(2002-07), the government handed over two new
Sunctions to the Planning Commission in 2002,

namely:

@

(ii)

To monitor the plan implementation
with special reference to the process of
‘economic reforms’ with the help of the
steering committees.

It should be noted here that once the
process of economic reforms was initiated
in the country (early 1990s) there was
a diminishing role proposed for the
state in the economy in some areas and
increased role for the state in some other
areas. The re-definition of the state’s
role in the economy (though it was the
contemporary thinking world wide)
made most of the experts and the business
community to conclude as if there will
be no role for planning in the economy.
The New Economic Policy (NEP) of
1991-92 was a prima-facie proposal for
the expansion of the market economy
in the country. But it was not the case
altogether. Planning has not become
irrelevant though it needed to search
for a new orientation. And it was highly
essential that the process of planning
keeps its relevance to the bigger and the
broader process of economic reforms.
This particular new function of the PC
must be seen in this light.

To monitor the progress of various
Central Ministries. It should be noted

here that for the first time, the PC
went to set the ‘monitorable targets’ for
10 areas indicating development. The
Central Ministries have been linked to
these monitorable targets. The timely
performances of the Ministries are now
monitored by the PC as per its new
fuction.

With the inclusion of the above-
mentioned two functions in the existing
functions (which were already very
broad), the PC has emerged as a real
‘supercabinet’. Since it is basically the
Deputy-Chairman who officiates the
general meetings of the Commission, he
has a high-level say* in articulating the
direction and the nature of the economic
policies. Through the first new function
it articulates, the future dimensions
of the economic reforms and through
the second new function, it influences
the works of the various ministries—
ultimately it seems as if the PC has been
able to emerge as the real think-tank of
development in the country.*

The PC has also been able to influence
the states economic policies since 2002 in
a great way. Though the PC today does
not make the state plans” it is able to
influence the overall economic policies of
the states. It has been possible due to the
setting of ‘monitorable targets’ for states
for the same development indicators/
areas as has been set for the Centre.?® The

55.

56.
57.

58.

It is not uselessly that the Government decides to call in Montek Singh Ahluwalia, an economist of international repute
to officiate as the Deputy chairman of the PC. Every idea and opinion of Mr. Ahluwalia is today understood by the
coalition partners of the Central Government as a thing the Government is necessarily going to implement in future.
One can imagine the increased role of the office and the PC, both, by this. There is always a hue and cry every time
the Deputy Chairman articulates an idea or opinion. Though the PC is chaired by the PM, it seems that the Deputy
Chairman has started availing enough autonomy to speak his mind.

Ibid.

As per the original mandate the PC was supposed to formulate the state plans also. By 1960s, with the decision to
follow the multi-level planning (MLP) in the country the states started having their own state planning boards (SPBs).

In setting these targets the concerned states were consulted approach of planning was followed.
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states are liable for being monitored by
the PC concerning their performances
regarding these monitorable targets. This
way the Central Government has started
having its say over the state governments
via the new functions of the PC.

We may conclude that the PC has
been able to unify not only the various
economic policies of the Centre, but
also those of the states with the help
of these two new functions given to it.
Earlier, there had always been a lack of
congruence among the policies of the
various central ministries and the ideas

articulated by the PC.

AN EPITAPH TO THE PC m—

On January 1, 2015, the government formally
abolished the PC by replacing it with the newly
created body—the NITI Aayog. With this
there ended an era in the economic history of
independent India. Whether it was better to
revive the PC or abolish it has been a matter
of much debate among the discipline experts,
politicians and the media. The debate, at times,
had emotional tones, too. But the government
has its own wisdom behind the action (a detailed
discussion on it has been included as the last sub-

topic of this Chapter titled ‘NITI Aayog’).

As an ‘epitaph’ to the PC (may be an ‘ode’), it
will be quite relevant to have an eye on the report
of the Independent Evaluation Office (IEO) on
the former which was submitted to the Prime
Minister Office by late June 2014. As per it, the PC
was created in response to the unique challenges
faced by a nascent democracy and a fledgling
economy—it conceived a ‘top-down approach’
to planning that envisaged a dynamic Central
government building up the economic and social
order of weak states. The report called the PC in
its current form and function a hindrance and not
a help to India’s development. It further added

that it is not easy to reform such a large ossified
body and it would be better to replace it with a
new body that is needed to assist states in ideas,
to provide long-term thinking and to help cross-
cutting reforms. Some of the major advices of

IEO on the PC are as follows:
(i) The PC be scrapped and replaced with

the Reform and Solutions Commission
(RSC), which should be staffed with
experts with domain knowledge and kept
free from a ministerial administrative
structure. The new body should have
full-time representation of major trade
and industry organisations, civil society
representatives, academics, etc., so as to
capture their concerns and benefit from
their expertise in formulating long—term
strategy.

(ii) The RSC will perform three main

functions:

(a) Serve as a solutions exchange and
repository for ideas that have been
successful in different aspects of
development in various states and
districts and in other parts of the
world;

(b) Provide ideas for integrated systems
reform; and

(c) Identify new and emerging challenges
and provide solutions to preempt
them.

The current functions of the PC be taken

over by other bodies ‘which are better

designed to perform those functions’.

(iii)

(iv) Since the state governments have better
information about local requirements and
resources than the central government
and central institutions, they should
be allowed to identify priorities and
implement reforms at the state level,
independent of mandatory diktats from

central institutions.
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(v) The task of long-term economic thinking
and coordination can be performed by
a new body established to act solely as a
‘think tank’ within the government.

(vi) The
a permanent body responsible for the
allocation of centrally collected revenue
to the states and the finance ministry be
tasked with the division of funds among
the various central ministries.

The advices of the IEO (a brainchild of the
PC itself) on the PC were quite surprising, even
shocking to few. Whether the new body replacing
the PC will be a betterment over the latter and will

Finance Commission be made

be able to carve out its desired aims is a matter to
be evaluated and analysed in future. Meanwhile,
we can visibly find some of the advices of the [EO
resonating in the newly created body, the NITI
Aayog, the replacement for the PC.

[Note: While a detailed literature has been
included on the ‘NITT Aayog’ in this edition (as
the last sub-topic), the literature on the PC has
been left unchanged for the ease of understanding
and comparative purpose.]

I NATIONAL DEVELOPMENT COUNCIL

The National Development Council (NDC)
was set up on August 6, 1952 by a Resolution®
issued from the cabinet secretariat. The first Plan

recommended its formation with a very concise
and suitable observation:°

“In a country of the size of India where the
states have under the constitution full autonomy
within their own sphere of duties, it is necessary
to have a forum such as a National Development

Council at which, from time to time, the Prime
Minister of India and the Chief Ministers of the
states can review the working of the plan and of
its various aspects.”

There were some strong reasons why the
NDC was set up which may be seen as follows:

(i) The Central Plans were to be launched
in the states and the UTs with the
participation of the state—level personnel.
The Planning Commission was not
provided with its own implementation
staff (though the PC was given the
responsibility of plan implementation)
for this purpose. Therefore, the consent
and co-operation of these federal units
was a must.

(ii) Economic planning as a concept had
its origin in the centralised system (i.e.,
Soviet Union). For India, to democratise/
decentralise the very process of planning
was not a lesser task/challenge than
promoting development itself. Indian
planning is rightly said to be a process
of trial and error in striking a balance
between liberty and progress, central
control and private initiative and national
planning with local authority.*!

The setting up of the NDC can be

considered as the step in India towards

decentralised planning.
(iii) In the constitutional design of the federal
rigidities it was necessary to provide the
whole planning process a unified outlook.
The NDC serves the purpose of diluting
the autonomous and rigid federal units of
the Union of India.®

59. Resolution No. 62/CF/50 (06.08.1952), Cabinet Secretariat, Gol, N. Delhi.
60. First Five Year Plan: A Draft Outline, PC, Gol, N. Delhi, July 1951, p. 253.

61. Gazetteer of India, Vol.3, p. 10 op.cit.

62. The Advisory Planning Board (1946) set up by the Interim Government had suggested for such a consultative body with the
representatives from the provinces, the princely states and some other interests to advise the Planning Commission for the

success of planning in India.
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The NDC initially comprised the Prime
Minister of India (de facto Chairman), the Chief
Ministers of all States and the Members of the
Planning Commission. In the first meeting of
the NDC held on 8-9 November 1952, ].L.
Nehru stated that NDC is “essentially a forum
for intimate cooperation between the State
Governments and the Central Government for all
the tasks of national development”. In the words
of J.L. Nehru, setting up of the NDC may be
regarded as one of the most significant steps taken
for promoting understanding and consultation
between the Union and the State Governments
on planning and common economic policies.

Considering the recommendations of the
‘Administrative Reforms Commission’, the NDC
was reconstituted and its functions redefined
by a Cabinet Resolution on October 7, 1967.
The reconstituted NDC comprises the Prime
Minister, all Union Cabinet Ministers, Chief
Ministers of all States and Union Territories and
the Members of the Planning Commission. Delhi
Administration is represented in the Council
by the Lt. Governor and the Chief Executive
Councillor, and the remaining Union Territories
by their respective Administrators. Other Union
Ministers and State Ministers may also be invited
to participate in the deliberations of the council.
In the reconstituted Council, the Secretary of the
Planning Commission acts as Secretary to the
NDC and the Planning Commission is expected
to furnish such administrative or other assistance
for the work of the Council as may be needed.
The baisc nature, origin and legal status of the
Council are similar to the Planning Commission.

The revised functions®® of the NDC are:

(i) to consider the proposals formulated for
Plans at all important stages and accept

them;

(ii) to review the working of the Plans from
time to time;

(iii) to consider the important questions of
social and economic policy affecting
national development; and

(iv) to recommend measures for the

achievement of the aims and targets set out
in the national plan, including measures
to secure the active participation and
co-operation of the people, improve the
efficiency of the administrative services,
ensure the fullest development of the less
advanced regions and backward sections
of the community and through sacrifices
borne equally by all citizens, build up
resources for national development.®

Though the first Plan of India was launched
before the arrival of the NDC, the body had
many meetings before the terminal year of the
plan and useful deliberations (almost all) after due
consideration were included by the government
into the planning process. But after the death of
J.L. Nehru—the greatest champion of democratic
decentralisation in the country®® the NDC had
become a small gathering of only those who had
the same vested interests with only the Congress
CMs participating in its meetings. The CMs
belonging to other political parties usually did
not come to its meetings; the government hardly
gave any importance to their advice. A phase of
tussle between the Centre and the states started
worsening from here onward with a degradation

63. Other than the Cabinet Resolution, it is also quoted is the Gazetteer of India, Vol. 3, p. 15, op.cit.

64. The italicised words are here highlighting the level of the Government’s consciousness about the concerned issues of
decentralised planning, regional and individual inequalities to which the planning was to be specially attentive.

65. George Mathew, undoubtedly among the legendary commentator on the Panchayat Raj/democratic decentralisation calls
J.L. Nehru as “its most eminent champion at the national level” (Power to the People in M.K. Santhanam edited 50 Years of
Indian Republic, Pub. Div., Gol, 2000, p. 31). Similarly, the reputed historians Bipan Chandra et al. call Nehru as “the greatest
champion of planned economic development”— for Nehru the process of planning is the country was to be democratic about
which seems very clear, as his writings support (India After Independence, Bipan Chandra et.al., p. 341, op.cit.).
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in principles of the co-operative federalism, with
every five-year plans which followed. It was only
by the mid-1990s that we see the revival of the
lost glory of NDC as well as that of the spirit of
decentralised planning. This has been possible due
to three major reasons:

(i) In the era of economic reforms, with
greater dependence on the private capital
made it necessary to allow states greater
autonomy in economic matters. Once
the WTO regime started it became an
economic compulsion.

The enactment of the Constitutional
Amendments 73rd and the 74th had
made local level planning a constitutional
compulsion.

(ii)

(iii) And lastly it was the compulsion of
coalition politics in the formation of the
Union Government which made the

Centre to favour the states.

As per the major experts on the issue of
decentralised planning, the last of the above given
three reasons has played the most important
role. After a long-long time, two plans (¢the Tenth
and the Eleventh) were passed by the NDC with

complete support coming from the CMs.

[t is believed that as the local-level planning
(i.e., the gram panchayat and the
municipalities and corporations) allows more
and more scope of planning by the states, the
NDC will be able to function on its more original
principles. The contemporary concerns of the
governments give enough hope to think like this,
at least it seems so.

urban

| CENTRAL PLANNING
The which formulated by the

Central Government and financed by it for
the implementation at the national level are
known as Central Plans. Over the years, the

Plans are

Centre has launched three such plans and the
governments have maintained continuity in their
implementation. The three central plans are:

A. Five-Year Plans,
B. Twenty-Point Programme, and

C. Member Local

Development Scheme.

of Parliament Area

An introductory description of these plans is
given as follows:

This is the most important among the central plans
and is being continuously implemented one after
the other since planning commenced in India.
As planning has been a purely political excercise
in India, the five-year plans of the country have
seen many unstable and critical moments till date.
Several new developments related to planning
also took place during the years. Given below is
a concise summary of the plans as we see their
different periods of implementation:

FIRST PLAN m——

The period for this plan was 1951-56. As the
economy was facing the problem of large-scale
foodgrains import (1951) and the pressure of
price rise, the plan accorded the highest priority
to agriculture including irrigation and power
projects. About 44.6 per cent of the plan outlay
went in favour of the public sector undertakings
(PSUs).

The Plan was launched with all the lofty
ideas of socio-economic development, which had
frustrating outcomes in the following years.

SECOND PLAN m———
The plan period was 1956-61. The strategy of

growth laid emphasis on rapid industrialisation
with a focus on heavy industries and capital
goods.®® The plan was developed by Professor

66. Sukhomoy Chakravarti, Development Planning: The Indian Experience, Oxford University Press, New York, 1989, pp. 9-11.
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Mahalanobis. Due to the assumption of a closed
economy, shortages of food and capital were felt
during this Plan.

THIRD PLAN m————

The Plan period was 1961-65. The Plan specifically
incorporated the development of agriculture® as
one of the objectives of planning in India besides,
for the first times, considering the aim of balanced,
regional development.

Enough misfortunes awaited this plan—two
wars, one with China in 1961-62 and the other
with Pakistan in 1965-66 along the Gujaratborder
and a severe drought-led famine in 1965-66 had
to be faced. Due to heavy drain and diversion of
funds, this plan utterly failed to meet its targets.

THREE ANNUAL PLANS s—

The period of the three consecutive Annual Plans
was 1966-69. Though the Fourth Plan was ready
foritsimplementation in 1966, the weak financial
situation as well as the low morale after the defeat
by China, the government decided to go for
an Anuual Plan for 1966—67. Due to the same
reasons the government went for another two
such plans in the forthcoming years. The broader
objectives of these Annual Plans were inside the
design of the Fourth Plan which would have been
implemented for the period 1966-71 had the

financial conditions not worsened by then.

Some economists as well as the opposition in
the Parliament called this period as a discontinuity
in the planning process, as the Plans were supposed
to be for a period of five years. They named it a
period of “Plan Holiday”, i.e., the planning was
on a holiday.®

The Plan period was 1969—74. The Plan was based
on the Gadgil strategy with special focus to the
ideas of growth with stability and progress towards
self-reliance. Droughts and the Indo-Pak War of
1971-72 led the economy to capital diversions
creating financial crunch for the Plan.

The politicisation of planning started from this
plan which took serious ‘populist’ design in the
coming plans. Frequent double-digit inflations,
unreigned increase in the fiscal deficits, subsidy-
induced higher non-plan expenditures and the
first move in the direction of ‘nationalisation’ and
greater control and regulation of the economy
were some of the salient features of this plan,
which continued unchanged till the early 1990s.
The search for political stability at the Centre
converted planning into a tool of real politics
with greater and greater ‘centralisation’ ensuing
plan after plan.

FIFTH PLAN m——

The Plan (1974-79) has its focus on poverty
The popular
thetoric of poverty alleviation was sensationalised
by the government to the extent of launching a
fresh plan, ie., the Twenty-point Programme
(1975) with a marginal importance being given to
the objective of ‘growth with stability’ (one of the
major objectives of the Fourth Plan).

alleviation and self-reliance.®®

The planning process got more politicised.
The havocs of hyper-inflation led the government
to hand over a new function to the Reserve Bank of
India to stabilise the inflation (the function which
the RBI carries forward even today). A judicious
price wage policy was started to check the menace

67. C.Rangarajan, Indian Economy: Essays on Money and Finance, UBSPD, N. Delhi, 1998, p. 272.

68. Itshould be noted here that as per the official version of the Government of India, the planning has been a continuous
process in the country and there is no term like the ‘Plan Holiday’ in Its official documents. The term was given by the

critics and popularised by the contemporary media.

69. Experts believe this Plan to be somewhat based on the ideas of D.P. Dhar, the Minister for Planning at that time.
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of inflation on the wage-earners. This Plan saw
an increase in the socio-economic and regional
disparities despite the many institutional, financial
and other measures which were initiated by the
government to attend them. The nationalisation
policy continued. There was an overall decay in the
quality of ‘governance’. A nexus of the ‘criminal-
politician-bureaucrat’ seems to emerge for the first
time to hijack the political system.”®

The plan period was badly disturbed by
the draconian emergency and a change of the
government at the Centre. The Janata Party came
to power with a thumping victory in 1977. As the
government of the time had then complete say in
the central planning in India how could the new
government continue with the Fifth Plan of the
last government which had still more than one
year to reach its completion. The dramatic events
related to Indian planning may be seen objectively
as given below:

(i) TheJanata Government did cut-short the
Fifth Plan one year ahead of its terminal
year, i.e., by the fiscal 197778, in place
of the decided 1978-79.

(ii) A fresh Plan, the Sixth Plan for the
period 1978-83 was launched by the new
government which called it the ‘Rolling
Plan’.”*

In 1980, there was again a change of
government at the Centre with the return
of the Congress which abandoned the
Sixth Plan of the Janata Government in
the year 1980 itself.

(iii)

(iv) The new government launched a fresh
new Sixth Plan for the period 1980-85.
But by that time, two financial years of
the Janata Government’s Sixth Plan had
already been completed. These two years
of the Plan were adjusted by the Congress
Government in a highly interesting way:
(a) The first year, ie., 1978-79 was

added to the fifth plan which was
cut-short by the Janata Government
to four years. And thus the Fifth Plan
officially became of 5 years again
(1974-79).

(b) Now what to do with the second
year, i.e., 1979-80. The Congress
Government announced this year
to be a year of one Annual Plan.
This Annual Plan (1979-80) may
be considered the lone independent
remnant of the ‘Rolling Plan’ of the
Janata Government.

The Sixth Plan (1978-83) which could not
become an official plan of India had emphasis on
some of the highly new economic ideas and ideals
with almost a complete no to foreign investment;
new thrust on price control; rejuvenation of the
Public Distribution System (PDS); emphasis on
small-scale and cottage industries; new lease of life
to the Panchayati Raj Institutions (i.e., the 2nd
Phase of the revival of the PRIs); agriculture and
the subject of rural development getting the due;
etc., being the major ones.

70. As N.N. Vohra remarks.

71. It should be noted here that there is nothing like the ‘Rolling Plan’ in the official documents of planning in India.
Basically, the origin of the concept of the ‘Rolling Plan’ goes back to the period when India went for the Annual Plans
(1966-69) for the first time and the critics noted it as a discontinuity in the planning process calling it a period of
the ‘plan holiday’. The basic trait of the ‘Rolling Plan’ was its continuity while the congress commenced its Sixth Plan
(1980-85) the idea of the ‘Rolling Plan’ was cancelled as for the new Government the element of ‘rolling’ (continuity)
was already in the Indian Planning — India was following the approach of the ‘perspective planning’. A separate Division
of Perspective Planning was already functioning in the Yojana Bhavan since the mid-1970s. The two elements which
make a plan a ‘perspective plan’ are — firstly, the ‘continuity’ and secondly, ‘evaluation - based’ planning. For the
Congress Government, logically, the planning in India was not only ‘rolling’ but more than that — evaluation-based, too.
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SIXTH PLAN m——

This Plan (1980—85) was launched with the slogan
of ‘Garibi Hatao’ (alleviate poverty).”? Already, a
programme (the TPP) was tested and tried by the
same government in the Fifth Plan which tried to
improve the standard of living of the poor masses
with the ‘direct approach’ (the idea of poverty
alleviation, but such a slogan of ‘Garibi Hatao
was not given to the programme).

Some of the major issues addressed by
the Plan were—emphasis on socio-economic
infrastructure in rural areas; eliminating rural
poverty and reducing regional disparities through
the IRDP (1979); ‘target group’”® approach
initiated; a number of national level programmes
and schemes were launched during the plan,
which tried to attend to the specific areas and the
specific concerns of socio-economic development
(this is ‘target group’ approach):4

(i) National Rural Employment Programme

(NREP)—1980
(i) Restructured Twenty-Point Programme—
1982

(iii)
(iv)

Biogas Programme—1982

Development of Women and Children
in Rural Areas (DWERA)—1983

(v) Rural Landless Employment Guarantee

Programme (RLEGP)—1983

(vi) Self-Employment to Educated
Unemployed Youth Programme
(SEEUP)—1983

(vii) Dairy Development Programme
(DDP)—1983

(viii) Villageand Small Industries Development
Programme (VSIDP)—1983

Tribal Development Agency (TDA)—
1983

(x) Villageand Small Industries Development
Programme (VSIDP)—1983.

National Seeds Programme (NSP)—
1983.

Intensive Pulses Development

Programme (IPDP)—1983.

Intensive Cotton Development
Programme (ICDP)—1983.

Khadi and Village Industries Programme
(KVIP)—1983

Programme for Depressed Areas (PDA)—
1983.

Special Programme for Women and

Children (SPWC)—1983

(ix)

(xi)
(xii)
(xiii)
(xiv)
(xv)

(xvi)

SEVENTH PLAN s——
The Plan (1985-90) emphasised on rapid

foodgrain production, increased employment
creation and productivity in general. The basic
tenets of planning, i.e., growth, modernisation,
self-reliance and social justice remained as the
guiding principles.” The Jawahar Rojgar Yojana
(JRY) was launched in 1989 with the motive
to create wage-employment for the rural poors.
Some of the already existing programmes such as
the IRDP, CADP, DPAP and the DDP were re-

oriented.

Till date, the government has been evaluating
the achievements of all the developmental

72. Some experts see this Plan as a symbol of the planning being converted to a complete politics — with utter populism
entering into the planning process of India. The circle of the politicisation of planning gets completed with this Plan

73. ‘Target group’ approach of planning is selecting the group of people where a particular problem is and attacking the
problem directly — the TPP was the first such programme in India.

74. India 1980-1983, Pub. Div., Gol, N. Delhi.

75. Seventh Five Year Plan (1980-85), PC, Gol, N. Delhi, 1980.
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programmes, courtesy the youngest PM of
India. Somehow, democracy and development
got connected with a major change in the
thinking of the political elite which decided to
go in for democratic decentralisation to promote
development. It laid strong foundations for itself
as the constitutional amendments—the 73rd and

74th were possible by the early 1990s.

