





FOREWORD

It became known only recently, from an entry in his father’s
diary, that the late M. N. Roy was born on 21st March 1887
‘The Indian Renaissance Institute then decided to celebrate ‘the
21st of March every year as M.N. Roy Birthday by, ‘organising
a lecture in Delhi of an eminent authority on a topic of public
importance. The first lecture in the series was delivered by
. Dr. B.N. Ganguli, former Vice-Chancellor of the Delhi Univer-

_sity on 21 March 1973. The lecture was published as an Indian
Renaissance Institute pamphlet under the title *“Rationality of
‘Development Planning”, and was widely appreciated. In the
present pamphlet is published the second lecture in the series -
delivered on 21st March 1974 by Dr. B.S. Minhas, who recently
resigned in protest from the Indian Planning Commission, I
have no doubt that the views and ideas expressed by
_Dr. Minhas will be found by the readers to be highly stimulating,

In 1943, on the eve of the publication of the Peoples’ Plan
_ of Economic Development, M,N. Roy declared in a press inter-
view that agricultural development ought to .be the first prio- -
- rity of planning in India. I remember that this view was widely
. criticised by the nationalist press, which was then under the
impression that the first - priority in Indian planning must be
given to industrial growth. It is not a mere matter ~ofs coinci-
dence that the views now expressed by Dr. Minhas in this
lecture fully vindicate what M. N. Roy had, declared more than
30 years ago. :

V. M. Tarkunde. :



NATIONAL planning is a difficult business, technically
' complex and politically exacting. Reguirements for ‘its
©_Success are rigorous indeed. Only'a few tough socialist
regimes have made success stories of it. For a decade and a
half in the Nehru era we ran a bold, new experiment in
national planning. It was bold in the sense that a poor,
“agrarian economy of continental dimensions, with tremendous
diversity of culture, language and resource endowments, was
- expected to be transformed into a self-generating modern eco-
nomy in a period of 25-30 years; and new because the experi- -

ment was to be conducted in the context of a democratic, -

federal system of representative government, In spite of a good
measure of national enthusiasm for planning ‘and’complete
‘hegemony of the Congress party in the country, there was room -
for serious doubt concerning the chances of its success in
India, ’ ’ '

Objective and Strategy in the Nelirn Era o
" This experiment in national planning was launched in good
. hope. The basic premise of our Five Year Plans, particularly
of the Second and the Third Plans, was “development along
socialist lines to secure rapid economic growth and expansion,
of employment, reduction of disparities in income and wealth,
prevention of concentration of economic power and creation of
the values and attitudes of a free and equal society,” In order
to meet these objectives, a strategy of planned economic deve-
lopment was elaborated. M o
The salient operative elements of this strategy are worth
highlighting, ; : : i '
" (1)-Aside from a mild programme of land reform and
ceiling legislation which was in various stages- of implementa-
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tion, no basic alteratmn in property reIatlons was envisaged.
In other words, the objective of “reduction of disparities in
income and wealth” and “prevention of concentration of eco-
- nomic power” were sought to be achieved not through redis-
tribution of property and wealth but through other means.

(2) A self-generating economy, capable of fast and self-
sustained growth, was to be ushered in by “building of econo-
mic and social overheads, exploration and development of
‘minerals and promotion of basic industries like steel, machine
- building, coal and heavy electricals.” For “rapid industriali-
sation and diversification of the economy,” the development
of “basic industries and industries which make machines to
fake machines needed for further development” was consider-
ed crucial (Second Plan, pp. 24 and 25). The provision of
infrastructure investment and development of basic indus-
tries were to be the direct respon31b1]1ty of an ever-expanding
public sector. The rapid expansion of an efficiently operated
- public sector was expected, among other thmgs, to achieve
three principal objectives:

@ to. remove basic deﬁcnenctes in the economic structure, -

(u) to  generate substantlal surpluses for its continued

growth and -’

(i) to reduce the scope for accumulatlon of wealth and

Jarge incomes in private hands. .

