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3.0 OBJECTIVES 

After reading this unit you should be able to : 
explain the basic concepts of mixed economy, capitalism, socialism and the salient 
features of mixed economy 

trace the evolution of mixed economy in India by examining various Industrial 
Policy Resolutions 

e describe the respective roles of private sector and the public sector in the Indian 
economy; and 
discuss recent policy changes introduced in India and an appraisal 'of their 
significance. 

3.1 INTRODUCTION 

: India's development experience is inextricably linked with India's decision to opt for 
a mixed economy in the beginning of her own planning process. There neither was 
nor is even now a consensus among social scientists whether the choice of the mixed 

' economy concept was right for India. On the one hand, the heavy industry bias, 
insufficient resource allocation, noncompetitive nature of Indian economy in the 
global context, (high cost economy and'shackling of the growth impulses) are all 
traced to this decision to opt for mixed economy. It implied a significant degree of 
government intervention and control. On the other hand, the left-wing economists 
have viewed the adoption of mixed economy framework as being "little more than a 
deGce for legitimising the rule of the capital in direct collaboration with the State. 
They seem to regard it as axiomatic that a mixed economy represents nothing more 
than a compromise weighted heavily in favour of the vested interests." It has 
nevertheless to be conceded that market forces left to themselves cannof offer a 
solution to the problem of poverty, when millions of people live so close to 
subsistence and a large number below subsistence level. Also, given the way India's 
culture has evolved, a centrally planned economy with the State steering the social 
and economic change is an impossible model for the country. Pursuit of a mixed / economy, therefore, has been the only feasible proposition. 

What has been, however, suitable in the fifties is not necessarily suitable in the 
nineties. The politico-economic map of the world, particularly of the socialist bloc, 
has been redrawn and can hardly be recognised. Minimal State cannot be the answer 
in view of the heterogeneity of the coubtry and the vast magnitude of poverty. As 
we witness the poor performance of the public sector it a + p  that the pervasive 

I and intrusive role of thestate has also lost-its relevance. Thus,'let us examine the' 
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Financlal Administration : Basics 
and Objectlver MIXED ECONOMY - CONCEPT AND SALIENT 

FEATURES 

Mixed economy implies demarcation and harmonisation of the public and private 
sectors. In it, free functioning of the market mechanism is not permitted and the 
government intervenes or regulates the private sector in such a way that the two 
sectors become mutually re-inforcing. A mixed economy represents an achievable 
balance between individual initiative and social goals. Planning and market 
mechanisms are so adjusted that each is used for realising the objectives of the 
'economy to which it is most suited. There is a commitment on the part of both the 
sectors to national objectives and priorities. 

Ownership of sectors is used by some to classify them. A system comprising 
cooperative organisations would be called a cooperative commonwealth. A system of 
joint sector organisations gives another type of mixed economy. A system in whict 
both publi~ sector and private sectors are present is the mixed economy of the 
conventional type. This mixed economy could be ad-hoc or a systematic type 
depending upon the extent of coverage by the public sector of core sector of the 
economy. The other consideration would be the extent to which the two sectors have 
been integrated and harmonised with the policy objectives of the economy as a whole. 
It would be an economy that shows concern for the welfare objectives of the weaker 
sections through a combination of public distribution system, poverty alleviation 
programmes as also the production priorities based 'on a market economy. It could 
also be an economy that emphasises the social objectives of equity, employment, 
self-reliance, etc. There would be a varying degree of the mix of planning and market 
economy in each type of mixed ewnomy. 

At times, it is held that every economy is a mixed economy and that the concept of 
mixed economy is neither precise nor worthwhile. It has, however, to be appreciated 
that the concepts of planned economy and market economy have definite ideological 
and operational profiles. The concept of mixed economy represents a middle position 
between these two extrpmes. This concept is flexible and has its own means and 
methods of approaching economic, political and social issues. To achieve clarity in 
the understanding of the concept of mixed economy, let us discuss the meaning and 
characteristics of Capitalism, Socialism. 

Capltalism 
Capitalism has been defined as an economic system stressing individual initiative with 
a central role for a market economy, the profit motive and ownership of means of 
production,by private individuals and corporations. Under capitalism, all means of 
production such as farms, factories, mines, transport are owned and controlled by 
private individuals and firms. Those who own these means of production are free to 
use them as they like in order to earn private profit. The State or government takes 
least part in the economic activities of the people. The government looks after only 
such matters as defence, foreign affairs, currency and coinage and some important 
civil works such as the construction of roads and bridges because private individuals 
may not find it profitable to undertake such works. Adam Smith was of the opinion 
that interests of individuals and thpse of the society coincide. The government, 
therefore, has no role in economic activities. In fact, the State was inherently 
incapable of undertaking such activities. State undertaking would mean wastage of 
society's resources. Things should be allowed to take their own +. llrse and there was, 
therefore, no need for planning or a pre-detennined framework tor guiding the 
economic activities of the people. 