Though the economy had better growth rates
throughout the 1980s, specially in the latter half,
yet it was at the cost of bitter fiscal imbalances.
By the end of the Plan, India had a highly
unfavourable balance of payments situation.
Heavy foreign loans on which the governmental
expenditures depended heavily during the period,
the economy failed to service.” The Plan was not
laid with a strong financial strategy which put the
economy into a crisis of unsustainable balance of
payments and fiscal deficits.”” India basically tried
to attend its growth prospects by commercial
and other external borrowings on hard terms
which the economy failed to sustain. In the
process of liberalisation, an expansion of internal
demand for the home market was permitted
without generating equitable levels of exports
and ultimately Indian imports were financed by
the costly external borrowings. Such an ‘inward
looking’ fiscal policy proved to be a mistake when
the external aid environment for the economy was
deteriorating.”®

The Eighth Plan (whose term would have been

1990-95) could not take off due to the ‘fast-
changing political situation at the Centre’.””
The pathbreaking and restructuring-oriented
suggestions of the Eighth Plan, the sweeping
economic reforms ensuing around the world as
well as the fiscal imbalances of the late 1980s were
the other important reasons for the delay in the
launch of the Eighth Plan. The new government,
which assumed power at the centre in June 1991,
decided to commence the Eighth Plan for the
period 1992-97 and that the fiscals 1990-91 and
1991-92 should be treated as two separate Annual
Plans. The two consecutive Annual Plans (1990—
92) were formulated within the framework of the
approach to the Eighth Plan (1990-95) with the
basic thrust on maximisation of employment and
social transformation.

EIGHTH PLAN m————

The Eighth Plan (1992-97) was launched in
a typically new economic environment. The
economic reforms were already started (in
July 1991) with the initiation of the structural
adjustment and macro-stabilisation policies
necessitated by the worsening balance of
payments, higher fiscal deficit and unsustainable
rate of inflation.

This was the first plan which went on for
an introspection of the macro-economic policies
which the country had been pursuing for many
decades. The major concerns and pathbreaking
suggestions®® which this Plan articulated may be
summarised as follows:

76. Similar financial strategy to promote growth and development had led the Soviet Union to economic collapse via the
balance of payment crisis during Gorbachev’s regime by 1991, as is pointed out by Jeffrey Sachs in The End of Poverty

(Penguin Books, London, 2005, pp. 131-134).
77. C.Rangarajan, 1998, p. 274, op.cit.

78. Bimal Jalan in Bimal Jalan (ed.), 1992, pp. 190-191, op.cit.

79. This is official version for the delay (India 2007, Pub. Div., Gol, 2007, p. 680).

80. Itshould be noted here that the kind of economic reforms India started in 1991-92 were almost ditto suggested by the Eighth
Plan. The suggestions were based on India’s own experience and the experiences of the world economies after the Second
World War. The Sixth and the Seventh Plans had suggested almost on the similar lines which made the Governments of the
time go for the so-called ‘liberalisation” moves in the mid-1980s.
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(i) an immediate re-definition of the state’s
role in the economy was suggested;

(i) ‘market-based’ development advised in
the areas which could afford it, i.e., a
greater role for the private sector in the
economy;®!

more investment in the infrastructure
sector, especially in the laggard states as
the ongoing emphasis on greater private
sector investment could not be attracted
towards these states;

(iii)

(iv) rising non-plan expenditure and fiscal
deficits need to be checked;

(v) subsidies

refocussing;

need restructuring and

(vi) planning immediately needs to be
‘decentralised’;

(vii) special emphasis on
federalism’ suggested;

‘co-operative
(viii) greater focus on ‘agriculture’ and other
‘rural activities” was suggested for which
the Plan cited empirical evidences as
they encourage the economy to achieve
enhanced standard of living for its people
and to promote the cause of balanced
growth, a shiftin the mindset of planning.

As the economy moved towards liberalisation,
criticism came from every quarter against the
move. The process of planning was also criticised
on the following counts:

(i) As economy moves towards the market

economy, the planning becomes

‘irrelevant’;
(ii) When the state is ‘rolling back’, planning
makes no sense;

(iii) The planning process should be ‘re-

structured’ in the era of liberalisation;
and

(iv) There should be increased thrust on the
‘social sector’ (i.e., education, healthcare,
etc.)

NINTH PLAN s——

The Ninth Plan (1997-2002) was launched when
there was an all round ‘slowdown’ in the economy
led by the South East Asian Financial Crisis
(1996-97). Though the liberalisation process
was still criticised, the economy was very much
out of the fiscal imbroglio of the early 1990s.
With a general nature of ‘indicative planning’
the Plan not only did target an ambitious high
growth rate (7 per cent) but also tried to direct
itself towards time-bound ‘social’ objectives.
There was an emphasis on the seven identified
Basic Minimum Services (BMS) with additional
Central Assistance for these services with a view to

obtaining complete coverage of the population in
a time-bound manner. The BMS® included:

(i) Safe drinking water;
(i) Primary health service;
(iii)
(iv)

Universalisation of primary education;

Public housing assistance to the shelter-
less poor families;

(v) Nutritional support to children;

(vi) Connectivity of all and

habitations; and

villages
(vii) Streamlining of the public distribution
system.

The issue of fiscal consolidation became a top
priority for the governments starting from this
Plan, for the first time which had its focus on the
following® related issues:

81. C. Rangarajan, 1998, pp. 275-276, op.cit.
82. India 2007, Pub. Div., pp. 682-83, op.cit.

83. Economic Surveys (1998-2002), Ministry of Finance, Gol, N. Delhi & India 2007, p. 683, op.cit.
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(i) Sharp reduction in the revenue deficit of
the government, including centre, states
and the PSUs through a combination of
improved revenue collections and control
of inessential expenditures;

(ii) Cutting down subsidies, collection of

user charges on economic services (i.e.,

electricity, transportation, etc.), cutting

down interest, wages, pension, PF, etc;

Decentralisation and

(iii) of planning
implementation through greater
reliance on states and the Panchayat Raj

Institutions (PRIs).

TENTH PLAN s————

The Plan (2002-07) commenced with the
objectives of greater participation of the NDC in
their formulation. Some highly important steps
were taken during the plan, which undoubtedly
points out a change in the planning policy mindset
of the government, major ones being:®*

(i) Doubling per capita income in 10 years;

(i) Accepting that the higher growth rates
are not the only objective—it should be
translated into improving the quality of
life of the people;

For the first time the Plan went to set
the ‘monitorable tragets’ for eleven select
indicators of development for the centre
as well as for the states;

(iii)

‘Governance’ was considered a factor of
development;

@iv)

(v) States’ role in planning to be increased

with the greater involvement of the PRIs;
(vi) Policy and institutional reforms in each
sector, i.e., reforms in the PSUs, legal

reforms, administrative reforms, labour

reforms, etc;

(vii) Agriculture sector declared as the prime
moving force (PMF) of the economy;

(viii) Increased emphasis on the social sector
(i.e., education, health, etc.);
(ix) Relevance between the processes

of economic reforms and planning
emphasised; etc.

The Mid-term Appraisal of the Plan was
approved by the NDC in June 2005. The
assessment gives a mixed picture regarding its
performance. As per the appraisal, the country
performed well in many areas and these gains
needed to be consolidated, but there were some
important weaknesses also, which, if not corrected
can undermine even the current performance

level %

The Plan targets a growth rate of 10 per cent and
emphasises the idea of ‘inclusive growth’. In the
approach paper, the Planning Commission shows
its concerns regarding realising the growth targets
on account of the compulsions towards the Fiscal
Responsibility and Budget Management Act. In
recent times some aberrations in the economy
have started to increase the government’s concerns
in meeting the Plan target of 10 per cent growth.
The major concerns are:

(i) A higher inflation (above 6 per cent)
led to the tightening of the credit policy
forcing lower investment in the economy
(which will lower the production);

(ii) A stronger rupee is making export
earnings shrink fast;

(iii) Costlier foodgrains and other primary

articles playing havoc for the poor masses;

84. Tenth Five Year Plan (2002-07), P.C, Gol, N. Delhi.

85. Mid-Term Appraisal of the Tenth Plan, P.C, Gol, N. Delhi.
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(iv) Costlier oil prices becoming a burden for
the national exchequer; etc.

Not only the government but the
Confederation of Indian Industry (CII) as well as
the World Bank expressed doubts in the Eleventh

Plan realising the ambitious 10 per cent growth.

ELEVENTH PLAN: PERFORMANCE m

The Planning Commission (PC) had attempted
the mid-term appraisal of the Plan, which
was considered and approved by the National
Development in July 2010. The
appraisal document reviewed the developments
and provided a comprehensive assessment of the
performance of the economy during the Eleventh
Plan period so far, in different sectors, together
with suggested mid-course corrections. It has
drawn attention to the problems in some selected
areas and identified constraints that would be of

Council

relevance for the balance period of the Eleventh
Plan and also for the Twelfth Plan. These include
inter-alia:
(i) Restoring dynamism in agriculture,
(ii)
(iii)

Managing India’s water resources,

Problems in achieving power generation
targets,

@iv)

(v) Special problems of tribal development.

Issues pertaining to urbanisation, and

In respect of agriculture, the mid-term
appraisal notes that though performance of
agriculture and the rate of growth in the Eleventh
Plan is likely to be better than that in the Tenth
Plan, it may, however, not reach the target of 4
per cent per year. The need to focus on agriculture
and other critical issues mentioned above would
require concerted action by the Centre and the
states.

The Review by the PC regarding the Poverty
Estimates is also important when the issue has
become a matter of debate in the country. The
Planning Commission is the nodal agency for

estimating poverty in the country, both at the
national level and across the states. The estimates
the poverty on the basis of poverty line defined
in terms of monthly per capita consumption
expenditure. The Commission has been estimating
poverty line and poverty ratio since 1997 on the
basis of the methodology contained in the report
of the Expert Group on ‘Estimation of Number
and Proportion of Poor’ (known as Lakdawala
Committee Report). The Head-count poverty ratio
has been estimated by using the above mentioned
poverty lines from a large size sample survey of
household consumption expenditure carried out
by the National Sample Survey Office (NSSO)

with an interval of 5 years approximately.

The Planning Commission constituted an
Expert Group in December 2005 under the
chairmanship of Prof. Suresh D. Tendulkar
to review the methodology for estimation of
poverty. The Expert Group submitted its report in
December 2009. While acknowledging the multi—
dimensional nature of poverty, the Expert Group
recommended moving away from anchoring the
poverty lines to the calorie intake norm, adopting
the Mixed Reference Period (MRP) based
estimates of consumption expenditure as the basis
for future poverty lines, adopting MRP equivalent
of urban Poverty Line Basket (PLB) corresponding
to 25.7 per cent urban headcount ratio as the new
reference PLB for rural areas. On the basis of the
above methodology, the all-India rural poverty
headcount ratio for 2004-05 was estimated at
41.8 per cent, urban poverty headcount ratio at
25.7 per cent and all India level at 37.2 per cent.
It may however be mentioned that the Tendulkar
Committee’s estimates are not strictly comparable
to the present official poverty estimates because of
different methodologies. As has been indicated in
the Mid-Term Appraisal of the Eleventh Five Year
Plan, the revised poverty lines and poverty ratios
for 2004-05 as recommended by the Tendulkar
Committee have been accepted by the Planning
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Commission. The Tendulkar Committee has
specifically pointed out that the upward revision
in the percentage of rural poverty in 200405,
resulting from the application of a new rural
poverty line, should not be interpreted as implying
that the extent of poverty has increased over time.
These estimates, as reported by the Committee,
clearly show that whether we use the old method
or the new, the percentage of the population
below poverty line has declined by about the same
magnitude.

The performance on the Fiscal Scenario,
according to the Planning Commission, the
expansionary fiscal measures taken by the
government in order to counter the effects of the
global slowdown were continued in 2009-10,
and this led to further increase in the key deficit
indicators. The fiscal deficit of the Centre, which
was2.5 per centin 2007—-08 increased substantially
to 6.0 per cent in 2008—09 and further to 6.4 per
cent in 2009-10, but it declined to 5.1 per cent
in 2010-11 (RE) and the Budget Estimates for
2011-12 put the fiscal deficit at 4.6 per cent of
the GDP. Similarly, the revenue deficit of the
Centre increased from 1.1 per cent in 2007-08
to 4.5 per cent in 2008—09 and further to 5.2 per
cent in 2009-10 and declined to 3.4 per cent for
2010-11 (RE). As per 2011-12 (BE), the revenue
deficit is projected at the same level of 3.4 per cent
of the GDP. The increase in the deficit levels of
the Centre owes to revenue foregone on account
of reduction in indirect tax rates and enhanced
public expenditure in order to boost demand in
the economy amidst global meltdown.

The issue of Price Stability remained
resonating for more than half of the Plan
period. To ward off the crisis of rising prices,
the government needed to announce several tax
concessions at one hand, while it could not pass
the burden of the costlier imported oil prices on
the masses. That would have resulted in ultimately
putting the exchequer in a fund-crunch mode,

at the end, creating a short-supply of investible
funds in government’s hand, hence, causing the
Eleventh Plan to perform at the levels below its
target.

TWELFTH PLAN m———

The ‘Draft Approach Paper’ of the Twelfth
Plan (2012-17) was prepared by the Planning
Commission after widest consultation till date-
recognising the fact that citizens are now better
informed and also keen to engage. Over 950
civil society organisations across the country
provided inputs; business associations, including
those representing small enterprises have been
consulted; modern electronic and ‘social media’
(Google Hangout) were used to enable citizens
to give suggestions. All state governments, as
well as local representative institutions and
unions, have been consulted through five regional
consultations. Though the Approach Paper for the
Plan was approved by the NDC by mid-2011, the
Plan Document was finalised much later after the
launch of the plan (like the Tenth and Eleventh
Plans).

The Draft Approach Paper lays down the
major targets of the Plan, the key challenges in
meeting them, and the broad approach that must
be followed to achieve the stated objectives which
are summed-up as follows:

(i) Growth rate of 9 per cent is targeted
for the Plan. However, in view of the
uncertainties in the global economy and
the challenges in the domestic economy,
the Approach Paper indicates that it
could be achieved only if some difficult
decisions are taken.

(ii) It emphasizes the need to intensify efforts

to have 4 per cent average growth in

the agriculture sector during the Plan
period; with foodgrains growing at about

2 per cent per year and non-food grains

(notably, horticulture, livestock, dairying,
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(iii)

@iv)

\2

(vi)

(vii)

(viii)

poultry and fisheries) growing at 5 to 6
per cent.

The higher growth in agriculture would
not only provide broad based income
benefits to the rural population but also
help inflationary pressure,
which could arise if high levels of growth
are attempted without corresponding
growth in domestic food production
capabilities.

restrain

It proposes that the major flagship
programmes which were instrumental
for promoting
Eleventh Plan should continue in the

inclusiveness in the

Twelfth Plan—there is a need to focus on
issues of implementation and governance
to improve their effectiveness.

The Plan indicates that the energy
needs of rapid growth will pose a major
challenge since these requirements have
to be met in an environment where
domestic energy prices are constrained
and world energy prices are high and
likely to rise further.

For the GDP to grow at 9 per cent,
commercial energy supplies will have to
grow at a rate between 6.5 and 7 per cent
per year. Since India’s domestic energy
supplies are limited, dependence upon
imports will increase. Import dependence
in the case of petroleum has always been
high and is projected to be 80 per cent in
the Twelfth Plan.

Even in the case of coal, import
dependence is projected to increase as the
growth of thermal generation will require
coal supplies, which cannot be fully met

from domestic mines.

[t suggests the need to take steps to reduce
energy intensity of production processes,
increase domestic energy supply as

(ix)

)

(xi)

(xii)

quickly as possible and ensure rational
energy pricing that will help achieve both
objectives, viz., reduced energy intensity
of production process and enhance
domestic energy supply, even though it
may seem difficult to attempt.

[t draws attention to evolving a holistic
water management policy aiming at
more efficient conservation of water and
also in water use efficiency particularly in
the field of agriculture.

It argues that a new legislation for land
acquisition is necessary, which strikes
an appropriate balance between the need
for fair compensation to those whose
land is acquired and whose livelihood is
disrupted, and the need to ensure that
land acquisition does not become an
impossible impediment to meeting our
needs for infrastructure development,
industrial expansion and urbanisation.

It maintains that health, education and
skill development will continue to be
the focus areas in the Twelfth Plan and
that there is a need to ensure adequate
resources to these sectors — ‘wuniversal
healthcare’ proposed by it, emphatically.
Simultaneously, it also points to the need
to ensure maximum efficiency in terms
of outcomes for the resources allocated to
these sectors. The need to harness préivate
investment in these sectors has also been
emphasised by the approach.

It takes cognizance of the fact that
achieving 9 per cent growth will require
large investments in infrastructure sector
development—notes greater momentum
to public investment and Public Private
Partnerships (PPPs) in infrastructure
sector needs to be imparted so that
present infrastructure shortages can be
addressed early.
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(xiii) It has emphasised the importance of the
process of fiscal correction. However, the
paper cautions that fiscal consolidation
would imply that total resources available
for the Plan in the short run will be
limited. Resource limitations imply the
need to prioritise carefully and that some
priority areas, e.g., health, education
and infrastructure will have to be funded
more than others.

It also emphasizes the need for focusing
moreon efficientuse of available resources

(xiv)

in view of the resource constraints. The
Paper makes several suggestions in this
regard, including giving implementing
agencies greater amount of freedom,
flexibility,  promoting  convergence
between resources from different Plan
schemes and the need for much greater
attention to capacity building, monitoring
and accountability.

B. TWENTY-POINT PROGRAMME s
The Twenty Point Programme (TPP) is the

second Central Plan which was launched in
July 1975. The programme was conceived for
coordinated and intensive monitoring of a
number of schemes implemented by the Central
and the state governments. The basic objective
was of improving the quality of life of the people,
especially of those living below the poverty line.
Under this, a thrust was given to schemes relating
to poverty alleviation, employment generation
in rural areas, housing, education, family welfare
and health, protection of environment and many
other schemes having a bearing on the quality of
life in rural areas.

The programme was restructured in 1982
and 1986. The programme, known as the TPP-
86’ has 119 items grouped into 20 points which
are related to the improvement in the quality
of life in rural areas. Among the total items, 54

are monitored on the basis of evaluatory criteria,
65 against pre-set physical targets and rest of
the 20 important items on monthly basis. The
targets are fixed by the Ministries at the Centre
in consultation with the states and the UTs. The
allocation for the programme is done under the
various Five-Year Plans.

The ‘TPP-86°
named “TPP-2006’ keeping in view the challenges
of the 21st century with particular reference
to the process of economic reforms. This is in
harmony with the National Common Minimum

Programme (NCMP) of the UPA Government.

Basically, the programme was targetted to
the cause of poverty alleviation with the ‘direct
attack’ approach. This experiment encouraged the
government to go for a whole Five-Year Plan with
the slogan ‘Garibi Hatao’ (i.e., the Sixth Plan,
1980-85). Over the years, the political changes
at the Centre did not affect the programme and it
has been continuously implented, more so due to
its being of a high populist nature and known to
the masses, as the experts believe.

has been restructured and

The Member of Parliament Local Area
Development Scheme (MPLADS) is the last of
the Central Plans and latest to have been launched,
too. The scheme was launched on December 23,
1993 with only Rs. 5 lakh given to each MPs
which was increased to Rs. 1 crore in the year
1994-95. When the MPs did put a demand to
increase the sum to Rs. 5 crore in 1997-98, finally
the government enhanced it to Rs. 2 crore since
1998-99. In April 2011 the corpus was enhanced
to Rs. 5 crore while announcing the new guidelines
for the scheme.

Basically, in the early 1990s there came
a demand from the MPs cutting across the
party line for such a scheme so that the fruits
of development could directly reach the masses
via their representatives. The government of the
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time decided to go in for such a scheme and the

MPLADS came.
Under this

Parliament®® recommend

Members of

some works

scheme the
(i.e.,
creation of fixed community assets, based
on locally felt developmental needs) to the
concerned District Magistrate. The scheme is
governed by a set of guidelines, which have been
comprehensively revised and issued in November
2005. Its performance has improved due to pro-
active policy initiatives, focus monitoring and
review.¥

In recent years, many criticisms of the scheme
came to the public notice, which concerned either
misappropriation of the funds or non-use of the
funds, especially from the backward states. The
people’s representative at the PRI level have been
demanding scrapping of the scheme as it infringes
the idea of decentralised planning. In it’s place,
they want the funds to be given to the local bodies
directly for the same kind of works specified by
the MPLADS.®

The MOSPI (Ministry of Statistics and
Programme Implementation)
guidelines for the scheme in August 2012 with
the following salient features:

issued revised

(i) Assistance to physically challenged
persons upto maximum of Rs.10 lakh per
year for purchase of #ri-cycles and artificial
limbs have been allowed,

(ii) Ambulances/hearse vans under the
District Authority/ CMO/Civil Surgeon
of the district can now also be operated
through private organisations,

(iii) MPs allowed to recommend eligible

@iv)

\2

(vi)

(vii)

(viii)

(ix)

)

works upto Rs.10 lakh per year outside
the constituency for Lok Sabha MPs and
outside states for Rajya Sabha MPs.

Advances to government implementing
agencies increased to the ratio of 75:25
(from 50:50).

Contingency Funds of 0.5 per cent have
been increased to 2 per cent of the annual
entitlement as administrative expenses.

Works can also be implemented in areas
affected by man-made calamities like
chemical, biological and radiological
hazards.

Mobile  library = for  government
educational institutions/public libraries
now permissible.

Works from out of the shelf of
MGNREGA. A project approved by the
Zilla Panchayat for the year may also
be recommended under the MPLAD
Scheme. Similarly, convergence of
MPLADS funds with Panchayat Yuva
Krida aur Khel Abhiyan (PYKKA) and
Urban Sports
(USIS) for creation of durable sports
assets from out of the shelf of PYKKA

Projects has been allowed.

Infrastructure Scheme

Funds can be used now for construction
of Railway Halt Stations to facilitate
the local community for boarding/
deboarding the train.

An MP has been entitled for setting up
of MPLADS Facilitation Centre in the
Nodal District for which MPLADS
funds not exceeding Rs. 5 lakh being the

86. For development works the MP, Lower House (the Lok Sabha) may select one or more districts of his/her constituency;
the MP, Upper House (the Rajya Sabha) may select any one or more districts from his/her constituency (i.e. a state or
an UT); and the Nominated MPs may select any one or more district from their constituency (i.e. the whole country).

87. Asthe Government reports in the India 2007, pp. 711-712, op.cit.

88. We may especially quote the ‘21 Point Memorandum’ handed over by the All India Panchayat Adhyakshas Meet, mid-2002,
N. Delhi to the President and the Central Government of the time.
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cost of equipments, furniture, etc., can be
used. The space/room would be provided
by DC/DM in the premises of the
Collectorate/DRDA and the recurring
running expenses will be booked under
2 per cent of the administrative charges,
of which the Nodal District gets 0.8 per
cent.

(xi) MPs may recommend purchase of books

up to Rs. 22 lakh annually for schools/

colleges/public.

Besides, an annual competition ‘One MP —
One Idea’ was also introduced for selecting three
best innovations in solving local problems to be
held in each Lok Sabha Constituency.

I MULTI-LEVEL PLANNING

It was by the late 1950s and early 1960s that the
states demanded the right to plan at the state
level. By the mid-1960s, the states were given
the power to plan by the Centre advising them
that they should promote planning at the lower
levels of the administrative strata, too, i.e., the

district level planning—via the municipalities
and corporations in the urban areas and via block
level through panchayats and the tribal boards. By
the early 1980s, India was a country of multi-level
planning (MLP) with the structure and strata of
planning as follows:

FIRST STRATA: CENTRE LEVEL PLANNING

At this level three types of Central Plans had
evolved over the years—the Five Year Plans, the
Twenty-Point Programme and the MPLADS.

