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          PART-B (INDIAN ECONOMIC DEVELOPMENT) 
 Chapter-2 INDIAN ECONOMY 1950-1990 

Introduction 

 An economy consists of the economic system of a country or region in terms of the 
production and consumption of goods and services. 

 The leaders of independent India had to decide, among other things, the type of economic 
system most suitable for our nation, a system which would promote the welfare of all rather 
than a few. 

 There are different types of economic systems and among them, socialism appealed to 
Jawaharlal Nehru the most. 

 Socialism economy where all the means of production, i.e. all the factories and farms in the 
country, were owned by the government. There was no private property.  

 Nehru, and many other leaders and thinkers of the newly independent India, sought an 
alternative to the extreme version of capitalism and socialism. 

 Indian economy, choose the path of planning which meant that the state would play a vital 
role in deciding the levels and methods of production, distribution and consumption. 

 

 Types of Economies OR Economic System 

Economic system is defined as an arrangement by which the central problems of an economy 
are solved. 

The three main types of economic systems are: 

(a) Capitalist Economy- A capitalist economy is the one which the means of production are 
owned, controlled and operated by the private sector. 
Consumers and producers are the two vital elements of an element of an economy. 
Everyone is independent to choose his or her own business, profession and occupation. 
Capitalist economy is also known as free-trade economy. 
Features – 

 Free play of the market forces 
 Maximisation of profits 
 Promotes self interest and thus it leads to economic growth 
 A little role of the government  
 The poor sections of the society suffer from deprivation as they ignore social interest  
 It ignores the welfare of common man 
(b) Socialist Economy- A socialist economy is one where the allocation of resources is 

determined by the government in accordance with needs of society instead of by the market 
forces. 
Socialist economy is an economy which is owned and controlled by the society. 
 Economic resources are owned by society and are used in the public interest. 
The economy is managed and controlled by the planning commission, the central authority. 
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Features- 
 Public ownership of property 
 Social welfare motive 
 Decisions taken by the govt. 
 Collective interest of the society and it leads to economic growth 
 Consumers purchase the goods offered by the govt. as there is no choice to the consumers. 
(c) Mixed Economy- A mixed is a combination of a capitalist economy and socialist economy. It 

has co-existence of private sector and public sector side by side. In this economy the govt. 
and the market together solved the economic problems. The areas/sectors which are 
strategic and are of national importance are reserved for the public sector. 

India adopted the mixed economy (with best features of both socialist and capitalist economy) 

Features: 

 Free play of the market forces and control by the govt. 
 Maximisation of profit and social welfare 
 Both private and govt. sectors co-exist to promote both self- interest and social interest 

 Meaning of Economic Planning 

Economic planning means utilisation of country’s resources into development activities in 
accordance with national priorities. 

Plan is a document showing detailed scheme, program and strategy worked out in advance for 
fulfilling an objective. 

Plans should have goals or objectives which the country wants to achieve in a specific period. 
Without goals, the planners would not know which sector of the economy should be developed 
on a priority basis. 

        The Goals of Five Year Plans 

Due to limited resources, a choice has to be made in each plan about which of the goals is to 
be given primary importance. 
(i) Growth: 
 It refers to increase in the country’s capacity to produce the output of goods and 

services within the country. 
 It implies either a large stock of productive capital, or larger size of supporting services 

like transport and banking, or an increase in the efficiency of productive capital and 
services. 

 A good indicator of economic growth is steady increase in the GDP(Gross Domestic 
Product). 

 The GDP is the market value of all the goods and services produced in the country during 
a year. 

 The GDP of a country is derived from the different sectors of the economy, namely the 
agriculture sector, the industrial sector and the service sector. 
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 The contribution made by each of these sectors makes up the structural composition of 
the economy. 

(ii) Modernisation: 

 To increase the production of goods and services the producers have to adopt new 
technology. 

 Adoption of new technology is called modernisation. 
 However, modernization does not refer only the use of new technology but also changes 

in social outlook such as the recognition that women should have the same rights as    
men. 

 A modern society makes use of the talents of women in the work place and such a 
society in most occasions is also prosperous. 

(iii) Self-reliance 

 Self-reliance implies reduction in the dependence on foreign aid or concessional foreign 
capital. 

 The first seven five year plans gave importance to self-reliance which means avoiding 
imports of those goods which could be produced in India itself. 

 This policy was considered a necessity in order to reduce our dependence on foreign 
countries, especially for food. 

Two aspects of self-reliance: 

(a) Import substitution of certain critical commodities, so as to lessen the dependence 
on foreign countries for commodities that are of key importance for the economy. 
 