Eeaentials of Capltalism 
1) The Rlght of Rlvate Property : The various means of production are under the 
private ownership of individuals. The private individuals can hold, use or sell them 
as they like. Right of inheritance by the sons and daughters or other legal heirs is 
implicit in this right. 

2) Freedom of Enterprlrc : There is no restriction on the right of the individual to 
enaaae in any business ar enterprise for which he hos the necessary means. 
3) Rdlt Motlve : Prufit motive is at the heart of a  capitalist?^ ssytem. It is profit, not 
&y altruistic feelings, which makes an entrepreneur invest in any economic activity. 
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4) Competition : Competition exists among producers, sellers, buyers, job seekers, 
employers, investors etc. This is achieved thmgh cost control, price cutting, 
advertisements etc. 

5) Consumers Sovereignty : In a free market ecbnomy, wishes and preferences of the 
consumers direct the economic activity. The msumer occupies a key role in the 
system. 
6) Price Syatp : It is the price mechanism wwh makes the capitalist economy 
fun-ction automatically without there being any central direction or controy on 
production, consumption or distribution decisbesrs. 

7) Inquelltien of In- : Unequal distributiopcrf property among individuals leads 
to unequal distribution of incomes. There is a wriee gulf between the incomes of the 
rich and the poor. 

Since there is no central planning authority'to make the fundamental economic 
decisions and thus to allocate productive resoviccs among various competing uses, 
the market economy uses the price mechanism,9vhich plays a vital role in the working 
of the economy. Any imbalances are solved an8,corrccted automatically through the 
price mechanism and demand-supply inter*. There are adequate rewards for 
greater efficiency and hard work through hi@W compensation. There is also 
incentive to save and invest and provide for w r  incomes for the present and future 
generations. Market mechanism also enables entsprcneurs to take risks for higher 
profits, undertake innovations giving rise to technological progress. Capitalism is not 
a rigid but an envolving and dynamic concept. It has successfully fought off many 
crises and emerged stronger. 

Capitalism has an ugly face also - it divides t&wqiety into those who are vulgarly 
rich and indulge in ostentatious consumption, .-those who are the wretched of the 
earth and do not have even two square  me&*^ day. The incentive system is also 
vitiated by the inequalities of income which ravated. Consumers' sovereignty 
is a myth. In fact large corporation controls et which it is supposed to serve 
and "even bend the consumers to its sts which capitalism imposes 
on the society are in the form of infl ent, and cyclical fluctuations. 
Prof. Galbraith sums up the ineffectiveness m i t a l i s m  thus : "There ismuch that 
the market can usefully encourage and acca- - as it cannot put a man into 
space so it cannot bring quickly into existencqi&bl industry where there was little 
or no steel making capacity before. Nor can it-ly create an integrated industrial 
plant. Above all no one can be certain that it'* do so in countries where 
development has lagged and where there is n4 only need for development but an 
urgent demand that it should occur promptly. 30 trust to the market is to t.ake an 
unacceptable risk that nothing, or too little, w@ happen." 

' I  

"Socialism is an economic organisation of in which the material means of 
production are owned by the whole commuqjt$s:to a general economic plan, all 
members being entitled to benefit from the of such aocialised planned 
prodilction on the basis of equal rightsifPl As *nst this, democratic socialism is 
characterised by public ownership of at least 3)ra "strategically important material 
means of production" while, at the same ti* maintaining individual freedom of 
both consumption and occupatiorl. =. 

1) It is based on social and economic plan*, collective ownership of facton of 
production, social welfare and cooperaiw 

2) Sosiali8t economy requires a central au- to determine the pals  of society 
and coordinate the community's efforts tO' mnin those goals. 

3) Sodalist . *nomy is a centrally planned &nomy, with the central authority 
planning thb allocation of resources so as @,attain the goals and objectives of the 
society. d 

4) Equity or equitable distribution of incomcr is central to aocialism. 
5) Social welfare rather than private profit 4@tracterises a socialist society's goals. 

Mlxed Economy 
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FirunrW A d d n i a t r a ~ n  : Oemocratic socialism, which is a milder form of socialism shares with capitalism 
and obWvca existence of private sector, inequality of incomes, freedom of consumen and 

produckrs (subject to the demands of central'planning), and existence of price 
mechanism. Socialism ensures full employment, a high rate of growth, dignity of 
labour and absence of exploitation of labour, relatively equitable distribution of 
income and wealth & absence of wastages associated with capitalistic system of 
production. 