SECOND STRATA. STATE LEVEL PLANNING

By 1960s, the states were planning at the state
level with their respective planning bodies, the
state Planning Boards with the respective CMs
being their de-facto Chairman. The States Plans
were for a term of five years and parallel to the
concerned Five Year Plans of the Centre.

THIRD STRATA: DISTRICT LEVEL PLANNING

By the late 1960s all the districts of the states
were having their own plans with their respective
District Planning Boards® with the respective
District Magistrate being the de-facto chairman.
The district level plans are implemented now via
municipalities or corporations in the urban areas
and the panchayats via the blocks in the rural
areas.

FOURTH STRATA: BLOCK LEVEL PLANNING

As a part of the district level planning the Block
Level Planning came up which had the District
Planning Boards as their nodal body. Below the
blocks, India developed the planning at the local
level, too.

FIFTH STRATA: LOCAL LEVEL PLANNING

By the early 1980s, plans were being implemented
at thelocal level via the blocks and had the District
Planning Boards (DPBs) as the nodal agency.
Due to socio-economic differentiations among
the population, local level planning in India
developed with its three variants,”® namely:

(i) Village Level Planning
(i) Hill Area Planning
(iii) Tribal Area Planning

89. After the implementation of the 74th Constitutional Amendments they have become the District Planning Committees (DPCs).

90. While people in some areas have socio-cultural similarities (as in the hill areas with no tribal population and the people
living in the plains i.e villages) they lack economic similarities. Similarly, while people living in the tribal areas and the
hill areas have economic similarities they lack socio-cultural similarities. That is why all these three habitations had

three sets of planning patterns.
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Basically, the MLP was started to promote the
process of decentralised planning in the country.
It was the Indian version of democratic planning
which ultimately sought to guarantee the people’s
participation in the process of planning. But it
failed to do so due to many reasons. The reasons
have been discussed below:

(i) Itcouldnotpromotepeople’sparticipation
in the formation of the various plans. The
basic idea of the MLP model was that
once the local level plans will be handed
over to the blocks, the blocks will make
their plans and once the blocks hand over
their plans to the districts, the district
level plans will be formulated. Similarly,
the state plans and finally the Five-Year
Plan if the Centre will formulate one. By
doing so, every idea of planning will have
the representation of everybody in the
country at the time of plan formation—a
special kind of plan empathy would have
developed out of this process. But this
was not the reality. Every strata made
their own plans—Ilacking the empathy
factor.

(ii) Only Central Plans were implemented
as the states lacked the required level
of finance to support the plans. They
ultimately had to be satisfied by
implementing the Central Plans which
failed to include the states’ empathy.

(iii) As the local bodies in India were not
having any constitutional mandate, they
just played the complementary roles to
the state planning process. As they had
no financial independence, their plans,

even if they were formulated, remained
on paper only.

(iv) The MLP, thus, failed to include the
people’s participation in planning, badly
betraying the local aspirations.”

failure of MLP made

the government to think in the direction of

decentralised planning afresh leading to the
enactment of the two important Constitutional

Amendments—the 73rd and 74th.

But at least the

I WAY TO DECENTRALISED PLANNING

Economic planning was basically an element
of the centralised kind of political system (i.e.,
the socialist and the communist). When India
decided in favour of a planned economy it was to
face double challenges:

(i) The first challenge was to realise the
objectives of planning in a time-bound
frame and

(ii) Making economic planning a suitable

of development in the

democratic set up—to democratise and
decentralise the process of planning
itself.

instrument

The government tried to decentralise the
planning process by setting up the NDC and
promoting the MLP, but without being able to
achieve the desired results. By the late 1980s, a
direct link was established®* between development
and democracy. And it was established that
the above-given challenges basically
complementary—without solving the second
challenge (i.e., decentralisation) the first challenge
(i-e., development) cannot be solved. Finally, once

were

91. G.V.K. Rao Committee (CAARD), 1985; L.M. Singhvi Committee (CCPPRI), 1986 and Sarkaria Commission, 1988 all
discussed this inter-connection (Legislative Status of Panchayat Raj in India, |IPA, N. Delhi, 1997).

92. Governments’ failure in including the local aspirations in the process of planned development has been considered
by the major experts as the foremost reason behind the success of the regional political parties, which has led to
the governments of the ‘compromises’ i.e. coalition Governments, at the Centre and in the states via the ‘hung

parliaments’ and the ‘hung assemblies’, respectively.
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the PRIs were given the constitutional status first
time planning became a constitutional excercise at
any level, i.e., at the panchayat level.

Though the planning at the central and the
state levels are still extra-constitutional activities,
it has become constitutional at the level of local
bodies. Kerala has shown some pathbreaking
good works via local body planning.®* But still
there are many hurdles to be solved before the
local bodies are really able to plan for their proper
development. These hurdles as per the experts are
as under:

(i) The financial status of the PRIs is still not

stabilised.

(ii) Which taxes the PRIs can impose are still
not clear.

(iii) The state assemblies have been

procrastinating in delegating timely and
needful powers to the PRIs.
(iv) Low level of awareness among the
local people regarding their Right to
Information and the right functioning of

the PRIs

(v) Use of money and muscle power in the
PRI elections in some states

By mid-2002, there took place an all India
Panchayat Adhyaksha Sammelan in New Delhi.
At the end of the meet, the Panchayat Adhyakshs
handed over a 21 Point Memorandum’ to
the government which specially dealt with the
financial status of the PRIs. In July 2002, while
the then PM was addressing the annual meet
of the District Rural Development Agency
(DRDA), he announced that the PRIs will be
given ‘financial autonomy’ very soon. He further
added that once there is a political consensus,

the government might go in for a further
constitutional amendment. Unfortunately, the
same coalition (i.e., the NDA) did not come to
power in the forthcoming general elections. But
the UPA Government does not look less serious
on the issue of participatory development. By mid-
2006, the Planning Commission wrote letters to
every Chief Minister of each state that before the
Eleventh Plan commences it wants that all the
PRIs are duly delegated their functional powers
of planning from the concerned states. Otherwise,
the funds kept for local development would not
flow to the states. This shows the seriousness of the
Central Government.

Once there is right level of awareness among
the local people and the PRIs are able to take
their real shape, the planning process will get
decentralised, we may be sure of that.

| THE PLANNING COMMISSION & THE
FINANCE COMMISSION

Federal political systems provide independent

financial control to the central as well as the
state governments so that they are able to
perform their exclusive functions.”® For the same
objective, the Constitution of India has made
elaborate provisions,” i.e., setting up of a Finance
Commission to recommend to the President
certain measures relating to the distribution
of financial resources between the Union and
the states. But the powers given to the Finance
Commission by the Parliament limited its
functions to the extent of finding out revenue gap
of the states besides recommending for the ‘grant-
in-aids to the states from the Centre. The finance
commission cannot determine the capital-related

93. Jose George, ‘Panchayats and Participatory Planning in Kerala’, The Indian Journal of Public Administration, Vol. XLIII,

No.1, January—March, 1997.

94. AsK.C. Wheare writes about the classical federal constitutions in Federal Government, Oxford University Press, 3rd Ed., 1956,

p. 97.

95. Articles 270, 273, 275 and 280 of the Constitution of India.
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issues of the states (though the Constitution does
not classify between the capital or revenue related
roles of the commission while determining the
Centre’s assistance to the states).

In the meantime, to promote the process of
planning, an extra-constitutional body, i.e., the
Planning Commission was set up even before the
First Finance Commission wassetup. The Planning
Commission plays a very vital role in the process of
determining Central assistance to the states as all
development plans, programmes and projects are
within its purview. All grants or loans given by the
centre to the states for developmental works are
practically dependent on the recommendations
of the Planning Commission. And that is why
the role of the Planning Commission was said to
‘confine’® the role of the Finance Commission,
i.e., a non-constitutional body eclipsing a
constitutional body. P.J. Rajamannar who headed
the Finance Commission (1966-69) suggested
to clearly define the relative scope and functions
of the two commissions by amending the
Constitution, and the Planning Commission was
advised to be made a statutory body independent
of the government. But no such follow ups came
from the successive governments at the Centre.
But one thing was important, most of the finance
commissions devoluted some extra shares in the
central taxes (i.e., the income tax and the central
excise) and grants-in-aid.

Since the decade of the 1990s, certain events
made the Central Government change its mindset
regarding the role of the states in the process of
development. Major events may be counted as
under:

(i) The process of economic reforms started
in 1991-92 required active economic
participation from the states.

(i) The constitutional requirement of
‘participatory  planning’  mandated

by the 73rd and 74th Constitutional

Amendments was enacted in 1993.

(iii) ‘The arrival of coalition era at the Centre
when over a dozen political parties,
having regional affiliations came together

to form the government.

Tenth
Finance Commission followed by a
constitutional making
Alternative Method of Devolution a law
in 1995.

(v) Various new needs of the time such as
tax reforms, agricultural development,
industrial expansion, etc.

The year 2002 could be considered a
watershed in the area of promoting the states’
need for financial resources in promoting their
developmental requirements. In July 2002, while
the government was setting up the Twelfth Finance
Commission (2005-10) the then Minister of
Finance announced that in future the Planning
Commission will be playing more or less a role of
collaborator to the Finance Commission. In the

The recommendations of the

@iv)

Amendment

same announcement, the government made one
member of the Planning Commission, a member
of the Finance Commission too (a symbol of
physical and ideological connection between the
).”” It was as if the government had
accepted the suggestions of the Fourth Finance
Commission to a great extent. Though the critics
took it as an infringement of a constitutional body
by a non-constitutional one, the government
clarified by calling it a symbol for promoting the
contemporary needs of the economy and fiscal
federalism.

two bodies

96. Report of the Fourth Finance Commission (chaired by P.J. Rajamannar), Gol, N. Delhi, 1965, p. 88.
97. In the 10th Plan, Som Pal was that common member in both the Commissions (who resigned from the PC once the UPA-I

came to power). But this arrangement has been followed by the government in all new Commissions since then—with B. K.
Chaturvedi and Prof. Abhijit Sen (Members, PC) being the Additional Members of the 13th and 14th Finance Commissions.
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Another milestone was created in the

enactment of the Fiscal Responsibility and
Budget Management (FRBM) Act in 2003
which empowers the state governments to go for
market borrowings to fulfil their plan expenditure
without prior permission from the Central
Government (provided they have enacted their
respective Fiscal Responsibility Acts).”® This
has boosted the participatory planning in the
country by guaranteeing greater autonomous plan
participation from the states.

If we look at the tax reforms process, we see a
general tendency of enabling the states to collect
more and more taxes, the Value Added Tax (VAT)
being a glaring example by which almost all states
have been able to increase their gross tax revenue
receipts. The cause will be served more once the
economy goes for the proposed enactment of the

Goods and Services Tax (GST).

Thus, we see an overall change in the mindset
of the Central Government towards allocating
more financial resources in favour of the states
which has been also shown by the Tenth and
Eleventh Plans.

| THE CHANGING NATURE AND THE ROLE
OF PLANNING

Led by various inter-connected and experience-
based factors, a great many new elements have
been included in the Indian planning process in
recent years. Some of the new elements are too
path breaking to reverse the very established
thinking of planning in the country. Still some
of them could be seen as the Government’s

attempt to address some of the long-standing
and overdue criticisms of planning in India. The
inclusion of the new methods and strategies of

planning has gone to change the very nature, role
and the scope of planning in the country. It was
the Tenth Plan which is credited of doing this.
Many ‘first time’ initiatives were taken up by the
Plan. Usually, the plan projections in India did
talk about development in the recognised sectors,
but here the Tenth Plan imaginatively forges
ahead towards new goals—it was undoubtedly a
historic moment. The new measures initiated by
the Plan®®, which led to changes in planning may
be seen as under:

1. THE ROLE OF THE STATE IN PLANNED

It was for the first time that the Planning
Commission not only went for a detailed talk
on the states’ concerns but also emphasised and
recognised their role in the process of development
planning (in Vol. III, Tenth Plan). The Plan
accepts that unless the states achieve their targets,
a nation cannot achieve its targets. This is an open
acceptanceof the state’srolein planningandaclear
pointer to the need for decentralised planning.
The meeting of the Planning Commission which
passed the Tenth Plan advised two important
ideas in this regard:

(i) tomakethe Tenth Plan a ‘People’s Plan’,
and
People’s

(ii) to make

Movement.’

development a

The Deputy Chairman, Planning Commission
articulated on the ocassion that ‘people’s say in Plan
is a must’. The Chairman, Planning Commission
emphasised that only economic growth should
not be our objective but improvement in the
quality of life of the masses should be the real goal
of planned development. He further added that

98. This should be considered a great fiscal freedom to the states (which even the constitution could not forsee) and
also making them behave with more responsibility in fiscal matters. More than 20 states have passed their Fiscal
Responsibility Acts (FRAs) by now and are borrowing from the market for their planned needs.

99. Tenth Five-Year Plan, Planning Commission, Gol, N. Delhi, 2002.
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people’s participation in the planning process is a
must to make development a mass movement and
helpful to all. This idea continued in the Eleventh
Plan and proposes the Twelfth Plan (2012-17).

2. AGRICULTURAL SECTOR ACCEPTED AS
. THE DRIVING FORCE OF THE ECONOMY

There had been a bias against the agricultural sector
around the world after the Second World War—
emphasis on agrarian economy was considered a
symbol of backwardness. This mindset, ultimately,
changed by the early 1990s to which the World
Bank also agreed. Though the Union Budgets
of 2000-01 and 2001-02 clearly referred the
proposition, it was the Tenth plan which clearly
accepted the ‘agriculture sector’ as the Prime
Moving Force (PMF) of the economy. The Nobel
Laureate Amartya Sen has also suggested on the

same lines.!®®

The Plan further adds that by prioritising
agriculture (in place of industry) the economy will
be able to solve three major problems which have
been ailing the economy:

(i) With the increase in the agricultural
production the economy will have food
security,

(ii) Emphasis on agriculture will give a great
thrust to employment generation (92
per cent of the employment is today
generated by the unorganised sector with
agriculture being the biggest), and

(iii) Purchasing power of the masses will
increase which will reverse the long-
standing situation of ‘market failure’ in
the economy (that is why India sells lesser
industrial goods and the industries lack
the market for their products. It means by
emphasising upon the agriculture sector,
the economy will be able to boost its
income from the industries).

Accepting agriculture as the ‘core element’
of the economy, the Plan suggested key
reforms which are at their various stages of
implementations:

(i) Elimination of inter-state barriers to trade
and commerce;

(i) Encouraging contract farming and
permitting leasing in and leasing out of

agriculture lands;

Need toamend theEssential Commodities
Act;

Liberalising agri-industry, agri-trade and
exports;

(iii)
(iv)

(v) Replacement of various Acts concerning
food by one comprehensive ‘Food Act’;

(vi) Permitting ‘future trading’ in all
commodities;
(vii) Removal of restrictions on financing of

stocking and trading.

3. GOVERNANCE RECOGNISED THE MOST
IMPORTANT FACTOR OF DEVELOPMENT

It was for the first time that the economic think
tank, the Planning Commission went to comment
upon the issue of governance (which has been
only of political concern till date and the Planning
Commission never thought to ponder upon such
issues). In its first comment upon it, the Planning
Commission recognised governance among the
most important factors to realise the planned goals
(a full chapter devoted to itin Vol. I, Tenth Plan).
The government also did set up an empowered
committee on the matter which advised a list of
reforms:

(i) Improved people’s participation through

PRIs;

(ii) Increased involvement of civil society and

NGOs;

100.

While he was in India to receive the ‘Bharat Ratna’ award in 2001.
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(iii) Civil service reforms for improving
transparency, accountability
efficiency; security of tenure for the civil
servants with more equitable system of
rewards and punishments;

and

(iv) Rightsizing both the size and role of

government;

(v) Revenue and judicial reforms; and
(vi) Use of Information Technology for ‘good

governance’

After the World Bank report on ‘Good
Governance’ in the mid-1990s, the government
has been trying to sensitise the issue. Finally, it
was the Tenth Plan which accepted the immediate
need for good governance.

4. NEW STEPS FOR ECONOMIC REFORMS
i TOBE TAKEN BY THE STATE s

In a major decision it was articulated that from
now onwards all the new steps of economic
reforms will be taken by the states with the Centre
playing a supportive role. It was the time when
the government initiated the Second Generation
of Economic Reforms. Till date the states had
been playing a secondary role in the process of
economic reforms. That is why the economy had
not been able to tap the expected benefits from it.
Now the method and strategy from the reforms
process have gone in for a change.

5. MONITORABLE TARGETS OF
. DEVELOPMENT SET FOR THE FIRST TIME

There used to be planned targets in the past but
this time an innovative way of setting these targets
was initiated. The Plan did set, for the first time,
a national level monitorable targets in 11 areas,
showing development:

(i) Poverty reduction: 26 to 21 per cent by
2007 and to 15 per cent by 2012.

(ii) Population growth rate: 21.3 to 16.2 per
cent by 2001-11.

(iii) Growth in gainful employment to, at
least, keep pace with addition to the
labour force over the Tenth Plan period.
(iv) Schooling: 100 per cent enrollment by
2003 and five years compulsory schooling

by 2007 to be completed by 2012.

(v) Literacy: 65 to 75 per cent by 2007 and
further increased to 80 per cent by 2012.

(vi) Infant Mortality Rate: to be reduced

from 72 to 45 by 2007 and 28 by 2012

(per 1,000).

Maternal Mortality Rate: to be reduced

from 40 to 20 by 2007 and 10 by 2012

(per 1,000).

Potable Water: to all villages by 2012.

Reducing Gender Gaps: in literacy and
wage rates by 50 per cent by 2007.

(vii)

(viii)

(ix)

(x) Forest Cover: to be increased to 19 per
cent by 1999-2000, 25 per cent by 2007
and 33 per cent by 2012.

De-polluting the Waterbodies: major
rivers by 2007 and other notified water
stretches by 2012.

The monitorable targets have importance

as the concerned central ministries are parties
to its realisation. The ministries hand over an

(xi)

undertaking to the Planning Commission about
their strategies of realising the targets, and
performance reports are submitted by them which
become the bases for monitoring by the Planning
Commission.

6. DIFFERENTIAL DEVELOPMENT
i STRATEGY ADOPTED s

The Tenth Plan accepts that national targets do
not necessarily translate into balanced regional
development. It further adds that the potential
and constraints of each state differ vastly. That
is why the Plan goes on to adopt a differential
developmentstrategy. Under this strategy, separate
state-wise growth and other monitorable targets




5.38 ¢ Indian Economy

were worked out by the Planning Commission for
the states with their consultation so that the states
can focus on their development plans. The states
are getting central plan support according to their
development requirement now as against the past
pattern of plan allocations. The developmental
funds to the states and the central loans to
them now accrue subject to their performance
concerning the monitorable targets set for the
states (to which they agreed).

7. MONITORING THE PROGRESS OF
i VARIOUS CENTRAL MINISTRIESa

With the Tenth Plan the government has started
a process under which the progress of different
central ministries is monitored by the Planning
Commission This is how the policy initiatives
of the various ministries and the Planning
Commission’s idea of development have been
streamlined. The Planning Commission has really
emerged as a ‘super cabinet’ in this way.

8. RELEVANCE OF PLANNING TO
i ECONOMIC REFORMS m—

After the two five-year plans (the eighth and the
ninth) were already implemented, the government
took up the cause of establishing a relevance
between the process of planning and the broader
process of economic reforms. Different steering
committees have been set up which look after
the plan implementation of the different sectors
according to the decided idea of economic reforms.
This step should be seen as the government’s
answer to the critics who opined that planning has
become irrelevant in the era of economic reforms.

9. REFORMING THE PLANNING PROCESS

The government called this Plan a ‘reform plan’
rather than a ‘resource plan’. There has been a
long-standing criticism about Indian plans that

they are mere excercises in resource mobilisation.
Probably, the Planning Commission has tried
to do away with this criticism. The above given
seven points visibly prove that the Tenth Plan
was not merely a ‘resource plan’. Basically, the
Plan initiates many pathbreaking changes in
the planning process—its methods, strategies
and the ideas—all at the same time. Rightly, it
has been called a ‘reform plan’ by the Planning
Commission Second, this was the first plan in the
era of economic reforms which accepts to go for
establishing relevance to the process of economic
reforms. From this perspective, too, this Plan is a
‘reform plan’.

The inclusion of the above-given new elements
into the Indian planning process has gone to really
change the nature, roleand scope of planning in the
country. All these new elements are today carried
forward by the Eleventh Plan with an emphasis
wherever it is required. The planning process is
more established today in India as the changes in
the political arrangements at the Centre do not
seem to be affecting it unlike the past.

| MONITORABLE TARGETS SET BY THE
TWELFTH PLAN

To focus the energies of the government and
other stakeholders in development, it is desirable
to identify monitorable indicators, which can be
used to track the progress of our efforts. Given the
complexity of the country and the development
process, there are very large number of targets that
can and should be used. However, there is a core
set of indicators which could form the objectives
towards which all development partners can work,
which includes not only the Central and state
governments, but also local governments, CSOs
(Civil Society Organisations) and international
agencies. 'The Twelfth Plan (2012-17) has set
twenty-five monitorable targets in seven broad areas




Planning in India » 5.39

reflecting its (India’s) ‘vision of rapid, sustainable
and more inclusive growth’: '*!

ECONOMIC GROWTH me—
(i) Real GDP growth rate of 8 per cent.

(ii) Agriculture growth rate of 4.0 per cent.
(iii) Manufacturing growth rate of 10.0 per
cent.

(iv) Every state must have an average growth

rate in the Twelfth Plan preferably higher
than that achieved in the Eleventh Plan.

POVERTY AND EMPLOYMENT s

(v) Head-count consumption
poverty to be reduced by 10 percentage
points over the preceding estimates by the

end of Twelfth Five Year Plan.

50 million
opportunities in the non-farm sector and
provide skill certification to equivalent

numbers during the Twelfth Five Year
Plan.

ratio of

Generate new work

(vi)

EDUCATION m—

(vi) Mean Years of Schooling to increase to
seven years by the end of the Twelfth Five
Year Plan.

Enhance access to higher education by
creating two million additional seats for
each age cohort aligned to the skill needs
of the economy.

(viii)

(ix)

Eliminate gender and social gap in school
enrolment (i.e., between girls and boys,
and between SCs, ST's, Muslims and the
rest of the population) by the end of the
Twelfth Five Year Plan.

HEALTH e—

(x) Reduce IMR to 25 and MMR to 1 per
1,000 live births, and improve Child Sex

Ratio (06 years) to 950 by the end of the
Twelfth Five Year Plan.

Reduce Total Fertility Rate to 2.1 by the
end of the Twelfth Five Year Plan.

Reduce under-nutrition among children
aged 0-3 years to half of the NFHS-3
levels by the end of the Twelfth Five Year
Plan.

(xi)

(xii)

INFRASTRUCTURE, INCLUDING RURAL

(xiii) Increase investment in infrastructure as a
percentage of GDP to 9 per cent by the

end of the Twelfth Five Year Plan.