“We have had a measure of success in the first objec’uve, but
have failed in the latter two. -

(3) The private sector of the mixed economy was to func-
tion “‘within the framework of national planning and in har-
mony with its overall aims.’ There was a large area of econo-
mic activity in which it could develop and expand but its acti-
vities were seen to be essentially complementary to a rapidly
growing public sector. Any accentuation of tendencies towards
concentration of economic power in this sector was to be coun-
tered by widening opportunities for new entrants and for
medium and small-sized units and throygh effective exercise of
Government’s powers of control and regulation and use of ap-
propriate fiscal means, The size difficulties. of small producers
in industry and agriculture were to be overcome by orgamsmg
them on cooperative lines.
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(4) A fast and concerted development of education and’
other social services was to be an important means for ensuring
greater equality of opportunity to different sections of the
population as well as for achieving a measure of redistribution
in the consumption of basic necessities such as health and
medical care, sanitation, water supply and cheap housing.
Scheduled tribes and castes and other backward classes were to-
receive favoured treatment under special programmes. Except
for some development in the field of higher education (this.
has been lop-sided and bristles with problems), this element
of our strategy failed to get off the ground, Universal
primary education, which ‘according to our Constitution, for.
instance, should have been achieved by 1960, may elude us.
for yet another decade. ' o

~(5) To ‘help create “the values and attitudes of a free and
-equal society,” a process of democratic decentralisation was
started. The spread of community development movement and
the creation of Panchayati raj institutions in rural areas were
to help this process.  These institutions were nof enabled to
‘deliver what was expected of them.  Until this day they
remain ineffective.  They have failed to become live:

instruments .of social and economic change in rural com-
munities, ' '

(6) In spite of a number of references in the Plans to the
employment problem, creation of employment opportunities

was seen more or less as an adjunct to or a by-product of the
development strategy outlined above.

. Balance Sheet of Performance

- Onthe credit side of the ledger of our planning in the
Nehru era one hasto count a fair measure of success in the
field of public investment in major and medium irrigation,
power, transport, basic industries and, to some extent, in the
extension of higher education. The development of a diversi~
fied industrial complement in the private sector was another
result. A degree of success was also achieved in pushing up
the rate of savings in the economy. Gross dc;mestic'savings as
a proportion of gross domestic product (in 1960-61 prices),
which stood around 10 per cent in 1954-55 had grown to about
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15 per centin 1964-65. Our record on the price front during
this period, except towards the end, was not bad.

The elements of success noted above owed as much to the
genius of Pandit Nehru as to the objective circumstances of his
time. He was able to endow the planning process and the
Planning Commiission with great authority which was not
allowed fo be flouted. The National Plan broadly defined the
parameters of policy within which the process of detailed
economic decision-making was protected from the vicissitudes

of day-to-day politics. The defects in the overall - development '

strategy potwithstanding, he was able to use the Plan as an
instrument to discipline the rash urges and short-run pressures
of the political process. This assured 2 degree of credibility to
the planning process, which in retrospect will have to be rated
as the chief source of strength of our Plans in the Nehru era.

: Tn contrast with these successes, on the negative side, one
would have to note the following failures. The most con-

spicuous, which has proved - extremely harmfﬁl, was the

failure to develop.the agricultural sector to the requisite degree.
The operative strategy of development failed to appreciate- the
crucial’ role of agriculture. From plan to plan we had to
increase our dependence on foreign supplies of food and agri-
cultural raw materials, Our net impeprts of foodgrains-during
the First Plan, for instance, were of the order .of 12 million
tonnes. In the Second Plan period these imports jumped ‘to

17 million tonnes. The record of the Third Plan was.cven more -

dismal. - Besides importing substantial quantifies.of iiffon and
jute, we imported nearly 26 million tonnes of graip dufing the
Third Plap. Rather than growing, at home adequate “gifiokmts
of food, so necessary for'securing a stable basis"foxé"}s’ﬁs't‘ﬁiﬁéd
industrial development, we took the easy way out‘atd accepted

large amounts of food aid. Our perception of the role of

agriculture in our development strategy continues to be just as
defective today as it was during the Second and the Third Plans.
And it is no wonder that today we are bugged by the same

~ kind of uncertainties in planning as were éxperienced towards
the end of the Third Plan and in the years that followed it.

