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The Problem of Theoretical Approach

in Economic Investigation

By

Sarvan K. Bhatia

What is the nature and the source of theory? How is it related

with facts? Can we consider a fact without relating it to other facts?

"Facts by themselves are dumb; before they will tell us anything, we
have to arrange them and the arrangement is a theory" argues

Clay.^ According to Schumpeter, "Our science cannot, any more
than others, dispense with that refined common sense which we call

'theory', and which provides us with the tools for approaching both
facts and practical problems."- A fact cannot be considered in isola-

tion; the need for theory to analyze and interpret the data, statistical

and factual, seems obvious. The true relation between facts and
theory is a complementary one. Accordingly, we find that there is no
"true" answer to the question, "which comes first in the scientific

process, fact-gathering or theorizing?" They progress together.

Broadly speaking, the theory is both an arrangement and interpre-

tation of facts, or an analysis of common behavior. What we seek

thereby are the principles which may be put for future analysis.

Yet, according to Byers, in the discipline of economics, the nature

and the source of theory are not very generally understood. Parsons
points out that economic theory is the name we give to the series

of propositions which are deduced, by rigorous attention to possible

implications, from the original insights formulated into propositions. "^

Theoretical work is defined by Koopmans as consisting of reasoning

and the construction of premises from which to reason. The collec-

tion of facts is necessarily a selective process. Ideas concerning the

relationship of various facts, if stated clearly and formally so that they

are testable, may be called hypotheses. They provide a standard for

selection as well as a scheme for arranging facts in a useful form
and order. On the other hand, ideas and hypotheses themselves are

not generated in a vacuum. Observations, even if only of an informal

sort, ordinarily contribute to their formation.

The ultimate aim of economic study is, however, not to theorize

or to analyze; it is neither curiosity nor the knowledge for the sake

of knowledge. Rather, it is the necessity to explore ways and means
whereby human welfare can be maximized. In order to discover the

principles in the developing and fast-growing economy, more so with

increased scientific innovations and technological improvements, in-

vestigations have to be made and the data has to be collected, ar-

ranged and analyzed. Advances in economic theorizing are made by
constantly discarding the "torn-out" generalizations rendered obsolete

by the revelation of facts and devising new generalizations which will

cover and explain new facts.
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In the evolutionary nature of human society, the theoretical systems

are not absolute; it is rather an institutional approach. Adam Smith,

whose Wealth of Nations (1776) is the germinal book of modem
economics or political economy, had an atomistic view of society. To
him, the society was the sum total of the people in it. Since each
man can judge what is best for him better than any government, Smith
assumed the prime psychological drive in man as an economic being

as the drive of self-interest. Thrilled by the recognition of an order

in the economic system, he enunciated the principle of the "invisible

hand" or the "divine hand" whereby each individual in pursuing only

his own selfish good, was led to achieve the best good for all. And
combined with the existence of a natural order in the universe, he
concluded from these postulates that the best system was economic
liberalism. On the other hand, Commons believed in the early twen-
tieth century that the individuals are not self-sufficient, independent
entities and the society is not the summation of the individual mem-
bers. "Individuals are what they are through their participation in

the institutions or going concerns of which they are members."*
Thus, the ideas of Commons are grounded in his conception of social

relations and accordingly he proceeds from a postulate of the economy
as a social organization rather than as a mechanism or organism.

It follows from above that there has come to be recognized a differ-

ent premise for economic theorizing. The traditional theoretical

structure was considered to explain adequately the economic condi-

tions of earUer days. But as time lingered on, the evolutionary process

brought in new problems which demanded a new look; the older

theories dealing with earlier cause-and-effect relations of economic
phenomena in general could not cope with new economic problems
and they had to yield before new economic analysis. The old economic
theorizing, then, became a past historical interlude. The new eco-

nomic outlook required a fresh, coordinated interpretation and so a

change was enunciated in the realm of economic thought.

The change in premises, therefore, requires fertilization of thought

which grows out of a fresh attack upon new developments and a new
theoretical structure is erected. These theories not only bridge the

gulf between the basic economic theory and economic policy but also

help in the formulation of new economic policies based upon the

changed economic environment. For example, institutionalism uses

the theory of capitalism as a springboard for recommendation of

economic policies in an institutional set-up. It stands for a unified

economic theory, instead of diffused ones, for various fields of econ-

omy. The need for change is justified because of the change in

environments from the time when traditional theories were formu-
lated.

In Veblen's view, it is not that the economists' inquiry isolates

material civilization from all other phases and bearings of human
culture and so to study the motions of an abstractly conceived "eco-

nomic man". On the contrary, he points out that no theoretical in-

quiry into this material civilization that shall be at all adequate to any
scientific purpose can be carried out without taking this material
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civilization "in its causal and genetic relations to other phases of the

cultural complex."^ But a study which is exclusively to be concerned

with human nature under given and stable institutional conditions

can achieve statical results only. An adequate theory, on the other

hand, has of necessity to deal with man's habitual relations to his fel-

lows in society. An individual always lives in a social relationship.