(b) Promotion of the exports so that we can earn more to pay for our rising bills of 
imports. 

            (iv)  Equity or Social justice: 

 Equity refers to equitable distribution of the national income.  For every nation, it is 
essential to have growth along with equity. 

 In this regard, planners have to ensure that the prosperity of economic growth should 
reach all the people. Individuals should be able to fulfil their basic needs of food, house, 
education and health care. 

 The govt. should ensure appropriate allocation of wealth among the people to reduce 
economic in equality. So ‘growth with equity’ is a more rational and desirable objective 
of planning for a nation. 
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Structural Reforms: 

AGRICULTURE 

Agriculture is the backbone of Indian economic system and economic activity. The role of 
agriculture can be clearly seen from the following: 

 Agriculture contributes significantly in national income 
 It provides employment to a large labour force 
 It provides the basis for industrial development 
 A large portion of country’s trade and services depends upon agricultural operations 

Main Features of Indian Agriculture 

 Low productivity 
 Disguised unemployment 
 Dependence on rainfall 
 Subsistence farming-objective of farmer is to secure subsistence for his family not to 

earn profit 
 Traditional inputs 
 Small holdings 
 Backward technology 
 Landlord tenant conflict 

Problems of Indian Agriculture 

1. Institutional problems 

 Defective tenancy 
 Lack of credit and marketing facilities 
 Size of holding 

2. General problems 

 Pressure of population on land 
 Land degradation 
 Subsistence farming 

3. Technical Problems 

 Obsolete technique of production 
 Lack of irrigation facilities 
 Cropping pattern 

Reforms in Indian Agriculture 

1. Land Reforms 
Land reforms refer to changes bought about in the agrarian structure through direct             
intervention by the state. 
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The need or land reforms in India: 
(i) Land Tenure system 
(ii) Size of Land Holdings 
(iii) Lack of Initiative 
(iv) Traditional approach and low productivity 
(v) Absence of marketing 
(vi) Subsistence farming system 
Due to above problems, it is necessary to undertake land reforms comprise of the 
following steps: 
(i) Abolishing Intermediaries 
(ii) Regulation of Rent 
(iii) Consolidation of Holdings 
(iv) Land Ceiling 
(v) Co-operative farming 
Land ceiling  (This means fixing the maximum size of land which could be owned by an      
individual. The purpose of land ceiling was to reduce the concentration of land ownership 
in few hands.) 

1. General Reforms 
 Expansion of irrigation 
 Provision of credit 
 Regulated market and co-operative marketing societies 
 Support price policy 

2. Technical Reforms/Green Revolution/New Agricultural strategy 
 The stagnation in agriculture during the colonial rule was permanently broken by 

green revolution.(launched in October 1965) 
 This refers to the large increase in production of food grains resulting from the use of 

high yielding variety (HYV) seeds especially for wheat and rice. 
 The use of these seeds required the use of fertilizer and pesticide in the correct 

quantities as well as regular supply of water; the application of this input in correct 
proportion is vital. 

Benefits/Achievements of HYV seeds or Green Revolution  

 Rise in production and productivity 
 Increase in income 
 Rise in commercial farming 
 Impact on social revolution-use of new technology HYV seeds, fertilisers etc. 
 Increase in employment 
 Substantial rise in average 
 Achieve self-sufficiency in food grains 

The portion of agricultural produce which is sold in the market by the farmers is called 
market surplus.  

Market Surplus= Total farm output produced by farmer—Own consumption of farm 
output 
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Failures of Green Revolution 

 Restricted to limited crops and areas such as two crops wheat & rise growing states 
like Punjab, Haryana, U.P. and Andhra Pradesh. 

 Partial removal of poverty 
 Neglected land reforms 
 Increase in income disparity between small and big farmers 
 Ecological degradation 

                     The Debate over Subsidies: 

A subsidy is a direct or indirect monetary assistance granted by the govt. for production 
activities. Economists have different views on whether subsidies encourage farmers to 

use new technology or are a huge burden on govt. finance. For and against points 
highlighting farm subsidies in India: 

Usefulness of subsidies           Against subsidies 
Subsidies help in encouraging farmers to 
use new and innovative technology. 

Once technology is widely accepted, the 
govt. should stop providing goods at 
subsidised rates. 

In India, more than 50% of the farmers are 
poor and cannot afford new technology in 
their farming activity. So, the govt. can 
help them by providing subsidies. 

Subsidies are provided to benefit farmers, 
but it has been observed that the fertiliser 
industry has benefited others more that 
farmers. 

