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1.1

OBJECTIVES

After studying this Unit, you will be able to:





Know the concept of Welfare State.
Know the Nature of Welfare state in India.
Appreciate the concept of Development.
Trace out the Different Phases of Development in India.
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1.2

Examine the Role of Planning Commission for development.
Assess the New Role of NITI Ayog for development.

INTRODUCTION:

The Welfare State has been described as a state that takes responsibility in providing
basic economic and social security for its citizens. A welfare state considers itself as
an agent of social service rather than tool of power. The goal of the welfare state is
to bring economic equality and to guarantee equitable standards of living for all. It is
based on the principles of equality of opportunity, equitable distribution for a good
life. The welfare state provides social security measures, education, housing,
healthcare, pension, unemployment insurance, sick leave and equal wages through
price and wage control, public transportation, childcare, social amenities as well as
many other goods and services. It fulfills the physical, material, and social needs of
the people. The welfare of citizens is the responsibility of the state. There are two
modes of a welfare state- In the first mode the states assumes the main responsibility
for the welfare of its citizens. In the. Second mode it creates a "social safety net"
for meeting the minimum needs of the people.
The welfare state is a state that is committed to providing basic economic security
for its citizens by protecting them from market risks associated with old age,
unemployment, accidents, and sickness.
1.3

HISTORY OF THE GROWTH OF WELFARE STATE:

Otto von Bismarck, the first Chancellor of Germany, created the modern welfare state
for the first time by building on a tradition of welfare programs in Prussia and Saxony
that began as early as in the 1840s.Later on Liberal Party launched the welfare state
in Britain with a series of major Liberal welfare reforms in 1906–1914. The reforms
were greatly extended over the next forty years. The 1942 Beveridge Report spelled
out a system of social insurance, covering every citizen regardless of income. It
offered nothing less than a cradle-to-grave welfare state. That was the great promise
presented before the British electorate in 1945.The concept of Welfare State marched
ahead in USA with Roosevelt and the members of Congress who wrote the welfare
provisions into the Social Security Act thought that the need for federal aid to
dependent children and poor old people would gradually wither away as employment
improved and those over 65 began to collect Social Security pensions.
Types of Welfare States:
Esping-Anderson identifies three basic ‘Welfare State regimes’:

Liberal welfare states respond to market and labor force imperatives. Many
benefits, such as health insurance and pensions, are linked with employment. Means
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testing is used to determine eligibility for state services, and relatively modest cash
and voucher benefits are provided for those deemed eligible.
 Conservative/corporatist welfare states rely on state provision of services, rather
than on market or private provision. These states often manifest normative ideals
of a nuclear family characterized by a male breadwinner and a woman who tends
to the family.
 Social democratic welfare states promote a vision of the state as the guarantor of
social rights. These states promote equality of benefits at high levels as a way of
minimizing the effects of social class and income. Welfare benefits are used to
equalize the ability of all citizens, regardless of income, to participate in the
political community.
1.4

INDIA AS A WELFARE STATE:

In the Indian perspective ‘Dana’ (donation) and ‘Dharma’ (charitable work) was the
first notion of the social welfare. The term ‘Dharma’ had a diversity of meanings
ranging from duty/ obligation to charity. During the reign of Chalukyas, Cholas,
Mauryas and during the Golden Age of Guptas a number of welfare activities existed.
During the Mogul rule in India the donation was famous as 'Khairat' (meaning giving
alms). During the British administration they were only interested in collecting of
revenues and overlooked necessary duties of a Welfare State. Despite they had taken
several steps to provide health, facilities, and education facilities and regulated
inhuman activities, removed superstitions, made labour laws and regulated trade and
business. However these steps did not make the people of India happy.
After the independence of India it had numerous issues, challenges and problems.
The economic, social challenges were formidable. The founding fathers of the
constitution of India were keen to solve the socio-economic problems. Therefore,
they were determined to make India a welfare state. In the Preamble to the Indian
Constitution, India is described as a Sovereign, Socialist, Secular and Democratic
Republic. Constitution has wide-ranging provisions to assure social and economic
welfare of the people of India. In this context two important provisions were added
i.e. Fundamental Rights and the Directive Principles of State Policy. .
1.4.1 Directive Principle of State Policy promoting the Goal of Welfare State
in India:
In Part III of the Indian Constitution the Fundamental Rights guarantee the civil
liberties and basic rights to all its citizens. In part IV of the constitution of India the
Directive Principles of State Policy makes an effort to establish a welfare state.
Article 39 says: the state shall strive to promote the welfare of the people by securing
and protecting social, economic and political Justice. The Directive Principles in
amplification, emphasizes the preamble and the goal of the state of Indian politics
which is not laissez-faire. On the contrary, it is a welfare state where the state has a
duty to ensure that its citizens get social and economic justice.
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1.4.2 Implementation of Directive Principles of State Policy:
Land Reforms: Almost all the states have passed land reform laws to bring
changes in the agrarian society and to improve the conditions of the rural masses.
These measures
include:
Abolition of intermediaries like zamindars, jagirdars, inamdars, etc
Tenancy Reforms like security of tenure, fair rents, etc; Imposition of ceilings on
land holdings
Distribution of surplus land among the landless labourers Cooperative farming
Labour Reforms: The following acts were enacted to protect the interests of the
Labour section of
society.







The Minimum Wages Act (1948), Code on Wages, 2020
The Contract Labour Regulation and Abolition Act (1970)
The Child Labour Prohibition and Regulation Act (1986)
Renamed as the Child and Adolescent Labour Prohibition and Regulation
Act, 1986 in 2016.
The Bonded Labour System Abolition Act (1976)
The Mines and Minerals (Development and Regulation) Act, 1957
The Maternity Benefit Act (1961) and the Equal Remuneration Act (1976)
have been made to protect the interests of women workers.

Panchayati Raj System: Through 73rd Constitutional Amendment Act, 1992,
government fulfilled constitutional obligation stated in Article 40.Three
tier ‘Panchayati Raj System’ was introduced at the Village, Block and District level
in almost all parts of the country.
Cottage Industries: To promote cottage industries as per Article 43, the
government has established several Boards such as Village Industries Board, Khadi
and Village Industries Commission, All India Handicraft Board, Silk Board,
Coir Board, etc., which provide essential help to cottage industries in finance and
marketing.
Education: Government has implemented provisions related to free and compulsory
education as provided in Article 45.
Introduced by the 86th Constitutional Amendment and subsequently passed
the Rights to Education Act 2009, Elementary Education has been accepted as
Fundamental Right of each child between the 6 to 14 years of age.
Rural Area Development: Programmes such as the Community Development
Programme (1952), Integrated Rural Development Programme (1978-79)
and Mahatma Gandhi National Rural Employment Guarantee Act
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(MGNREGA-2006) were launched to raise the standard of living particularly in
rural areas, as stated in the Article 47 of the Constitution.
Health: Central Government sponsored schemes like Pradhan Mantri Gram
Swasthya Yojana (PMGSY) and National Rural Health Mission (NRHM) are
being implemented to fulfill the social sector responsibility of the Indian State.
Environment: The Wildlife (Protection) Act, 1972, the Forest (Conservation)
Act, 1980 and the Environment (Protection) Act, 1986 have been enacted to
safeguard
the
wildlife
and
the
forests
respectively.
The Water and Air Pollution Control Acts have provided for the establishment of
the Central Pollution Control Board.
Heritage Preservation: The Ancient and Historical Monument and
Archaeological Sites and Remains Act (1958) has been enacted to protect the
monuments, places and objects of national importance.
Food security to all Indians are guaranteed under the National Food Security Act,
2013 where the government provides food grains to people at a very subsidized rate.