Being of an institutional character, these social and habitual relations

vary as the institutional scheme varies. "The wants and desires, the

end and aim, the ways and means, the amplitude and drift of the

individual's conduct are functions of an institutional variable that is

of a highly complex and wholly unstable character", writes Veblen.''

A question may be asked as to why the change is enunciated in the

economic sphere. Or, to phrase the question slightly differently, why
changes have to be made in economic analysis? Since economic
analysis reveals the rules and principles of economic relationships

under given circumstances, a part of the answer lies in the fact that

because of the complexity of human and social behavior, it is diffi-

cult to obtain the kind of precision in economic theoretical framework
as is being obtained in a few of the physical sciences. An economist
simply cannot perform the controlled experiments of the chemist or

biologist. The laws and principles of economics, therefore, are not

as universal as are some of the laws of physical sciences. And a part

of the answer is also to be found in the evolutionary and developing

nature of social sciences and the basic assumptions made therein,

although the physical sciences are also not quite immune from this

process. Newtonian theories have become obsolescent with the new
discoveries made by Einstein and others and with the new concepts

of space, time, and nuclear physics. The science of physics has de-

veloped and progressed, and many of Newton's basic assumptions
and their derivative theories, held for a long time as authoritative,

have now been discarded. So is the case with scientific point of view
between pre-Darwinian and post-Darwinian times. In case of social

sciences, which cannot be subjected to harsh, rigorously-controlled

laboratory system, the changing pattern of life and habituation have
much to explain for changing emphasis over the course of years. The
characteristic feature by which post-Darwinian science is contrasted

with what went before is a new distribution of emphasis whereby
"the process of causation, the interval of stability and transition be-

tween the initial cause and and definitive effect, has come to take

the first place in the inquiry instead of that consummation in which
causal effect was only presumed to come to rest."" This change of

the point of view was not abrupt or catastrophic.

According to Veblen, because the prime postulate of modern
scientific inquiry is of consecutive change, it can come to rest only

provisionally. Things change consecutively, and therefore every goal

of research is necessarily a point of departure. This implies that there

cannot be anything static; it has to be evolutionary and transitional.

The human life is a dynamic one, and the social sciences being en-

gaged in its behaviorial aspects have to take due cognizance of it.

Because of its transitional character, any theory based on its premises
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could at best be a transitional one. The need for change with the

evolution of society and economic progress is, therefore, apparent.

Although the institutionalists have a different approach to economic
problems, they do not repudiate basic economic theory. The funda-

mentals of traditional economics, and also of the neoclassical eco-

nomics, are accepted, but are put in a larger setting of the evolving

economic system. Clark has, as the end-product of his scientific

analysis, a theory of our mixed enterprise system whose proportions

of public and private enterprise change with the times. According
to Hamilton, the value theory, aside from some accidental statements

regarding the organization of industry upon the principle of free

competition, is a specialized subject of inquiry with as little right to

the dignity of economic theory as the theory of money or of ac-

counting. He lays down five tests for any body of doctrine which
aspires to be an economic theory and points out that only the insti-

tutional economics meets these tests

—

1. Economic theory should unify economic science.

2. Economic theory should be relevant to the modern problem of

control.

3. The proper subject matter of economic theory is institutions.

4. Economic theory is concerned with matters of process.

5. Economic theory must be based upon an acceptable theory of

human behavior.^

According to Commons, the early nineteenth century economists

patterned their work upon the materialistic sciences of phvsics and
chemistry, instead of on a volitional science of the human will. It was
formerly considered, as stated above, that individuals acted like atoms.

This factor has since undergone a transformation. "The free bargain-

ing transactions among individuals were the legal foundations of the

early science of economics."^ These have increasingly been replaced

by collective action. As Commons puts it, "Collection action means
more than mere 'control' of individual action. It means liberation

and expansion of individual action; thus, collective action is literally

the means to liberty."^*^ This collective action was condemned by
classical economists, and even court decisions till a few decades ago
have been against collection action in many countries.

Similarly, the banking and credit system has replaced the barter

economy of traditional economics. Free competition and its under-
lying assumptions are no more valid in the modern world. Instead,

Commons has come forward with five assumptions or hypotheses
after his experience in collective action. These are sovereignty,

scarcity, efficiency, futurity, and custom. According to him, these are

logical assumptions made for the purpose of attaining systematic

interpretation and understanding in a world of diversity. These are

therefore the mental tools for purposes of investigations and are con-
sidered as elementary assumptions with which human beings un-
consciously or habitually guide their economic activities. At the same
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time, Commons recognizes that each individual, each race of individ-

uals, each corporation or labor union is a special case where only

special investigations can ascertain and explain the relative predomi-

nance of the several simplified assumptions which serve as clues or

mental tools to enable the investigator to find his way.