Abolishment of subsidy will violate the goal 
of equity because it raises difference 
between poor and rich farmers. 

Also, farmers from prosperous regions 
benefited from subsidies more than 
farmers from poor regions. 

Application of new technology in farming 
will increase the total output of agricultural 
products in developing nation. 

The fertiliser subsidy should not be 
continued as it failed to serve the target 
group. 

  

However, subsidies help farmers to cope with advanced technology and higher 
productivity. Government planning is required to target farmers who need financial 
assistance and avoid the wastage of resources which increase the burden of the govt. 

INDUSTRY 

Industry provides employment in agriculture; it promotes modernisation and overall 
prosperity. 

Role of Industrial Sector of India 

Industrialisation plays an important role in the economic development of a country. 

Industrially well developed economies are economically prosperous. Role of 
industrialization lies in:        

 Industrialisation is pre-condition for the final take-off of an economy. 
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 Industrial Development since Independence 

 Development of infrastructure like power, transport, communication, banking& 
finance, qualified and skilled human resource. 

 Much progress in the field of research and development 
 Expansion of public sector 
 Building up of capital goods industry 
 Growth of non-essential consumer goods industries 

       Problems of Industrial Development in India 

 Sectoral imbalances-Agriculture and infrastructure have failed to provide the 
support to the industrial sector. 

 Regional imbalance- Restricted to few states 
 Industrial sickness- which raised the problem of unemployment 
 Higher cost of industrial product due to lack of healthy competition 
 Dependence on the government- for reduction in tax or duty to make import 

easier 
 Poor performance of the public sector 
 Underutilisation of capacity 
 Increasing capital output ratio 

During the planning period, the public sector was given a leading role in industrial 
development because of the following reasons: 

1. Lack of capital: Private entrepreneurs lacked capital for setting up industries as a 
large amount was required. Thus, the govt. took the responsibility of developing 
industries in the economy. 

2. Lack of incentive: The Indian market was comparatively small which discouraged 
Indian industrialists to invest in major projects. Thus, the govt. promoted the industrial 
sector. 

3. Development of India on socialist base: Indian planners wanted to develop the 
Indian economy on socialist base, so they focused on govt.-funded major projects. 

4. Social welfare: In India, there were certain projects in which the profit margin was 
negligible. Thus, the private sector was not interested in such projects and it was only 
the public sector which could bring the balanced regional growth with the 
establishment of government units in the backward areas. This could increase the 
employment and income of the people. 

This meant that the state would have complete control of those industries that were 
vital for the economy. The policies of the private sector would have to be 
complimentary to those of the public sector, with the public sector leading the way. 
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  INDUSTRIAL POLICY RESOLUTION 1956 (IPR 1956) 

Industrial policy is an important instrument through which the govt. regulates the 
industrial activities in an economy. The 1956 resolution laid down the following 
objectives of industrial policy: 

 To accelerate the growth of industrialization 
 To develop heavy industries 
 To expand public sector 
 To reduce disparities in income and wealth 
 To prevent monopolies and concentration of wealth and income in the hands of 

a small member of individuals. 

  Features of Industrial Policy Resolution 1956 

(i) New classification of Industries: Industries were classified into three schedules 
depending upon role of state. 

 Schedule A— 17 industries listed in schedule-A whose future development 
would be the responsibility of state.  

 Schedule B—12 industries were included in schedule-B, Private sector could 
supplement of the efforts of the public  sector, with the  state taking sole 
responsibility for standing new units. 

 Schedule C—other residual industries were left open to private sector. 

  (ii) Stress on the role of cottage and small scale industries. 

(iii) Industrial licensing: Industries In the pvt. Sector could be established only through a 
license from the govt. 

(iv) Industrial concessions-were offered pvt.  Entrepreneurs for establishing industry in 
the backward regions of the country. Such as tax rebate and concessional rates for 
power supply. 

PUBLIC SECTOR 

  Usefulness of Public sector: 

 Creation of strong industrial base 
 Improving social welfare 
 Reducing  income inequality 
 Employment generation 
 Long run gestation projects 

Many public sector undertakings incur huge losses and are a drain on the economy 
resources. However, the public sector plays an important role in improving social 
welfare and economic development of India. 

Public sector undertakings are required for: 
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 Development of infrastructure 
 Development of backward areas 
 To mobilise savings and earn foreign exchange 
 Creation of strong industrial base 
 To provide employment 
 To prevent concentration of economic power 
 To promote Import Substitution 

Private sector was given minimum role in IPR 1956. New industry could start 
operation after it had obtained licence from the govt. Licence was given after 
scrutiny by the govt. 