Increase the Gross Irrigated Area from 90
million hectare to 103 million hectare by

the end of the Twelfth Five Year Plan.

Provide electricity to all villages and
reduce AT&C losses to 20 per cent by
the end of the Twelfth Five Year Plan.

Connect all villages with all-weather
roads by the end of the Twelfth Five Year
Plan.

Upgrade national and state highways to
the minimum two-lane standard by the

end of the Twelfth Five Year Plan.

Complete  Eastern and  Western
Dedicated Freight Corridors by the end
of the Twelfth Five Year Plan.

Increase rural tele-density to 70 per cent

by the end of the T'welfth Five Year Plan.

Ensure 50 per cent of rural population
has access to 40 lpcd piped drinking water
supply, and 50 per cent gram panchayats
achieve Nirmal Gram Status by the end
of the Twelfth Five Year Plan.

(xiv)

(xv)

(xvi)

(xvii)

(xviii)

(xix)

(xx)

ENVIRONMENT AND SUSTAINABILITY

(xxi) Increase green cover (as measured by
satellite imagery) by 1 million hectare

101. Twelfth Five Year Plan (2012-2017), ‘Faster, More Inclusive and Sustainable Growth’, Volume |, pp. 34-36, Planning

Commission. Gol. N. Delhi. 2012.
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every year during the Twelfth Five Year
Plan.
(xxii) Add 30,000 MW of renewable energy
capacity in the Twelfth Plan.
Reduce emission intensity of GDP in line
with the target of 20 per cent to 25 per
cent reduction over 2005 levels by 2020.

(xxiii)

SERVICE DELIVERY me——

(xiv) Provide access to banking services to 90
per cent Indian households by the end of
the Twelfth Five Year Plan.

Major subsidies and welfare related
beneficiary payments to be shifted to
a direct cash transfer by the end of the
Twelfth Plan, using the Aadhar platform
with linked bank accounts.

(xxv)

States are encouraged to set state-spectﬁc
targets corresponding to the above, taking account
of what is the reasonable degree of progress given
the initial position. Sector-wise monitorable
growth targets set by the states have also been
given by the Plan.

I A CRITICAL EVALUATION

Planning has been subject to a number of criticisms
right since its inception in the country. With the
passage of time, not only the number of criticism
increased, but more importantly the shortcomings
of planning were pointed out. Although after
considerable delay, the governments took note
of the shortcomings besides taking some major
steps. The criticisms stand even today but with
one difference that the government is not only
conscious of them but also trying to do away with
them. We may briefly discuss the major criticisms
of planning in India as well as the follow ups from
the government to do away with them as under:

1. LACK OF ‘PERSPECTIVE’ IN PLANNING

According to experts, if a nation is going for
economic planning it must have ‘perspective’
element in it. To have perspective in planning,
two basic elements need to be fulfilled, namely—

(i) Planning should be evaluation-based,
and

(i) ‘Long-term’ goals should be followed up
besides the ‘short-term’ goals.

In the Indian content, the succeeding plans
have been always commenced without the full
evaluation of the preceding Plan. This was mainly
due to following reasons:

(a) Lack of a nodal body responsible for data
collection at the national level;

(b) Federal nature of polity made data

collection full of delays and also due to

higher dependence on the states; and
(c) Speedier data delivery was not possible.

After the recommendations of the National
Statistical Commission (Chairedby C. Rangarajan),
2000, the government discussed to set up a nodal
body for data collection at the pan-India level,
cutting across federal hurdles. Computerisation
is already being done for speedier data delivery.
For the time being the Plans are launched on
the basis of projected data (provisional, latest,
etc.), which is almost near the real data. But once
the above discussed arrangements are in place,
Indian planning will be based on evaluation,
undoubtedly. In the meantime, the ‘Quarterly
Review’ and the ‘Performance Budgeting’ of the
Union Budgets have brought in the evaluation
element to a greater degree.

The First Plan had set long-term goals (for the
coming 20 years) besides the short-term goals (for
five years). But over the time, falling confidence
in mobilising required resources and political
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uncertainties at the Centre made it a convention
to set only short-term targets of planning. This
shortcoming seems to be done away with after the
commencement of the Tenth Plan. The Plan did
not go for setting long-term goals only, but even
did set monitorable targets for the Eleventh Plan,
too.

should be noted here that the
government had been conscious about the need
for perspective planning as a separate division
with the same name, which has been functioning
in the Yojana Bhavan since the mid-1970s.

Point

2. FAILURE IN PROMOTING A BALANCED
. GROWTH AND DEVELOPMENT mm

Indian planning is blamed for failing the objective
of a regionally balanced growth and development.
Though the Second Plan itself had noticed this
fact, the measures taken were not sufficient or
were short-sighted. Economic planning at the
national level has proved to be a highly effective
tool of promoting balanced growth. But in the
Indian case it turned out to be the opposite.

To take care of the issue of balanced growth,
the planning process has been using the right tools,
i.e., allocating plan funds on a sectoral (primary,
secondary and federal reasons) basis. But due to
political reasons, enough discrepancies cropped
up in the method of allocating funds to the states.
At the theoretical level, the governments knew
the remedies, but at the practical levels politics
dominated the planning process. Democratic
immaturity and politicisation of the planning
process is to be blamed for this.

Now things have changed for the better. The
government is following a two-pronged strategy
to achieve the objective of a balanced growth and
development in the country:

(i) Backward regions today are prioritised
in directing the Central Government

(ii)

investment (very much the same since
the 1950s), but a new beginning in the
‘differential development strategy’ has
been made by the Centre with the Tenth
Plan. Under thisstrategy, the development
constraints of different states are to be
tackled with a differentiation in the
strategy. The more needy states get more
funds and assistance from the Centre
for their planned development, cutting
across the political party lines (it is seen
today as a symbol of political maturity
on the issue of economic development, at
least).

There is also a complementary strategy
of the planning to address the matter of
regional imbalance in the country. After
thecountrystarted the processof economic
reforms, the nature of planning was to
incline more and more towards indicative
planning. The economy was to be more
and more dependent on private sector
investment for its future development.
And the private sector will be, naturally,
more interested in investing in the
regions, which have better infrastructure
support. Since the developed regions
have better infrastructure they will attract
the highest level of private investment,
which will again accelerate the process
of imbalanced growth. To tackle this
problem, the Centre is promoting the
states with lower, infrastructure so that
they can overcome the disadvantage.
The process is slower the but at least
the government is addressing the issue
which is not less satisfying and there is
no criticism to this strategy. Still balanced
growth and development is going to be a
great challenge for planning in India.
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3. HIGHLY CENTRALISED NATURE OF

| PLANNING s——

Decentralising the process of planning has been
a major goal of the governments since the 1950s.
But after Nehru, with every Plan we see greater
tendency of centralisation in the planning process.
Setting up of the NDC and promoting multi-
level planning (MLP) did not serve much purpose
in this direction. It has been among the criticised
areas of planning in India as the National Planning
Committee as well as the First Plan itself had
called for ‘democratic planning’ in the country.

By the mid-1980s, the mindset of the Centre
went for a change and the need for decentralised
planning got proper attention. Finally, by early
1990s two constitutional amendments (i.e.,
the 73rd and the 74th) promoted the cause of
decentralised planning by delegating constitutional
powers to the local bodies. With this, a new era
of planning began, but still the planning of local
bodies is in nascent stage due to lack of proper
financial provisions for them. Once the financial
provisions for them are evolved to the adequate
level or the local bodies are given financial
autonomy, the process of decentralised planning
will surely get a new direction and meaning, as the
experts believe.

In the meantime, the Tenth Plan emphasised
greater role for the states in the planning process.
The Plan started a concerted effort to include
the states’ participation in the national planning
process. The Centre is today more concerned
about the developments constraints of the states
and is trying to adequately support the State Plans
to the extent possible. In return, the centre wants
greater and transparent fiscal compliance from
the states. This approach continued during the
Eleventh Plan and so has been committed for the

Twelfth Plan, too. After some time we may hope
that this criticism of Indian planning will lose it’s
ground.

[t is high time now that the planning process
of the nation triesincluding the mass participation.
The Economic Survey 201112 rightly devotes a
section to dwell into contracts and how the civil
society and citizens play a key role in fostering
economic growth. “Honmesty, punctuality, the
propensity to keep promises, the attitude towards
corruption are matters shaped in great part by norms
and social beliefs and the behaviour patterns can
become habitual. Moreover, in a democracy like
India, what can be done by government depends in
great measure on how ordinary people think and what
people believe in,” it says. The Survey further adds
that the civil society has been campaigning to put
in place new institutions, such as the Lokpal Act,
to ensure the quality of service and bring about
transparency through steps such as auction of
natural resources while the government has either
been slow or resisted several changes.'*?

4. LOP-SIDED EMPLOYMENT STRATEGY

Planning in India has been tilted heavily in
favour of ‘capital intensive’ industries, especially
from the Second Plan onwards. Such industries
in the public sector could not generate enough
employment. In place of it India should have gone
in for ‘labour-intensive’ industries. In the era of
economic reforms, the attitude changed and the
planning process is promoting the agriculture
sector with an emphasis on agri-industries and
agro-exports to create more gainful and quality
employment opportunities. The earlier emphasis
on ‘wage-employment’ has shifted towards ‘self-
employment’ to do away with the lop-sided
employment strategy of the past.

102. Economic Survey 2011-12, MoF, Gol, N. Delhi, p.30.
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5. EXCESSIVE EMPHASIS ON PSUs

Indian planning emphasised on public sector
undertakings (PSUs) for the right reasons, but
in the wrong way and for a considerably longer
period of time. The state’s monopolies in certain
areas continued over such a long period that too
in losses that there came a demand-supply gap
in the major goods and services produced by the
PSUs. Though very conducive policy changes
were effected after the country started the reform
processes, the hangover of the past is still looming
large. Several reforms in the PSUs as well as a
more liberal approach towards the private sector
with market reforms are needed to phase out the
discrepancies created by the over emphasis on

PSUs.

6. AGRICULTURE OVERSHADOWED BY THE

Promoting the cause of faster industrialisation
over time became so dear to the planning
process that the agriculture sector got badly over-
shadowed. Though the Plans were highlighting or
prioritising agriculture, the industrial sector and
the PSUs were glorified in such a way that time
and resources both were scarce for the agriculture
sector. Such a policy always created a situation
of food insecurity (even today) for the country
and the masses who depended upon agriculture
for their livelihood and income (still it is 58.2
per cent)'®® could never increase their purchasing
power to a level that the economy could reverse
the situation of ‘market failure’. In India, even
today, industrial growth is badly dependent on
agricultural growth.

The Tenth Plan recognises agriculture as the
‘core element’ of development. This is a welcome
ideological change in the strategy of planning.
Now the industries can sustain themselves, but
the laggard agriculture sector needs some special

care and promotion from the government,
so that the masses who earn their livelihood
from agriculture can benefit out of the WTO-
promoted globalisation. The agriculture sector
is in emergent need of attention, otherwise, the
process of globalisation is going to be ineffective
in benefitting the masses.

Z. FAULTY INDUSTRIAL LOCATION POLICY

There are time-tested theories of ‘industrial
location’ considering the nearness of raw materials,
market, cheaper labour, better transportation
and communication, etc. But the Plans always
prioritised setting up of new industrial units (i.e.,
the PSUs) in the backward regions of the country,
which falsify the theories of industrial location.
The government needs to develop all industrial
infrastructures besides setting up certain PSUs. As
the PSUs require skilled labour force, the regions
failed to gain any employment from the PSUs
too. The government still continues with the same
policy of setting up industries, but now the new
PSUs are hardly set up in traditional areas.

8. WRONG FINANCIAL STRATEGY »

Mobilising resources to support the highly
capital-intensive Plans (courtsey the PSUs) has
always been a challenge for the government. To
support the Plans, no stones were left unturned
namely, going for a highly complex and liberal tax
structure, nationalising the banks, etc. Ultimately,
tax evasion, the menace of parallel economy and
lesser and lesser capital for the private sector were
the bane of India. Expansion of subsidies, salaries
and the interest burden every year gave an upward
push to the non-plan expenditure leading to
scarcity of funds to support the plan expenditure
(i.e., the developmental expenses).

In the era of reforms, the governments started
giving attention to financial strategy of supporting

103. Economic Servey 2012-13, MoF, Gol, N.Delhi, p.173.
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the plans in the right way. Besides, tax reforms,
the financial reforms, as well as fiscal consolidation
have been given proper care in recent years.

9. POLITICISATION OF THE PLANNING

| PROCES S mss—

In a democratic political system, almost every
issue of socio-political importance is influenced
by politics. It is more correct in the case of
lesser matured democracies. The same stands
true for the process of planning in our country.
Greater and greater politicisation of the planning
process culminated in such a design that at times
economic planning served the opposite purpose.
For example, we know that planning is a tool
for promoting regionally balanced growth but
in India in the process of serving vested political
interests of the Centre, it resulted into promoting
an imbalanced growth.

In the recent years governments have tried to
address the major criticism of planning in India.
More such constructive steps with better results
are expected in future. More aware and better
informed citizens will lead to better and better
planning in future.

There has been a general anger among the
sections of society regarding coalition politics,
scams, etc., in recent years. The Economic Survey
2014-15 rightly blames coalition politics and the
federal structure for tardy decision making in
several areas—from oil subsidy to tax reforms,
EDI in retail and free movement of foodgrains.
Almost everyone outside the government blamed
it for policy paralysis. The Survey notes it as an area
of concern. The Survey notes that politicians and
policymakers can set the ball rolling by acting as
role models, but it also cited the poor record on
enforcement of contract to argue that people’s
attitude needs to change. “In these everyday

situations (such as hiring a cab or a painter) it is
cumbersome to bring in the state and the law courts.
Here the main guarantor has to be people’s personal
integrity and trustworthiness”, it says. The statement
comes from a government that has been battling
a spate of corruption scandals—ranging from those
in the telecom sector to Commonwealth Games
and criticism over poor governance standards and
inability to push through critical decisions.'*

The Economic Survey 2012—13 suggested
a new objective for the Planning Commission
— the global economic and financial crisis
which has persisted for the last five years has
not only exposed the vulnerability of almost all
the countries over the globe to external shocks,
but also has lessons for the planning process—
countries need to have inbuilt social safety nets
for facing such eventualities, which affect the
weak and vulnerable the most, and wipe out the
fruits of growth for years. India with its focus on
inclusive development and timely interventions
has, however, been able to weather the crisis better
than many other countries.'®®

| INCLUSIVE GROWTH

Inclusive growth is a growth process which
yields broad-based benefits and ensures equality
of opportunity for all (UNDP and the 11t/
Plan). Fundamentally, the ideas of growth and
development already include the element of
‘inclusiveness’ in them, but at times, due to

certain reasons, the processes might occur in non-
inclusive manner.

It was in 2000-01 that the Government
of India (Gol) came to think clearly about
‘inclusiveness’ in the economy while reviewing the
performance of the economicreforms. It was found
that the reform process enabled economy towards
faster and higher ‘wealth creation’ but all could

104. Economic Survey 2011-12, MoF, Gol, N. Delhi, p. 30.
105. Economic Servey 2012-13, Mof, Gol, N.Delhi, p.269.
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not be part of it. Only the people with resources
(physical or human) were able to get benefits out
of the reforming economy. It was assessed that
the fruits of reforms could not percolate to the
disadvantaged and marginalised sections of
the society. It means, the growth process during
reforms was not able to include a big segment
of Indian population. In this backdrop, we see
the government adopting a conscious policy
towards ‘inclusive growth’. Even before reforms
commenced in the country this element was
lacking. But during reforms it became more
glaring due to the higher pace of growth which
the economy attained during this period. Though
government started attending this issue since
2000-01 itself, it was given real attention in the
11th Plan (2007-12) where we see a clear policy
evolving towards the idea of inclusive growth in
the country — ‘including the disadvantaged and
marginalised sections of the society, specially,
SCs, STs, OBCs, Minorities and Women’ in the
processes of growth and development. By 1275
Plar (2012-17), the focus increased when we see
the issue of inclusiveness entering into the very
slogan of the Plan- ‘Faster, Sustainable and More
Inclusive Growth’. During the course of time, we
see the government evolving a clear short-term and
long-term policy towards the cause of inclusive
growth:

Short-term policy: This policy is aimed at
supplying those goods and services to the
disadvantaged and marginalised sections of society
which are bare minimum and of essential nature.
Several Central Sector Schemes and Centrally
Sponsored Schemes are run by the governments
for this purpose. This policy touches the areas like:

e Food and nutirition (Annapurna,
Antodaya, Mid-Day Meal, and the last
being National Food Security Act, etc.);

sanitation (National

Total

e Healthcare and
Health Mission,

Sanitation

Campaign, ASHA, Mission
Indradhanush, and the last being Swachh
Bharat Abhiyan, etc.);

¢ Housing (Indira Aawas Yojana, Rajiv
Aawas Yojana, etc.);

* Drinking water (National Rural Drinking
Water Programme, etc.);

e Education (Sarva Shiksha Abhiyan,
Rashtriya Madhyamik Shiksha Abhiyan,
Model School Scheme, etc.).

The short-term policy has two drawbacks-
forstly, the schemes in it are subsidy-based which
incurr heavy drain on the national exchequer (it
means it will not be fiscally sustainable in the
long run) and secondly, they fail to make the
target population self-dependent. This is why the
government has also evolved a long-term policy in
this regard.

Long-term policy: This policy isaimed at bringing
in self-dependence in the target population. This
policy contains in itself the sustainabilty element,
too. The attempts by the governments may be
classified as given below —

e All the schemes which aim at poverty
alleviation and employment generation;

e All the programmes which promote
education at any level;

¢ Vocationalisation of education (one such
old idea has been the Industrial Training
Institutes); and

e Skill Development (a recent idea).

In recent time, we see increased emphasis
on imparting right ‘skill’ among the population.
Towards this, the government decided in 2008-09
to launch a skill development programme in the
country- through the National Skill Development
Corporation (a joint venture non-profit company
under Ministry of Finance 49% owned by Gol
and 51% by private sector- a PPP). There is overall
target of skilling/upskilling 500 million people in
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India by 2022, mainly by fostering private sector
initiatives in skill development programmes and
providing funding. The new Government at
Centre has also given the same call in the Skil//
India’.

This way, we can see a full-proof policy towards
inclusive growth getting evolved by the Gol
which is sustainable, too. Planning Commission
(11th Plan) says that inclusive growth can only be
ensured if there is a degree of empowerment that
creates a true feeling of participation so necessary
democratic polity. Empowerment of
disadvantaged and hitherto marginalized groups
is therefore an essential part of any vision of
inclusive growth. India’s democratic polity, with
the establishment of the third layer of democracy
at the Panchayati Raj Institutions (PRIs) level,
provides opportunities for empowerment and
participation of all groups with reservations for
SCs, STs, and women. These institutions should
be made more effective through greater delegation
of power and responsibility.

in a

The strategy for inclusive growth in the 71z
and 12th Plans is not just a conventional strategy
for growth to which some elements aimed at
inclusion have been added. On the contrary, it is
a strategy which aims at achieving a particular type
of growth process which will meet the objectives of
inclusiveness and sustainability. A key feature of the
inclusive growth strategy is that growth of “GDP
should not be treated as an end in itself, but only as
a means to an end”. This is best done by adopting
monitorable targets which would reflect the multi-
dimensional economic and social objectives of
inclusive growth. Furthermore, to ensure efficient
and timely implementation of the accompanying
projects and programmes, these targets need to
be disaggregated at the level of the States which
implement many of the programmes.

RESOURCE MOBILISATION s—

Resource mobilisation is a broad term which
includes raising and directing the resources
(physical and human) of the economy to realise
the desired socio-economic objectives. It involves
all the economic policies activated by the
governments — per se, we can percieve it to be
the very essence and the end result of the ‘fiscal
policies’ of both the governments — Centre and
the States.

So that the Indian economy moves on the
path of desired growth and development the
Government of India (Gol) needs to take care
of the issue of resource mobilisation for various
agents in the economy, namely —

1. Gol,
2. State governments,

3. Private Sector, and
4. General Public

In India, the responsibility of mobilising
resources for the planned development of India was
given to the Planning Commission (PC)- under
this, it used to take care of the fund requirements
of the Gol and the state governments. Practically,
it was the PC which has to put in place the means
by which the required funds for the planned targets
of the economy were moblised. These plan targets
are set by the Gol through the PC itself. The plan
targets set by the States are also duly taken care
of the PC in due course of this process. Though
the effective responsibilities to moblise resources
ultimately rests with the Central Ministry of
Finance — in which the various departments and
divisions of the ministry play their diverse and
highly focused roles.

1. Gol: To the extent Gol is concerned it

needs funds to realise two categories of
the planned targets, namely:
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() Infrastructural targets (which chiefly
includes power, transportation and
communication- in coming years so
many other sectors got attached with
it, for example, technology parks,
urban infrastructure, etc.); and

(ii) Social Sector targets (which includes
education, health, social security,
etcc—known as the Human
Development related targets since
2010-11). These funds get mobilised
through the Plan Finance-II Division
of the Ministry of Finance.

State Governments: Other than the
fund requirements of Gol, the states
also need funds for their developmental
requirements (similar as the Gol)—they
get the funds mobilised through three
sources: firstly, through their own sources
of income and market borrowings (after
the recommendations of the 13th Finance
Commission states are allowed to finance
25 per cent of their Plan Expenditure
through market borrowing for which
they do not need any permission from
the Gol, provided they have effected
their Fiscal Responsibility Acts); secondly,
through the loans they get from the Gol
on the advice of the PC (Ministry of
Finance, Gol, shows these expenditures
in the Plan Finance-I Division); and
thirdly, through the Gol Central Sector
Schemes, Centrally Sponsored Schemes
and Additional Central Allocations (this
includes the fund transfer to the states
under ‘Special Category States’).

Private Sector: Other than the
governments, a large amount of fund is
required by the private sector to meet their
short-term (working capital) and long-
term (capital market) requirements. The
Gol needs to take care of this issue also—

the financial system is managed in such
a way that other than the governments
the private sector is also able to mobilise
resources for its various requirements.
This becomes even more important in a
mixed economy which is reforming and
favours increased participation in the
economy from the private sector.

This needs a directed reform in the
financial system as it was structured to
channelise more funds and resources
towards government needs before reforms
commenced. The main idea here is to
prevent the governments from ‘crowding
out’ the funds and let it flow smoothly
towards the private sector—the process of
reforms in financial sector, tax structure,
fiscal policies of the Centre and states,
etc., come under it.