We have thus observed different points of view: those advanced

by the classical economists and also those found in the neoclassical

and institutional economics. In all fairness to the classical economists,

it can be stated that they were also seeking to explain the broad

basic principles as they perceived economic environments. Smith's

principles and their elaboration, the notion of "divine hand" which

guides each person in pursuing his own gain and thereby to contribute

to the social welfare, Malthusian theory of population, Ricardian

theory of rent, to name only a few, have since been modified. For
example. Smith's notion of "divine hand" led him to believe that any

interference with free competition by government was almost certain

to be injurious. While Smith did recognize some of the realistic limita-

tions on this doctrine, it was not until later that the economists dis-

covered the truth: the virtues claimed for free enterprise are fully

realized only when the complete checks and balances of "perfect

competition" are present. As Max Lerner has pointed out that al-

though the Wealth of Nations is undoubtedly the foundation work of

modern economic thought, yet you can pick it to pieces and find that

there is nothing in it that might not have been found somewhere in

the Hterature before and nothing that comes out of it that has not to

a great degree been punctured by the literature that followed." A
person's thinking is shaped by his inward beliefs, conscious and/or
subconscious, and there are as many preconceptions as postulates.

For instance, taking the case of Ricardo, we find that he assumed as

permanent and universal the physical environment, social organiza-

tion, industrial techniques, and human nature, as he saw it in England
and yet his system was not "perfect" as pointed out by Newman.
However, Ricardo made a great start in systematizing economic
theory.

And again, the problems and premises change over the course of

time. At the time Adam Smith wrote his masterpiece, the chief

economic problem was man's struggle to conquer nature in the pro-
duction of material wealth. As a matter of fact, historically, the pro-
duction of goods and rendering of services has been the most impor-
tant and pressing economic problem. Through his historical career,

man has labored hard to produce the necessities of life, becoming an
expert in "brinkmanship" in the process. In the period following

Adam Smith, the problem of production continued to be an urgent
one, but it became overshadowed by the problem of distribution.

Ricardo's Principles of Political Economy and Taxation, published in

1817, sets forth as its aim the discovery of the principles that govern
the distribution of national incomes among different classes of society.

Just as the opulence of modern times has diminished the urgency of
the problem of production, so it has made possible great contributions
to the solution of the problem of distribution. Neither production nor
distribution is however, any longer the economic problem in the west-
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em world, though it continues to be the single most important problem
in a large number of countries in the world. On the other hand, in

the modern view, the basic problem is how to allocate given resources

among different uses so as to maximize consumer satisfaction. And
though Malthus had developed the concept of "effective demand",
a century passed before Keynes brought it to the public notice, and it

stirred the imagination of the people. The concept of effective demand
could not gain wide popularity because of the "lack" of knowledge
of economic problems and their complexities.

Yet in spite of all their deficiencies and shortcomings, the science of

economics is proud of its founders. The basic reason why economics

was not an evolutionary science is that the requisite premises and the

point of view had been wanting. According to Veblen, "the process

of change is a gradual one: economic science began with the study

of what had happened in the past, then moved to what is now happen-
ing in the present; finally, it is concerned with the hopes and fears

of what may be expected to happen in future time."^^ The classical

economists were not clear cut on these time dimensions. All of them
took past, present, and future for granted, without investigation, just

as time was taken for granted in the physical sciences** before the

incoming of the recent theories of relativity. Commons has pointed

out that one reason why early economists did not separate out future

time for special investigation in their theories of value was the as-

sumption, taken from the physical sciences, that "cause precedes

effect . . . labor precedes its product, sensations precede action . . .

But here is an effect that precedes its cause. "^^

In conclusion it can be stated that economic theories reflect the

thinking of persons as they perceive the economic environment.

f

**Dr. Vannevar Bush, honorary board chairman of M.I.T. says that as a matter
of simple fact "science never proves anything in an absolute sense. It ac-

cumulates data by observation and measurement. From an assemblage of
such data the scientist constructs a hypothesis, a formula that expresses the

relationships he finds." As soon as further observation shows that the working
hypothesis is faulty, it is replaced by another which seems more nearly cor-

rect. "Fortunately, scientific endeavor does not have to be perfect to yield

results. The magnificent structure of dynamics was based on a differential

calculus that was logically full of holes." Kepler's laws explaining planetary
motion were based on calculations now shown to be mere approximations.
Even the Euclidean underpinnings of Newton's iron law of gravitation have
become only one of the possible systems of geometry. For future details, see
Times, The Weekly Magazine, Vol. 85, No. 19, May 7, 1965, p. 81.

fThe small band of U.S. thinkers who are today developing "process theology"
believe that the way to discover a God compatabile with the findings of
physics and psychology is to assume that God himself is in a process of
change and growth. See Times, Ibid., p. 68.