An equally glaring failure was the accentuation of the un-

employment problem. ‘As noted earlier, the. creation of employ~
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ment opportunities for our vast millions was seen more or less.
as an adjunct to the strategy of development of “basic indus-
tries and industries which make machines to make machines

needed for further deve]opme_nt’.” The Gandhian concept of*
rural industrialisation (which was much talked about) was neit-

her properly elaborated nor did it form an integral part of the-
operative strategy for employment creation, The unemployment

problem remains just as intractable today, and for the very same- -
reasons.

Although the tax system was to some extent successful in;
mobilising resources for development, it was a miserable failure.
as a means of restraining consumption and of correcting:
inequalities. Still another shortcoming of planning in the Nehru.
era (which received pointed attention from the late Professor
D.R. Gadgil) was the complete failure to evolve a properly
structured, overall regulatory framework for the private sector
in which all facets of economic policy could be integrated for
achieving the planned results, As Professor Gadgil observed
in 1966, this ‘“total absence of a policy frame is the most
outstanding feature of the planned Indian economy.”” And he
added that “in the aggregate the economy operates as almost
a laissez-faire economy, in part modified by the operation of
particular controls,” ’ :

The Foggy Days ’ ; . S -

The Third Plan completed its life on March 31, 1966, ‘For-
the next three’years, we were without a Plan. It was the period.
of “Plan-holiday.”” A serious documentation of the deleterious.
effects of this period of Plan-holiday on the planning process.
should be an instructive exercise. But I do not propose to go-
into this issue at,present. However some comments on_the-
objective circumstances in which the Plan-holiday came about.
may still be in order,

Pandit Nehru, the moving spirit of Indian planning and ijts.’
* chief political pilot, was already dead. Lal Bahadur Shastri
‘had too short a tenure as Prime Minister to contribute anything:
of lasting significance to the planning process. Asa sequel to
the 1965 conflict with Pakistan, foreign aid had been choked.
off. The weather gods played havoc with three harvests in a

5



ssow. TFood was scarce and. prices rose at a fast pace. In
view of the forthcoming general election in early 1967, nobody
“had the time or the inclination to pursue the Plan Draft. On
_came the general election, and its results did not augur well for
an early resumption of planning. The hegemony of the
-Congress was shattered in the States. Political parties with
-varied ideologies and many odd assortments of opportunistic
‘politicians constituted new Governments in’ the States, many of |
which were not to last long enough to settle down to any

-serious business.

‘Independent Tndia for the first time was witnessing omin-
_ous political instability. Aside from mismanagement and
. operational difficulties of the planning process and a number of |
.exogenous shocks, “which the economy received during the !
.period 1962 to 1967, national planning was confronted with .a
“serious loss of political support for its rejuvenation. All of :
these factors contributed to the cessation of planning. The
‘Planning Commission had been in doldrums for quite some |
_time; its influence had withered away. The Draft Fourth Five 1
~ Year Plan, 1966-67 to 1971-72 (the approach to which had been -
aeviewed by Nehru at Dehra Dun a couple of days . before his
.death) was aborted. \