General Public: Other than the
government and the private sector,
common people of an economy also
need funds for their general spending and
investment. The government needs to put
in place such a fiscal policy which enables
them (too) to have their access to funds.
The savings common people do is used
as investment provided they are able to
save. Other than savings people must get
incentive and enough funds which they
might directly invest in the primary or
secondary security markets or in financial
instruments (shares, bonds, mutual
funds, pension funds, insurance, etc.).
Common people are the main drivers of
‘demand’ in an economy. In the periods
of reforms Gol sets twin targets—at one
hand promoting private sector so that
‘supply’ can be optimised in the economy
(through ‘structural reforms) and at the
other it tries to create adequate ‘demand’
in the economy (by the process of ‘macro-
economic stabilisation).
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Gol has used different ‘means’ to mobilise
resources since Independence in order to realise the
desired and required kind of developmental goals.
A part of resources are mobilised for investment
purposes (i.e., the creation of productive assets)
for which different investment models’ have been
tried by now.

| INVESTMENT MODELS

Investment is a process of putting money in
productive activities to earn income. It can be
done directly (in different activities in primary,
secondary or tertiary sectors), and indirectly (as
in financial securities, such as shares, debentures,
bonds, mutual funds, etc.). In case of India,
‘Investment Models’” are the means and tools by
which the Gol has tried to mobilise required
funds (resources) to promote the different goals
of planned development. Since India started the
planning process (1951), we see differing models
being tried by the governments to mobilise
resources—it has been a kind of ‘evolutionary’
process. We may understand them in the following
‘phases’:

This was the phase of ‘State-led’ development in
which we see the Gol utilising every internal and
external means to mobilise required resources.
The main areas of resource allocations were for
The
Mahalanobis Plan gets implemented during this
period. In this period, we see the whole financial
system, tax system and fiscal policy of the country
getting regulated to drive in maximum funds for
the Gol requirements to meet its planning related
financial responsibilities.

infrastructure and social sector. famous

This phase was marred by visible mismatches
between the need and availability of investible
fund — there always prevailed a lag between the
requirement of funds and their mobilisation. Thus
investment targets of the government got derailed

many times (war with China and a limited war
with Pakistan also eroded and diverted the
resource allocation mechanism). But overall,
the government was able to start the process
of industrialisation almost from nothing by
mobilising heavy funds in favour of infrastructure
sector and infrastructure industries (the core
sector)—education, health care also got funds
but in a subdued manner as the Gol remained
greatly preoccupied with ‘glorification of the
public sector’. This was the age when Gol used
to consider the PSUs as the ‘temples of modern

India’.

PHASE-I (1970-73)

With the enactment of the Industrial Policy of 1970
we see Gol moving towards including the ‘private

capital’ in the process of planned development— but
not in a big and open way. The idea of Joint Sector’
comes under which a combination of partners—
Centre, State and Private Sector—could enter the
industrial sector. This was done basically, to make
private sector come up in the areas which were open
for them but due to certain technical and financial
reasons they were not able to take part. In due course
of time the government did quit such ventures and
such industrial settlements came under complete
private control.

This is for the first time we see the government
inclining on private funding for planned
development, but we do not see any private entry
in the Gol’s monopoly areas of industrial activities
(which takes place only after the reform process

begins in 1991).

PHASEII ( 1 974—90)_

With the enactment of the FERA in 1974 we
see Gol, for the first time, proposing to take
in the help of ‘foreign capital’ in the process of
planned development—but not via cash foreign
investment—only through the ‘technology
transfer’ route that too up to only 26 per cent of the
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total project value proposed by the private sector.
Basically, under FERA government tightened
the flow of foreign currency to Indian private
sector, which started hampering the technological
upgradation process and initiation of the state-
of-the-art technologies from the world—the
technology transfer route was put in place to fill
this gap. It means that even if Gol tried to include
foreign investment in the developmental process
its entry remained restricted in two ways:

(i) It was not either ‘direct’ (as we see FDI
during the reform process) or ‘indirect’
(asthe PIS ), but via technology transfer.

(ii) Foreign entities could enter only those

industrial areas which were open for the

Indian private sector (under the Schedule

B of the Industrial Policy Resolution,

1956). The ‘monopoly’

under Gol (some of the most attractive

industries for the private sector) remained
closed for entry.

industries

It means, that India failed to articulate an
investment model which could tap the better
elements of the foreign capital—state-of-the-
art technologies, better work culture and most
importantly the scarce investible capital. Experts
believe it as a missed opprtunity for India. By
1965—66, the South East Asian economies like
Malaysia, Indonesia, Thailand and South Korea
had opened up their economies for both forms of
foreign investments—direct as well as indirect—
the governments there ‘decontrolled’
the industrial sectors which were fully under
government controls (it should be noted here that
these economies had started exactly the same way
as India started after Independence). This gave
those economies a chance to tap not only scarce
investible fund into their economies, but the state-

and

of-the-art technologies from the world and world
class work culture and entrepreneurship, too.
Soon these economies came to be known as the
Asian Tigers.

The period after 1985 saw dynamism in the
area of resource moblisation — two consecutive
Planning Commissions suggested for opening up
of the economy and inclusion of the Indian and
foreign private capital in the industrial areas which
were hitherto reserved for the Gol. It suggested
the Gol to withdraw from the areas where the
private sector was capable and fit to function (for
example, infrastructure sector) and concentrate
on the areas where private sector would not be
interested to operate (for example, the social
sector). In a sense, during this time, we see an
ideological shift in the government towards giving
an ‘active’ or ‘central’ role to the private sector
in the process of economic development. This
was an advice for a completely different kind of
investment model. But due to lack of political will
the governments of the time could not go in for
the same. Though, we find the govenrment going
for a kind of limited degree of economic reforms
through the Industrial Policies of 1985 and 86
(this should not be taken as Economic Reforms in
India which officially starts in 1991 only).

As a summary of the investment models up
to 1990, we can highlight the following points:

(i) Government remains the main investor
in the economy and experts believe
that India did undue delay in putting
in place an investment model by which
the potential of the private sector could
be channelised into the process of
developmental investment.

(i) Emphasis on the public sector continued
together with nationalisation drives also by
late 1960s and early 1980s (the PSUs, to a
large extent, were privatised by the South
East Asian economies by now, making these
socially-oriented and loss-making units to
catapult into hubs of profit and real drivers
of growth and development).

(iii) Tax system was structured to raise

maximum tax revenue (which led to tax
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evasion and excessive tax burdens on the
citizens).
(iv) Gol continued cutting its non-plan
expenditures so that resources could
be allocated for the purpose of planned
development (which led to expenditure
cuts even on the essential areas like

education, health care, etc.).

(v) Excessive government dependence on
the financial system continued ‘crowding
out’ funds, and as a result, the private
sector could not mobilise suitable levels
of funds for their requirements.

(vi) Technological upgradation and initiation

of new technologies into the economy

got hampered due to non-availability
of foreign currency to the private sector

(Gol, by late 1970, started facing the

difficulty of paying its external liabilities,

which were mainly created due to the
expansion of the PSUs).

Main sources of fund in this Model

were, government’s tax revenue, internal

borrowings, external borrowings and the
freshly printed of currencies.

(vii)

There always prevailed a lag between the
requirement of funds and their mobilisation
resulting into government investment targets
getting derailed most of the times. In the
meanwhile, the biggest crisis was building-up
in the areas of infrastructure shortcomings. By
early 1960s itself the Indian private sector was
eager to enter this sector so that adequate levels
of infrastructure could be developed. But due to
several reasons we see the Gol continuing as the
monopoliser in these sectors.

PHASE-V (1991 ONWARD ) s

Due to prolonged follow-up of weak fundamentals
of economics and immediated after Gulf War-I,
India headed for a severe Balance of Payment
crisis by late 1980s which made India go to the

IMF for financial help. It comes up but at some
‘conditions’—the design of the ‘conditions’
made India to go for a ‘restructuring’ of the
economy under the process of economic reforms
commencing in 1991.

Reform era shifted India towards including
the ‘private sector’ (domestic as well as foreign) for
the future development of the economy—and here
comes a different investment model. Main elements of
this investment model are as given below:

1. The hitherto monopoly sectors of the
industry were opened up for private
investment—barring Nuclear Research,
Nuclear power and Railways (latter two
areas are partially opened)—in all of
them direct foreign investments have
also been allowed (between 26 to 100
per cent). We see the ‘investment model’
for ‘infrastructure sector’ shifting from
‘government-led’ to ‘private-led’.

2. In coming times, Gol articulated the idea
of the Public Private Partnership (PPP)
model of investment for this sector, to
provide confidence and space to the
private sector to enter the sectors (as the
private sector was not much interested
to participate due to some inter-related
problems in the sector, for example lack
of ‘market reforms’). By the 10th Plan
we see private sector putting in around
21 per cent of funds required for the
infrastructure projects in the PPP mode
which increased up to 32 per cent by the
11th Plan. On the basis of past two plans
the PC projected that private sector will
put in around 50 per cent (48 per cent,
to be precise) of the funds required for
infrastructure development during the
12th Plan (which could not come in due
to several internal and external reasons
till 2015). Here, one point should not be
missed that in future the infrastructure
sector is to be fully handled by the private
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sector—as per the idea of the reform
process.

In 2002, the government, articulated
the idea of PPP (Public-Private-People-
Partnership) through the 10th Plan
(2002-07). The idea has its use at the
local level where the resources are to be
mobilised for the creation of physical and
social infrastructure. It was launched in
the watershed management successfully.
Gujarat state had shown highly successful
model of this investment in its ‘Pani
Panchayat’.

. To support the private sector to mobilise
their share of fund in the infrastructure
PPP, the government has set up the
Infrastructure Development Fund, which
also has provisioned for the Viability Gap
Funding (VGE).

Insidethegeneralidea of PPP, government
has also putin place some other options of
investment models, such as BOT (Build-
Opetare-Transfer); BOO (Build-Own-
Operate); BOOT (Build-Own-Operate-
Transfer); BLT (Build-Lease-Transfer);
BOLT (Build-Operate-Lease-Transfer);
DBFO (Design-Build-Finance-Operate);
DBOT (Design-Build-Operate-Transfer);
DCME  (Design-Construct-Manage-Finance);
etc.

In the area of mobilising resources for
the expansion of the Social Sector,
we see an increased focus coming from
the governments (general government
expenditure increasing from the levels of
around 1.37 per cent of GDP in 1991
to 6.7 per cent of GDP by 2014-15, as
per the Economic Survey 2014—15). But
the government still thinks inadequacy
of funds for the proper and timely
development of the sector. Thus, by
2012, the Gol proposed plans to include
the participation of private sector in the

sector, mainly, education and health care
through the PPP mode, which is still
to be formally launched. Meanwhile,
the provision regarding corporate social
responsibilty (CSR) via the Companies
Act, 2013, some additional funds have
started flowing to the fund-starved social
sector. By early 2015, the government
has asked the PSUs to flow their part
of the CSR expenditures to the Gol for
the newly launched sanitation drive, the

Swachch Bharat Abhiyan.

So thatthecorporatesectorisableto mobilise
enough resources for its investment needs
in the economy, the governments started
to restructure the whole gamut of the
tax structure, financial structure and its
fiscal policy. Now, as the economy will
depend more on private participation
for its developmental requirements,
the government avoids crowding out
the fund from the economy—a process
of fiscal consolidation starts in. An
increased emphasis comes on the fronts
of ‘targeting’ the subsidies, their better
delivery, pension reforms, etc., so that the
government could de-burden the financial
system from its fund requirements and
enough finance flows in the system for
the private sector.

. To take care of the spending and

investment requirements of the general
publicthe governmentis committed to put
in place a cheap interest rate regime, right
kind of financial environment, an stable
inflation and exchange rate besides other
instruments. Bringing in ‘inclusiveness’
in the growth process is now the declared
policy stance of the government.

Once the new government came to power
mid-2014, we find a renewed synergy in
creating conducive environment for the
private sector so that the economy could
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be able to attract enough investible fund
to further the process of development.
The government looks committed to
the cause of improving the ‘ease of doing
business’ in the country. Aimed to this
we find government busy in putting in
place the ‘right’ kind of land acquisition
law, labour law, companies law, tax laws,
digitalisation of government processes,
etc.

Overall, the current investment model of
the economy is private-led and for this the Gol
proposes to put in place the right kind of financial
system, legal framework, labour laws, etc. The
main idea of this model is to ‘unshackle’ the hidden
potential of the private sector. To the extent the
role of the government is concerned, it will be
limited to being a regulator with an increased tone
of a “facilitator” and a caretaker of the well being
of the disadvantaged and marginalised sections
of the society, so that the face of the economic
reform remains humane’. In wake of the financial
crisis in the western economies, the challenge of
mobilising resourecs has become tougher and it
will be really good that the government is able to
devise out a working investment model for today.

| CENTRAL SECTOR SCHEME AND
CENTRALLY SPONSORED SCHEMES

The exercise of planned development in India
has evolved over the time two type of schemes—
Central Sector Scheme and Centrally Sponsored
Scheme—the names are derived from the pattern
of funding and the modality for implementation.

The Central Sector Schemes are 100 per
cent funded by the Union Government and
implemented by the Central
machinery. These schemes are mainly formulated
on subjects from the Union List. In addition, the
Central Ministries also implement some schemes
directly in the states/UTs which are called Central
Sector Schemes, but resources under these schemes

Government

are not generally transferred to states.

Under the Centrally Sponsored Schemes
(CSSs) a certain percentage of the funding
is borne by the Centre and the states in the
ratio of 50:50, 70:30, 75:25 or 90:10 and the
implementation is done by the state governments.
CSSs are formulated in subjects from the Staze
List to encourage states to prioritise in areas that
require more attention. Funds are routed either
through the Consolidated Fund of states and
or are transferred directly to state/district level
autonomous bodies/implementing agencies. As
per the Baijal Committee Report (1987), CSSs
have been defined as the schemes which are
funded directly by Central ministries/departments
and implemented by the states or their agencies,
irrespective of their pattern of financing, unless
they fall under the Centre’s sphere of responsibility,
i.e., the Union List.

Conceptually, both CSS and Additional
Central Assistance (ACA) schemes have been
passed by the Central Government to the state
governments. The difference between the two has
arisen because of the historical evolution and the
way these are being budgeted and controlled and
release of funds takes place. In case of CSSs, the
budgets are allocated under concerned ministries
themselves which look after the entire process of
the release of funds, too.

CENTRAL PLAN ASSISTANCE s

Financial assistance provided by the Government
of India to support State’s Five Year Plans is
called Central Plan Assistance (CPA) or Central
Assistance (CA) which primarily comprises the
following:

(i) Normal Central Assistance (NCA):
The distribution of the NCA is formula
based (Gadgil-Mukherjee Formula) and
is untied. Gadgil Formula of determining
the Central Assistance to the State is
being adopted from the Fourth Plan and
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revised subsequently—allocation is made
by the Planning Commission.

Additional Central Assistance (ACA):
This is provided for implementation of
externally aided projects (EAPs), and for
which presently there is no ceiling. Unlike
NCA, this is scheme based. The details of
such schemes are given in the Statement
16 of the Expenditure Budget Vol.I. There
can be one time ACA and advance ACA.
One time ACA are assistance given by
Planning Commission to particular states
for undertaking important state specific
programmes and schemes. These are one
time assistance and thus not recurring.
These assistances are discretionary in
Advance ACA are advances
given to Special Category States in times
of financial stress and recoverable in 10

(ii)

nature.

years.

Special Central Assistance (SCA):
This is provided for special projects
and programmes, e.g., Western Ghats
Development  Programme,  Border
Areas Development Programme etc. (in
exceptional situations, Advance Central
Assistance, may also be provided). This
special plan assistance is given only to
Special Category States to bridge the
gap between their Planning needs and
resources. In other words, SPAs are ACA
are for special category states.

(iii)

CPA is provided, as per scheme of financing
applicable for specific purposes, approved by the
Planning Commission. It is released in the form
of grants and/or loans in varying combinations, as
per terms and conditions defined by the Ministry
of Finance, Department of Expenditure. Central
Assistance in the form of ACA is provided also
for various Centrally Sponsored Schemes, viz.,
Accelerated Irrigation Benefits Programme,

Rashtriya Krishi Vikas Yojana, etc., and SCA is

extended to states and UTs as additive to Special
Component Plan (renamed Scheduled Castes Sub
Plan) and Tribal Sub Plan. Funds provided to the
states under Member of Parliament Local Area

Development Scheme (MPLADS), i.e., Rs.5 crore

per annum per MP also count as CA.

GADGIL-MUKHERJEE FORMULA
Up to the Annual Plan period (1966-69) the

Central Plan Assistance was schematic and no
formula was used in allocation of the fund. During
the Fourth and Fifth Plans (196974 and 1974—
78) the Gadgil Formula was used which comprised
four bases for CPA allocation:

(i) Population (60 per cent);
(i)
(iii)
(iv)

Per Capita Income (10 per cent);
Tax Effort (10 per cent);

On-going Irrigation & Power Projects
(10 per cent); and

(v) Special Problems (10 per cent).

In coming years, since item (iv) was perceived
as being weighted in favour of rich states, the
formula was modified by raising the weightage
of Per Capita Income (PCI) to 20 per cent. The
National Development Council (NDC) approved
the modified Gadgil formula in 1980. It formed
the basis of allocation during the Sixth Plan
(1980-85), Seventh Plan (1985-90) and Annual
Plan 1990-91. Following suggestions from state
governments, the modified Gadgil Formula was
revised to Population (55 per cent), PCI (25 per
cent—20 per cent by deviation method and 5 per
cent by distance method), Fiscal Management (5
per cent) and Special Development Problems (15
per cent). However, it was used only during the
Annual Plan 1991-92.

Due to reservations of state governments
on the revision, a Committee under Pranab
Mukherjee, (then Deputy Chairman, Planning
Commission) was constituted to evolve a suitable
formula. The suggestions made by the Committee
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Gadgil-Mukherjee Formula
Criteria Weight Remarks
1. Population (1971) 60% 0 oo
Per Capita Income L S —
(a) Deviation method 20% Covering states with per capita State

Domestic Product below national

average
(b)Distance method 5% For all states
2. Performance in Tax Effort,
Fiscal Management and Progress
in respect of National objectives 7.5% Taxpolicy[2.5%], Fiscal Management
[2.0%], National objectives [3%]
comprising  population  control
(1.0%), elimination of illiteracy
(1.0%), timely completion of
Externally Aided Projects (0.5%) and
land reforms (0.5%)
3. Special problems 7.5% e

were considered by NDCin 1991, where following
a consensus, the Gadgil-Mukberjee Formula was
adopted. It was made the basis for allocation
during the Eighth Plan (1992-97) and it has since
been in use. After setting apart funds required for
(a) Externally Aided Projects and (b) Special Area
Programme, 30 per cent of the balance of Central
Assistance for State Plans is provided to the
Special Category States. The remaining amount
is distributed among the non-Special Category
States, as per the Gadgil-Mukherjee Formula.

The existing 137 CSSs (Centrally Sponsored
Schemes) and 18 ACA (Additional Central
Assistance) Schemes have been restructured into
66 schemes in the Twelfth Plan, including 17
Flagship Programmes. This has been done for
greater synergy—funds under these programmes
are released by the Gol as Central Assistance to
State Plans, thus giving states greater authority

and responsibility. To suit the requirements
of the states, the Gol has also approved that a
scheme may have state specific guidelines which
may be recommended by an Inter-Ministerial
Committee constituted for this purpose. For each
new CSS/ACA/Flagship scheme, at least 25 per
cent of funds may be contributed by the General
Category States and 10 per cent of funds by the
Special Category States including J&XK, Himachal
Pradesh and Uttarakhand.

How much expenditures on these schemes
should be shared by the states has been a matter
of debate in recent years with the Gol having
the view that states should shoulder increased
financial responsibility in their implementation.
The Union Budget 2014-15 (Interim) says that
states have the fiscal space to bear a reasonable
proportion of the financial costs of implementing
flagship programmes and must willingly do so, so
that the Central Government can allocate more
resources for subjects such as defence, railways,
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national highways and telecommunication that
are its exclusive responsibility.

The Finance Minister in his budget speech
(Union Budget (2013—14) had stated that
government is concerned about the proliferation
of CSSs and ACA schemes and that each scheme
would be reviewed and restructured. Earlier, the
National Development Council (NDC), while
approving the Twelfth plan in its meeting in
December 2012 had also recommended building
flexibility in the schemes to suit the requirements
of the state governments.

The restructured schemes also include the
following 17 Flagship Programmes, running
under various ministries and departments, during
the twelfth Plan:

(i) Rashtriya Krishi Vikas Yojana (RKVY)—
Department  of  Agriculture
Cooperation

(i) Nirmal Bharat Abhiyan (NBA)—M inistry
of Drinking Water and Sanitation

Rural  Drinking  Water
Programme (NRDWP)—Ministry of
Drinking Water and Sanitation

National Health Mission (MHM)—
Department of Health and Family
Welfare

(v) Backward Region Grant Fund (BRGF)—

Ministry of Panchayati Raj

and

National

(iii)

@iv)

(vi) Integrated Watershed Management
Programme (IWMP)—Department of
Land Resources

(vii) Rajiv Gandhi Panchayat Sashastrikaran
Yohana (RGPSY)—Ministry of
Panchayati Raj

(viii) Indira Awas Yojana (IAY)—Department
of Rural Development

Mahatma Gandhi
Employment

Rural
Act

National

(ix)

Guarantee

(MGNREGA)—Department of Rural

Development

(x) National Social Assistance Programme
(NSAP)—Department of Rural

Development

Pradhan Mantri Gram Sadak Yojana
(PMGSY)—Department  of  Rural
Development

National Rural Livelihood Mission
(NRLM) (SGSY restructured in 2010)—
Department of Rural Development

Mid Day Meal Programme (MDM)—
Department of School Education and

(xi)

(xii)

(xiii)

Literacy

Sarva

Shiksha  Abhiyan  (SSA)—
Department of School Education and

(xiv)

Literacy
(xv) Jawaharlal Nehru National Urban
Renewal Mission JNNURM)—M inistry
of Urban Development and Ministry of

HUPA

Integrated Child Development Services
(ICDS)—Ministry of Women and Child

Development

(xvi)

Accelerated Irrigation Benefit & Flood
(AIBEM)—Ministry  of

Water Resources

(xvii)
Management

Flagship programmes derive their origin from the
term flagship which is the main or most important
ship of a country’s navy and is symbolic of the
main thrust of the nation’s developmental policy.
Flagship schemes of the Government of India
are those schemes which are declared so by the
Union Cabinet or the Development Evaluation
Advisory Committee (DEAC) of the Planning
Commission—the list of these programmes can
be modified by the DEAC or the government

from time to time.
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of States’ under the Chairmanship of Raghuram
CSES:_:ESO SITE DEVELOPMENT INDEX OF G. Rajan, (the erstwhile Chief Economic Adviser,

Ministry of Finance) which submitted its report

The development a state has been able to achieveis 11 September 2013. The government is yet to take
an outcome of a complex set of historical, cultural, the final decision regarding the recommendations

and sociological factors. The Government of India of the Committee for which there will be a need
has clear objective to have a more egalitarian O revisit the existing Gadgil-Mukherjee Formula.

society, coupled with balanced development of

different regions. Despite taking a number of IINDEPENDENT EVALUATION OFFICE

steps to reduce regional disparities, substantial

An Independent Evaluation Office (IEO) has
been created by the Gol in February 2014, at
an arm’s distance from the government with the
objective of strengthening public accountability of

differences in development still exist between
states. In order to address thisissue, the government
in May 2013, decided to constitute an Expert
Committee to consider backwardness of the states

f vi ‘. e Develo Ind some of the important social sector programmes,
or evolving a Composite Development ex

which account huge resource mobilisation such as

Special Category States

The term Special Category States (SCS) has been in news for the past many years, specially since a new
state of Jharkhand was carved out of the then Bihar—the new Bihar has been demanding such a status
from the Centre—The present government in Bihar has always put this demand—before the General
Elections of 2014, the government there put a condition on which it may think joining an Alliance
forming the Central Government in the post-2014 times. Recently, the matter has been included by
the Gol in the Union Budget 2073—14 and the government has conveyed that it is ‘considering such a
status for Bihar'—whatever be the complusions/realities of the contemporary real politik, hereby, let
us try to understand the idea of the ESCS.