Dr. Bush points out that many people believe that "scientists can establish a
complete set of facts and relations about the universe, all neatly proved, and
that on this firm basis men can securely establish their personal philosophy,
their religion, free from doubt or error." All this, however, is a crass mis-
conceptions. Dr. Bush explains that so exaggerated a faith in the powers of
science is a residue of a naive 18th century belief in absolute "Laws of
nature, based on observation and measurement." Times, Ibid., p. 81.
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These are influenced by their preconceptions and inward beHefs,

conscious and/or subconscious, and these are seldom, if ever, sub-

jected to searching examination. As the evolutionary process goes

on, the "old" theories have to be modified because of the changed
nature of problems and their premises. The old assumptions have
to be discarded, and new ones have to be worked out. All institutions

are subjected to evolutionary development and growth.

Theorists and theories are products of their own times. To under-

stand them, we must understand their environmental context.
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Development Planning Under Democracy:

The Case of India

by

Sarvan K. Bhatia

While science and technology are making rapid strides adding to

the convenience and comforts of man at an alarming rate, and man's
venture into outer space has achieved spectacular results, we find

significantly large numbers of the human race still living in subhuman
conditions and working much the same way as their ancestors did

in the middle and medieval ages. In the last two hundred years, the

economies of several countries of the world have been modernized
and diversified through the imagination and initiative of their in-

habitants. Such developments have enabled the people of those

countries to enjoy a rising standard of living and a material well-

being which was not envisaged earlier in the history of the world.

Some nations have marched ahead of others and therefore have
come to be recognized as the industrially advanced countries; others

which lagged behind are thought of as economically underdeveloped
or less developed areas. These countries, to be sure, are planning

to seek the same kind of economic development^ and modernization

of their economies as is found in industrially developed nations. The
development work is being undertaken with the avowed objective

of raising the standard of living of the masses steeped in poverty for

a considerably long time.

Though the development process undertaken by the less developed

nations is more or less the same as was undertaken by the present-

day developed countries, the time factor is of considerable im-

portance. While it took the industrially developed nations about two
hundred years to come to the modern jet and space age, governments
and the people of underdeveloped countries are eager to modernize
their stagnating and subsistence-agrarian economies in the shortest

possible time; they are in a "state of revolt". And it is in this con-

text that these countries have resorted to planning for accelerated

development; the planned program designed essentially for the most
effective, balanced and optimum utilization of scarce resources and
channeling the flow of investable funds into priority industries with

a view to stimulate development within the shortest possible time.

Despite tremendous odds, the underdeveloped nations are engaged in

a socio-economic revolution to achieve the desperately-needed eco-

nomic growth. With the formulation of plans, the first step towards

breaking with the "habit of inertia" has been taken; the immemorial

^Economic development has been taken here in the context of progressive
improvement in material well-being and extends to economic and social im-
provement of the inhabitants of a country.
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passivity and fatalism have yielded to the desire for a better and
materialistic way of living and a great upsurge for economic develop-

ment all around is clearly visible. In respect to India, real and
concerted efforts toward diversification of its static and chiefly

agrarian economy on a planned and systematic basis started after

the achievement of political freedom in 1947; the decade of 1950's

stands out figuratively and significantly when two five-year plans

were launched and successfully completed thereby setting in motion
a series of five-year plans. After putting her First Plan in operation

in 1951, India is now in the fourth year of her Third Plan.

The transition from tradition to modernity is necessarily a slow,

time-consuming and intricate movement—more so, in its early stages.

But as the methods of growth are learned and some of the steps

towards modernization are completed, there emerges, out of this

travail, new levels of prosperity and rising productivity. Despite

numerous handicaps and appalling dilemmas, the state and the people

of India are committed to, and are making strenuous efforts towards,

such a transition. Though the process of development and modern-
ization started over a hundred years ago—the decade of 1850's

witnessed the successful establishment of the first phase of jute and
cotton mills and other industries—unlike other countries coming to

industrial "maturity" during the mid-nineteenth century, this did not

mark the beginning of a diversified industrial growth; it was "both
a beginning and an ending" as the MIT economist, Charles Myers,
has remarked. On the other hand, while the foundations of modern
industries were laid, the industrial sector "remained isolated from
the bulk of the Indian economy. This economy and the archaic social

system were left stagnating while the economy in Western nations

was advancing rapidly."- Two world wars did provide a great

stimulus and the industrial base was broadened considerably com-
pared with industrial production at the beginning of the twentieth

century as evidenced by the growth of industrial employment, one
of the prime indicators of industrial growth before automation. Thus
total factory employment stood at 0.25 million in 1892, rose to

nearly 1.2 million in 1919, and by 1939, the figure had jumped to

1.75 million. Before the First Plan was launched, industrial em-
ployment stood at 2.44 million.