Indiz had been on a Plan-holiday for the second year
running when efforts for the revival of planning were resumed. -
~The first step in this direction was the reconstitution of the
_Planning Commission. Professor D.R. Gadgil was brought
+in to lead this Commission and the future course of planned -
national - development, The new Commission was expected to
review past trends in development, reorganise the planning
.effort in the light.of past experience, appraise the operational
- significance of the changes in political, social and economic
-situation for national ‘planning in future, modify and redefine.
the objectives and strategy of planning and prepare a program-
me of medium and long-term development (o achieve the-
. chosen objectives. Nobody expected this task to be easy. The .
. economic situation was extremely difficuit. There was a serious
tecession in industry. Prices were rising at a fast rate. A
- growing trade deficit, mounting debt obligations, a very strained v
foreign exchange situation and extreme shortfalls in agricultural

i

‘6



‘production were the other characteristics of the economy. And,
above all, the planning process had lost its political bearings

It was against this unenviable constellation of mrcumstances
that the Gadgil Commission was to formulate a ‘strategy of
planning and put forth a programme of medium and long-term
development. The Commission laboured for 19 months before
their efforts were embodied in the Draft Fourth Five Year
Plan, 1969-74, in March 1969.

Aims and Objectnves of the ‘Fourth Plan

In its statement of aims and objectives of planning,
however, the Fourth Plan. Draft took a rather ambivalent
position, Two of the Articles from the Directive Principles of
State Policy in the Constitution (the ones also cited in the
resolution of 1950 by which the Planning Commission was set
up) were quoted in the document. -The Draft Fourth Plan
also drew attention to.three other Articles that deal with the
right to work, the provisior of compulsory -education for all-
children and promotion of the educational and economic
interests of the weaker sections of the people. As regards the
objective of a “socialistic pattern’ of society” the Commission
was content to quote without comment at great length the
elaboration of this objective as available in the ‘Second and
the Third Plans. In the light of these three other Articles of
the Constitution quoted in the Fourth Plan, the Commission
came out with the conclusion ‘that for planning in India the
“basic goal is a rapid increase in the standard of living of the
people’” and “emphasis is placed on the common man, the -
weaker sections and the less privileged,” A deﬁmtlon of
objectives of planning in the Fourth Pian Draft ran as follows:"

“The broad objectives of ~ plannmg could thus be defined
as rapid economic -development accompanied by conti-
nuous progress towards equality and social justi¢e and the
establishment of a social and economic democracy” p. 5).

Rapid economic development and progress towards equality
and social justice were also among the objectives of our plan-
ning in the past. However, the older objective of a *‘socialistic -
pattern of society” or “development along socialist lines” was
now -interpreted as “the establishment. of a -social and
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economic democracy.” What exactly ‘was the meaning of
ssocial and economic democracy’? Did this change merely
represent a quibbling interchange of phrases with the same
meaning? Or did it mean an alteration in the concept of Indian
«gocialism™? The term “socialistic pattern of society” did have

an ‘accepted, even if vague, meaning. That a definite, meaning -

was intended stands elaborated in resolutions of Parliament
and in the Second and the Third Plans. '

But what did “economic democracy” mean? In the affluent
capitalistic as well as Welfare States, where abysmal want has
been eliminated, economic democracy has a meaning almost
synonymous with a free market economy: one unit of purchas-
ing power is ome economic vote. 1 am sure this is not the
meaning of economic democracy that the Gadgil Commission
had in mind. They seemed to intend a broader definition of
economic democracy which includes the availability of oppor-
tunities for education, public health and sanitation, drinking

- water supply, etc., for the large masses of people, irrespective of .

“whether they were rich or poor. 1In other words, the Planning
- Commission envisaged a complement of “socialised consumip-
tion”, which would be available to all sections of society and

proposed that special empbasis be laid on this aspect of.

development, .

However, in the investment programme outlined in the
Fourth Plan, the allocation for the sectors, which could cater
to the needs of “socialised - consumption” and help towards
the establishment of a social .and -ecotiomic democracy . i the
long run, were indeed mheagre. ‘It is mo wonidér that our
progress towards ,the establishment of a - socio-economic

democracy'is as distant a dream today as it was on the eve.

of the Fourth Plan. |

In popular discussion, it was claimed that in the Fourth
Plan the oid objective of establishing a “socialistic pa.tterh of
society” had been watered down. This charge is difficult to
prove or deny. Let us, however, try to see what Indian
socialism has turned out to be in practice.