The Special Category States (SCS) have some common characteristics like international boundary,
hilly landscape, geographic and socio-economic backwardness with low capability to generate adequate
income from available resources etc. Presently, 11 states come under this category- seven States of
Nozth-Eastern region, Sikkim, Jammu & Kashmir, Himachal Pradesh and Uttarakhand. Other states
are referred as General Category States (GCS). They are ‘special’ in the sense that they have special socio-
economic, geographical problems, high cost of production with less availability of useful resources
and hence low economic base for livelihood activities.

Fiscal Position of the SCS: The SCS are highly dependent on central grants from the Union
Government for meeting their financial requirements. These states show a revenue surplus position
because any ‘expenditure that they make on creating assets out of grants from the Centre is not treated
as revenue expenditure’. This is wntrary to the existing accounting standards which treats all expenditure
from grants as revenue expenditure.

Manipur, Nagaland, Sikkim and Uttarakhand have a fiscal deficit which is higher than 3 per cent
butless than 6 per cent ) of their GSDP and the 732h Finance Commission has indicated that they have to
make efforts to reduce the fiscal deficit to 3 per cent by 2013—14. Jammu and Kashmir and Mizoram
have higher fiscal deficits and require concerted efforts at reducing their debt stock to achieve targets
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set by the 13th Finance Commission. The other states Arunachal, Meghalaya, Assam, Tripura and
Himachal pradesh have a fiscal deficit which is less than 3 per cent of GSDP and therefore need to
maintain their position to achieve the targets set out by the 13th Finance Commission.

Although the 12th Finance Commission recommended that all states (including SCS) should be
permitted to borrow from the open market at market rates, the special dispensation given to special
category states continues for external loans. In the case of the externally aided projects to SCS, the
Union Government treats 90 per cent of the amount borrowed as a grant and only the remaining
10 per cent is a loan. (For the general category states, externally aided projects are funded on a back-
to-back basis).

More Central Assistance for SCS: Human Development Index (HDI) is considered as a better
indicator of overall development of a state. Central grants are required to ensure/maintain better
education and health standards in these states as they may not be able to generate own resources for
this purpose due to their economic vulnerability. SCS requite motre central assistance as some of the
SCS’s Debt-GSDP ratio is higher than General Category States. High Debt GSDP ratio leads to fiscal
vulnerability and poor sustainability of debt related obligations.

The 73th Finance Commission has recommended a ‘Performance Grant’ of Rs. 1,500 crore to three
SCS, namely Assam, Sikkim and Uttarakhand in recognition of the efforts made by these states to
reduce their ‘Non-Plan Revenue Deficit’ [Non Plan Revenue deficit = Non Plan Revenne receipts - Non Plan
Revenue expenditure].

Planning Commission also publishes data regarding SCS central assistance as per ‘Gadgil Formula’,
plan expenditure, fiscal status etc. The North Eastern States out of SCS have been provided special
incentives by the Ministry of Development of North Eastern Region (DONER). Moreover, Ministry
of Commerce and Industry had been formulated a separate policy named as North East Industrial and
Inuestment Promotion Policy (NEIIPP), 2007 [earlier known as the North East Industrial Policy (NEIP),
1997] providing incentives for all industrial units to expand industrialisation and development activities
in North Eastern states. The Special Incentives packages for industrial development of the states
like J&K, Himachal Pradesh and Uttarakhand are also implemented by the Ministry of Commerce
and Industry.

the flagship programmes. Conceived on the lines
of Independent Evaluation Office (IEO) of the
IMF, ' the body has been created on the basis of
international experiences, in cooperation with the
World Bank and the British DFID (Department
for International Development)—it is modelled
on the lines of Mexico’s National Council for the
Evaluation of Social Development Policy.

The IEO will bean independentofficeattached
to the Planning Commission under a Governing
Board chaired by the Deputy Chairman, Planning
Commission—to be funded by the Planning
Commission and will have, as its head, a full-time
Director General (Ajay Chhibber) in the rank and
status of Member of the Planning Commission /

Union Minister of State. The DG has a tenure of 3

106.

An Independent Evaluation Office (IEO) functions in International Monetary Fund (IMF) since 2001 which conducts

independent and objective evaluations of Fund’s policies and activities. Under its Terms of Reference, it is fully independent
from the Management of the IMF and operates at arm’s length from the Board of Executive Directors with the following
three missions—(i) Enhancing the learning culture within the Fund, (ii) Strengthening the Fund’s external credibility, and (iii)
Supporting Institutional governance and oversight (Source: Independent Evaluation Office, IMF, Washington DC, 2014).
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years extendable to 5 years. [ts staff will be selected
by the DG without any interference and will have
its independent budget line.

It is felt that the government programmes can
benefit enormously from concurrent independent
evaluation. Presently concurrent evaluation is
done by the concerned ministries as an on-going
parallel process. Expert evaluation of programmes
that have been in operation is done by the
Programme Evaluation Organisation (PEO) of
the Planning Commission—the IEO is expected
to strengthen this evaluation process. Main aims
of the office is:

(i) To help improve the effectiveness of
government policies and programmes by
assessing their impact and outcomes.

(ii) To set guidelines and methodology for all

evaluations done by various departments,

and agencies and encourage a culture of
openness and learning in government

systems.

To connect India to the best international

(iii)

evaluated evidence in development
practice and knowledge to learn from

others success and mistakes.

Main features about the functioning of the office
may be summed-up as given below:

(i) It will conduct independent evaluations
of plan programmes—especially
flagship programmes—and assess their
effectiveness, impact.
Besides, it has the freedom to conduct

relevance and

independent  evaluations on any
programme which has access to public
funding or implicit or explicit guarantees
from the government.

(i) The work programme of the IEO will
be prepared through an open process of
consultations, including feedback from
civil society and will be made public.

(iii) The IEO will prepare the Terms of
Reference for all independent evaluations,
which will be conducted by selected
institutes and researchers, selected on
competitive basis.

(iv) IEO will provide guidance to any agency

or department of the government to

improve the quality of it’s self evaluation
and monitoring system. Such support is
intended to bring all evaluations under
internationally accepted
methodology, help better

development outcomes and encourage a

culture of learning in the government.

a common
achieve

(v) Besides making available on it’s web site
and other public avenues, its reports will
be submitted to the Parliament and the
Prime Minister’s Office.

(vi) It internationally
available findings from independently
and professionally
programmes in the spirit of South-South
learning and cooperation.

[EO will
independent authority at
international forums on development
effectiveness

will also make

evaluated Indian

(vii) India as it’s

represent
evaluation

and will endeavour to
improve India’s evaluation systems in line
with international best practices.

The evaluations in areas such as the public
distribution system and health issues were among
the first to be undertaken by the IEO with
MGNREGA and [NNURM to follow later.

Meanwhile, early September 2014, the DG
of the IEO was relieved from his services by the
government, leaving the institution in a state of
limbo (with little clarity as of yet over its future
role). The debate on the IEO has been going on
in the PMO questioning the creation of the new
institution in the light of a similar body called the
Programme Evaluation Organisation (PEO), which
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already exists in the Planning Commission. The
Committee of Secretaries set up for the purpose
has decided to strengthen the PEO, leaving the
option of either absorbing the IEO under the
PEO or shutting down the institution.

_ PROGRAMME EVALUATION
ORGANISATION

The Programme Evaluation Organisation (PEO)
wasestablishedin October 1952, asan independent
organisation, under the general guidance and
direction of the Planning Commission (PC)
with a specific task of evaluating the community
development programmes and other Intensive
Area Development Schemes. The evaluation set
up was further strengthened by the development
of methods and techniques of evaluation in the 1st
Plan and setting up of evaluation machineries in
the States during the 3rd Plan (1961-66) and 4th
Plan (1969-74). Gradually, with the extension of
the programmes/schemes in a variety of sectors,
viz., agriculture cooperation, rural industries,
fisheries, health, family welfare, rural development,
rural electrification, public distribution, tribal
development, social forestry, etc., the evaluation
work undertaken by the PEO was extended to
other important Centrally Sponsored Schemes.

The broad functions of the PEO include
undertaking evaluation of selected programmes/
schemes under implementation, as per the
requirement of the various Divisions of the
PC, Central Ministries and Departments of the
Government of India. The evaluation studies are

designed to assess —
(i) the performance,
(i)
(iii)

the process of implementation,
the effectiveness of the delivery systems,
and

@iv)

the impact of programmes.

The objectives of the PEO:

(i) Objective assessment of process and
impact of the development programmes,

(ii) Identifyingtheareasofsuccessand failures
at different stages of administration
and execution, analysis of reasons for
success or failure,

extension methods and

(iii) Examining
> . o e
people’s reactions thereto and deriving
lessons for future improvement in the
formulation and implementation of the

new programmes/schemes.

ORGANISATIONAL STRUCTURE. s

The PEO is primarily a field level organisation
under the overall charge of the Deputy Chairman,
PC. It has a three-tier structure:

First Tier: At the apex is the Headquarters at
the PC which is responsible for evolving suitable
methodologies including statistical designs for
various type of evaluation studies, organizing
execution and monitoring of sample surveys, data
processing, statistical analysis and interpretation
of qualitative and quantitative data generated
by the field units and also for bringing out the
Evaluation Reports. The Organisation is headed
by the Adviser (Evaluation).

Second Tier: The middle link of the PEO
represents Regional Evaluation Offices, which
are 7 in number located at Chandigarh, Chennai,
Hyderabad, Jaipur, Kolkata, Lucknow and
Mumbai.

Tird Tier: The Field Units, known as Project
Evaluation Offices constitute the third tier of
PEO. These are located in the capital cities of
8 major states of the country, viz. at Guwahati,

Bhubaneshwar, Shimla, Bangalore, Bhopal,
Patna, Trivandrum and Ahmedabad.
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EVALUATION AS PLAN SCHEME s

The 10th Plan document pointed out that one
of the most common reasons for the failure of
programmes and schemes was the faulty and
incomplete design of the programme/projects/
scheme. Care and attention must be taken to
formulate programmes, projects and schemes in
a more systematic and professional manner. It is
essential to strengthen the existing mechanisms for
monitoring and evaluation, in order to make sure
that plans are being implemented as envisaged and
theimpactisalso as planned. The strategy proposed
above would definitely contribute to efficiency
in resource use and improved performances of
plan programmes. But evaluation capacity within
and outside the government is limited. To make
evaluation, an effective tool for this, capabilities of
evaluation organisations will have to be enhanced.
The ‘Working Group for Strengthening Monitoring
and Evaluation System’set up (late 2012) by the PC
recommended to enhance the evaluation capacity
and incorporate evaluation in the Plan Scheme.

The PEO also encourages State Evaluation
Organisations (SEOs) to send the evaluation
reports to the PC so that these reports can also
be put on the Internet (now, it may be sent to
the NITI Aayog—a decision yet to be teken by
the government). By late 2014, the government
decided to strengthen the PEO—further actions
in this direction is awaited.

| NITI AAYOG
By mid-2014, India did show a quite strong

mandate and a very stable government came at
the Centre. We find the new government showing

a renewed vigour and zeal in several areas. One
such area has been its attempts at ‘redefining’
the federal polity of the country for the purpose
of promoting growth and development. We see
a pronounced policy shift in the direction of
‘empowering and keeping state in front’ by giving
them more financial space and responsiblities.'””
Keeping its promises in the direction, the
government abolished the Planning Commission
(PC) and replaced it by a new body — the NITI
Aayog. The acronym NITI stands for National
Institution for Transforming India. We see the
government aspiring for the emergence of the
‘Team India’ in the new body. It will be premature
to be conclusive on this shift from “Planning to
NITT” (as the government calls). Even an academic
comparison between the old and the new bodies
will also not serve enough purpose as it needs
some time when the outcome of the change will
be available. Judegemnts on this shift will be only
good once it is done after some period of time. In
the meantime, India remains a planned economy.
The discussion given here is mainly based on the
documents and releases which came out from
the Gol before and after the NITT Aayog was set
up (January 1, 2015). In these documents, the
government has not only provided the reasons as
why does India need to go in for a new body but
charts out a very encouraging and out of tradition
role/function for the new body. An attempt has
been made to closely follow the ‘government line’
of thinking so that the ‘spirit’ of it is lost.

TRANSFORMING INDIA me——

The government aims at ‘transforming the
development agenda of India’ with the help

107.

Such a stance in the process of planning we find in the document of the 10th Plan (2002-07) for the first time when

the government of the time (the NDA-led) the call — ‘if states are developed, the nation is developed’. We find a
pronounced shift towards ‘decentralised planning’ (the Plan was nicknamed as the ‘People’s Plan). The new idea of
‘monitorable targets’ also commenced in this plan giving states more say and accountibility in the process of planned
development (these targets were continued with in the forthcoming Plans). Several other steps were also taken in this
Plan aimed at bringing the states in the mainstream of the development process — by giving them increased role and

accountibility.
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of the NITI Aayog and has given a slogan,
“from planning to NITT”. India has undergone
a paradigm shift over the past six decades—
politically, economically, socially, technologically
as well as demographically. The role of the
government in national development has seen a
parallel evolution. Keeping with these changing
times, the government decided to set up NITI
Aayog as a means to better serve the needs and
aspirations of the people of India. The government
thinks the new institution to function as a catalyst
to the developmental process; nurturing an overall
enabling environment, through a holistic approach
to development going beyond the limited sphere
of the public sector and the Gol which will be
built on the foundations of:

(i) An empowered role of states as equal
partners in national development;
operationalising  the  principle  of
Cooperative Federalism.

(ii) A knowledge hub of internal as well as
external resources; serving as a repository
of good governance best practices, and a
Think Tank offering domain knowledge
as well as strategic expertise to all levels of
government.

(iii) A collaborative platform facilitating
Implementation; by monitoring progress,
plugging gaps and bringing together the
various ministries at the Centre and in
states, in the joint pursuit of developmental
goals.

(CHANGING CONTOURS OF INDIA mm

The government agrees that the Planning
Commission has served India well. However,
India has changed dramatically over the past 65
years at multiple levels and across varied scales.
These transformatory forces have changed the
very contours of India—highlighted by the
government document in the five areas:

. Demographic shift: India’s population

has increased over three-fold to reach
121 crores. This includes an addition
of over 30 crore people to Urban India.
As well as an increase of 55 crore youth
(below the age of 35), which is more than
one and a half times the total population
of the country then. With increasing
levels of development, literacy and
communication, the aspirations of the
people have soared, moving from scarcity
and survival to safety and surplus. Today,
we are looking at a completely different
India, and country’s governance systems
need to be transformed to keep up with

the changed India.

. Economic shift: India’s economy has

undergone a paradigm shift. It has
expanded by over a hundred times,
going from a GDP of Rs 10,000 crore
to Rs 100 lakh crore at current prices,
to emerge as one of the world’s largest.
Agriculture’s share in the GDP has seen
a dramatic drop, from more than 50 per
cent to less than 15 per cent. The plan
size of Rs 43 lakh crore of the 12th Plan
dwarfs the plan size of Rs 2,400 crore
of the 1st Plan. Priorities, strategies and
structures dating back to the time of the
birth of the Planning Commission, must
thus be revisited. To align with this shift
and sheer scale, India need to overbaul
the very nature of planning processes, the
government says.

. Changed private sector: The nature

of the Indian economy, and the role of
the government in it, has undergone a
paradigm shift. Driven by an increasingly
open and liberalized structure, India’s
private sector has matured into a vibrant
and dynamic force. The sector is not
operating just at the international cutting




5.62 (¢ Indian Economy

edge, but also with a global scale and
reach. This changed economic landscape
requires a new administrative paradigm in
which the role of the government must
evolve from simply allocating resources
in a command and control eco-system,
to a far more nuanced one of directing,
calibrating, supporting and regulating a
market eco-system. National development
must be seen beyond the limited sphere
of the ‘Public Sector’. Government must,
thus, transition from being a ‘provider of
first and last resort’ and ‘major player’
in the economy, to being a ‘catalyst’
nurturing an ‘enabling environment’,
where the entrepreneurial spirits of all,
from small self-employed entrepreneurs
to large corporations, can flourish. This
importantly, frees up the government
to focus its precious resources on
public welfare domains such as essential
entitlements of food, nutrition, health,
education and livelihood of vulnerable
and marginalized groups of the society.

Forces of globalisation: In recent
decades, the world at large has also evolved.
Welive todayin a ‘global village’, connected
by modern transport, communications
and media, and networked international
markets and institutions. In this milieu,
India’s economic actions ‘contribute’ to
the global dynamics, while our economy
also get influenced by the happenings far
away from us. The framework of policy
making together with the functioning
of governments need to incorporate the
realities of our continuing integration with
the global economic system.

Role of the states: Indian states have
evolved from being mere appendages of
the Centre, to being the actual drivers of
national development. The development
of states must thus become the national

goal, as the nation’s progress lies in the
progress of states. As a consequence, the
one-size-fits-all approach, often inherentin
centralized planning,isno longer practical
or efficient. States need to be heard and
given the flexibility required for effective
implementation. The government quotes
Dr. B. R. Ambedkar to bring the point
home — “it is unreasonable to centralise
powers where central control and
uniformity is not clearly essential or is
impracticable”. Thus, while emanating
from global experiences and national
synergy, India’s strategies needs to be
calibrated and customized to local needs
and opportunities.

6. Technology paradigm: Technology

advancements and information access
have unleashed the creative energy of
India. They have integrated our varied
regions and eco-systems in an interlinked
national economy and society, opening
up newer avenues of coordination
and cooperation. Technology is also
playing a substantial role in enhancing
transparency as well as efficiency, holding
government more accountable. Thus,
India needs to make it central to systems
of policy and governance.

The above-given changes have been recognised
by the experts for years now. With changing
contours of the economy, the institutions
guiding the economy should also change. The
government quotes several such inszances when
appropriate changes were advised in the Planning
Commission by the experts, committees, even the
PC, among others:

(i) The 8th Plan (1992-97) document

(the very first after the reform process
commenced in 1991) categorically
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stated that, as the role of government
was reviewed and restructured, the role
and functions of the PC too needed to
be rethought. The PC also needed to
be reformed to keep up with changing
trends, relieving itself of the old practices
and beliefs, which had lost relevance,
and adopting new ones based on past
experiences of India as well as other
nations. Specifically, the PC needed to
be in tune with the process of economic
reforms.

(ii) The Standing Committee on Finance
of the 15th Lok Sabha observed in its
35th Report on Demand for Grants
(2011-12) that the “PC has to come to
grips with the emerging social realities
to re-invent itself to make itself more
relevant and effective for aligning the
planning process with economic reforms
and its consequences, particularly for the
poor”. This was the need of making the
planning process relevant to the process
of economic reforms.

(iii) The Dr.
Manmohan Singh, in his farewell address
to the PC (April 2014), also urged
reflection on “what the role of the PC
needs to be in this new world. Are we
still using tools and approaches which
were designed for a different era? What
additional roles should the Planning
Commission play and what capacities
does it need to build to ensure that it
continues to be relevant to the growth
process?” This observation has quite
high relevance, as Dr. Singh is himself a
“noted” economist.

former Prime Minister,

Taking the clues for a change, the government
quotes Mahatma Gandhi before going for the
change: “Constant development is the law of
life, and a man who always tries to maintain
his dogmas in order to appear consistent drives

himself into a false position”. The government
adds further, keeping true to this principle our
institutions of governance and policy must evolve
with the changing dynamics of the new India,
while remaining true to the founding principles
of the Constitution of India, and rooted in our
Bharatiyata or wisdom of our civilizational history
and ethos. It was, in every sense, a kind of pledge
to devise India’s own means, methods, tools and
approaches to promote development.

For the government, the NITI Aayog is to
be the institution to give life to these aspirations
(discussed above). The Aayog is being formed
based on
spectrum of stakeholders, including inter alia
state governments, relevant institutions, domain
experts and the people at large.

extensive consultation across a

FUNCTIONS OF NITI AAYOG s

With the process of maturity and deepening in
Indian nationhood, the country has embraced a
greater measure of pluralism and decentralisation.
This necessitates a paradigm shift in Central
government’s approaches to the governments
at the state, as well as local levels. The stazes
governments and the local bodies must be made
equal partners in the development process
through the following changes:

(i) understanding and supporitng their
developmental needs and aspirations,

(ii) incorporating varied local realities into
national policies and programmes with
the required flexibility.

This way the new body, NITI Aayog, is
designed to live up to the principle of “Team
India’ with its following officially demarcated
functions:

1. Cooperative and Competitive Federalism:

It will be the ‘primary platform’
for operationalising cooperative
federalism, enabling states to have
active participation in the formulation
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of national policy, as well as achieving
time-bound implementation of
quantitative and qualitative targets
through the combined authority of the
Prime Minister and the Chief Ministers.
This will be by means of systematic and
structured interactions between the
Union and state governments, to better
understand developmental issues, as
well as forge a consensus on strategies
and implementation mechanisms. The
above would mark the replacement of
the one-way flow of policy from centre-
to-state, with a genuine and continuing
Centre-State partnership. 'The Aayog is
supposed to further this cooperation with
the enhanced vibrancy of Competitive
Federalism; the Centre competing with
the states and vice versa, and the states
competing with each other, in the joint
pursuit of national development.

Shared National Agenda: It will ‘evolve’
a shared vision of national development
priorities and strategies, with the active
involvement of states. This will provide
the framework ‘national agenda’ for the
Prime Minister and Chief Ministers to
implement.

State’s Best Friend at the Centre: It
will support states in addressing their
own challenges, as well as building on
strengths and comparative advantages.
This will be through various means,
such as coordinating with ministries,
championing their ideas at the Centre,
providing ‘consultancy’ support and
‘building capacity’.

Decentralised ~ Planning:  The new
body is to ‘restructure’ the planning
process into a “bottom-up model”,
empowering states, and guiding them
to further empower local governments

in developing mechanisms to formulate
credible plans at the village level, which
are progressively aggregated up the higher
levels of government. The maturing of
India’s governmental institutions has
enabled increasing the specialisation of
their functions. There is, thus, a need to
separate as well as energize the distinct
‘strategy’ element of governance from
the usual ‘process’ and ‘implementation’
element. As a dedicated “Think Tank” of
the government, NITI Aayog will carry
out this ‘directional’ role, strategically
charting the future of the nation. It will
provide specialised inputs—strategic,
functional and technical—to the Prime
Minister and the government (Centre as
well as State), on matters critical to the
fulfilment of the national development
agenda. It means, the new body is to
function like a ‘think tank’.

Vision & Scenario Planning: To ‘design’
medium and long-term  strategic
frameworks of the big picture vision
of India’s future—across schemes,
sectors, regions and time; factoring in
all possible alternative assumptions and
counterfactuals. These would be the
‘drivers of the national reforms agenda’,
especially focussed on identifying
critical gaps and harnessing untapped
potentialities. The same would need to be
intrinsically dynamic with their progress
and efficacy constantly monitored for
necessary  mid-course  recalibration;
and the overall environment (domestic
and global) continuously scanned for
incorporating evolving trends and
addressing emerging challenges. This
would mean a fundamental transition
from merely planning for where the
nation’s money goes, to planning where
we want the nation to go. And given its
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unique position as the aggregator and
integrator of all developmental initiatives
of the Government of India and states,
the new body would be ideally suited for
the same.

