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INDIAN ECONOMIC DEVELOPMENT 

CHAPTER 2: INDIAN ECONOMY 1950-1990 

INTRODUCTION  

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 and among them; socialism was selected but not fully. India 

adopted the mixed economic system keeping in mind the best interest of the development of the 

country. 

 Capitalist Economy: When the market forces of supply and demand decide the economic 

development, it is called a market economy OR capitalism. Only those consumer goods 

will be produced that are in demand. For example, if cars are in demand, cars will be 

produced and if bicycles are in demand, bicycles will be produced to earn profits. 

 Socialist Economy: In a socialist society the government decides what goods are to be 

produced according to the needs of society. It is assumed that the government knows what 

is good for the people of the country and government decides how goods are to be 

produced and how they should be distributed.  

 Mixed economy: are those where government and the market together decide what to 

produce, how to produce and how to distribute what is produced. In a mixed economy, the 

market will provide whatever goods and services it can produce well, and the government 

will provide essential goods and services which the market fails to do.  

WHAT IS A PLAN?  

 A plan shows how the resources of a nation should be put to use. It has some general goals 

and some specific objectives which are to be achieved within a specified period of time. 

 In India plans are of five years duration and are called five year plans. In these plans it is 

decided how much of each and every good and service is to be produced. In India, the 

Planning Commission was set up in 1950 with the Prime Minister as its Chairperson.  

COMMON GOALS OF FIVE YEAR PLANS  

The goals of the five year plans are: growth, modernisation, self-reliance and equity. Plans give 

equal importance to all these goals according to availability of resources. 

1. GROWTH:  

Definition: It refers to increase in the country's capacity to produce the output of goods and 

services within the country.  

It means either a larger stock of productive capital or a larger size of supporting services 

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

services.  
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A good indicator of economic growth is balanced increase in the Gross Domestic Product 

(GDP).  

Definition of GDP 

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

year.  

GDP of a country is derived from the different sector's of the economy, namely the 

agricultural sector, the industrial sector and the service sector.  

The contribution made by each of these sectors makes up the structural composition of the 

economy.  

2. MODERNISATION:  

Definition: To increase the production of goods and services the producers have to adopt 

new technology. Adoption of new technology is called modernisation. Modernization also 

means changes in social outlook such as the recognition that women should have the same 

rights as men.  

A modem society makes use of the talents of all people in the work place and society will 

be more civilised and prosperous.  

3. SELF-RELIANCE:  

Definition: Not depending on foreign resources to promote economic growth and 

modernisation means self-reliance. 

Objectives of Self-Reliance:  

• Avoiding imports of those goods which could be produced in India itself 

• Reduce dependence on foreign countries, especially for food. 

• It is feared that dependence on imported food supplies, foreign technology and 

capital may make India weak against foreign countries. 

4. EQUITY:  

Definition: To make sure that the benefits of economic success reach the poor sections also 

and not only enjoyed only by the rich. 

A country can have high growth and modern technology in the country and also have most of its 

people living in poverty. Every Indian should be able to meet his or her basic of food, a decent 

house, education and health care and equality in the distribution of wealth. The five year plans 

are the policies and developmental issues taken up to attain these four goals.  

AGRICULTURAL POLICY (1950-1990) 

The policy makers through land reforms and promoting the use of 'miracle seeds' lead in a 

revolution in Indian agriculture.  

 LAND REFORMS: Equity in agriculture called for land reforms mean change in the 

ownership of landholdings. After independence, Zamindari system OR intermediaries 

were abolished and the farmers were made owners of land. The plan was that ownership of 

land would give motivation to farmers in making improvements in agriculture. 

 LAND CEILING: It means fixing the maximum size of land which could be owned by a 

person. The purpose of land ceiling was to reduce the concentration of land ownership in a 

few hands.  
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The ownership given to farmers gave them the encouragement to increase output and this 

contributed to growth in agriculture.  

 However, the goal of equity was not fully achieved with the abolition of intermediaries. In 

some areas the former zamindars continued to own large areas of land by misusing the law.  

The land ceiling legislation also faced hurdles. The big landlords challenged the law in the courts. 

They used to register their lands in the name of close relatives, thereby escaping from the law. 

Land reforms were successful in Kerala and West Bengal because these states had governments 

committed to the policy of land ceiling. 

 

GREEN REVOLUTION 

Definition: This means 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 and 

regular supply of water. 

Many farmers could benefit from HYV seeds and irrigation facilities as well as the financial 

resources to purchase fertilizer and pesticide. Therefore, green revolution was restricted to the 

more rich states such as Punjab, Andhra Pradesh and Tamil Nadu.  

BENEFITS OF GREEN REVOLUTION 

 The spread of green revolution technology enabled India to achieve self-sufficiency in 

food grains and the country no longer had depend on other countries for meeting food 

requirements.  

 Green revolution lead to high increase in output of food grains. A large amount of 

agricultural produce is sold in the market by the farmers. Agricultural produce which is 

sold in the market by the farmers is called marketed surplus.  

 As a result, the price of food grains decreased compared to other things of 

consumption. The low-income groups benefited from this decrease in prices. The 

government acquired sufficient amount of food grains to build a stock which could be used 

in times of food shortage. 

DRAWBACKS OF GREEN REVOLUTION 

 The HYV technology was not free from risks.  

 It increased the disparities between small and big farmers - since only the big farmers 

could afford the required inputs and the benefits of the green revolution.  

 HYV crops are also more prone to attack by pests and the small farmers who adopted 

this technology could lose everything in a pest attack. 