1.5

DEVELOPMENTAL DIMENSIONS

Democracy came to India after independence. It neither followed the liberal
Capitalist industrialization policy of the west nor followed the Totalitarian socialistic
planning system of USSR. Our leaders envisaged a Democratic Republic and assured
to secure justice, liberty, equality and fraternity for all its citizens. India followed a
Mixed Economy system. It is a combination of Capitalist economy and a Socialist
economy. There is a central planning authority in India.
Now the Planning Commission of India has been replaced by new institution known
as NITI (National Institution for Transforming India) Aayog. India’s economy is
based on economic plan. All sectors in India function according to the aims and
objectives laid down in the plan and the state regulates the economy through various
monetary, fiscal and direct control measures. The objective is to check the desserts
of the price mechanism. Following are the goals of Planning in India.
1) Balanced Growth: Only planning can bring balanced growth in the economy
which will develop the underdeveloped areas economically and socially.
2) Employment Generation: Only economic planning can solve the
unemployment problem of India.
3) Increase in the Standard of Living: The resources of the country is unequally
distributed and through planning the recourses of the country can be redistributed
to the weaker sections of the society who have been deprived of. These resources
can increase the standards of living of the poor people.
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4) Higher National Output: By appropriate planning we use the existing resources
in a better way to increase the national output. By this we can save the wastage
of resources.
5) Modernization of Agriculture: Economic development is not possible without
modernizing agriculture which is the primary sector in India.
6) Planning will Reduce Inequalities in Income and Wealth: In India, there are
inequalities of income and wealth. Planning can reduce the inequalities by a
variety of steps in order to bring social justice.
7) Rapid Industrialization: Industrialization can be better achieved by utilizing the
resources only by a suitable planning. It will create needed infrastructure in the
economy and speed up the development process.
8) Best Utilization of Resources: Proper utilizations of the resources of the country
can be done only by planning.
9) Stability of the Economic System: Stability and proper co-ordination in the
economy can be achieved only through planning.
10) Higher Rate of Saving and Investment: Planning is helping to secure a high
rate of saving and investment in the economy.
11) Sustainable Growth: Planning is essential to make the economy self- reliant.
In the above situation the state played an important role as a mediator between
political democracy and economic democracy.
1.5.1 Development in India: 1947-1967:
According to the Indo- Pakistan financial arrangements of 1947 India had to pay
rupees 55 crores as the latter’s share of the assets. The partition of India created the
refugee problem. The Hindus left behind property worth 500 crores in West Pakistan
whereas the Muslim losses in India are put to 100 crores. The British administration
had transformed Indian economy into backward economy. After Independence
widespread poverty was especially noticed among the weaker sections of the
community. The union government had to take immediate measures to solve these
problems. In the 1950s the strategy of economic development was shaped by Nehru.
Socialism was visioned by the Congress in the form of the Bombay Plan of 1944 and
in the new industrial policy resolution in 1948. Economic growth always remained
as the main object of Indian 5 Year Plans. The Nehru-Mahalanobis strategy was
developed by Prasanta Chandra Mahalanobis, under the guidance of
Jawaharlal Nehru in 1953. Being influenced by Soviet Union, the first and second
plan emphasized on agriculture and heavy industry. During the 1st Five Year Plan
1951-56 national income increased by 3.6% per annum as against the target growth
rate of 2.1%. The increase in per capita income during this period was 1.7% per
annum against the target 1.0%. In the 2nd Five Year Plan 1956-61 the growth rate
actually achieved was 4% per annum against the target of 4.5% per annum. There
was speeding up in the manufacturing industry in the 1950-1964. There was a
substantial diversification of industrial production as the capital goods sectors and
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other infant industries came up and achieved some level of production. Earlier only
cotton, sugar and jute textiles existed. Domestic self-sufficiency in food production
was achieved though food consumption remained low.
There were disputes over whether the Planning Commission would be
a recommending or an implementing agency. The private sector in India was
relieved to maintain its distance from Soviet style planning. The Industrial
Development and Control Bill initiated in 1949 was opposed and
reformulated into the Industrial Development and Regulation Act (1951) to
give considerable voice to Indian industry. This was the birth of industrial
controls and licensing that would only be abolished in 1991. The Industrial
Policy Resolution of 1956 was less generous towards private capital than the one in
1948. The Second Five-Year Plan (1956–61) increased the proportion of government
investment in relation to private investment and pointed it towards heavy capital
intensive industrialization. The Nehru years witnessed a rise in the power of the
Planning Commission, which won it the epithet “super cabinet.”Nehru was not
entirely averse to the private Sector. Banks could not be nationalized. Foreign
investment continued to enjoy a reasonably favorable environment .The National
Development Council involving state-level leaders was also made more
powerful. The droughts of 1964/65 and 1965/66 and the war with Pakistan in 1965
created a financial situation where India became dependent on shipments of US PL
480 wheat. Food price inflation is a major setback for any Indian political party. The
government needed substantial external finance to fund the Fourth Five-Year Plan
(1969–74).Between the Third (1961–66) and the Fourth Five-Year Plans, India’s
strained resources drove the country to two years of plan holiday (1967 and
1968).The food situation and the related financial situation forced India to ask the US
for subsidized wheat supplies and financial assistance.
The war with China had exposed India’s economic weakness. Chronic food
shortages and price rise convinced Lal Bahadur Shastri that India needed to move
away from centralized planning and price controls. He renewed focus on agriculture,
accepted a larger role for private enterprise and foreign investment, and trimmed the
erstwhile Planning Commission’s role. India’s victory over Pakistan in the 1965 war
provided the political capital to consider economic reforms of the kind that took place
25 years later.
1.5.2 Development in India: 1967-1990:
Crisis in the economy in the mid-1960s was apparent in the form of food crisis. The
devaluation of rupee followed and planning was to be suspended for three years as
industrial sector as well as savings and investments suffered. Land reform measures
had received limited success in some states like Kerala, West Bengal, Maharashtra
and Jammu & Kashmir. Programmes like DPAP, DWARKA were launched to
alleviate poverty. Prime Minister Indira Gandhi nationalised the Banks, Mines and
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abolished the Privy Purses. The Native Rulers, Feudal class and Business class lost
their dominance as princes became weak due to abolition of privy purses. Business
class and industrialists lost their hold due to control of Industry by Government and
Planning Commission. Nationalization of Banks and Industries crippled Industrial
and Business class.
From 1973 there was decline in the economic situation, unemployment was rampant,
inflation was out of control, and shortage of basic food and essential commodities. It
created a serious crisis in India.
During 1980s in order to boost the agriculture sector, enormous subsidies were given.
In addition to this, soft loans and loan waivers to the farmers resulted heavy
expenditure of the state exchequer and loss of revenue. Massive allocation of funds
was made under employment generating programmes like RLEGP, NREP, and
IRDP. Twenty Point Programme was announced by Gandhi in January 1982 aimed
at all round improvement in the economy and it became integral part of the 6th Five
Year Plan. It put importance on eradication of poverty. Foreign aid also continued
during the 6th Five Year Plan. Congress Government under Narsimha Rao was
formed which followed economic policy of Globalization, which is being followed
both by N.D. A. and U.P. A. Governments. The 7th Five Year Plan assured selfreliance through export promotion and import substitution. The idea of self-reliance
had undergone sweeping changes from mid-1991.
1.5.3 Development in India: 1991 Onwards:
The year of 1991 is economically very crucial for India. P.V. Narasimha Rao was
sworn in as Prime Minister of India on 21st June, 1991. The Gulf war, the political
and economic changes in Eastern Europe and the collapse of the Soviet Union created
troubles in the Indian economy. The foreign exchange reserves were worsening and
Gold reserves were downward. The Indian Economy needed a major boost. Foreign
commercial banks were declined to lend to India. The Non Resident Indians were
also withdrawing their deposits. The fiscal deficit of the country went on increasing.
Price rise was acute. The devaluation of the rupee against all major currencies
created deficit. In 1991, Manmohan Singh as Finance Minister freed India from the
Licence Raj. He liberalised the Indian economy. On July 24, 1991, India under took
a number of economic reforms, which is now known as the Economic Liberalization
of 1991. P.V. Narasimha Rao's five-year term was succeeded by four short-lived
governments—Atal Bihari Vajpayee, H. D. Deve Gowda and I. K. Gujral, and
Vajpayee again for 19 months in 1998–99. Quotas on the imports of most machinery
and equipment and manufactured intermediate goods were removed. The Indian
economy took two years to stabilize but then achieved record growth of 7.5 percent
in the three years 1994-97.
8

When the reforms began, all opposition parties had alleged that it was a sellout to the
International Monetary Fund (IMF). But when the outcome was recorded and GDP
growth was noticed, the allegations melted away. Every successive government that
came to power continued to follow the economic liberalization. The reforms were
erratic and half-baked but not reversed. The average GDP growth slowed to 5.7
percent in 1997-2003. But, it reached a peak of over 9 percent per year in the three
years 2005-08.
In 2014 the new government led by Narendra Modi tried to tackle some of the worst
problems. Economic growth had picked up to an estimated 7.5 percent in 2015-16.
Although India's position in the world has been transformed beyond recognition in
the past 25 years, much reform is still needed, above all reforms in governance,
institutions, and the delivery of government services.
1.6

