dattituc
ieve these objectives, the planners formulated a

of planned economic development.

halanobis model of growth
* [twas only with the Sccond Plan that there was a
dlear enunciation of a strategy of development by Indian
planners. Prof. P.C. Mahalanobis who was the real
. chitect of the Second Plan, was responsible for
introducing a clear strategy of development based on the
Russianexperience. This strategy emphasised investment
inheavy industry to achieve industrialisation which was
assumed. to be the basic condition for rapid €conomic
development. For Jawahar Lal Nehru, the first Prime
| Minister of India, the development of heavy industry
was synonymous with industrialisation. He stated : il
we are to industrialise, it is of primary importance that
we must have the heavy industries which build
machines." Again, "there are some who argue that we
mustnot go in for heavy industry but for lighter ones. Of
course, we have to have light industries also butitis not
[ possible to industrialise the nation rapidly without
- concentrating on the basic industries which produce
industrial machines which are utlised in industrial
. “@V@!meent."” Nehru was, thus, extremely forthright
. pointing outthatindustrialisation meant development
g 7 ﬁegvy‘ industries. The Plan frame of the Second Plan
Aated this, in unequivocal terms, as follows

_"In the long run, the rate of industrialisation
e growth of the national economy would depend
ing production of coal, electricity, iron
achinery, heavy chemicals and heavy
y—which would increase the capacity
Otmation. One important aim is 0 make
t as quickly as possible of foreign
4 00ds so that the accumulation of
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- The planners justified their strategy.
economic development through rapid indus ation
(a) At the time of Independence, India was
essentially agrarian, though the country with its vast
natural and human resources was ideally suited for
industries. The planners felt that diversification of the
use of resources would be in the interest of the country
from the point of view of production, employment and
defence. Resources should, therefore be applied more
towards the development of industry rather than to
agriculture. v

(b) Indian agriculture was already sufferin
from heavy population pressure on land and produc-
tivity of labour on land was quite low--it was even
thought that marginal productivity of labour on land
might be zero and even be negative. One method of
reducing this pressure of population on land and
to raise agricultural productivity was to reduce the
percentage of people living on land, and to shift
the surplus population to industries. The setting up
and expansion of the industrial sector was thus a nec-
essary condition for raising the national product in
general and for agricultural development in particular.

(c) Rapid industrialisation was an essential
condition for the development of not only agriculture
but also for all other sectors in the country. For
instance, with the expansion of industries and the
shifting of labour from rural to urban areas, the demand
for foodgrains and agricultural raw materials (such as
cotton, jute, oil seeds, etc.) would increase. At the same
time, increased production and supply of fertilisers,
pesticides, agricultural machinery, etc. would help in
the expansion of agricultural production. With rapid
industrialisation, and with rapid expansion of markets,
there would be expansion in trade and commerce, in
ransportation, in banking and finance, ete.
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" (e) The income elasticity of demand for iy
trial goods was much higher and export opportunit
for manufactured goods were also hlgh’._ g
Tt was for all these reasons that industnahsghon
was emphasised by the Indian planners.

Heavy Industry Vs Light Industry

An important aspect of the igvestment stratii)_l
formulated by Professor Mahalanobis was the ernpaIld
sis on heavy industries producing ba.snc.machmesrfOn
“basic metals. In other words, an increasing 'prop‘o d1
of investment should be on machine-building indus-
tries. The Planning Commission supported this strategy
for two reasons :

(a) Investment in the heavy industry helps the
Indian economy to build up a larger volume of capital
stock and at a faster rate. -

| Heavy industries help to lay the foundation
for'a'sg:gng am)i, self-reliant economy, partly through
rapid expansion of all the sectors of the economy and
partly by eliminating the dependence of _the country on
imports of essential machinery and equipment.

The Planning Commission rejected the alterna-
tive strategy of emphasising light industries producing
consumption goods. True, this alternative approach would
have the advantage of helping the Indian economy to
produce a larger volume of consumption goods and this
would have helped the people to have a higher standard
of living in the short period and also combat inflationary

pressures in the country. But this could be achieved by
neglecting the accumulation of capital stock in the coun-
try. The Planning Commission rejected the short period
availability of consumption goods in favour of produc-
tion of capital goods which, in fact, would help, after a
certain critical stage, to produce a larger volume of
The capital goods approach based
rience, expected people to sacrifice
fayour of a high leve] of living in the
S, this approach would enable the

in the short period in
long period. Beside

consumption goods in the long period.