As against these merits, the system leads to loss of efficiency and enterprise, and 
incentives for hard work and initiative are missing. There is too much doctrinaire 
rigidity which pervades economic decision-making without regard to consequences. 
Power is concentrated in the hands of the State which takes all decisions regarding 
investment, production, distribution and consumption. This leads to 
bureaucratisation, redtape and a very cumbersome and expensive system of 
administration which cannot deliver the goods. Resource allocation is arbitrary as 
there is no rational or workable pricing system which normally guides alloca~ion 
decisions. In the absence of competition, production is inefficient and costly, and . . 
quite often there are shortages particularly of consumer goods. 

Salient Features of Mixed Economy : ~ a v i n ~  described the two extremes of capitalism 
anh socialism, it is now possible to define a mixed economy in functional terms. A 
mixed economy is characterised by : 

i) a balance between the market economy and the planning mechanism; 

ii) a clear demarcation of the boundaries of public sector.and private sector so that 
'the core sector and strategic sectors are invariably in the publir sector; 

iii) while profit motive influences decision-making in the private sector, the 
economic viability criteria for investment decisions in the public sector is based 
on social cost-benefit analysis; 

iv) the ownership of means of production as between public sector, private sector, 
joint sector and cooperative sector is so decided that there is a balance between 
personal and social incentives and sectional and general interests; 

v) there is occupational fkedom and freedom of consumers' choice; 

vi) the government intervenes to prevent undueconcentration of economic power, 
and monopolistic and restrictive trade practices; 

vii) the government endeavours to take care of the consumption levels and 
objectives of the weaker sections of the society through public distribution 
system, poverty alleviation programmes etc.; 

viii) social objectives of equity, employment, balanced regional development, family 
welfare are emphasised; 

ix) the doctrinaire rigidities of socialism are avoided and a pragmatic approach to 
decision-making for promoting economic growth is usually adopted; and 

x) mixed economy is not merely an economic concept and the rights of the 
individual are respected and protected subject only to the requirements of 
public law and order and morality. 

It is incorrect to regard every country as a mixed economy just because some features 
of capitalism or socialism are present in that system. By this test, USA is a capitalist 
country and erstwhile USSR and China can be classified as socialist countries. The 
mere presence of some characteristics of a mixed economy is not enough. These are 
not their dominant characteristics. Countries like Sweden, Norway, Austria, France, 
India, and Israel are mixed economies. A mixed economy must have the structural 
characteristics and also profess the social democratic ideology. Countries that put 
greater stress on decentralised socialist market tend to approximate to or are 
approaching a mixed economy in the allocative aspect. Capitalist countries that put 
more stress on an egalitarian distribution of property and incomes (Japan, South 
Korea, Taiwan and Singapore) are approaching the mixed economy ideal from the 
other end. 

Thus even though mixed economy is a mixed form of capitalism and socialism, it has 
an identity of its own. The evils of extreme economic systems of pure capitalism and 
pure socialism are avoided in a mixed economy. It presents a middle path. 
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3.3 EVOLUTION OF MIXED ECONOMY IN INDIA 

As early as the First Five Year Plan, the Indian policy makers decided that the State 
must not only assume the responsibility of providing the infrastructure facilities and 
the social overheads, but shoula also undertake direct promotional work. It was 
recognised that the government should intervene in the industrial field and 
accordingly the development of basic and strategic industries was earmarked to the 
public sector. It  was also recognised that the task of economic development of the 
country was so large that the initiative of both the private and public sectors had to 
be harnessed for optimal growth. The concept of mixed economy was evolved so that 
both the private and public sectors could contribute to the process of growth. It was 
considered that individual enterprise and initiative would be the best catalysts of 
change in the sphere of agriculture, organised industries, small scale industrial units, 
trade and construction. With the announcement of the Industrial Policy Resolution, 
1956, the concept of mixed economy was given a definite shape and policy direction. 
Even before that, the Industrial Policy Resolution of 1948 had sought to establish 
mixed economy, with both private and public sectors, increasing controls in 
government hands for regulating all industries. The two main instruments of 
industrial policy were the Industries (Development and Regulation) Act of 1951 and 
the Companies Act of 1956. These two Acts conferred un the government, through 
licensing procedure, the power of regulating location, production and expansion of 
major industries in the country. 

Industrial Policy Resolution, 1956 - 
The Avadi Resolution of the Indian National Congress declared the establishment of 
a socialistic pattern of society as the aim of economic and industrial policy of the 
government. The Resolution made it clear that "the State will necessarily play a vital 
part in starting and operating big projects through overall controls of resources, 
trends and essential balances in the economy ... with strategic controls over the 
private sector to prevent the evils'of anarchic industrial development." Consequently, 
the Parliament adopted on 30th April, 1956, a new Industrial Policy Resolution, the 
main features of which were as follows : 

The industries were classified into three categories : 

Schedule A : Those industries which were to be the sole responsibility of the State. 
This list included 17 industries - arms and ammunition, atomic energy, iron and 
steel, heavy machinery required for mining, heavy electrical industries, coal, mineral 
oils, mining, iron ore and other important minerals (like copper, lead and zinc, etc.), 
aircraft, air transport, railways, ship-building, telephone, telegraph and wireless 
equipment, and generation and distribution of electricity. 