THE ROLE OF PLANNING COMMISSION

Setting up of National Planning Committee by Indian National Congress in 1938, the
Bombay Plan & Gandhian Plan in 1944, Peoples Plan in 1945 (by post war
reconstruction Committee of Indian Trade Union), Sarvodaya Plan in 1950 by
Jaiprakash Narayan were steps in this direction. As early as in 1876, when Dadabhai
Naoroji wrote his ‘Poverty of India’ it was realised that India’s poverty could be
eradicated only if efforts in some planned way were made. It was in 1933 that M.
Visvesvaraya came out with his ten year plan with the target of doubling the income
of the country. In 1938, Indian National Congress set up a National Planning
Committee under the Presidentship of Late Pt. Jawahar Lal Nehru. In 1941, the then
Government of India realised the need and necessity of some sort of planning body
in India and appointed a Committee for Planning. In 1943, this Committee was
replaced by the Reconstruction Committee of the Executive Council, which was
headed by the Governor General himself. In 1944, a separate Planning and
Development Department was set up by the Government of India. In 1946, an
Advisory Planning Board was set up by the interim Government of India with K.C.
Neogi as its Chairman. It also suggested that such a body be named as Planning
Commission. In 1948, National Planning Committee was accordingly set up by the
government. The Planning Commission was actually set up on 15th March, 1950, by
a Resolution of the Government of India and started its work on 28th March, 1950.
Therefore, the Planning Commission has no constitutional status.
Structure of Planning Commission of India:
Planning Commission was set up by a Resolution of the Government of India. It is
therefore not a statutory body and the plans formulated by it have therefore no legal
status. Its tasks are primarily the formulation, monitoring and evaluation of plans and
not their execution or implementation. All this makes the Planning Commission
appear as an advisory body though in practice it wields considerable amount of
power.
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The Prime minister is the chairman of the Planning Commission. The chairman along
with the Deputy Chairman and the full time members give advice and guidance for
the formulation of Five Year Plan, Annual Plans, State Plans, Projects and Schemes,
among others. The Planning Commission works through three major divisionsProgramme advisors; General Secretariat; and Technical divisions.
In his first Independence Day speech in 2014, Prime Minister Narendra Modi
announced his intention to dissolve the Planning Commission. It has since been
replaced by a new institution named NITI Aayog. to better represent the present
needs and aspirations of people of India.
1.6.1 Objective of Economic Planning of India:
1. Economic Development: The main objective of Indian planning is to achieve
the goal of economic development economic development is necessary for under
developed countries because they can solve the problems of general poverty,
unemployment and backwardness through it.
2. Employment opportunities: Another objective of the plans is better utilization
of man power resource and increasing employment opportunities. Measures have
been taken to provide employment to millions of people during plans. It is
estimated that by the end of Tenth Plan (2007) 39 crore people will be employed.
3. Self-sufficient: It has been the objective of the plans that the country becomes
self-sufficient regarding food grains and industrial raw material like iron and steel
etc. Also, growth is to be self-sustained for which rates of saving and investments
are to be raised. With the completion of Third Plan, Indian economy has reached
the take off stage of development. The main objective of the Tenth Plan is to get
rid of dependence on foreign aid by increasing export trade and developing
internal resources.
4. Economic stability: Stability is as important as growth. It implies absence of
frequent and excessive occurrence of inflation and deflation. If the price level
rises very high or falls very low, many types of structural imbalances are created
in the economy.
5. Social welfare and services: The objective of the five year plans has been to
promote labour welfare, economic development of backward classes and social
welfare of the poor people. Development of social services like education, health,
technical education, scientific advancement etc. has also been the objective of the
Plans.
6. Regional Development: Different regions of India are not economically equally
developed. Punjab, Haryana, Gujarat, Maharashtra, Tamil Nadu, Andhra Pradesh
etc. are relatively more developed. But U.P., Bihar, Odisha, Nagaland,
Meghalaya and H.P. are economically backward. Rapid economic development
of backward regions is one of the priorities of five year plans to achieve regional
equality and balance.
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7. Comprehensive Development: All round development of the economy is
another objective of the five year plans. Development of all economic activities
viz. agriculture, industry, transport, power etc. is sought to be simultaneously
achieved. First Plan laid emphasis on the development of Agriculture. Second
plan gave priority to the development of Heavy Industries. In the Eighth Plan
maximum stress was on the development of Human Resources.
8. To Reduce Economic Inequalities: Every Plan has aimed at reducing economic
inequalities. Economic inequalities are indicative of exploitation and injustice in
the country. It results in making the rich richer and the poor poorer. Several
measures have been taken in the plans to achieve the objectives of economic
equality especially by way of progressive taxation and reservation of jobs for the
economically backward classes. The goal of socialistic pattern of society was set
in the second plan mainly to achieve this objective.
9. Social Justice: Another objective of every plan has been to promote social
justice. It is possible in two ways, one is to reduce the poverty of the poorest
section of the society and the other is to reduce the inequalities of wealth and
income. According to Eighth Plan, a person is poor if the spends on consumption
less than Rs. 328 per month in rural area and Rs.454 per month in urban area at
1999-2000 prices. About 26 percent of Indian population lives below poverty
line. The tenth plan aims to reduce this to 21%.
10. Increase in Standard of Living: The other objective of the plan is to increase
the standard of living of the people. Standard of living depends on many factors
such as per capita increase in income, price stability, equal distribution of income
etc. During the period of Plans, the per capita income at current prices has reached
only up to Rs. 20988.
1.6.2

Functions of Planning Commission:

The Role of the Planning Commission is directly related to the economic and social
tasks assigned to the government by the Indian Constitution in its Directive
Principles. The Directive Principles of State Policy urge upon the state to secure
right to adequate means of livelihood for its citizens and minimize the inequalities in
the ownership of wealth and means of production.
In other words, the state is required to ensure reduction in mass poverty which
implies that it has to ensure growth in production and its equitable distribution among
the various sections of people. It meant that the centre had decided to play a major
role in socio-economic transformation as required by the Directive Principled of State
Policy.
The 1950 Resolution setting up the Planning Commission outlined its functions as
the following:
1) Planning Commission makes an assessment of the material, capital and human
resources of the country, including technical personnel, and investigates the
11

2)
3)

4)

5)
6)

7)

possibilities of augmenting such resources which are found to be deficient in
relation to the nation's requirements;
Formulates a plan for the most effective and balanced utilization of country‘s
resources;
Determination of priorities by defining the stages in which the plan should be
carried out and proposes the allocation of Resources for the due completion of
each stage;
Indicates the factors which tend to retard economic development, and determines
the conditions, which in view of the current social and political situation, should
be established for the successful execution of the plan;
Determines the nature of the machinery which will be necessary for securing the
successful implementation of each stage of the plan in all its aspects;
Appraises from time to time the progress achieved in the execution of each stage
of the plan and recommends the adjustments of policy measures that such
appraisal may show to be necessary; and
Makes such interim or ancillary recommendations as appear to it to be
appropriate either for facilitating the discharge of the duties assigned to it or on a
consideration of prevailing economic conditions, current policies, measures and
development programmes or on an examination of such specific problems as may
be referred to it for advice by the Central or state governments.

1.6.3

Additional functions:

In addition to the functions referred to above, the Planning Commission has been
entrusted with responsibility in respect of the following matters as provided for by
the Government of India Allocation of Business Rules:
a) Public Cooperation in National Development;
b) Hill Area Development Programme;
c) Perspective Planning;
d) Institute of Applied Manpower Research; and
e) National Informatics Centre.
1.6.4 Role of Planning Commission for Development:
The Planning Commission is a non-constitutional and non-statutory body and
is responsible to formulate five years plan for social and economic development in
India. The Planning Commission's primary role, as its name implies, is to plan. A
Planning Commission is a body of citizens, acting as an advisory group on issues and
policies related to development. The Planning Commission plays an
integrative role in the development of a holistic approach. It aims to promote a rapid
rise in the standard of living of the people by utilizing the resources of the country,
increasing production and offering employment opportunities to all. The Planning
Commission has the responsibility for formulating plans as to how the resources can
12

be used in the most effective way. The Planning Commission has to make periodic
assessment of all resources in the country, boost up insufficient resources and
formulate plans for the most efficient and judicious utilization of resources.
1.7

NITI AYOG

The National Institution for Transforming India, also called NITI Aayog, was formed
via a resolution of the Union Cabinet on January 1, 2015. NITI Aayog is the premier
policy ‘Think Tank’ of the Government of India, providing both directional and
policy inputs. While designing strategic and long term policies and programmes for
the Government of India, NITI Aayog also provides relevant technical advice to the
Centre and States. The Government of India, in keeping with its reform agenda,
constituted the NITI Aayog to replace the Planning Commission instituted in 1950.
This was done in order to better serve the needs and aspirations of the people of India.
An important evolutionary change from the past, NITI Aayog acts as the
quintessential platform of the Government of India to bring States to act together in
national interest, and thereby fosters Cooperative Federalism.
On 7 June 2018, the Prime Minister approved the reconstitution of NITI Aayog to
include Ex-officio members and special invitees.
1.7.1 Structure of Niti Ayog
NITI Aayog comprises:
Chairperson: Prime Minister of India
Governing Council: comprising the Chief Ministers of all States and Lt. Governors
of Union Territories.
Part-time Members: maximum of 2, from leading universities, research
organisations and other relevant institutions in an ex-officio capacity. Part time
members will be on a rotational.
Ex-Officio Members: maximum of 4 members of the Union Council of Ministers to
be nominated by the Prime Minister.
Chief Executive Officer: to be appointed by the Prime Minister for a fixed tenure,
in the rank of Secretary to the Government of India.
Secretariat: as deemed necessary.
Features:
NITI Aayog is developing itself as a State-of-the-art Resource Centre, with the
necessary resources, knowledge and skills, that will enable it to act with speed,
promote research and innovation, provide strategic policy vision for the government,
and deal with contingent issues.
NITI Aayog’s entire gamut of activities can be divided into four main heads:
 Design Policy & Programme Framework
 Foster Cooperative Federalism
 Monitoring & Evaluation
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 Think- Tank and Knowledge & Innovation Hub