Implications of heavy industfy Strategy

The imp

ortant implications i
noted here. : of this Strategy may be

h@usehold sector,

neglect the growth

p Naturally, they gig

of smal]
Plan fra.nework st

1ot ignore or
sector for instance, the
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For one thing,
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long gestation penolc)l;lywcl.l]db
: - in money su With
responsible for d“ilgriﬁzeabsence S ot o
general publlcoagld s will result in inflationary Pressure
ofconsumergMahalanobis model, gave aCtivé
Ther Nen ttage and small industr;
encouragement to cottag 1eg

4 mer goods. It was asserted that the
producing s be low in small-scale
input-output ratio ot ane tation period w -
cottage industries and the gesta 2 p: as alsg
very short and obviously, the small sector was ideally
suited to increase the supply of consumer goggg
Besides, Professor Mahalanobis argued that the cogt of
production in the cottage and small sect'or need not pe
higher than that of the factory sector since the Smal|
sector would also be making use of modern machinery
and electricity.

Nehru also gave due importance to small-scale
industries and agriculture which were the sources of
consumer goods. In his own words, "The test of a
country's advance in industrialisation is heavy ip.
dustry--not the small industries that may be put up,
That does not mean that small industries should be
ignored. They are highly important in themselves for
production and for employment."!” The framework of
the Second Five Year Plan stated :
requires all-out efforts for the maximum utilisation
of capacity in existing industries and for the devel-
opment of additional production in the capital light or
small sector of industries, "8

Place of Agriculture
Strategy (Op a

"The strategy

in the development
griculture, Nehru stated : "We shall find

thgt this industria] progress cannot be achieved
without agriculturg] advance and progress . .. Everyone
knows th

at unless we are self-sufficent in agriculture
WE  cannot have the Wherewithal to advance i

Industries. If we haye o import food, then we are
doomed 5o far a5 Progress is concerned. We cannot
Import both food ang machinery,"!9

It is thys clear that the Mahalanobis strategy of
self-sustained growth based on heavy industries did
10t 1gnore or neglect (e growth of small and cottage
Industries for increasing the supply of consumer goods:
; In spite of many favourable factors for incred”
Ing the Supply of consumer goods, Professor Mahald-
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t »wuh iow,, proﬁtabmtye, the Government felt
that heavy industries should be, by and large, in the
public sector. Except in isolated cases, the private
sector too was not keen on providing infrastructural
facilities. Besides, the control of the public sector
would vest the control of the commanding heights
with the Government and this would help the devel-
opment of a socialist economy. Above all, the public
sector would prevent the rise of monopoly ownership
and exploitation which are inherent in the private sec-
tor. It was for these reasons that from the Second Plan
onwards, the Government went in a big way for the
expansion of the public sector.

The role of the private sector. While giving
direct responsibility to the public sector for infra-
structure investment and the development of heavy
industry, the development strategy expected the pri-
vate sector to develop and expand its activities in a
large area of economic activity. In fact, the private
sector was given an important place in the mixed
economy of India. But the activities of the private
sector were seen to be essentially complementary to
a rapidly growing public sector. The private sector
was also expected to function in harmony with the
overall aims and policies of economic planning. The
planners anticipated a growing trend towards concen-
tration of economic power in the private sector and
to counter this trend, the planners provided larger
opportunities for new entrants for medium and small-
sized units and also for extensive use of controls and
regulations and also use of appropriate fiscal mea-
sures.

Role of foreign trade and foreign aid. Ini-
tially, the Planning Commission relied considerably
on foreign aid to meet India's requirements of capi-
tal goods, as our foreign exchange earnings were
lnad"'quate At the same time, the planners had to
( for fore1gn zud smce the rate of domestlc

sentlally to Sadhioe the dbje > of self-sus
long-term growth via investment in the lﬁeaﬁ“
For "rapid industrialisation and diversification of t he
economy", the Mahalanobis strategy con51dered the
development of "basic industries and industries
which make machines to make machines needed for
further development as the crucial element. This strat-
egy naturally came in conflict with the employment
objective of our plans. For, a fast and self-sustained
economic growth could be ushered in only through
emphasis on capital-intensive production, namely, "by
building of economic and social overheads, explora-
tion and development of minerals and promotion of
basic industries like steel, machine building, coal and
heavy electricals". To solve the conflict between rapid
growth on the one side and immediate increase in
employment opportunities on the other, Mahalanobis
strategy adopted a "policy of encouraging labour-in-
tensive techniques in consumer goods industries even
as the capital-intensive sector of heavy industry was
being expanded rapidly."

Strategy to achieve social objectives :
Use of fiscal policy

The Mahalanobis investment strategy broadly
implied that increase in production would be accom-
panied by better and more equal distribution of in-
come and wealth. Apart from this assumption, Indian
planners relied on Fabian socialist strategy of using
fiscal policy of taxation and public expenditure to
achieve the two social objectives of planning, viz., the
removal of inequalities of income and wealth on the
one hand and the establishment of a socialist society
based on equality and justice, on the other.

Fiscal policy aiming at the reduction of in-
equality of income and wealth had two aspects. Highly
progressive income tax was to be imposed to lop off
the high incomes beyond a certain level (marginal
rate of income tax at one time was 97.25. per 7c:ent)
Estate duty was to be highly progressive so as*t\o
remove a portion of large fortunes; other taxes fallmg
excluswely on afﬂuent secuons of the c?mmumty
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