But even this tremendous growth, significant as it was, did not go
very far when we consider the fact that India on account of the large

known reserves of natural resources, has considerable potential for

industrial growth. To wit, India has extensive reserves of iron ore,

manganese, bauxite, coal, mica, etc. Similarly, a large potential for

hydro-electric power exists and electricity could be made available

at very cheap rates. India's potential capacity to produce steel and
other basic materials relatively cheaper and the large and growing
domestic market, points out the Planning Commission, place India

in a favorable position to produce machinery and a long range of

engineering, chemical and electrical goods needed for accelerated

^India. The Awakening Giant (New York, 1957), p. 53.
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economic growth. In 1953, the contribution of manufacturing sector

to the gross national product was 1 6 per cent only taking the average

for 1950-51; as late as 1958-59, primary products constituted neariy

half of the GNP. The lag in exploitation of rich natural resources

led to massive poverty on the one hand with ostentatious luxury

spotted here and there. The two extremes go together to make
India "a land of contrast" to the foreign observer.

Still taking into consideration the total volume of industrial pro-

duction, India ranked the tenth largest producer of industrial output

by 1950. However, considering the available resources and domestic

market, industrial development did not take place at a rate whereby
it could generate sufficient employment opportunities or provide a

rising standard of living for India's growing populace. In the fifty

years from the beginning of the twentieth century, a period when in

every other developing country more and more people were finding

jobs off the farms, the Planning Commission, points out that there was
in India very little increase in the number of jobs in industry or in

other non-agricultural occupations. In the United States, farm popu-
lation shifted from 37 per cent of total working population in 1900
to 12 per cent in 1955 and declined to less than 10 per cent in early

1960"s. On the other hand, nearly 70 per cent of the labor force

was engaged in agriculture till 1950's in India; the manufacturing

sector employed nearly 2.44 million workers out of the total popu-
lation of 350 milUon by 1950. Thus only a small minority of Indian

population which has been in direct contact with the industrialization

process has been changed significantly in the mid-twentieth century

despite the fact that the process of modernization started one hun-
dred years ago: in the very shadow of steel mills, George Deasy
points out, peasants plod behind the wooden plow of their ancestors.

India's prime minister, the late Jawaharlal Nehru, once described

India "as a bundle of the centuries in which the cow and the tractor

march together." By far the largest part of Indian population still

lives in rural areas, as is generally the case in less developed coun-
tries, and is dependent on subsistence agriculture; there are hundreds
and thousands of villages containing scores of millions of peasants

in which no perceptible improvements had taken place for many
decades and generations—as late as 1940's. The irony is that in

spite of 70 per cent of the population engaged in agricultural occu-

pation, India is unable to grow sufficient food grains and has to

depend on wheat and rice imports, mainly from the United States, to

feed her milhons. One of the gravest problems faced by India, there-

fore, is the raising of agricultural production. For almost twenty
years now, India has been obliged to import food and grains worth
milhons of rupees every year, with few exceptions, and thereby to

spend a considerable part of her valuable foreign exchange to meet
food shortage.

After the attainment of political freedom in 1947, the national

government was faced with ushering in an economic revolution in

the nature of reviving the static Indian economy. During the free-

dom struggle, the political aspect of independence overshadowed
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everything else. However, even during this period, some hard think-

ing on the measures to be undertaken to uplift and modernize the

economy had been done. Therefore, after independence, the im-

mediate problem was to strengthen the economy at the base and to

provide certain essential social and economic overheads which would
accelerate economic development and combat the curse of poverty.

It was recognized that a comprehensive program of national plan-

ning was required to provide for integrated development of heavy
and key industries, small-scale and cottage industries, agriculture and
rural development, and the provision of social services. The need
for building a technologically mature society and a social order

which offer equal opportunities to all citizens was therefore given

full recognition. The constitution of India drafted during 1947-49
accordingly embodied the Declaration of Fundamental Rights. These
rights were stated in two parts. The first part provides that the

state shall not discriminate against any citizen on the ground of

religion, race, sex, etc., and emphasizes the principle of equaUty.

The second part, which is more important from our point of view,

comprises the Directive Principles of State Pohcy and provides

among other things that:

The state shall strive to promote the welfare of the

people by securing and protecting, as effectively as it may,
a social order in which justice, social, economic and politi-

cal, shall inform all the institutions of national life.

The Government of India set up the Planning Commission (of

which a mention has been made above) in March 1950 with the

avowed object of fulfilling this part of the Fundamental Rights

whereby the state had taken upon itself the responsibility to guaran-
tee certain long-term economic and social benefits to the people.

The Planning Commission was charged with the duty of formulation

of plans for rapid economic development. Its major terms of refer-

ence included (1) the assessment of material, capital and human
resources, (2) formulation of a plan for the most effective and bal-

anced utilization of these resources, (3) fixation of priorities for

carrying out the plans, and (4) determination of conditions to be
established for the successful execution of plans.