The different verticals of NITI provide the requisite coordination and support
framework for NITI to carry out its mandate. The list of verticals is as below:
 Agriculture
 Health
 Women & Child Development
 Governance & Research
 HRD
 Skill Development & Employment
 Rural Development
 Sustainable Development Goals
 Energy
 Managing Urbanization
 Industry
 Infrastructure
 Financial Resources
 Natural Resources & Environment
 Science & Tech
 State Coordination & Decentralized Planning (SC&DP)
 Social Justice & Empowerment
 Land & Water Resources
 Data management & Analysis
 Public-Private Partnerships
 Project Appraisal and Management Division (PAMD)
 Development Monitoring and Evaluation Office
 National Institute of Labour Economics Research and Development
(NILERD)
14

1.7.2 Regional Council:
The Governing Council of NITI, with The Prime Minister as its Chairman, comprises
Chief Ministers of all States and Lt. Governors of Union Territories (UTs).
Regional Councils will be formed to address specific issues and contingencies
impacting more than one state or region. Strategy and Planning in the NITI Aayog
will be anchored from State-level; with Regional Councils convened by the Prime
Minister for identified priority domains, put under the joint leadership of related subgroups of States (grouped around commonalities which could be geographic,
economic, social or otherwise) and Central Ministries.
Regional Councils will:
● Have specified tenures, with the mandate to evolve strategy and oversee
implementation.
● Be jointly headed by one of the group Chief Ministers (on a rotational basis or
otherwise) and a corresponding Central Minister.
● Include the sectoral Central Ministers and Secretaries concerned, as well as State
Ministers and Secretaries. Be linked with corresponding domain experts and
academic institutions.
● Have a dedicated support cell in the NITI Aayog Secretariat.
States would thus be empowered to drive the national agenda. As a
consequence, deliberation would be more grass-roots informed, and
recommendations would have more ownership, given their joint formulation.
● Be linked with corresponding domain experts and academic institutions.
● Have a dedicated support cell in the NITI Aayog Secretariat.
1.7.3 Specialised Wing:
Research Wing that will develop in-house sectoral expertise as a dedicated thinktank of top notch domain experts, specialists and scholars.
Consultancy Wing that will provide a market-place of whetted panels of expertise
and funding, for Central and State Governments to tap into; matching their
requirements with solution providers, public and private, national and international.
By playing match-maker instead of providing the entire service itself, NITI Aayog
will be able to focus its resources on priority matters, providing guidance and an
overall quality check to the rest.
Team India Wing comprising representatives from every State and Ministry, will
serve as a permanent platform for national collaboration. Each representative will:
● Ensure every State/Ministry has a continuous voice and stake in the NITI Aayog.
● Establish a direct communication channel between the State / Ministry and NITI
Aayog for all development related matters, as the dedicated liaison interface.
A national Hub-Spoke institutional model will be developed, with each State and
Ministry encouraged to build dedicated mirror institutions, serving as the interface of
interaction. These institutions, in turn, will nurture their own networks of expertise
at State and Ministry level.
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NITI Aayog will function in close cooperation, consultation and coordination with
the Ministries of the Central Government, and State governments. While it will make
recommendations to the Central and State Governments, the responsibility for taking
and implementing decisions will rest with them.
1.7.4 Objectives and Functions of NITI Ayog:
1) To evolve a shared vision of national development priorities, sectors and
strategies with the active involvement of States.
2) To foster cooperative federalism through structured support initiatives and
mechanisms with the States on a continuous basis, recognizing that strong States
make a strong nation.
3) To develop mechanisms to formulate credible plans at the village level and
aggregate these progressively at higher levels of government.
4) To ensure, on areas that are specifically referred to it, that the interests of national
security are incorporated in economic strategy and policy.
5) To pay special attention to the sections of our society that may be at risk of not
benefiting adequately from economic progress.
6) To design strategic and long term policy and programme frameworks and
initiatives, and monitor their progress and their efficacy. The lessons learnt
through monitoring and feedback will be used for making innovative
improvements, including necessary mid-course corrections.
7) To provide advice and encourage partnerships between key stakeholders and
national and international like-minded Think tanks, as well as educational and
policy research institutions.
8) To create a knowledge, innovation and entrepreneurial support system through a
collaborative community of national and international experts, practitioners and
other partners.
9) To offer a platform for resolution of inter-sectoral and inter departmental issues
in order to accelerate the implementation of the development agenda.
10) To maintain a state-of-the-art Resource Centre, be a repository of research on
good governance and best practices in sustainable and equitable development as
well as help their dissemination to stake-holders.
11) To actively monitor and evaluate the implementation of programmes and
initiatives, including the identification of the needed resources so as to strengthen
the probability of success and scope of delivery.
12) To focus on technology upgradation and capacity building for implementation of
programmes and initiatives.
13) To undertake other activities as may be necessary in order to further the execution
of the national development agenda, and the objectives mentioned above.
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1.7.5 NITI Ayog Vrs Planning Commission
 Planning Commission was a Super- Cabinet while Niti Ayog is a
Think-Tank or an Advisory Body.
 The State Governments have a bigger Role to play with NITI Ayog
which was very much limited in Planning Commission.
 Planning Commission was following Top-Bottom Approach while
NITI Ayog is following Bottom-Top Approach.
 Meeting of Planning Commission was very few, while NITI Ayog
meets frequently to assess the process of implementation of its
Objectives.

1.8

SUMMARY:

A welfare state regards itself as an agency of social service rather than instrument of
power. “Directive principles of state policy” in part IV of the constitution that
endeavored to create a welfare state. After independence India neither followed the
liberal capitalist industrialization policy of the west and nor followed the totalitarian
socialistic planning system of USSR. Our leaders visualized a democratic republic
with assurance to secure justice, liberty, equality and fraternity for all its citizens.
India followed a mixed economy system. There is a central planning authority in
India. The welfare state has often been described as a state that takes responsibility
in providing basic economic and social security for its citizens. The Planning
Commission was set up by a Resolution of the Government of India in March 1950.
The Planning Commission was assigned the responsibility of assessing all the
resources of the country, enhancing scarce resources, drafting plans for the most
productive and balanced usage of resources and ascertaining priorities. The Planning
Commission was required to consult the Central Ministries and the State
Governments while formulating Five Year Plans and Annual Plans and also to
supervise their implementation. The Commission also functions as an advisory body
at the apex level. In 2014, it was replaced by NITI Aayog, a more robust
organization. It is more like a think-tank that works with stakeholders for developing
the country.
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1.9 EXERCISE
1. What do you mean by a welfare state? Why did the Constitution-makers
decide that India would be a welfare state?
2. How have Directive Principles helped in promoting socio-economic
development and equality?
3. Describe the Directive Principles of State Policy which have been
implemented.
4. What is a Welfare state? Discuss and evaluate the concept of welfare state in
India.
1.10
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2.1

OBJECTIVES

After studying this Unit, you will be able to:



Know the concept of Liberalization, Privatization and Globalization (LPG).
Explore the development of India in the era of Liberalization and Reforms.
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2.2

Outline the major reforms in the New Economic Policy (NEP) of 1991.
Trace out the major elements of Liberalization in India.
Explore the Indian economic development under Liberalization.
Trace the positive impacts of Liberalization in India.
Explain the positive impacts of Liberalization in India.
Explain the negative impact of Liberalization in India.
INTRODUCTION