Domain Strategies: To ‘build’ a repository

of  specialised expertise,
both sectoral and cross-sectoral; to

domain

assist Ministries of the Central and
state governments in their respective
development planning as well problem
solving needs. This will especially enable
the imbibing of good governance best
practices,
international; especially with regards to
structural reforms in the country.

both national as well as

Sounding Board: To be an ‘in-house
sounding board’ whetting and refining
government positions, through objective
criticisms and comprehensive counter-
views in the economy.

Network of Expertise: To ‘main-stream’
external expertise into
government policies and programmes
through a collaborative community
of national and international experts,
practitioners and other partners. This
would entail being government’s link to
the outside world, roping in academia
(universities, think tanks and research
institutions), private sector expertise, and
the people at large, for close involvement
in the policymaking process. To bring
the point home, the document quotes
the Rigveda — ‘let us welcome noble
thoughts flowing in from all directions’.
Knowledge and Innovation Hub: The

body to be an ‘accumulator’ as well
as ‘disseminator’ of research and best

ideas and

practices on good governance, through

a state-of-the-art Resource Centre

which identifies, analyses, shares and

10.

11.

12.

facilitates replication of the same. The
document durther adds, an increasingly
mature Indian population has steadily
increased the focus on, and demand
for, actual delivery and results. To keep
up with such enhanced aspirations, the
new body will have the mandate to go
beyond mere planning and strategizing,
to facilitating implementation of the
development agenda as well. This would
involve making implementation central
to the planning process, through an
emphasis on tangible outcomes, realistic
targets, strict time lines and robust
monitoring and evaluation—a transition
from the isolated conceptualisation
of merely ‘planning’, to ‘planning for
implementation’. It will also act as a
‘catalyst’ to the government machinery
at  large—filling gaps, enhancing
capabilities and de-clogging bottlenecks,
as and where required.

Harmonisation: To ‘facilitate
harmonisation’ of actions across different
layers of the government, especially
when involving cross-cutting and
overlapping issues across multiple sectors
through: communication, coordination,
collaboration and convergence amongst
all stakeholders. The emphasis will be on
bringing all together on an integrated
and holistic approach to development.
Conflict  Resolution: To provide a
‘platform’ for mutual resolution of inter-
sectoral, inter-departmental, inter-state
as well as centre-state issues; facilitating
consensus acceptable and beneficial to
all, to bring about clarity and speed in
execution.

Coordinating interface with the World: 1t
will be the ‘nodal point’ for strategically
harnessing global expertise and resources

in India’s developmental process—
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coming in from across nations, multi-
lateral institutionsand other international
organisations.

13. Internal Consultancy: It will offer an
internal  ‘consultancy’
Central and state governments on policy
and programme design—providing
frameworks adhering to basic design
principles
flexibility and a focus on results. This
would include specialised skills such as
structuring and executing Public-Private
Partnerships.

function to

such as decentralisation,

14. Capacity Building: To enable ‘capacity
building’ and ‘technology up-gradation’
across governments, benchmarking
with latest global trends and providing
managerial and technical knowhow.

15. Monitoring and Evaluation: It will
‘monitor’ the implementation of policies
and programmes, and ‘evaluate’ their
impact; through rigorous tracking of
performance metrics and comprehensive
programmeevaluations. Thiswill notonly
help identify weaknesses and bottlenecks
for necessary course-correction, but
also enable data-driven policymaking;
encouraging greater efficiency as well as
effectiveness.

THE GUIDING PRINCIPLE, sm—

The government document has categorically
pointed out the very ‘purpose’ of the new body
—in the process of carrying out its functions,
the Aayog will be guided by an overall vision
of development which is inclusive, equitable
and sustainable. The
a strategy of empowerment built on human
dignity and national self-respect—the document
quote Swami Vivekanada to emphasise this: “to
encourage everyone in his struggle to live up to
his own highest idea”. The new body to follow

instituion is to follow

a development model which is all round, all

pervasive, all inclusive and holistic.

Antyodaya: To prioritize service and uplift
of the poor, marginalised and downtrodden,
(the document quotes the idea of ‘Antodaya’
as articulted by Pandit Deendayal Upadhyay).
Development is incomplete and meaningless, if it
does not reach the farthest individual. “Nothing
is more dreadfully painful than poverty” (the
centuries old sage-poet Tiruvallur has been
quoted).

Inclusion: To empower vulnerable and
marginalised sections, redressing identity-based
inequalities of all kinds gender, region, religion,
caste or class—highlighted its need by the
document quoting from Sankar Dev—*%to see
every being as equivalent to one’s own soul is
the supreme means (of attaining deliverance)”.
Weaker sections must be enabled to be masters
of their own fate, having equal influence over the

choices the nation makes.

Village: To integrate our villages into the
development process, to draw on the vitality and
energy of the bedrock of our ethos, culture and
sustenance.

Demographic Dividend: To harness our greatest
asset, the people of India; by focussing on their
development, through education and skilling, and
their empowerment, through productive livelihood
opportunities.

transform  the
a  people-driven
one, making an awakened and participative
citizenry—the driver of good governance. This

People’s Participation: To

developmental process into

includes our extended Indian family of the non-
resident Indian community spread across the
world, whose significant geo-economic and geo-
political strength must be harnessed.

Governance: To nurture an open, transparent,
accountable, pro-active and purposeful style of
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governance, transitioning focus from Outlay to
Output to Outcome.

Sustainability: Maintain sustainability at the
core of our planning and developmental process,
building on our ancient tradition of respect for
the environment.

STRUCTURE OF THE NIT] s—

The Aayog will be a lean organisation, modelled as
a network of expertise; focusing on functionality,
flexibility and domain knowledge with the
following ‘structure’ and ‘mechnaism’:

(i) Chairman: the Prime Minister of India
(de-facto).

(ii)) Governing Council: will comprise the
Chief Ministers of all states and Lt.
Governors of union territories.

(iii)) Regional Councils: will be formed to

address specific issues and contingencies

impacting more than one state or
region. Strategy and planning in the

Aayog will be anchored from state-

level; with regional councils convened

by the Prime Minister for identified
priority domains, put under the joint
leadership of related sub-groups of states

(grouped around commonalities which

could be geographic, economic, social

or otherwise) and central ministries. The
regional councils will have the following
features:

(a) Will have specified tenures, with
the mandate to evolve strategy and
oversee implementation.

(b) Will be jointly headed by one of
the group Chief Ministers (on a
rotational basis or otherwise) and a
corresponding Central Minister.

(c) Will include the sectoral central
ministers and secretaries concerned,

as well as state ministers and

secretaries.

(d) Will be linked with corresponding

domain experts and academic

institutions.

(e) Will have a dedicated support cell in

the Aayog’s secretariat.
(iv) Special Invitees: It will have experts,
specialists and practitioners with relevant
domain knowledge as special invitees

nominated by the Prime Minister.

(v) Full-time Organisational Framework: In
addition to PM as its Chairman it will
comprise:

(a) Vice-Chairperson—to be appointed
by the PM.

(b) Members: all as full-time.

(c) Part-time Members: maximum of 2,
from leading universities, research
organisations and other relevant

institutions in an ex-officio capacity.

Part time members will be on a

rotational basis.

(d) Ex-Officio Members: maximum of
4 members of the Union Council
of Ministers to be nominated by the
PM.

(e) Chief Executive Officer: to be
appointed by the PM for a fixed
tenure, in the rank of Secretary to the
Government of India.

(f) Secretariat: as deemed necessary.

SPECIALISED WINGS IN THE AAYOG

The Aayog will house a number of specialised
‘Wings’, as per the government document:

(i) Research Wing: It will develop in-
house sectoral expertise as a dedicated
think tank of top notch domain experts,
specialists and scholars.
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(ii) Consultancy Wing: It will provide
a market-place of whetted panels of
expertise and funding, for Central and
state governments to tap into; matching
their  requirements  with
providers, public and private, national
and international. By playing match-
maker instead of providing the entire
service itself, NITI Aayog will be able to
focus its resources on priority matters,
providing guidance and an overall quality
check to the rest.

solution

(ili) Team India Wing: It will comprise
representatives from every State and
Ministry and will serve as a permanent
platform for national collaboration. Each

representative in this Wing will:

(a) Ensure every state/ministry has a
continuous voice and stake in the
Aayog.

(b) Establish a direct communication
channel between the state/ministry
and the Aayog for all development
related matters, as the dedicated
liaison interface.

“Hub-Spoke”

model will be developed, with each state

and ministry encouraged to build dedicated
mirror institutions, serving as the interface of
interaction. These institutions, in turn, will

A national institutional

nurture their own networks of expertise at State
and ministry level. NITT Aayog will function in
close cooperation, consultation and coordination
with the ministries of the Central government,
and state governments. While it will make
recommendations to the Central and state
governments, the responsibility for taking and

implementing decisions will rest with them.

VEHICLE OF GOOD GOVERNANCE m

The Aayog will seek to facilitate and empower the
critical requirement of good governance, which
is people-centric, participative, collaborative,
transparent and policy-driven. It will provide
critical directional and strategic input to the
development process, focussing on deliverables
and outcomes. This, along with being as incubator
and disseminator of fresh thought and ideas for
development, will be the core mission of NITI
Aayog. The document, at the end, quotes from
Chanakya to emphasise the importance and need
of good governance — “good governance is at the
root of a nation’s wealth, comfort and happines”.

This way, the idea of the NITI Aayog
looks not only ‘innovative’ in its approach but
contemporary, too — imaginatively forging
into the emerging idea and need of ‘happiness’
(as being sponsored by the UNO in the World
Happiness Report). It gives a call for inclusion
of ethos and cultural elements of India in the
development model, delicately linking the issue
of growth and development to the ‘behavioural’
dimensions of the people of India (rightly in sync
with the recent proposition of the World Bank
in its World Development Report 2015). We find
several such shining ‘stars’ in the newly set up
body which will be surely analysed and discussed
again and again by the analysts, experts, scholars
in future. At the end, we can wisely conclude
that the old body PC was aimed at serving some
purposes which was suitable for the old time
while the current times require us to carry on the
legacy to a new level where we can build India,
which can combine and integrate the energy and
potential of all who belong to the nation being all
open to the world (agreeing categorically to the
idea of globalisation).
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An important feature of India’s reform
programme, when compared with reforms
underway in many other countries, is
that it has emphasised gradualism and
evolutionary transition rather than rapid
restructuring or ‘shock therapy’. This
gradualism has often been the subject
of unfavourable comment by the more
impatient advocates of reform both inside
and outside the country.*

* Montek S. Ahluwalia addressing the inaugurating of the Seminar on
‘India’s Economic Reforms’ at Merton College, Oxford University, London,

June 1993.
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| INTRODUCTION

The economic reforms initiated in 1991 is now
into the 25th year. In this period there was hardly
a day that some news, news analysis, write up or
article did not appear in the newspapers regarding
the reform process. Several highly acclaimed
books have been authored on India’s economic
reforms by some of the best experts of economics
from India and abroad. Still students, especially
coming from non-economics background, are
generally at a loss on the ‘pros’ and ‘cons’ of the
reform process.

| ECONOMIC REFORMS

Popularly, economic reforms denote the process
in which a government prescribes declining role
for state and expanding role for the private sector
in an economy. So let’s unravel the reform process
based on the author’s classroom interaction with

students. It is safer to see economic reform as a
policy shift in an economy from one to another or
‘alternative development strategies’. Economists
attribute the differences in the performance of
economies to the differences in the ‘strategies’ they
follow. The different strategies of development
evolved through a long period of trial and error
by different countries under the influence of
different sets of ideologies. But the process has
been like an educational trip. To understand the
term ‘economic reform’ and more so to clarify the
confusion concerning it in the Indian context, we
must see the different ‘alternative development
strategies’ which evolved through time. A brief
description is given below:

1. PLANNING MODEL

Till the rise of the Soviet Union, the prevalent
development strategy in the Euro-American

countries was the capitalist system of economy,
which promoted the principles of laissez-faire
and dominant role for private capital in the
economy. Once the Soviet Union went for the
planning model (including the East European
countries and finally China in 1949) most of the
developing countries after their independence
were influenced by socialism and the governments
there took a central role in planned development.
As these economies were dominated by foreign
colonisers, they worried that opening themselves
to foreign investment would lead to a new
form of domination, the domination by large
multinationals. That is why most of these
countries went for ‘protectionist’ economic policy
with import substitution as one method, side
by side. But by the 1970s, the world was having
convincing proofs that the socialist as well as the
planned economies' were inclined to follow their
kind of development strategy—because either
they had very slow and lower growth rates or were
stagnating. The experiences of these economies
gave rise to a new ideology which is popular as the
‘Washington Consensus’.

2. WASHINGTON CONSENSUS

By the early 1980s, a new development strategy
emerged. Though it was not new, it was like
the old idea getting vindicated after failure of
a comparatively newer idea. After the world
recognised the limits of a state-dominated
economy, arguments in favour of the market, i.e.,
the private sector, was promoted emphatically.
Many countries shifted their economic policy just
to the other extreme arguing for a minimal role of
the government in the economy. Governments of
the socialist or the planned economies were urged/
suggested to privatise and liberalise, to sell off
state-owned companies and eliminate government

1. There were many developing non-socialist countries which also accepted the economic planning as their development
strategy (France should not be counted among them as it was a developed economy by then). These countries were following
the ‘mixed economy’ but their form was closer to the command economy, i.e., the state economy or the socialist economy.
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intervention in the economy. These governments
were also suggested to take the measures which
could boost the aggregate demand in the economy
(i.e., macroeconomic stability measures). The
broad outlines of such a development strategy
were called as the Washington Consensus.”

This consensusisbroadly termed as the popular
meaning of the ‘economic reform’ followed by
almost all the socialist, communist and planned
developing economies during the 1980s in one
form or the other>—the term economic reform got
currency around the world during this period. The
term was usually seen as a corollary of promoting
‘naked capitalism’, openness in the economy and
an open attitude towards foreign investments, etc.
The governments of the developing economies
were criticised by the political parties in the
opposition and the critiques for being soft to the
dictates of the IMF and the WB, and becoming a
party to promote ‘neo-imperialism’.

But these policies, in many cases proved little
better than the previous policies in promoting
growth over an extended period of time. But
somehow a mood in favour of the market economy
had gained ground. The United Kindom under
Mrs. Thatcher had gone for politically most vocal
privatisation moves without any political debates
(the only such example of privatisation moves
among the democracies, till date).* It should be
noted here that after the Great Depression of
1929 a ‘strong state intervention’ was suggested
(by J.M. Keynes) and such a policy did really
help the Euro-American countries to mitigate the
crisis. The favour for the state intervention in the
economy was being reversed by the Washington

Consensus. But soon this consensus was also to
be replaced by another development strategy.
More detailed discusstion on the Washington
Concensus is given in the Chapter 1.

3. MIXED ECONOMY m—

By the mid-1990s, it had become increasingly clear
that neither of the extremes—the Washington
Consensus or the state-led planned economy—
were the ultimate strategies of development.® The
success achieved by the East Asian economies even
if we take into account their setback due to the
financial crisis of 1997-98, stands out in marked
contrast to the experiences of the other economies
of the time who were following the Washington
Concensus strategy of the planning model.® The
East Asian economies have not only been able to
propel higher growth rates but they have been
greatly successful in reducing poverty, promoting
education and healthcare, too.

The East Asian economies had promoted
a development strategy which had its most
distinctive feature as the balance they were
able to strike between the roles of the state/
government and the market/the private sector
in their economies. This was really a new kind
of mixed economy which was never permanently
inclined towards either state intervention or the
free market, but always a balanced mix of the state
and the market according to the requirement of
the socio—economic situation of the economy.
The East Asian countries had pursued market-
oriented policies that encouraged development
of the private sector—augmenting and governing
the market, not replacing it.”

2. As the strategy was advocated by the IMF, the WB and the US Treasury (i.e., US Ministry of Finance) all located in

Washington, therefore it got such a name.

3. Without changing the broad contours of economic policy, the Government in India had also come under the influence of this
consensus and a great many liberal policies were followed by the country (during Rajiv Gandhi’s regime) in the 1980s.

WB, The East Asia Miracle, Washington, 1993.
Ibid.
As is concluded by Stiglitz and Walsh. p. 800. op. cit.

N o un ok~

Collins Dictionary of Economics, Glasgow, 2006, pp. 417-18.
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Technically speaking, shifting of economic
policy of a country from one to the other above-
given three ‘alternative development strategies’
is economic reform. But in the history of world
economy, it was inclination of the economies
towards the market economy, which have been
referred as economic reforms. In the Indian case,
economic reform has been always used in this
sense. Here, one should note that when India
started the programme of economic reforms in
the early 1990s, the world view was in favour of
privatisation,
etc., as the main plank of economic reforms. But
by the mid-1990s, not only the world view has
polarised in favour of ‘mixed economy’, but one
another change was about to sweep the world
economies, i.e., the favour for globalisation
sponsored by the World Trade Organisation
(WTO). Now, the developing economies (mixed
economies with planning as their development
strategy) as well as the transition economies (Russia
and the whole Eastern Europe, China)—who were
already promoting the market-oriented reform
process were faced with a dilemma. To prosper
and compete in the globalising environment while
they needed immediate liberation from their state-
dominated mode of economies at one hand they
also needed to strike a balance between the state

liberalisation, de-nationalisation,

and the market on the other. Each one of them
tried to strike the balance in their own way with
mixed results. In India, the governments have not
been able to convince the masses that the economy
needs reforms and the attempted reforms will
benefit all. In every election since the reforms of
1991, the voters have not supported a pro-reform
government. Though the process of economic
reforms started in India with the slogan ‘reforms
with human face’—the slogan has utterly failed
to garner the empathy of the masses. We may

hope that in coming times the masses will start
connecting to the reforms and are able to get the
message clear, i.e., reforms are to benefit all.

I ECONOMIC REFORMS IN INDIA

On July 23, 1991, India launched a process
of economic reforms in response to a fiscal and
balance-of-payment (BoP) crisis. The reforms
were historic and were going to change the very
face and the nature of the economy in the coming
times. The reforms and the related programmes
are still going on with changing emphasis and
dimensions, but they are criticised as being
slow ever since the UPA Government came to
power in May 2004. Back in the mid-1980s, the
governments had taken its first steps to economic
reforms. While the reforms of the 1980s witnessed
rather limited nature of deregulation and ‘partial
liberalisation of only a few aspects of the existing
control regime, the reforms started in early 1990s
in the fields of industries, trade, investment and

later to include agriculture, were much ‘wider and
deeper’.® Though liberal policies were announced
by the governments during the reforms of
the 1980s itself, with the slogan of ‘economic
reforms’, it was only launched with full conviction
in the early 1990s. But the reforms of the 1980s,
which were under the influence of the famous
‘Washington Consensus’ideology had a crippling
impact on the economy. The whole Seventh Plan
(1985-90) promoted further relaxation of market
regulations with heavy external borrowings
to increase exports (as the thrust of the policy
reform). Though the thrust increased the growth
rate led by higher industrial growth rate (riding on
costly imports supported by foreign borrowings,
which the industries would not be able to pay back
and service) it also led to a substantial increase in

8. leffrey D. Sachs, Ashutosh Varshney and Nirupan Bajpai, India in the Era of Economic Reforms, Oxford University Press,

N. Delhi, 1999, p. 1.
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foreign indebtness that played a major role in the
BoP crisis of 1991.° The crisis was immediated by
the First Gulf War (1991) which had two-pronged
negative impact on the Indian foreign exchange
(forex) reserves. First, the war led the oil prices to
go upward forcing India to use its forex reserves
in comparatively shorter period and second, the
private remittances from Indians working in the
Gulf region fell down fast (due to their emergency
evacuation)—both the crises were induced by a
single cause, i.e., the Gulf War. But the balance
of payments crisis also reflected deeper problems
of rising foreign debt, a fiscal deficit of over 8 per
cent of the GDP and a hyper-inflation (over 13
per cent) situations.’

The minority government of the time had
taken a highly bold and controversial step in the
form of economic reforms criticised throughout
the 1990s by one and all—right from the
opposition in the Parliament, to the communist
parties, to the industrial houses, the business
houses, media, experts and by the masses also. By
now as the benefits of the reforms have accrued to
many, the criticism has somewhat calmed down,
but still the reform process is considered as ‘anti-
poor’ and ‘pro-rich’ by at least the masses—the
people who decide the political mandate for the
country to rule. At least one belief is followed by
everybody, i.e., the benefits of reforms are not
tickling to the masses (the ‘@am aadami’) with
the desirable pace.!! The need of the hour is to go
for ‘distributive growth’ though the reform hasled
the economy to a higher growth path.

OBLIGATORY REFORM m—

Similar reform process started by some other
economiessince the 1980swerevoluntary decisions
of the concerned countries. But in the case of
India it was an involuntary decision taken by the
government of the time in the wake of the BoP
crisis. Under the Extended Fund Facility (EFF)
programme of the IMF, countries get external
currency support from the fund to mitigate their
BoP crisis, but such supports have some obligatory
conditionalities put on the economy to be
fulfilled. There are no set rules of such conditions
already available with the IMF though they are
devised and prescribed to the BoP-crisis-ridden
economy at the time of need. A point needs to
be referred here is that the conditionalities put
upon India were of the nature which required
all the economic measures to be formulated by
them. It means that the reforms India carried or
is carrying out at present were neither formulated
by India nor mandated by the public. Yes, there
was a large section of experts inside and outside
the government who believed in similar economic
measures to bring the economy on the right path.
Some of them were arguing the same since 1970s
itself, while many other experts believed in them
since the mid-1980s.'?> But why after all was the
Rao-Manmohan Government credited to start the
reform process in India? It is because they thought
it suitable to follow and make it politically possible
in India. Imagine, a government proposing to
sell the state-owned companies to the private
sector or closing them down in a country which

9. J. Barkley Rosser, Jr. and Marina V. Rosser, Comparative Economics in a Transforming World Economy, Prentice Hall

of India, N. Delhi, 2nd Ed., 2005, p. 469.

10. Vijay Joshiand I.M.D. Little, India’s Economic Reforms, 1991-2001, Oxford, Clarendon Press, 1996, p. 17.

11. The feeling is even shared by the government of the present time. One may refer to the similar open acceptance by India’s
Minister of Commerce at the Davos Summit of the World Economic Forum (2007). In an interview to the CNN-IBN programme,
the Cabinet Minister for Panchayat Raj, and the North East (Mani Shankar Aiyar) on 20 May 2007 opined that benefits of
higher growth are going to the selected ‘classes’ and not to the ‘masses’.

12. The Seventh and the Eight Plans have many such suggestions to give to the governments of the time, especially the latter Plan
has called for the same nature of the reform process, very clearly.
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has been convinced that these companies will be
the ‘temples of modern India’. The masses were
convinced that the government has bowed down
to the dictats of the IMF, the imperialist forces,
the multinationals, etc. Even today such feelings
are there in several quarters of the economy. The
politics of economic reforms damaged India more
than the reform has benefitted the country. It
would not be an exaggeration if we conclude that
economic reforms had no political consensus.
Political parties in India are divided on the issue
of reforms—the parties together with the masses
lack the level of political maturity required
for the success of the reforms programme. It is
right, democratic maturity comes to a multi-
party political system, but it takes time. It takes
even more time where masses are unaware and
ignorant. The emotional issues of religion, caste,
etc., play their own roles in such situations.