In releasing the draft First Five Year Plan, the Commission
observed:

Planning in a democratic state is a social process in

which, in some part, every citizen should have the oppor-
tunity to participate. To set the patterns of future develop-

ment is a task of such magnitude and significance that it

should embody the impact of pubhc opinion and the needs
of the community.

Thus planning in India has been a two-way process. It moves
from the bottom to the top giving expression to ideas and ideals of

common man, and from top to bottom carrying information and
instruction from enlightened leadership to illiterate millions. At the

same time, India welcomes the ideas, the experience and help of
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other nations, but tries to find solution of pressing problems through

its own national democratic traditions and beliefs. There is nothing

dogmatic or doctrinaire in its planning. Within the two guideposts

of social justice and peaceful democratic means, India has decided

to remain flexible and pragmatic in achieving economic and social

goals. In planning its development, the Planning Commission has

observed, the democratic means which India as a parliamentary

democracy has chosen are three: democratic persuasion to bring

about participation and cooperation of all; democratic planning in-

volving all groups, from the village to the national government, at

all levels; and the use and strengthening of democratic institutions

to administer and speed economic development.''

The opening paragraph of First Plan stated that the central objec-

tive of Indian planning was to initiate a process of development which
will raise the living standards and open out to people new oppor-
tunities for a richer and more varied life. Agricultural development
received the highest priority in First Plan. This was done with the

twofold objective of increasing agricultural production so as to meet
chronic food shortage, to prepare the future base for further sus-

tained growth and industrialization and the great need to ameliorate

economic lot of rural India—the hard core of India where 80 per

cent of its inhabitants reside. Whereas there has been some im-

provement in the living standard of the city folks where industrial

development has taken place, the conditions in villages have been
fast deteriorating where agriculture is the prime occupation. There
are several reasons for it: increasing pressure in the soil and low
crop yields, non-availability of irrigation facilities and consequently

dependence of crop yields on the vagaries of weather, to mention
only a few. Because agriculture has long been dependent on the

monsoons, it has rightly been called "a gamble in monsoon". In

order to provide a perennial source of irrigation with a view to put

agricultural production on a sound and rational basis, it was para-

mount to extend irrigation; hence, the second precedence was ac-

corded to irrigation. As a matter of fact, an integrated development
of the land and water resources is of fundamental importance to

Indian economy and the First Plan therefore gave top priority to

agriculture and community development, irrigation and multi-purpose

irrigation and power projects. The multi-purpose projects were
designed with the object of providing irrigation facilities, flood con-
trol measures, and generation of electricity. By taming the rivers

and harnessing their water potential, these multi-purpose projects

are now not only a source of perennial and regular water supply
thereby bringing a revolution in the rural economy of India but have
also saved millions of people from flood - havoc which annually

caused damage to life and property and washed away precious soil

and crops. The irrigation potential of these projects, combined with
medium and small projects, was 19 million acres during the First

Plan.

^The New India: Progress Through Democracy (New York, 1958). p. 35.
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The important targets set in First Plan were not only realized but

even exceeded in some cases. There had, no doubt, been some
serious shortfalls in certain sectors, but both agricultural and indus-

trial production recorded substantial increases. With rising produc-

tion and careful financial planning, inflationary pressures were

checked. All this, however, was essentially in the nature of meeting

the immediate needs and to initiate a process for more rapid advance

in the future. To the extent First Plan evoked community participa-

tion and mass cooperation, achieved planned targets in various sec-

tors without disturbing price stability, created confidence among the

masses as "masters of their own destiny", and increased industrial

production, it was a remarkable success. Furthermore, it strength-

ened the belief in democratic planning and showed beyond doubt
that significant and substantial results could be achieved under demo-
cratic planning instead of resorting to a regimented system as has

been done in various totalitarian societies.

In continuing further development of the approach set out in

First Plan, the Second Five Year Plan was designed to lift the Indian

economy and speed the rebirth of India as a modern nation. The
principal objective was to secure a more rapid growth of national

economy and to increase productive potential in a way that will

make possible accelerated development in succeeding plan periods.

Thus it sought to make the economy more dynamic in terms of

economic and social ends by building up basic industries on the one
hand, and the reorganization of rural economy on the other. The
latter objective was designed to be achieved by completing agrarian

reforms, community development and cooperative programs initiated

in First Plan.

In this age when industry is the measure of a nation's progress,

India, on account of various heterogeneous factors, remained in-

different to industrialization till the beginning of the Second World
War. The Second Plan was the first concerted effort ever made
toward industrialization of India. One of the prime requisites for

successful industrialization is the manufacture of iron and steel.