Globalization has been defined as the process of rapid integration of countries and
happenings through greater foreign trade and foreign investment. It is the process of
international integration arising from the interchange of world views, products, ideas
and other aspects of culture.
Factors compelling for Globalisation:
1) Technology: has reduced the speed of communication manifolds. The phenomenon
of social media in the recent world has made distance insignificant.
The integration of technology in India has transformed jobs that required specialized
skills and lacked decision-making skills to extensively-defined jobs with higher
accountability that require new skills, such as numerical, analytical, communication
and interactive skills. As a result of this, more job opportunities are created for people.
2) LPG Reforms: The 1991 reforms in India have led to greater economic
liberalization which has, in turn, increased India’s interaction with the rest of the
world.
3) Faster Transportation: Improved transport, making global travel easier. For
example, there has been a rapid growth in air travel, enabling greater movement of
people and goods across the globe.
4) Rise of WTO: The formation of WTO in 1994 led to a reduction in tariffs and nontariff barriers across the world. It also led to the increase in the free trade agreements
among various countries.
5) Improved mobility of capital: In the past few decades, there has been a general
reduction in capital barriers, making it easier for capital to flow between different
economies. This has increased the ability of firms to receive finance. It has also
increased the global interconnectedness of global financial markets.
6) Rise of MNCs: Multinational corporations operating in different geographies have
led to a diffusion of best practices. MNCs source resources from around the globe and
sells their products in global markets leading to greater local interaction.
These factors have helped in economic liberalization and globalization and have
facilitated the world in becoming a “global village”. Increasing interaction between
people of different countries has led to the internationalization of food habits, dress
habits, lifestyle and views.
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Globalisation in India:
In 1991, India faced an economic crisis relating to its external debt. It was a balance
of payments deficit and the government was not able to make repayments on its
borrowings from abroad; foreign exchange reserves, which India generally maintain
to import petrol and other important items. A balance of payments deficit occurred
because the country imported more goods, services, and capital than it exported.
Therefore India was forced to borrow from other countries to pay for its imports. The
new government of PV Narasimha Rao assumed office in June 1991. The Rao
government decided on the sale of gold. The exchange rate of the rupee was adjusted,
and massive devaluation of the rupee was carried on against major currencies to
improve the trade and payment situation. The crisis was further compounded by the
rising prices of essential goods. All these led the government to introduce a new set of
policy measures that changed the direction of our developmental strategies. In this
situation, India needed major economic renovation.
The above crisis led to the introduction of Economic Reforms in the country on July
24, 1991. This policy resulted in the creation of a series of rules and laws, which aimed
at controlling and regulating the economy for growth and development. India has since
been able to achieve growth in savings and in developing a diversified industrial sector
producing a variety of goods and has experienced a sustained expansion of agricultural
output which has ensured food security.
2.3 ADOPTION

OF

LIBERALIZATION,

PRIVATIZATION

AND

GLOBALIZATION (LPG):
The origin of the financial crisis can be traced back to the 1980s arising out of
inefficient management of the Indian economy. When expenditure is more than
income, the government borrows to finance the deficit from Banks and also from
people within the country and International Financial Institutions. When we import
goods like petroleum, we pay in dollars which we earn from our exports. Even though
the revenues before the 1980s were very low, the government had to spend its revenue
to meet problems like unemployment, poverty and population explosion. The
continued spending on development programmes of the government did not generate
additional revenue. Moreover, the government was not able to generate sufficiently
from internal sources such as taxation. When the government was spending a large
share of its income on areas that do not provide immediate returns such as the social
sector and defence, there was a need to utilise the rest of its revenue in a highly
efficient manner. The income from public sector undertakings was also not very high
to meet the growing expenditure. At times, our foreign exchange, borrowed from other
countries and international financial institutions, was spent on meeting consumption
needs. No attempt was made to reduce such extravagant spending. Sufficient attention
was not also given to make better exports to pay for the growing imports.
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In the late 1980s, government expenditure began to exceed its revenue by such large
margins that meeting the expenditure through borrowings became unsustainable.
Prices of many essential goods rose sharply. Imports grew at a very high rate without
matching the growth of exports. Foreign exchange reserves declined to a level that
was not adequate to finance imports for more than two weeks. There was also not
sufficient foreign exchange to pay the interest that needs to be paid to international
lenders.
India approached the International Bank for Reconstruction and Development
(IBRD), popularly known as World Bank and the International Monetary Fund (IMF),
and received $7 billion as a loan to manage the crisis. For availing the loan, these
international agencies expected India to liberalise and open up the economy by
removing restrictions on the private sector, reducing the role of the government in
many areas and removing trade restrictions between India and other countries. India
agreed to implement the policy of Liberalisation, Privatisation and Globalization
(LPG) on the advice of the World Bank and IMF and announced the New Economic
Policy (NEP) in 1991.
2.3.1 The New Economic Policy (NEP) of 1991:
New Economic Policy (NEP) consisted of several economic reforms. The objective of
the policies was towards creating a more competitive environment in the economy and
removing the barriers to entry and growth of firms. This set of policies can broadly be
classified into two groups: (a) Stabilization measures and (b) Structural Reform
measures.
(a) The Stabilization measures: Stabilization measures are short term measures,
intended to correct some of the weaknesses that have developed in the balance
of payments and to bring inflation under control. In simple words, this means
that there was a need to maintain sufficient foreign exchange reserves and keep
the rising prices under control.
(b) The Structural Reform measures: The Structural Reform policies are longterm measures, aimed at improving the efficiency of the economy and
increasing its international competitiveness by removing the rigidities in
various segments of the Indian economy. The government initiated a variety
of policies which comes under three heads viz., Liberalisation, Privatisation
and Globalisation.
2.4

LIBERALISATION:

2.4.1 What is Liberalisation?
Liberalisation refers to the relaxation of restrictions of the government usually in areas
of social and economic policies. Thus, when government liberalizes trade it means it
has removed the tariff, subsidies and other restrictions on the flow of goods and
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services between countries. Liberalization is a very broad term that usually refers to
fewer government regulations and restrictions in the economy. Progressive
elimination of government control over economic activities is known as
“liberalisation”. Liberalisation refers to the freedom to business enterprises from
excessive government control and they are given the freedom to make their own
decisions regarding production, consumption, pricing, marketing, borrowing, lending
and investments.
2.4.2 The New Economic Policy of India and Liberalisation:
The Economic policy was announced on July 24, 1991, by the government, headed by
Prime Minister P.V Narasimha Rao. The New Industrial Policy (NIP) was a big
departure from the erstwhile industrial policy. The key objective of industrial policy
was rapid industrialization of the country, to maintain sustained growth in productivity
and gainful employment, and to attain international competitiveness. Therefore, the
basic philosophy of the Economic policy of 1991 has been continuity with change.
The new neo-liberal policies included opening for international trade and investment,
deregulation, initiation of privatization, tax reforms, and inflation-controlling
measures. The main objective of the government was to transform the economic
system from Socialism to Capitalism to achieve high economic growth and
industrialize the nation for the well-being of Indian citizens. Today India is mainly
characterized as a Market Economy. Thus, the Balance of Payment crisis followed by
pledging of Gold reserves, taking a loan from IMF and other structural adjustment
programmes (sponsored by IMF and World Bank) were the initial steps towards
the economic reforms that were launched in 1991.
2.4.3 Reasons for implementing Liberalisation Policy:
 Excess of consumption and expenditure over revenue resulting in heavy
government borrowings.
 Growing inefficiency on the use of resources.
 Overprotection to industries.
 Mismanagement of the firm and the economy.
 Increase in losses for public sector enterprises.
 Various distortions like the poor technological development, shortage of foreign
exchange and borrowing from abroad.
 Low foreign exchange reserves.
 Inflation
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2.4.4 Major Elements of Liberalisation in India:
The major elements of Liberalisation in India include the following:
1.
De-licencing of industries: - The Industrial Policy, 1991 abolished licencing
for most industries which helped Indian companies to concentrate on productive
activities. The 6 industries that required licencing are Alcohol, Cigarettes, Industrial
Explosives, Defence product, Drugs and Pharmaceuticals, Hazardous Chemicals, etc.
2.
Liberalisation of foreign investment: - The necessity to obtain approval for
foreign investment from various government authorities often caused the delay. At
present, FDI is 100 % in certain sectors such as Infrastructure, Exports, Hotels,
Tourism, etc. The Liberalisation of FDI has resulted in certain benefits such as
increased inflow of foreign capital, Development of skills of Indian personnel due to
foreign MNCs, training and transfer of technology by foreign partners to Indian firms
etc.
3.
Liberalisation of foreign technology imports: - The liberalized import of
foreign technology led to technological improvement in Indian industries. This helped
in getting automatic permission for foreign technology imports and no permission was
required for hiring foreign technicians and foreign technology testing.
4.
Liberalisation of industrial location: - The Industrial Policy, 1991 stated
that there is no need to obtain approval from the central government for industrial
location. This enabled the Indian firms to set up industries at the right location of their
choice without much interference from government authority.
5.
Liberal Taxation: - The Government of India has introduced a liberal
reduction in taxation rates on Direct Tax and Indirect Tax, Customs, Excise, Service
which has greatly benefited the firms operating in India.
These changes pertain broadly to five areas
(a) Industrial licensing.
(b) Public sector policy.
(c) MRTP Act, 1969.
(d) Foreign investment.
(e) Foreign technology agreements.
The Path of Liberalization leads to
 Relief for foreign investors
 Devaluation of Indian Rupees
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 New Industrial Policy
 New Trade policy
 Removal of Import Restrictions
 Liberalization of NRI Remittances
 Freedom to Import Technology
 Encouraging Foreign tie-ups
 MRTP relaxation
 Privatization of Public sector
2.4.5 Indian Economic development under Liberalization:
Liberalisation was introduced to put an end to these restrictions and open up various
sectors of the economy. Though a few liberalisation measures were introduced in the
1980s in areas of industrial licensing, export-import policy, technology up-gradation,
fiscal policy and foreign investment, Reform policies initiated in 1991 were more
comprehensive.
The Industrial sector, Financial sector, Tax reforms, Foreignexchange Markets and Trade and Investment sectors received greater attention in and
after 1991.
2.4.6 Deregulation of Industrial Sector:
In India, regulatory mechanisms were enforced in various ways : (i) industrial
licensing under which every entrepreneur had to get permission from government
officials to start a firm, close a firm or to decide the number of goods that could be
produced (ii) private sector was not allowed in many industries (iii) some goods
earmarked to be produced only in small scale industries and (iv) controls on price
fixation and distribution of selected industrial products. The Reform policies
introduced in and after 1991 removed many of these restrictions. Industrial licensing
was abolished for almost all but product categories — Alcohol, Cigarettes, Hazardous
Chemicals, Industrial Explosives, Electronics, Aerospace and Drugs and
Pharmaceuticals. The only Industries which are now reserved for the Public Sector are
Defence Equipments, Atomic Energy generation and Railway Transport. Many goods
produced by Small Scale Industries have now been de-reserved. In many Industries,
the Market has been allowed to determine the prices.
2.4.7 Financial Sector Reforms:
Financial sector includes financial institutions such as Commercial Banks, Investment
Banks, Stock Exchange operations and Foreign Exchange Market. The financial sector
in India is regulated by the Reserve Bank of India (RBI). All the Banks and other
financial institutions in India are regulated through various norms and regulations of
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the RBI. The RBI decides the amount of money that the Banks can keep with
themselves, fixes Interest Rates, nature of lending to various sectors etc. One of the
major aims of financial sector reforms is to reduce the role of RBI from the regulator
to facilitator of the financial sector. This means that the financial sector may be
allowed to take decisions on many matters without consulting the RBI.
The Reform policies led to the establishment of Private sector Banks, Indian as well
as foreign. The foreign investment limit in Banks was raised to around 50 per cent.
Those Banks which fulfil certain conditions have been given the freedom to set up
new branches without the approval of the RBI and rationalize their existing branch
networks. Though Banks have been permitted to generate resources from India and
abroad, certain managerial aspects have been still retained with the RBI to safeguard
the interests of the account holders and the nation. Foreign Institutional Investors (FII)
such as Merchant Bankers, Mutual Funds and Pension Funds are now allowed to invest
in Indian financial markets.
2.4.8 Tax Reforms: Tax Reforms are concerned with the reforms in the
government’s taxation and public expenditure policies which are collectively known
as its fiscal policy. There are two types of taxes: direct and indirect. Direct taxes
consist of taxes on the incomes of individuals as well as the profits of business
enterprises. Since 1991, there has been a continuous reduction in the taxes on
individual incomes as it was felt that high rates of income tax were an important reason
for tax evasion. It is now widely accepted that moderate rates of income tax encourage
savings and voluntary disclosure of income. The rate of Corporation Tax, which was
very high earlier, has been gradually reduced. Efforts have also been made to reform
the Indirect taxes, Taxes levied on commodities, to facilitate the establishment of a
common national market for goods and commodities. Another component of Reforms
in this area is a simplification. To encourage better compliance on the part of taxpayers
many procedures have been simplified and the rates also been substantially lowered.
Foreign Exchange Reforms: The first important Reform in the external sector was
made in the foreign exchange market. In 1991, as an immediate measure to resolve the
Balance of Payments crisis, the Rupee was devalued against foreign currencies. This
led to an increase in the inflow of foreign exchange. It also set the tone to free the
determination of Rupee value in the foreign exchange market from government
control. Now, more often than not, markets determine exchange rates based on the
demand and supply of foreign exchange.
2.4.9 Trade and Investment Policy Reforms:
Liberalisation of trade and investment regime was initiated to increase the
international competitiveness of industrial production and also foreign investments
and technology into the economy. The aim was also to promote the efficiency of the
local industries and the adoption of modern technologies.
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2.4.10 Positive Impacts of Liberalisation in India
Free flow of Capital: Liberalisation has improved the flow of capital into the country
which makes it inexpensive for the companies to access capital from investors. Lower
cost of capital enables to undertake lucrative projects which may not have been
possible with a higher cost of capital in the pre-liberalisation stage leading to higher
growth rates.
a. Stock Market Performance: Generally, when a country relaxes its laws,
taxes, the stock market values also rise. Stock Markets are platforms on which
Corporate Securities can be traded in real-time.
b. Political Risks Reduced: Liberalisation policies in the country lessen political
risks to investors. The government can attract more foreign investment through
the liberalisation of economic policies. These are the areas that support and
foster a readiness to do business in the country such as a strong legal
foundation to settle disputes, fair and enforceable laws.
c. Diversification for Investors: In a liberalised economy, Investors gets benefit
by being able to invest a portion of their portfolio into a diversifying asset
class.
d. Impact on Agriculture: In the area of agriculture, the cropping patterns have
undergone a huge modification, but the impact of liberalisation cannot be
properly measured. It is observed that there are still all-pervasive government
controls and interventions starting from production to distribution for the
produce.
2.4.11 Negative Impacts of Liberalisation in India
a. Destabilization of the economy: Tremendous redistribution of economic
power and political power leads to Destabilizing effects on the entire Indian
economy.
b. Impact of FDI in the Banking sector: Foreign Direct Investment allowed in
the banking and insurance sectors resulted in the decline of the government’s
stake in Banks and Insurance firms.
c. Threat from Multinationals: Before 1991 MNC’s did not play many roles
in the Indian economy. In the pre-reform period, there was the domination of
public enterprises in the economy. On account of liberalisation, competition
27

has increased for Indian firms. Multinationals are quite big and operate in
several countries which have turned out a threat to local Indian Firms.
d. Technological Impact: Rapid increase in technology forces many enterprises
and small scale industries in India to either adapt to changes or close their
businesses.
e. Mergers and Acquisitions: Acquisitions and Mergers are increasing day by
day. In cases where small companies are being merged by big companies, the
employees of the small companies may require exhaustive re-skilling. Reskilling duration will lead to non-productivity and would cast a burden on the
capital of the company.
2.5

PRIVATISATION

It implies shedding of the ownership or management of a government-owned
enterprise. Government companies are converted into private companies in two ways
(i) by the withdrawal of the government from ownership and management of public
sector companies and or (ii) by outright sale of public sector companies. Privatisation
of the public sector enterprises by selling off part of the equity of PSEs to the public
is known as disinvestment. The purpose of the sale, according to the government, was
mainly to improve financial discipline and facilitate modernisation. It was also
envisaged that private capital and managerial capabilities could be effectively utilised
to improve the performance of the Public Sector Units.
Navratnas and Public Enterprise Policies: The famous Navratnas or Nine Jewels in
the Imperial Court of King Vikramaditya were eminent persons of excellence in the
fields of art, literature and knowledge. To improve efficiency, infuse professionalism
and enable them to compete more effectively in the liberalised global environment,
the government identifies PSEs and declares them as maharatnas, navratnas and
miniratnas. They were given greater managerial and operational autonomy, in taking
various decisions to run the company efficiently and thus increase their profits. Greater
operational, financial and managerial autonomy has also been granted to profitmaking enterprises referred to as miniratnas.
The Central Public Sector Enterprises are designated with different status. A few
examples of Public enterprises with their status are as follows: (i) Maharatnas – (a)
Indian Oil Corporation Limited, and (b) Steel Authority of India Limited, (ii)
Navratnas – (a) Hindustan Aeronautics Limited, (b) Mahanagar Telephone Nigam
Limited; and (iii) Miniratnas – (a) Bharat Sanchar Nigam Limited; (b) Airport
Authority of India and (c) Indian Railway Catering and Tourism Corporation Limited.
Many of these profitable PSEs were originally formed during the 1950s and 1960s
when self-reliance was an important element of public policy. They were set up with
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the intention of providing infrastructure and direct employment to the public so that
quality end-product reaches the masses at a nominal cost and the companies
themselves were made accountable to all stakeholders. The granting of status resulted
in better performance of these companies. Scholars allege that instead of facilitating
public enterprises in their expansion and enabling them to become global players, the
government partly privatised them through disinvesment. Of late, the government has
decided to retain them in the public sector and enable them to expand themselves in
the global markets and raise resources by themselves from financial markets.
The government envisaged that Privatisation could provide a strong impetus to the
inflow of FDI. The government has also made attempts to improve the efficiency of
PSUs by giving them autonomy in taking managerial decisions. For instance, some
PSUs have been granted special status as maharatnas, navratnas and miniratnas.
2.5.1