Small-scale industry (SSI) 

A small scale industry is defined with reference to the maximum investment allowed on 
the assets of a unit.   

 A small- scale unit can invest a maximum of rupees 5crore. 
 Small-scale industries are labour intensive and  generate more employment. 
 It promotes equality across different sections of society. 
 Small-scale industries cannot complete with large industrial units. Hence, 

production of certain products is reserved for the small-scale industry. 

``` Characteristics of SSI/ Role of SSI 

 Labour intensive 
 Self-employment 
 Less capital intensive 
 Export promotion 
 Seed beds for large scale economy 
 Shows locational flexibility 

  Problems of SSI 

 Difficulty of finance 
 Shortage of raw material 
 Difficulty of marketing 
 Out-dated machines & equipment 
 Competition from large scale industries 

  TRADE POLICY: IMPORT SUBSTITUTION 

 Import substitution s considered an inward looking trade policy. 
 It aimed to discourage the imports of goods and services which can be 

produced domestically. 
 The strategy of import substitution was not only to protect domestic producers 

from foreign competitors but also to decrease the dependency on foreign 
goods and services. 
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 In the policy of import substitution, domestic producers were protected by 
imposing tariffs and quotas on imported goods. [Tariffs are taxes levied on 
imported goods. Quotas are the specified quantity which can be imported from 
foreign countries.] 

Thus, domestic firms were protected from foreign competition with the import 
substitution policy. 

Achievements of policies on India’s industrial sector: 

 Promotion of GDP contributed by the industrial sector increased  
 Annual growth rate of industrial sector was 6% during the plan period. 
 Because of the public sector, the industrial sector became well diversified 
 Promotion of SSI helped people who did not have capital to start new business. 

Protection of domestically produced goods from foreign competition enabled the development of 
industries in India. 

ASSIGNMENT 

  VERY SHORT ANSWER TYPE QUESTIONS (1Marks) 

  1. What is the type of economy adopted by India? 

  2. Who is the chairman of planning commission in India? 

  3. Define economy? 

  4. What do you mean by land ceiling? 

5. The portion of agricultural produce which is sold in the market by the farmers is 
called_________. 

6. What was the % of India’s population that was dependent on agriculture at the time 
of independence? 

7. Who was the father of HYV seed? 

8. The planning commission was set up in which year in India? 

9. Define small scale industries? 

10. What is marketable surplus? 

Short Answer Type Questions (3/4 Marks) 

1. Why did India opt for planning? 

2. Why should plans have goals? 

3. ‘Growth with equity is a rational and desirable objective of planning.” Do you agree? 
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4. What are the achievements of the Green Revolution? 

5. Why was the public sector given an important role in the process of growth and 
development after independence? 

6. ‘Import substitution can protect domestic industry.’- Comment on the given 
statement. 

7. Dose modernisation as a planning objective creates contradiction in the light of 
employment generation? 

8. Why was it necessary for a developing country like India to follow self-reliance as a 
planning objective? 

9. What is sectoral composition of an economy? Is it necessary that the service sector 
should contribute maximum to GDP of an economy? Comment. 

10. While subsidies encourage farmers to use new technology, they are a huge burden 
on govt. finances. Discuss. 

11. Explain how import substitution can protect domestic industry. 

12. Why and how was private sector regulated under the IPR 1956? 

13. Match the following: 

                  Column I                          Column II 
     (i) Prime Minister (a) Seeds that give large proportion of 

output 
     (ii)Gross Domestic Product (b) Quantity of goods that can be imported 
     (iii)Quota (c)Chairperson of the planning commission 
     (iv) Land Reforms (d)The money value of all the final goods 

and services produced within the economy 
in one year 

     (v) HYV seeds (e)Improvements in the field of agriculture 
to increase its productivity 

     (vi)Subsidy (f)The monetary assistance given by govt. 
for production activities. 

LONG ANSWER TYPE QUESTIONS (6Marks) 

1. Explain the need and type of land reforms implemented in the agriculture sector. 

2. What is Green Revolution? Why was it implemented and how did it benefit the 
farmers? Explain in brief. 

3. Explain the statement that green revolution enabled the govt. to procure sufficient 
food grains to build its stock that could be used during times of shortage. 

4. Though public sector is very essential for industries, many public sector undertakings 
incur huge losses and are a drain on the economy’s resources. Discuss the usefulness of 
public sector undertakings in the light of this fact. 
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