Therefore, one of the most significant achievements of Second Plan

was the setting up of three iron and steel plants with an initial ca-

pacity of one million tons each, and a further provision of expansion
to double their capacities in Third Plan. The first iron and steel

plant was set up in India in 1911; by 1951, India produced 1.4

million tons of iron and steel only despite the fact that iron ore re-

serves amounted to three billion tons, nearly 75 per cent of U.S.

deposits, with high iron content. With the establishment of three

steel plants and increasing the capacity of three existing plants in

Second Plan, India produced six million tons of ingot steel in 1963.

Similarly, several machine-building and capital and producer goods
industries which constitute the basis for any program of acclerated

industrial growth, were taken up. India is now producing increasing

quantities of machine tools and machinery for use in agriculture

and transport, and for such industries as chemicals, textiles, jute,

cement, etc. Significant progress has also been made by chemical
industries, particularly pharmaceuticals, heavy chemicals and ferti-
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lizers. Some idea of the striking developments in industrial sector

can be obtained from the following indices of industrial production

with 1950-51 as the base

—

Group 1955-56 1960-61

General index 139 194

Cotton textiles 128 133

Iron and steel 122 238
Machinery—all types 192 503
Chemicals 179 288

While the gains of First Plan were encouraging and substantial in

the limited sphere encompassed by it, its significant success led the

way for further experimentation with bold determination. Thus the

Second plan in further developing the approach of First Plan sub-

stantially increased industrial production by building basic and key

industries and integrated it with balance growth of agricultural and
small-scale industrial production. The rate of growth of national

economy was accelerated; firm foundations were laid for broadening

and expansion of industrial base together with a balanced agricultural

and industrial development. Judging by the progress so far achieved

by the metallurgical, mechanical and electrical engineering and
chemical industries in augmenting industrial potential, and taking

cognizance of the heavy machine-building projects undertaken in

late 1950's, the Planning Commission has remarked that some of the

basic conditions required for an accelerated growth towards the

goal of a self-reliant economy have been successfully established.^

The Third Five Year Plan, undertaken in 1961, was designed to

carry forward the tasks that were initiated in the first two plans.

The principal aims of Third Plan, as in earlier plans, are (1) the

securing of an increase in national income, (2) achievement of self-

sufficiency in foodgrains and increasing agricultural production,

(3) expansion of basic industries like steel, chemical, etc., (4) utili-

zation of manpower resources to the fullest extent and ensuring a

substantial expansion in employment opportunities, and (5) estab-

Hshment of greater equality of opportunity and reduction of eco-

nomic inequalities. Considerable emphasis has been placed on agri-

cultural and community development and on the industrial sector

with a view to achieve a balanced and integrated development.
During the decade of 1950's the general index of industrial produc-
tion had gone up to 194, with 1950-51 as the base, and the index
of agricultural production for all crops had recorded a 35 per cent
increase thereby bringing a cumulative rate of expansion of about
7 and 3.5 per cent per annum increase for industry and agriculture

respectively. The planned programs brought about a substantial in-

crease in the rate of investment in directions calculated to accelerate

economic development. Thus total public and private investment in-

creased from 5 billion rupees per annum at the beginning of First

Plan in 1951 to 8.5 biUion at its completion in 1956 and by 1960

^Third Five Year Plan (New Delhi, 1961), p. 39.
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had gone up to 16 billion rupees per year ($ 1 = Rs. 4.76). Total

investment during the two plans, 1951-61, was 101 billion rupees

—

public and private sectors contributing 52 and 49 biUion respective-

ly. India had therefore witnessed the beginning of an industrial

revolution during the past decade, and, viewing the industrial scene

as a whole, points out the Planning Commission in Third Plan, in-

dependent expert opinion has borne testimony to the great progress

achieved in quite a short space of time and has characterized the

broadening of industrial base and the buoyancy of manufacturing

enterprises as the "most striking change in the Indian economy."
Up to 1963, during twelve years of development planning in India,

national income had gone up by 48 per cent and per capita income
had increased by 20 per cent. It is expected that with the completion

of Third Plan, the take-off stage as expounded by Rostow for de-

velopment of economies from the less developed to advanced stages

shall be nearer reaUzation and from thereon, the Indian economy
shall reach the self-sustaining growth stage.

While striking progress has been made to broaden the industrial

base and to modernize the Indian economy since independence, and
India has started manufacturing automobiles and jet aeroplanes,

which shows the sophistication and wide range of Indian manu-
facturers, it must be recognized, as the Planning Commission has

rightly pointed out, that this success, considerable though it is, has so

far been insufficient to make any great impact on the general con-

dition of the masses. There have been some large shortfalls in

achieving the set industrial targets though considerable progress has

been made in the industrial sector. India has still to achieve self-

sufficiency in food and grains and to increase agricultural production

to meet the needs of fast-growing population. One of the gravest prob-

lems facing India is therefore the rapid increase in population; total

population increased from 357 million in 1951 to 438 million in

1961. This means that the living standard, which is already very

low, will be considerably affected because not only an ever-increasing

number of mouths has to be fed but it retards economic develop-

ment also inasmuch as a considerable proportion of output from
additional investment disappears in greater consumption by a grow-
ing number of consumers. Gainful employment is yet to be provided
to millions of unemployed and underemployed. The problems of

providing transport and communications, housing, sanitation, educa-
tion and other social services have yet to be tackled. There is, there-

fore, no need to be complacent; much hard work yet remains to

be done, and many sacrifices are required to be made. One can,

however, take some genuine pleasure and satisfaction in the fact

that India has started to move; that the means adopted are just and
humane, and the face of India is changing surely though slowly

and gradually.