Privatization in India:

It refers to the transfer of assets or service functions from public to private ownership
or control and the opening of the hitherto closed areas to private sector entry.
Privatisation can be achieved on many ways- franchising, leasing, contracting and
divesture. Privatization means transfer of ownership and/or management of an
enterprise from the public sector to the private sector. It also means the withdrawal of
the state from an industry or sector partially or fully. Privatization is opening up of an
industry that has been reserved for public sector to the private sector. Privatization
means replacing government monopolies with the competitive pressures of the
marketplace to encourage efficiency, quality and innovation in the delivery of goods
and services.
In 1991 India made some major policy changes in their economic ideologies. There
were stagnation and slow growth in the economy. To tackle these problems the, then
Finance Minister Dr. Manmohan Singh introduced some major economic reforms.
Now, we call it the liberalization of the Indian Economy and the LPG reforms.
Privatization has a very broad meaning in economics. It refers to everything that
ranges from the introduction of private capital to selling government-owned assets to
transitioning to a private economy.
2.5.2 Features of Privatization:
As the definition of privatization is so very diverse let us take a look at the three main
features of privatization.
A. Ownership Measures: The ownership of all public enterprises ultimately
shifts to private owners. The denationalization can be complete or partial.
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B. Organizational Measures: This is where we limit the control of the state in
public companies. Some methods include holding company structuring,
leasing, restructuring of the enterprises etc.
C. Operational Measures: Public organizations and companies were running
into huge losses. So the efficiency of these companies was to be increased.
In 1991, India’s ninth prime minister from Indian National Congress, Narsimha Rao
changed the economic policy and began privatising government companies, beginning
from Bharat Aluminium Company, Bharat Sanchar Nigam Limited, few airports like
Delhi airport, Mumbai, Hyderabad and Bangalore to Maruti Udyog. The Government
preferred to privatise because of many reasons. It is a philosophical belief that
Government should govern and not purchase, sale or manufacture goods.
In brief, Privatisation refers to an economic process through which some public sector
undertaking is brought either partially or completely under private ownership.
Its chief features are given below:
(i) Reducing the role of public sector and increasing the role of private sector
(ii) Reducing fiscal burden of the government
(iii) Reducing the size of the government machinery
(iv) Speeding up economic development
(v) Improving management of enterprises
(vi) Increase in government treasury
(vii)Increasing competition by opening industries reserved for the public sector to the
private sector.
2.5.3

Need for Privatisation:

Though the PSUs have contributed heavily to develop the industrial base of the
country, they continue, even today, to suffer from a number of shortcomings such as(a) A sizable number of PSUs have been incurring and reporting losses on a continual
basis.
(b) Consequently, a large number of PSUs have already been referred of loss giving
units; Multiplicity of authorities to whom the PSUs are accountable;
(c)Delay in implementation of projects leading to cost escalation and other
consequences
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2.5.4 Benefits of Privatization:
I.

Improved Efficiency: Private Company has profit incentives to cut costs and
be more efficient. Government run industry, managers do not usually share in
any profits, however, a private firm is interested in making profit and so it is
more likely to cut costs and be efficient.

II.

Lack of political interference: Government companies can be motivated by
political pressures rather than sound economic and business sense.

III.

Short term view: A government may think only in terms of next election.
They may be unwilling to invest in infrastructure improvements which will
benefit the firm in the long term because they are more concerned about
projects that give a benefit before the election.

IV.

Increased competition: policies to allow more firms to enter the industry
and increase the competitiveness of the market. Increase in competition that
can be the greatest spur to improvements in efficiency. For example, there is
now more competition in telecoms and distribution of gas and electricity.

V.

Increase competition in the market: Privatization will also increase
competition in the market. Consequently, this has proved to be very beneficial
to consumers. Healthy competitiveness in an economy will push quality
efficiency and performances. Private companies always have a better incentive
than public companies. The Managers and Officials of a Private company have
skin in the game, i.e. their income is related to the performance of the company.
In public companies, such an incentive is not present. So Privatization usually
leads to higher efficiency in the company.

VI.

It will help profit-making Public sector units to modernize and diversify their
business.

VII.
VIII.

It will help in making the Public sector unit more competitive.
It will help to improve the quality of decision-making because the decisions
are free from any political interference.

IX.

Privatization may help in reviving sick units which are the liability of the
public sector.
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X.
XI.
XII.

Industrial growth.
Increase the foreign investment.
Increase inefficiency.

2.5.5 Disadvantages of Privatization:
 Investment in industries of comfort and luxurious products instead of necessary
products and the problem of optimum use of capacity


Aims at making a Profit which adversely affect the interest of the community



The private companies don’t like to have their branches in ruler cities. Their
services remain confined to cities where sufficient clients are available.



Unattended Problem of Unemployment

2.5.6 Impact of these Reforms:
Average annual growth of services shifted to 8.1% during 1991-2001 from 6.9%
during 1981-1991. It provided a rate of growth that will double average income in a
decade. Rapid Growth was found in communication services, financial services,
business service & community services. Exports of Information Technology- enabled
services became particularly strong.
I.

Industrial licensing was governed by Industries (Development and Regulation)
Act, 1951. It was a very effective tool used by the government to regulate the
Private sector. But all Industrial licensing was abolished irrespective of the
level of investment, except for 18 industries related to security and strategic
concern, social reasons, concerns related to safety and overriding environment
issues, manufacture of products of hazardous nature and articles of elitist
consumption for Industrial growth, Increase the foreign investment and
increase inefficiency.

2.5.7 Ineffective and widespread inefficiency on management;
To provide opportunities for more and more unemployed youths, more people, than
required, were recruited and therefore, many PSUs are over-staffed resulting in lower
labour productivity, bad industrial relations, etc.;
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A number of sick companies (40 companies) in the Private sector were taken over by
Public sector mainly to protect the employees. These sick units caused a big drain on
the resources of the state.
2.6