 The government provided loans at a low interest rate to small farmers and subsidised 

fertilisers so that small farmers could also have access to the needed inputs. But these 

were mainly taken by only rich farmers.  

 

 

DEBATE OVER SUBSIDIES 

 

JUSTIFICATION OF SUBSIDIES (FOR – SUBSIDIES) 
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 It is generally agreed that subsidies are necessary for farmers as an incentive for taking 

up of the new HYV technology 

 Subsidies encourage farmers to test the new technology. 

 Once the technology is found profitable and it is widely accepted. 

 Subsidies meant to benefit the farmers also benefits the fertiliser industry 

 Subsidy largely benefits the farmers in the more prosperous regions. 

 Most farmers are very poor and they will not be able to afford the required inputs 

without subsidies. 

 Removing subsidies will increase the inequality between rich and poor 

ARGUMENTS (AGAINST SUBSIDIES) 

 It is argued that there is no reason to continue with fertiliser subsidies if it does not benefit 

the target group 

 It is a huge burden on the government's finances 

 Subsidies is largely benefiting the fertiliser industry and big farmers 

 

INDUSTRY AND TRADE (INDUSTRIAL AND FOREIGN TRADE POLICY) 

Reasons to develop Industry and Trade 

 Poor nations can progress only if they have a good industrial sector.  

 Industry provides employment which is more stable than the employment in agriculture 

 It promotes modernisation and overall prosperity. 

Indian Industrial Development 

The big question is about what should be the role of the government and the private sector in 

industrial development?  

 At the time of independence, Indian industrialists did not have the capital to undertake 

investment in industrial ventures required for the development 

 The market was not big enough to encourage industrialists to undertake major projects 

 The decision to develop the Indian economy on socialist lines led to the policy of the state 

controlling the commanding the Indian 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 to development 

INDUSTRIAL POLICY RESOLUTION 1956 (IPR 1956) 

In accordance with the goal of the state controlling the commanding heights of the economy, 

the Industrial Policy Resolution of 1956 was adopted.  

This resolution classified industries into three categories. 

 The first category comprised industries which would be exclusively owned by the state 

 The second category consisted of industries in which the private sector could supplement 

the efforts of the state sector, with the state taking the sole responsibility for starting new 

units 

 The third category consisted of the remaining industries which were to be in the private 

sector.  

PRIVATE SECTOR (REGULATION OF PRIVATE SECTOR) 
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 The private sector, the sector was kept under state control through a system of licenses. 

 No new industry was allowed unless a license was obtained from the government.  

 This policy was used for promoting industry in backward regions. The purpose of this 

policy was to promote regional equality.  

 Even an existing industry had to obtain a license for expanding output or for diversifying 

production (producing a new variety of goods).  

 License to expand production was given only if the government was convinced that the 

economy required the larger quantity of goods.  

 

SMALL-SCALE INDUSTRY 

 A 'small-scale industry' is defined with reference to the maximum investment allowed on 

the assets of a unit.  

 This limit has changed over a period of time. At present the maximum investment allowed 

is Rupees one crore.  

 Small scale industries are more 'labour intensive'. They use more labour than the large-

scale industries and, therefore, generate more employment.  

 But these industries cannot compete with the big industrial firms and requires them to be 

protected from the large Company’s.  

 The production of a number of products was reserved for the small-scale industry to 

protect these industries from competition.  

 They were also given concessions such as lower excise duty and bank loans at lower 

interest rates.  

 

TRADE POLICY 

Import substitution (Inward Looking Trade Strategy) 

 The industrial policy commonly called an inward looking trade strategy OR import 

substitution.  

 This policy aims at replacing imports with domestic production.  

 Domestic industries are encouraged to produce the earlier imported product 

 The government protected the domestic industries from foreign competition using tariffs 

and quotas.  

 Tariffs are a tax on imported goods; they make imported goods more expensive and 

discourage their use.  

 Quotas specify the quantity of goods which can be imported.  

 The effect of tariffs and quotas is that they restrict imports and, therefore, protect the 

domestic firms from foreign competition.  

 The policy of protection is based on the notion that industries of developing countries are 

not in a position to compete against the goods produced by more developed economies. 

EFFECT OF POLICIES ON INDUSTRIAL DEVELOPMENT 

The achievements of India's industrial sector during the first seven plans are impressive indeed. 
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 The proportion of GDP contributed by the industrial sector increased No longer was Indian 

industry restricted largely to cotton textiles and jute.  

 The industrial sector became well diversified by 1990.  

 The promotion of small-scale industries gave opportunities to people who did not have the 

capital to start large firms to get into business.  

 Protection from foreign competition enabled the development of native industries in the 

areas of electronics and automobile 

 

 SHORTCOMINGS OF THE DEVELOPMENT PLANS (1950 -1990) 

 Public Sector enterprises continued to produce certain goods and services no longer 

required.  

 The government had the monopoly in many sectors 

 The absence of competition did not make the Indian industries competitive.  

 Many public sector firms incurred huge losses but continued to function because it is very 

difficult, almost impossible, to close a government undertakings 

 The need to obtain a license to start an industry was misused by industrial houses 

 A big industrialist would get a license not for starting a new firm but to prevent competitors 

from starting new firms.  

 The excessive regulation of permit license raj prevented certain firms from becoming 

more efficient. 

 Industrialists would lobby to obtain a license or lobby with the ministries rather than on 

thinking about how to improve their products.  

 Indian consumers had to purchase whatever the Indian producers produced making the 

market a captive market 

 Industrialists did not improve the quality of their goods 

 