In a way, development planning undertaken by India can be
compared with the "planning" undertaken by Labor government in

Britain during 1945-51. However, there is a considerable difference

of degree though not of kind involved in the two cases. In regard

to British planning, Schumpeter commented in his book, Capitalism,

123



Socialism and Democracy, published in 1950, that "most of the

planning that has been actually done or suggested has nothing speci-

fically socialist about it unless we adopt a definition of socialism

that is much too wide to be of any analytic use." The Labor party

had, however, in its election manifesto "Let Us Face the Future"

definitely committed itself to a socialist program of nationalization

of certain industries. Some of the industries had been nationalized

by the Labor government also. Planning in India goes farther and
much deeper than what was attempted in England during 1945-51,

and yet in the light of Schumpeter's remarks, it is difficult to apply

the term "administered capitalism" to Indian economy, as he did in

respect to British economy, inasmuch as the state, through its Plan-

ning Commission, has issued the five year plans which are quite

detailed in nature and encompass a considerable part of the Indian

economy whereas there was no blue print available for the British

economy. At the same time, India has not attempted to nationalize

the industries; there have, no doubt, been four cases of nationaliza-

tion so far, each for a special reason of its own, but no organized

industry is involved. The nationalization has taken place in respect

to life insurance companies, Indian airlines companies. Imperial

Bank of India and the Kolar gold fields. The late prime minister

Nehru referring to the doctrinaire socialists who urged nationaliza-

tion of all Indian industries stated categorically in the Indian parlia-

ment in 1956 that the whole philosophy lying behind the Second
Plan is to take advantage of every possible way of growth, and not

by doing something which fits into some doctrinaire theory.

In this context it will be appropriate to recall the "socialist pattern

of society" slogan which is the officially accepted and avowed ob-

jective of Indian economic policy. There has been some confusion

and misunderstanding about the Indian goal of democratic sociahsm
and the broad objectives of social and economic policies in terms
of socialist pattern of society are not clearly understood. However,
the term "sociahsm" is not interpreted in India in the same way
as it is in the United States, and an average American feels very

touchy by the very mention of the word socialism. India has al-

ways placed means above ends, as is truly borne out in its freedom
struggle. Similarly, in bringing economic freedom to the masses
and in changing the shape of rural India, where economic conditions

have remained static for a long time and in a way mass poverty
has been conserved, the means adopted have been purely and truly

democratic. In describing the approach to development planning,

the Second Plan pointed out that the socialist pattern of society is

not to be regarded as some fixed or rigid pattern, and that the accent

is on the attainment of positive goals, the raising of living standards,

the enlargement of opportunities for all and the creation of a sense

of partnership among all sections of the community. The ruling

Congress party stated at its 1963 session held at Bhuvaneshwar that

in enunciating the principle of socialist pattern of society "the

object is to attain an economy of abundance in the country by the

fullest and the most effective use of human and material resources

.... Everyone should have equal opportunity and a just share in
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the fruits of progress. . . . This change has to be achieved by

peaceful means and with the consent of the people while preserving

and fostering the democratic methods of values as enshrined in the

constitution of India. The Congress ideology may thus be summed
up as democratic sociahsm based on democracy, dignity of the human
individual and social justice."

At the end of the article, it would be significant to recall an im-

portant aspect of development planning in India, and to put it in

the words of planners as stated in the First Plan:

Although the task of drawing up a plan of development

has been, in some measure, concluded, we are conscious

that planning is a continuing process and from time to

time adjustments in policy and program will be needed.

The submission of the Plan marks, however, a stage in the

journey and prepares the way for the harnessing of the na-

tion's efforts and resources for the fulfillment of the Plan.

This makes the planning process a flexible and pragmatic one
and lends support to the contention that there is nothing dogmatic
or doctrinaire in the Indian planning. It has to be adjusted accord-

ing to the changing circumstances, and, as a matter of fact, it has

been adjusted during the past decade. Flexibility brings a new life

and zeal to the whole process. Periodic reviews of various phases
of planning are conducted by economists, and sometimes commit-
tees of parliament undertake investigations of planning programs.
In the light of such detailed checkups, often corrective measures
are undertaken. The catholicity with which flexibility has been built

into Indian planning may thus seem strikingly remarkable.
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