GLOBALISATION

Globalization refers to the integration of economics and societies all over the world.
Globalization involves technological, economical, political, and cultural exchanges
among the nations. Globalisation became possible largely by developments in
Information Technology, Communication, Transportation, and Infrastructure.
International trade and Cross-border Investment flows are the main elements of this
integration. There are two types of integration—negative and positive. Negative
integration is the breaking down of trade barriers or protective barriers such as tariffs
and quotas. Positive integration ,on the other hand, aims at standardizing international
economic laws and policies. This process of globalization effects on the environment,
on culture, on political systems, on economic development and prosperity, and on
human physical well-being in societies around the world. Therefore we can say that
Globalization is usually understood as a process in which barriers (physical, political,
economic, cultural) separating different regions of the world are reduced or removed,
thereby stimulating exchanges in knowledge and goods. It allows freedom of
movement (liberalization) and it promotes mutual reliance, and to most people, this
seems positive. As the number of exchanges of goods and information increase, the
result is a growing interdependence between countries as they come to rely on various
imported products, services, and cultural input.
2.6.1 Globalisation and Development in India:
(a) Through Industrial Globalisation: The emergence of worldwide production
markets and broader access to a range of foreign products for consumers and
companies facilitated Industrial Globalisation. Particularly it is a movement of
material and goods between and within national boundaries.
(b) Through Economic Globalisation: In past, most corporations were identified
with a country, but today corporations are now transnational or multinational
corporations in character. Companies are moving their production and capital
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to any market that will benefit the company. It is the realisation of a global
common market, based on the freedom of exchange of goods and capital.
(c) Through Financial Globalisation: The emergence of worldwide financial
markets and better access to external financing for borrowers has also
strengthened the pace of financial globalisation. It is mainly due to the
information technology revolution; there has been a globalisation of finance.
Globally integrated financial markets undertake billions of dollars transactions
within seconds in the electronic circuits. There is a 24-hour trading in capital
and security markets. The world’s financial systems have become intimately
interconnected. For example, stock market trading in New York Stock
Exchange can affect Mumbai, Tokyo and Hong Kong.
(d) Through Political Globalisation: Some scholars use "globalization" to mean
the creation of a world government that regulates the relationships among
governments and guarantees the rights arising from social and economic
Globalization.
(e) Through Informational Globalisation - Increase in information flows
between geographically remote locations. Arguably this is a technological
change with the advent of fiber optic communications, satellites and increased
availability of telephone and Internet.
(f) Through Language Globalisation – English language has become the most
popular language of the globe through Globalisation. About 35% of the
world's computer language, websites, mail, telexes, and cables are in English.
(g) Through Technical Globalisation: Technological revolution has reached
everything corner of the globe with growth in travel communication and
computer technology, and smart mobile phones. The remotest village can now
use computers to communicate via the internet.
2.6.2 Positive Impact of Globalization in India
Companies are moving towards developing countries to acquire the labour force.
This caters to employment and income generation to the people in India.
India has benefited the most in sending its manpower to other countries. Product The
product quality has been enhanced to retain the customers. Globalization has brought
competition in the markets. Since there are varied products to select from, the producer
can sustain only when the product is competitively priced. Today, transferring money
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through banks is possible just by the click of a button, all due to the electronic transfer
that has made life very comfortable. Many huge firms are investing in developing
countries by setting up industrial units outside their home country. This leads to
Foreign Direct Investment, which helps in promoting economic growth in the host
country. Information technology has played a vital role in bringing the countries closer
in terms of communication. The Internet has significantly affected the Indian
economy, thereby providing direct access to information and products.
Today with various modes of transportation available, one can conveniently deliver
the products to a customer located at any part of the world. Besides, other
infrastructural facilities like, distribution, supply chain, and logistics have become
extremely efficient and fast. Purchase and sale of commodities are not the only two
transactions involved in international trade. Today, international trade has broadened
its horizon with the help of business process outsourcing. Sometimes in order to
concentrate on a particular segment of business, it is a practice to outsource certain
services. Some countries practice free trade with minimal restrictions on EXIM
(export-import) policies. This has proved beneficial to businesses. The final outcome
in terms of financial gain enhanced the GDP of the country. Global marketing has
lowered the cost of marketing as there exists uniformity in selling the products.
2.6.3 Economic Impact:
1.
Greater Number of Jobs: The advent of foreign companies and growth in
economy has led to job creation. However, these jobs are concentrated more in the
services sector.
2.
More choice to consumers: Globalisation has led to a boom in consumer
products market. We have a range of choice in selecting goods unlike the times where
there were just a couple of manufacturers.
3.
Higher Disposable Incomes: People in cities working in high paying jobs have
greater income to spend on lifestyle goods.
4.
Protein food inflation contributes a large part to the food inflation in India. It is
evident from the rising prices of pulses and animal proteins in the form of eggs, milk
and meat.
5.
Shrinking Agricultural Sector: Agriculture now contributes only about 15% to
GDP. The international norms imposed by WTO and other multilateral organizations
have reduced government support to agriculture. Greater integration of global
commodities markets leads to constant fluctuation in prices.
6. Increasing Health-Care costs: Greater interconnections of the world has also led
to the increasing susceptibility to diseases. Whether it is the bird-flu virus or Ebola,
the diseases have taken a global turn, spreading far and wide. This results in greater
investment in healthcare system to fight such diseases.
7.
Child Labour: While most rural child workers are agricultural laborers, urban
children work in manufacturing, processing, servicing and repairs. Globalization most
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directly exploits an estimated 300,000 Indian children who work in India’s handknotted carpet industry, which exports over $300 million worth of goods a year.
2.6.4 Socio-Cultural Impact on Indian Society















Nuclear families are emerging. Divorce rates are rising day by day. Men and
women are gaining equal right to education, to earn etc.
Access to education: Globalisation has aided in the explosion of information
on the web that has helped in greater awareness among people. It has also led
to greater need for specialisation and promotion of higher education in the
country.
On the flip side the advent of private education, coaching classes and paid
study material has created a gap between the haves and have-nots.
Growth of cities: It has been estimated that by 2050 more than 50% of India’s
population will live in cities. The boom of services sector and city-centric job
creation has led to increasing rural to urban migration.
Clothing: Indo-western clothing, the fusion of Western and Sub continental
fashion is in trend.
Old Age Vulnerability: The rise of nuclear families has reduced the social
security that the joint family provided. This has led to greater economic, health
and emotional vulnerability of old age individuals.
Pervasive Media: There is greater access to news, music, movies, and videos
from around the world. Foreign media houses have increased their presence in
India. It has a psychological, social and cultural influence on our society.
McDonaldization: A term denoting the increasing rationalization of the routine
tasks of everyday life. It becomes manifested when a culture adopts the
characteristics of a fast-food restaurant. McDonaldization is a
reconceptualization of rationalization, or moving from traditional to rational
modes of thought, and scientific management.
Walmartization: A term referring to profound transformations in regional and
global economies through the sheer size, influence, and power of the big-box
department store WalMart. It can be seen with the rise of big businesses which
have nearly killed the small traditional businesses in our society.

2.6.5 Psychological Impact on Indian Society




Development of Bicultural Identity: The first is the development of a bicultural
identity or perhaps a hybrid identity, which means that part of one’s identity is
rooted in the local culture while another part stems from an awareness of one’s
relation to the global world.
The development of global identities is no longer just a part of immigrants and
ethnic minorities. People today especially the young develop an identity that
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gives them a sense of belonging to a worldwide culture, which includes an
awareness of events, practices, styles and information that are a part of the
global culture. Media such as television and especially the Internet, which
allows for instant communication with any place in the world, play an
important part in developing a global identity.
A good example of bicultural identity is among the educated youth in India
who despite being integrated into the global fast-paced technological world,
may continue to have deep-rooted traditional Indian values concerning their
personal lives and choices such as preference for an arranged marriage, caring
for parents in their old age.
Growth of Self-Selected Culture: This means people choose to form groups
with like-minded persons who wish to have an identity that is untainted by
the global culture and its values. The values of the global culture, which are
based on individualism, free-market economics, and democracy and include
freedom, choice, individual rights, openness to change, and tolerance of
differences are part of western values.

2.6.6 Negative Impact of Globalization in India
There is some negative impact of globalization such as this process making the
disparity between rural and urban Indian joblessness, growth of slum capitals and the
threat of terrorist activities. The rise of Joblessness happened mainly in the
pharmaceutical, chemical, manufacturing, and cement industries. Globalization
increased competition in the Indian market between foreign companies and domestic
companies. Globalization has given rise to more health risks and presents new threats
and challenges for epidemics. A very customary example is the dawn of Covid-19,
HIV/AIDS. People of India tended to follow the foreign culture more, forgetting their
roots. This has given rise to cultural conflicts. Globalization has not been able to
reduce poverty. Instead, it has led to the accumulation of wealth and power in the hands
of a few people. Natural resources are depleting and are on the verge of becoming
extinct. Deforestation is practised owing to the non-availability of land, thereby
drastically reducing the forest cover. This in turn creates an imbalance in the
environment leading to climate change and the occurrence of natural calamities.
Opening the doors of international trade has given birth to intense competition. This
has affected the local markets dramatically.
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2.7

SUMMARY:

Factors inducing Economic Liberalization in India in 1991:






Eliminating the industrial license requirement for most sectors.
Removing limits on capital accumulation.
Eliminating licenses for importing the majority of goods.
Reducing tariffs.
Opening the private sector to many activities that had previously been reserved for the
public sector.
The main purpose of the Liberalisation of Trade and Investment in 1991 was to
increase the international competitiveness of industrial production and to motivate
foreign investment and technology to reduce the burden of debt. Also, they aimed to
promote the efficiency of local industries.
Economic Reforms were introduced in the year 1991 in India to combat the economic
crisis. It was in that year the Indian government was experiencing huge fiscal deficits,
a large balance of payment deficits, a high inflation level and an acute fall in the
foreign exchange reserves.
Negative impacts of Globalisation in India are found in breaking of traditional family
systems, more individualism, and urban cities getting overpopulated because of the
migration from rural areas in search of better opportunities, creating pressure on
limited resources and increasing threats to domestic industries.
The rise of world public opinion, people to people contacts, global peace and
development movements that have successfully transcended the national frontiers, has
changed the role of Nation-states. The decision-makers of a country today find it
difficult to avoid and ignore these new powerful forces. The communications
revolution has forced them to admit ‘external cultural influences’ upon their societies.
Television networks have now been engaged in a cultural invasion of the life of the
people. The problem of International terrorism has tended to limit the role of the
nation-state system.
Due to Increased Interdependence among countries, after
globalization educated, skilled and trained manpower from developing nations has
been migrated to developed nations. Another important trend in the contemporary
world is the emergence of several powerful non-state actors-like NGOs,-multinational corporations, and civil society groups, Human Rights Groups, and women
activists. These actors often are more active in the economic, social, political and
cultural life of a country. These have been playing a key role in every policy-making
field. These non-state actors, called transnational, non-government, or multinational
actors, are formed by private companies for carrying out a particular trade or
production and distribution of goods and services. These are not formally associated
with the governments in distributing goods and services. The world has now started
38

living with a free flow of goods, services; people and knowledge across the boundaries
which have started becoming soft borders.
2.8

EXERCISE:
1. Write an essay on the Developmental Dimensions of India
2. Write an essay on the Development of India in the Era of Liberalisation,
Privatisation and Globalization.
3. Examine the Economic Reforms brought through New Economic Policy,1991
in India.
4. Make an assessment of the Impact of Globalisation in India.

2.9
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