The IMF conditions put forth for India were
as under:

(i) Devaluation of the rupee by 22 per cent
(which was effected in two phases and the
Indian rupee fell down from Rs. 21 to Rs.
27 per US dollar).

(i) Drastic reduction in the peak import
tariff from the prevailing level of 130 per
cent to 30 per cent (India completed it by
2000-01 itself and now it is voluntarily
cut to the level of 15 per cent).

Excise duties (i.e., CENVAT now) to

be hiked by 20 per cent to neutralise the
revenue short falls due to the custom

(iii)

cut (a major tax reform programme was
launched to streamline, simplify and
modernise the Indian tax structure which
is still going on).

(iv) All government expenditure to be cut
down by 10 per cent, annually (i.e., cutting
the cost of running the government and

denotes, interests; pays, pension and PF;
subsidies. A pressure on the government
to consolidate the fiscal deficit and go for
fiscal prudence).

Though India was able to pay back its
IMF dues in time, the structural reform of the
economy was launched to fulfil the above-given
conditions of the IMF. The ultimate goal of the
IMF was to help India bring about equilibirium
in its BoP situation in the short-term and go for
macroeconomic and structural adjustments so
that in future the economy faces no such crisis.

There was enough scope for the critics to
take India’s economic reforms as prescribed and
dictated by the IMF. The process of economic
reforms in India had to face severe criticism from
almost every quarter of the economy concerned,
although the reforms were aimed to boost growth
and deliver competitiveness to the economy."?

The economic reform programme, that India
launched, consisted of #wo categories of measures:

1. MACROECONOMIC STABILISATION
. MEASURES

It includes all those economic policies which
intend to boost the aggregate demand in the
economy—be it domestic or external. For the
enhanced domestic demand, the focus has to be

on increasing the purchasing power of the masses
which entails an emphasis on the creation of
gainful and quality employment opportunities.

2. STRUCTURAL REFORM MEASURES

It includes all the policy reforms which have been
initiated by the government to boost the aggregate
supply of goods and services in the economy. It
naturally entails unshackling the economy so that
it may search for its own potential of enhanced

13. Economic Survey. 1991-92 & New Industrial Policv. 1991. Gol. New Delhi.
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productivity and production. For the purchasing
capacity of the people to be increased, the
economy needs increased income which comes
from increased levels of activities. Income so
increased is later distributed among the people
whose purchasing power has to be increased—this
will take place by properly initiating a suitable set
of macroeconomic policies. For the income to
get distributed among the target population, it
takes time, but the efforts a government initiates
to increase the supply, i.e., increasing production
becomes visible soon. As production is done by
the producers (i.e., the capitalists), prima facie the
structural reform measures look ‘pro-rich’ and
‘pro-industrialist’ or ‘pro-capitalist’, known with
different names. Ignorant people easily get swayed
by the logic that everything which is ‘pro-rich’ has
to be necessarily ‘anti-poor’. But it was not the
case with the process of economic reforms. Unless
the economy is able to achieve higher growth (i.e.,
income) wherefrom the purchasing power of the
masses will be enhanced? And increased income
takes time to reach everybody. If the economy
lacks political stability, this process takes even
more time due to short-term goals set by the
unstable and frequently changing governments—
the exact case is with India.

THE LPG m——

The process of reforms in India has to be completed
via three other processes namely, liberalisation,
privatisation and globalisation, known popularly
by their short-form—the LPG. These three
processes specify the characteristics of the reform
process India initiated. Precisely seen, liberalisation
shows the direction of reform, privatisation shows
the path of reform and globalisation shows the
ultimate goal of the reform. However, it would
be useful to see the real meanings of these terms

and the exact sense in which they are being used
worldwide and particularly in India.

| LIBERALISATION

The term liberalisation has its origin in the
political ideology ‘liberalism’ which took its
form by early nineteenth century (it developed
basically in the previous three centuries). The
term is sometimes protrayed as a meta-ideology
capable of embracing a broad range of rival values
and beliefs. The ideology was the product of the
breakdown of feudalism and the growth of a
market or capitalist society' in its place which
became popular in economics via the writings of
Adam Smith (its founding father in the USA) and
got identified as a principle of laissez-faire.'

The term liberalisation will have the same

connotation in economics as its root word
liberalism has. Pro-market or pro-capitalistic
inclination in the economic policies of an
economy is the process of liberalisation. We see
it taking place in the whole Euro-America in the
1970s and particularly in the 1980s.'® The most
suitable example of this process could be China
of the mid-1980s when it announced its ‘open
door policy’. Though China lacks (even today)
some trademark traits of liberalism, as for example
individualism, liberty, democratic system, etc.,

still China was called a liberalising economy.

We may take an example from the history
of the world economy—putting the USA of the
early 20th century and the communist China on
the two poles of the scale—thus representing the
best historical example of the liberal economy
and China being the best example of the ‘illiberal’
economy. With the USA on the south pole and
China on the north any policy movement towards
‘the south’ is

‘liberalisation’. The movement

14. Andrew Heywood, Politics, Palgrave, New York, 2002, p. 43.
15. Robert Nisbet, Prejudices: A Philosophical Dictionary, Harvard University Press, Massachusetts, 1982, p. 211.
16. ‘Economics: Making Sense of the Modern Economy’ The Economist, London, 1999, pp. 225-26.
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from the south to the north will be known as
‘illiberalisation’.

It means that the process of decreasing traits of
a state economy and increasing traits of a market
economy is liberalisation. Similarly, the opposite
will be the process of illiberalisation. Technically
speaking, both the processes will be known as the
processes of economic reforms, since ‘reform’ as a
term does not say anything about the ‘direction’.
All the economic reforms in the world have been
from the ‘north to the south’. Similar is the case
with the process of liberalisation.

It means, in the Indian case the term
liberalisation is used to show the direction of the
economic reforms—with decreasing influence
of the state or the planned or the command
economy and increasing influence of free market
or the capitalistic economy. It is a move towards
capitalism. India is attempting to strike its own
balance of the ‘state-market mix’. It means, even if
the economic reforms have the direction towards
market economy it can never be branded a blind-
run to capitalism. Since the economy was more
like the state economy in the former years, it has
to go for a greater degree of mix of the market. But
in the long run, Liberalism curtails the powers of
Parliaments."”

| PRIVATISATION

The decades of the 1980s and 1990s witnessed
a ‘rolling back’ of the state by the governments,
especially in the USA and UK under the
inspiration of the New Right priorities and
beliefs.!® The policies through which the ‘roll
back’ of the state was done included deregulation,
privatisation and introduction of market reforms

in public services. Privatisation at that time was
used as a process under which the state assets were
transferred to the private sector.'” The root of the
term privatisation goes to this period which got
more and more currency around the world once
the East European nations and later the developing
democratic nations went for it. But during the
period several connotations and meanings of the
term ‘privatisation’ have developed. We may see
them as follows:

(i) Privatisation in its purest sense and
lexically means de-nationalisation,®
i.e., transfer of the state ownership of the
assets to the private sector to the tune
of 100 per cent. Such bold moves took
place only once anywhere in the world
without any political fallouts—in the
early 1980s of the UK under the Thatcher
regime. This route of privatisation has
been avoided by almost all democratic
systems. In the mid-1990s some West
European nations—Italy, Spain and
France—besides the USA went for such
moves.”! India never ventured into any
such privatisation move.

(i) The sense in which privatisation has been
used is the process of disinvestment all
over the world. This process includes
selling of the shares of the state-
owned enterprises to the private sector.
Disinvestment is de-nationalisation of
less than 100 per cent ownership transfer
from the state to the private sector. If an
asset has been sold out by the government
to the tune of only 49 per cent the
ownership remains with the state though
it is considered privatisation. If the sale of

17. J.K. Galbraith, A History of Economics, Penguin Books, London, pp. 123,178.

18. Andrew Heywood, Politics, p.100.
19. Stiglitz and Walsh, Economics, p. 802-3.

20. Collins, Oxford, Penguin, Dictionary of Economics, relevent pages.

21. Samuelson and Nordhaus, Economics, p.199.
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shares of the state-owned assets has been
to the tune of 51 per cent, the ownership
is really transferred to the private sector
even then it is termed as privatisation.

(iii) The third and the last sense in which the
term privatisation has been used around
the world, is very wide. Basically, all
the economic policies which directly or
indirectly seem to promote the expansion
of the private sector or the market
(economy) have been termed by experts
and the governments as the process
of privatisation. We may cite a few
examples from India—de-licencing and
de-reservation of the industries, even cuts
in the subsidies, permission to foreign
investment, etc.??

Here we may connect liberalisation to
privatisation in India. Liberalisation shows the
direction of reform in India, i.e., inclination
towards the dominance of market. But how will
it be achieved? Basically, privatisation will be
the path to reform. It means, everything which
includes promotion to the ‘market’ will be the
path of the reform process in India.

| GLOBALISATION

The process of Globalisation has always been used
in economic terms though it has always taken the

political and cultural dimensions. Once economic
changes occur it has several socio-political
manifestations.?® Globalisation is generally termed
as ‘an increase in economic integration among
nations’.?* Even before several nation-states were
not even born, the countries around the world had

gone for globalisation, i.e., ‘a closer integration
of their economies’.?® This globalisation lasted
from 1800 to almost 1930, interrupted by the
Great Depression and the two Wars which led
to retrenchment and several trade barriers were
erected since early 1930s.2

The concept popularised by the
Organisation of Economic Cooperation and
Development (OECD) in the mid-1980s again
after the Wars. In its earlier deliberation, the

was

organisation had defined globalisation in a very
narrow and business-like sense—‘any cross-
border investment by an OECD company
outside its country of origin for its benefit is
globalisation’. After this summit of the OECD,
proposals for replacing the GATT by the WTO
were pushed by the developed economies of
the world, better known as the starting of the
Uruguay Round of GATT deliberations which
ends in Marrakesh (1994) with the birth of
WTO. In the meantime, the OECD had defined
(1995) globalisation officially, too— “a shift from
a world of distinct national economies to a global
economy in which production is internationalised
and financial capital flows freely and instantly

between countries.”?’

The official meaning of globalisation for the
WTO is movement of the economies of the world
towards “unmrestricted cross border movements
of goods and services, capital and the labour
Jorce”. It simply means that the economies who
are signatories to the process of globalisation (i.e.,
signatories to the WTO) for them there will be
nothing like foreign or indigenous goods and
services, capital and labour. The world becoming

22. New Industrial Policy, 1991 & several documents of Gol since then.
23. Talcott Parsons, The Structure of Social Action, McGraw-Hill, New York, 1937.

24. Samuelson and Nordhaus, Economics, p. 32.
25. Stiglitz and Walsh, Economics, p. 804.

26. Thomas L. Friedman, The World is Flat, Penguin Books, London, 2006, p. 9; Stiglitz & Walsh, Economics, p. 804.

27. As quoted in Andrew Heywood, Politics, p. 139.
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a flat and level-playing field emerging in the due
process of time.?®

For many political scientists (which is today
a very dominant force in the world), globalisation
is the emergence of a situation when our lives are
increasingly shaped by the events that occur at a
great distance from us about which the decisions
are not taken by our conscious self. One section of
experts believe that globalisation subordinates the
state while the other section argues that the local,
national and global events constantly interact
under it without any subordination of one by
the other. Rather, globalisation highlights the
deepening as well as broadening of the political
process in this sense.”’

India became one of the founding members
of the WTO and was obliged to promote the
process of globalisation, though its economic
reforms started with no such obligation. It is a
different thing that India started the process of
globalisation right after the reforms were started
in 1991, itself.3°

Now we may connect the three simultaneous
processes—the LPG with which India launched its
reform programme. The process of liberalisation
shows movement of the economy towards the
market economy, privatisation is the path/route
through which it will travel to realise the ultimate
‘goal’, i.e., globalisation.

It should be noted here that the Indian idea
of globalisation is deeply and frequently inclined
towards the concept of the welfare state, which

keeps coming in the day to day public policy as
an emphatic reference. The world, including the
IMF, the WB and the developed nations have now
increasingly shown their recognition to the fact
that the official goal of globalisation of the world
economies would not take place without giving
the poor of the world a better standard of living.
Even ifglobalisation is complete without including
almost one-fifth of the world population, the
poor, will it be called development of the world?

I GENERATIONS OF ECONOMIC REFORMS

Though there were no such announcements or

proposals while India launched its reforms in
1991, in the coming times, many ‘generations’ of
reforms were announced by the governments.?!
A total of three generations of reforms have
been announced till date while experts have
gone to suggest the fourth generation, too. We
may substantiate the components of the various
generations of reforms to properly understand
the very characteristics and the very nature of the
reform process in India, as given below:

FIRST GENERATION REFORMS

[t was in the year 2000-01 that the government,
for the first time, announced the need for the
Second Generation of economic reforms and it
was launched the same year. The ones which had
been initiated by then (i.e., from 1991 to 2000)
were called by the government as the reforms of

28. As Friedman shows in his best-seller, The World is Flat, op.cit.
29. As put by the Oxford’s Dictionary of Politics, N. Delhi, 24 pp. 222-25 & Andrew Heywood, Politics, p.138.

30. It should be noted here that the whole Euro-America has already started promoting globalisation by the mid-1980s as
the WTO deliberations at Uruguay started. The formation of the WTO only gave globalisation an official mandate in
1995 once it started its functions. It means, for India, globalisation was a reality by 1991 itself~one has to move as the

dominant forces move

31. Itshould be noted here that many economists believe the economic reforms of the mid-1980s as the First Generation.
But the governments of the time have not said anything like that. It was only in the year 2000-01 that India officially

talks about the generations of reform for the first time.

32. Based on the New Industrial Policy, 1991 & several Economic Surveys as well as many announcements by the governments.
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the First Generation. The broad coordinates of
the First Generation of reforms may be seen as
under:

() PROMOTION TO PRIVATE SECTOR

This included various important and liberalising
policy decisions, i.e., ‘de-reservation’ and ‘de-
licencing’ of the industries, abolition of the
MRTP limit, abolition of the compulsion of the
phased-production and conversion of loans into
shares, simplifying environmental laws for the
establishment of the industries, etc.

() PUBLIC SECTOR REFORMS

The steps taken to make the public sector
undertakings profitable, efficient, their
disinvestment (foken), their corporatisation, etc.,
were the major parts of it.

(i) EXTERNAL SECTOR REFORMS =

They consisted of policies like—abolishing
quantitative restrictions on import, switching to
the floating currency regime of exchange rate,
announcing full current account convertibility,
reforms in the capital account, permission to
foreign investment (direct as well as indirect),
promulgation of a liberal Foreign Exchange
Management Act (the FEMA replacing the
FERA), etc.

(Iv) FINANCIAL SECTOR REFORMS =

Several reform initiatives were taken up in the areas
of the banking sector, capital market, insurance,
mutual funds, etc.

(V) TAX REFORMS me—

This consisted of all the policy initiatives directed
towards simplifying, broadbasing, modernising,
checking evasion, etc.

A major re-direction was ensued by this
generation of reforms in the economy—the
‘command’ type of the economy moved strongly
towards a market-driven economy, private sector
(domestic as well as foreign) to have greater
participation in the future.

SECOND GENERATION REFORMS
(2000—01 ONWARDS)?’ a—

The government launched this generation of the
reforms in the year 2000-01. Basically, the reforms
India launched in the early 1990s were not taking
place as desired and a need for another set of
reforms was felt by the government which were
initiated with the title of the Second Generation of
economic reforms. The reforms of this generation
were not only deeper and delicate but required a
higher political will power from the governments.
The major components of the reform are as given
below:

() FACTOR MARKET REFORMS mumm

Considered as the ‘backbone’ for the success
of the reform process in India itself, it consists
of dismantling of the Administered Price
Mechanism (APM). There were many products
in the economy whose prices were fixed/regulated
by the government, viz., petroleum, sugar,
fertilizers, drugs, etc. Though a major section of
the products under the APM were produced by
the private sector, they were not sold on market
principles which hindered the profitability of the
manufacturers as well as the sellers and ultimately
the expansion of the concerned industries leading
to a demand-supply gap. Under market reforms
these products were to be brought into the market

fold.

In the petroleum segment now only kerosene

oil and the LPG remained under the APM while

33. Based on the Economic Survey, 2000-01 and Union Budget, 2001-02 especially besides other official announcements

by the Gol in the coming years.
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petrol, diesel (by March, 2014), lubricants have
been phased out. Similarly, the income tax paying
families don’t get sugar from the TPS on subsidies;
only urea, among the fertilizers, remain under
APM, while many drugs have also been phased out
of the mechanism. Opening the petroleum sector
for private investment, cutting down the burden
of levy on sugar (levy obligation was abolished
by mid-2013), etc., are now giving dividends to
the economy. But we cannot say that the Factor
Market Reforms (FMRs) are complete in India.
It is still going on. Cutting down subsidies on
essential goods is a socio-political question in
India. Till market-based purchasing power is not
delivered to all the consumers, it would not be

possible to complete the FMRs.

() PUBLIC SECTOR REFORMS

The second generation of reforms in the public
sector especially emphasises on the areas like
greater functional autonomy, freer leverage to the
capital market, international tie-ups and greenfield
ventures, disinvestment* (strategic), etc.

(i) REFORMS IN THE GOVERNMENT AND
' PUBLIC INSTITUTIONS smm—

This involves all those moves which really go
to convert the role of the government from the
‘controller’ to the ‘facilitator’ or the administrative
reform, as it may be called.

(Iv) LEGAL SECTOR REFORMS s

Though reforms in the legal sector were started
in the first generation itself, now it was to be
deepened and newer areas were to be included—
abolishing outdated and contradictory laws,

reforms in the Indian Penal Code (CrPC), Labour
Laws, Company Laws and enacting suitable
legal provisions for new areas like Cyber Law,
etc.

(v) REFORMS IN THE CRITICAL AREAS

The second generation reforms also commit to
suitable reforms in the infrastructure sector (i.e.,
power, roads, especially as the telecom has been
encouraging), agriculture, agricultural extension,
education and the healthcare, etc. These areas have
been called by the government as the ‘eritical

areas’”’

These reforms have two segments. The first
segment is similar to the FRMs, while the second
segment provides a broader dimension to the
reforms, viz., corporate farming, research and
development in the agriculture sector (which was
till now basically taken care of by the government
and needsactive participation of the private sector),
irrigation, inclusive education and healthcare.

Other than the above-given focus of this
generation of reforms, some other important areas
were also emphasised:

(a) State’s Role in the Reform: For the first
time, an important role to the state was
designed, in the process of economic
reforms. All new steps of the reforms were
now to be started by the state with the
centre playing a supportive role.

(b) Fiscal Consolidation: The area of fiscal
consolidation, though it was a major co-
ordinate of reform in India since 1991
itself, gets a constitutional commitment
and responsibility. The FRBM Act is
passed by the Centre and the Fiscal

34. Basically ‘disinvestment’ started in India in its ‘token’ form which is selling of the minority shares of the PSUs in its
symbolic form. While in the Second Generation the government went for the ‘strategic’ kind of it which basically
involved the transfer of ownership of the PSUs from the state to the private sector—MFI2, BALCO, etc., being the firsts
of such disinvestments. Once the UPA Government came to power in May 2004, the latter form of disinvestment was
put on hold. We will discuss it in detail in the chapter Indian Industry.

35. Ministry of Finance Economic Survey, 2000-01, Gol, N. Delhi, 2001.
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Responsibility Act (FRAs) is followed by
the states as an era of new commitments
to the fiscal prudence starts in the country.

(c) Greater Tax Devolution to the States:
Though there was such a political
tendency®® by the mid-1990s itself, after
the second generation reforms started, we
see a visible change in the central policies
favouring greater fiscal leverage to the
states. Even the process of tax reforms
takes the same dimension. Similarly,
the Finance Commissions as well as the
Planning Commission start taking greater
fiscal care of the states. And for the first
time the states had a net revenue surplus
collections in the fiscal 2007-08.*

Focussing on the Social Sector: The
social sector (especially the healthcare and
education) gets increased attention by the

d

government with manifold increases in
the allocations as well as show of a greater
compliance to the performance of the
development programmes.

We see mixed results of the second generation
reforms though the reforms continue.

THIRD GENERATION REFORMS s

Announcement of the third generation of reforms
were made on the margins of the launching of
the Tenth Plan (2002-07). This generation of
reforms commits to the cause of a fully functional
Panchayati Raj Institution (PRIs), so that the
benefits of the economic reforms, in general, can
reach to the grassroots.

Though the constitutional arrangements for a
decentralised developmental process was already
effected in the early 1990s, it was in the early 2000s

that the government gets convinced of the need of
‘inclusivegrowthand development’. Till the masses
are not involved in the process of development,
the development will lack the ‘inclusion’ factor,
it was concluded by the government of the time.
The Eleventh Plan goes on to ratify the same
sentiments (though the political combination at
the centre has changed) and views regarding the
need for the third generation of reforms in India.

FOURTH GENERATION REFORMS mm

This is not an official ‘generation’ of reform in
India. Basically, in early 2002, some experts coined
this generation of reforms which entail a fully
‘information technology-enabled’ India. They
hypothesised a ‘two-way’ connection between the
economic reforms and the information technology
(IT), with each one reinforcing the other.

NOTE e—

The different generations of economic reforms
in India should not be seen as the completion/
ending of the former and commencement
of the later generations of reforms. Basically,
all of the generations are going on at present
simultaneously, so that the goal of reforming the
economy is objectified. The various generations of
reforms in India also verify the fact that ‘reform’ is
a continuous process which needs ‘fine-tuning’ in
accordance with the changing situation. Reform
is not the aim of the economy, but reforming the
economy is the aim. Reform is a means to an end.

We saw a general decline in the government’s
eagerness towards furthering the cause of economic
reforms once the UPA came to power in 2004 —
largely due to the nature of the coalition which
included the Left Front supporting it from outside

36. Weseeit, especially, when the Coalition Government (i.e., the UF Government) goes to amend the constitution so that
the Alternative Method of Devolution (AMD) of the tax suggested by the Tenth Finance Commission becomes a law
before the recommendations of the Eleventh Finance Commission. It should be noted that the AMD has increased the

gross tax devolution to the states by a hefty 5 per cent.

37. The Comptroller and Auditor General, Provisional Report, May 2007.
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(outside support is considered the weakest and the
most delicate thing for a government by the world
political thinkers and analysts). The returning of
the UPA to power in 2009, with a bit different
coalition partners could not ensue any new pace
regarding furthering the reform process. Almost
everyone, including the major industrial houses
remarked the policy-paralysis of the government
as the cause of hurting the pace of growth in the
economy. The government document,*® Economic
Survey 2011-12, says that though it is hard
to quantify and for that reason is contestable,
there has been seen a slackening in the pace of
reforms—one consequence of increased awareness
of high-profile corruption scandals in different
parts of India and welcome civil-society activism
has been a sense of caution among civil servants in
taking crucial decisions. Since one way to avoid
the charge of an ill-considered or, worse, bad-
intentioned decision is to take no decision, it is
arguable that some civil servants have resorted to
precisely this strategy, concludes the Survey. This
would cause a slowdown in the decision making
process. In addition, coalition politics and federal
considerations played their role in holding up
economic reforms on several fronts, ranging from
diesel and LPG pricing and taxation reform like
the goods and services tax (GST) and direct taxes
code (DTC