Socialistic intentions of independent India were pitted
against outmoded atttiudes of a strongly feudal and caste-and
status-conscious society, which was unwilling to accept a rigor-
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ous code of private as well as public behaviour implied in
the concept of socialism. Indian socialism in practical terms
has turned out to be a pernicious programme for the distribu-
tion of public largesse to the not-so-poor. There is extensive

evidence which makes one describe Indian socialism in this
fashion. :

Whether it was the construction and operation of public
sector enterprises, or construction of infrastructure facilities
- in the fields of irrigation, flood control, power, transport, etc.
or the operation of a licensing system for control of invest-
ments and imports, or the distribution of food and ferti~
- lisers; the basic fact of the distribution of public largesse to
the not-so poor was ever present. We built temples of modern
industry which were over-capitalised. Elaborate townships
were provided (economic rents were not charged) and included
in the capital charges. Sound pricing policies for the products
of these industries were shunned. Huge dams; flood control,
irrigation  and- power facilities were  built  with public
funds. Collection of development levies and charging of
proper itrigation rates and. power tariffs were forgotten.’
Food and fertilisers were distributed at prices far below cost.:
By and large these benefits did not accrue to the poor. Cons-
traction of ostentatious public buildings with lavish furnishings
and fixtures but without regard for their functional efficiency
has been the order of the day. A number of public. induce-"
ments have been responsible for a great spurt of luxurious,’
private residential construction in big- cities; whereas nothing-
very significant has been done to improve the living conditions:
in the sprawling slums, The,_operation'of the licensing system,
instead of checking concentration of wealth and countering
inequalities, has resulted in the creation of huge illicit private
gains, which have remained outside the scope of taxation, All
of these and many more programmes, having the character-
istic of distribution of public largesse to the not-so-poor, have
turned out to be a most outstanding feature of our economic,
system during the Plans, all in the name of a “socialistic
- pattern of society.” - o :

.This version of “socialism” evolved as a product of
the genius of a people for whom the Government had, for all
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" practical purposes, always meant something alien to the society
that it governed. Deliberate: cheating in the matter of tax
dues, stealing of materials from Government construction
works, blatant use of public office for personal ends,

and evasion of public responsibility in general are the other.

" manifestations of the same basic attitude of our people towards
Government. This attitude was one of the major hurdles
which thwarted the public sector’s capability to generate re-
sources for its continued development and also the emergence
of an efficient regulatory framework for the private sector, the
two ingredients which would have provided the bulwark for
“development along socialist lines.”” The persistence of this
attitude towards Government in independent India is the most
glaring failure of the processes of political and social education.

We have committed ourselves to socialism. We have also
accepted the concept of a mixed economy. In other words,
in a very fundamental sense, in our socialistic pattern of
society, the system of punishment and rewards as well as of
economic incentive and. disincentives " is_ essentially capitalistic
in nature. The acquisitive instincts of our people by and large
are conditioned by the lure ‘of opportunities for private gain
and private accumulation, This lure of private gain is not
discriminating in its incidence. Tt is all pervasive. ~Its merciless
charm acts with brutal force not only on the “reactionaries’,
who predominate, but also on the chosen ;few, who loudly
profess to be “progressives” and “radicals”. The implications
of this basic feature (or contradiction) of our economic system
for the pricing of directly identifiable private benefits from

+ public investments and also for policies. relating to’ subsidies,
taxes and licensing have not been squarely ~faced. These
implications call for a brand of economic, social, moral and
political discipline, which has never been observed.

" In consequence we have had a lot of waste and corruption
‘which have no place in a process of development along
truly socialist lines. The solution to this problem would seem
to.lie in political will and a process of political and social
education of the ruling party and the people which has been
conspicuous by its absence for almost a quarter century now.
Our political process has failed to produce a mass line, an
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ideology to suit the needs of a socialistic pattern of develop--
ment. In today’s political scene it is becoming more and more-
difficult even to guess the source from which this education
might possibly emanate. Nevertheless, one thing is crystal
clear: if this basic lack of education in the socialistic.code of”

~ conduct at different levels is not removed in the near future,
the “socialistic pattern of development” would become evens
more of a pretence that it is at present.

. General Approach to the Fourth Plan

In the light of past successes and failures, continuing trends:
in the economy, and the specific experience of the years of
Plan-hohday, the general  approach to the Fourth Plan con-
sisted in “‘acceleration of the the tempo of developmentin
conditions of stability and reduced uncertainties.” Some “safe-
guards against the fluctuations of agricultural production as:
well as the uncertainties of foreign aid” were suggested. For
financing of-the Fourth Plan, emphasis was “placed on addi-
tional mobilisation of internal resources in a manner which

~will not give rise to inflationary pressures.” Dependence on
foreign aid was to be greatly reduced. 1t was, for instance,
planned “to do away with concessional ‘imports of foodgrains
under PL 480 by 1971” and foreign aid net of debt charges
and interest payments was  to be ‘“‘reduced to about half by
the end of the Fourth Plan” as compared with its level at the
beginning of the plan. To sum up, the basic approach in the
Fourth Plan was to “step up the tempo of activity to the
extent compatlble with maintaining stability and progress to-
wards self-relience.”

~ The concept of stability was seen to be consisting of
measures to assure stable food prices and eschewing inflation-
ary methods of financing the development efforts. To assure
stability of food prices, among_ other things, the output of
foodgrains was targeted to grow from an assumed base level
of 98 million tonnes in 1968-69 to 129 million tonnes in 1973-
74 — a compound growth rate of 5.6 per cent per annum. As a
further aid to maintenance of price stability,. deficit financing.
during the five year period of the Fourth Plan was to be res-
tricted to only Rs. 850 crores.
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‘What happened to this line of approach and the Fourth
‘Plan? This experience is so fresh in the minds of all of us that
I do not need to dilate on it. We are reaping a rich harvest
-of gains in terms of galloping inflation, food riots, ‘general
unrest and serious break-downs of law and order in many parts
-of the Republic. Far from achieving a target of 129 million
“tonnes of grain in 1973-74, we shall be lucky if we come any-
_-where near the all time high of 108.4 million tonnes reached
4n 1970-71. Instead of maintaining price stability we have
-experienced a degree of inflation which has probably been the
-worst in our recent history. The price rise during the past five
years has been over 60 per cent. Approximately half of this
-price rise has occurred during 1973—74. .The worst part of
it all is that prices during the past three months have shown
:a very unusual contra-cyclical trend which is further accelerat-
ing. Rather than containing deficit financing to a total of
Rs. 850 crores during the five years of the Fourth Plan, the net
‘bank credit to Government during this period would amount
to about five times this figure. This may be the only target
which we have overfulfilled, and with a vengeance! :

Recent Political Developmeﬁts' and the Planning Process

' The Fourth Plan period coincided with some far reaching

developments in the style of Indian politics ‘which had its
repercussions on the economic policy of the Government.
These developments have to be analysed in order not only to
gain an understanding of the fate of the Fougth Plan but also
to fathom, as far as one can, the direction in which the
planning process might move in the yearstg come.

The Draft of the Fourth Plan was finalised in. Mareh 1969.
The mid-term elections to the I,.@gijsjjatiyé Assemblies of Bihar,
Punjab, U.P., Nagaland, W, Bengal, and Pondichery were held
about the same time. The Presidential election was only a few
wonths away. A good deal of turbulence had already made its
appearance in the Congress party during the two preceding
years and the Presidential election of the Congress party had
been set in fast motion which culminated in the “great™ split.
In consequence of this split, the ruling party was reduced to an
appalling minority in Parliament, and in order to govern it had
to seek the help of some opposition parties. This dependence
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