Schedule B : There were about a dozen industries in the list, where the State might 
establish new units or existing units might be progressively nationalised. In these 
industries, the private sector was guaranteed plenty of opportunity to develop and 
expand. It included the following industries : Other mining industries, aluminium and 
other non-ferrous metals not included in Schedule A,  machine tools, ferro alloys and 
steel tools, chemicals, antibiotics and other essential drugs, synthetic rubber, pulp, 
road and sea transport. 

Schedule C : Industries in this Schedule consisting of the rest of the industries, not 
included in Schedules A and B, would be in the private sector and would be subject 
to the social and economic policy of the government. The Industries (Development 
and Regulation) Act of 1951 and other relevant laws would apply to these industries. 

Among other things, the resolution emphasised that fair and non-discriminatory 
treatment would be given t~ private sector industries and their development, 
encouraged by developing transport facilities and by providing financial assistance. 
The regulation recognised that the private sector by itself could not bring about rapid 
industrialisation of the country. It, therefore, provided vital and expanding scope for 
public sector industries. At  the same time, private sector was assured of an important 
place in the industrial structure of the country. The resolution also acknowledged the 
important role of village, cottage and small scale industries. 
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Flnenclei Admlnlstretion : Beslcs The resolution accorded a prominent role to the public sector. The apprehensions of 
end ObJectlves the private sector that the public sector would develop at their cost did not turn out 

to be correct and private sector found ample scope for its expansion. 

Industrlpl Pollcy Reeolutlon, 1977 

The new Industrial Policy of 1977 was very critical of the 1956 Resolution on tht 
ground that "Unemployment has increased, rural-urban disparities have widened and 
the rate of real investment has stagnated. The growth of industrial output has been 
no more than three to four per cent per annum on the average. The incidence of 
industrial sickness has become widespread and some of the major industries are worst 
affected. The pattern of industrial costs and prices has tended to be distorted and 
dispersal of industrial activity away from the urban concentration has been very 
slow". Other points of criticism were that international giant indust## concerns had 
penetrated the protected Indian market and monopolistic power of the large business 
houses had increased. The new policy focused on the development of small scale 
sector, cottage and household industries and the tiny sector. It further provided for 
using provisions of the Monopolies and Restrictive Trade Practices Act against 
expansion of larger industrial houses. The public sector was to be used for providing 
strategic goods of basic nature gnd also for maintaining supplies of essential goods. 
In areas where foreign collaboration was not required because of the availability of 
indigenous technical know-how, such collaboration agreements were not be renewed. 

Apart from giving greater importance to village and small scale sector and at the same 
time instilling a se'nse of fear among large industrial houses, the new policy did not 
lead to much achievements. 

IadurtrW Pdley of 1m 

Outlining the Industrial Policy of 1980, it was stated, "The Industrial Policy , 
announcement of 1956 ... reflects the value system of our country anqhas shown 
conclusively the merit of constructive flexibility, In terms of this resolutibn, the task 
of raising the pillars of economic infrastructure in the country was entrusted to the 
public sector for reasons of its greater reliability; for the very large investments 
required and the longer gestation period of the projects for economic development, 
The 1956 Resolution, therefore, forms the basis of this statement? The policy 
accorded priority to optimum utilisation of installed capacity, balanced regional 
development, agro-baaed industrieg, export-oriented industries and promoting 
"economic federalism" by equitable spreading of investment over small but growing 
industrial units in urban as well as rural areas. 

I .  r 

Check Your Progrea~ 1 
Note : i) Use the space given below for your answers. 

ii) Check your answers with those given at the end of the unit. 

1) What are the salient features of mixed economy? 

2) What are the highlights of the Industrial Policy Resolution of 19561 
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3.4 PRIVATE AND PUBLIC SECTORS IN INDIA 

Private Sector 
The concept of mixed economy adopted by India implied the rejection of the idea of 
immediate nationalisation of the private sector. It further implied a regulated private 
sector and the fast expanding public sector, especially in basic and heavy industries 
such as steel, engineering, fertiliser, power and transport. The piivate sector is 
dominant in agriculture and allied activities in retail and most of the wholesale trade, 
cottage, rural and small scale industries, most of consumer goods industries like 
textiles, jute, cement, sugar, radio receivers and numerous other consumer goods 
industries. A number of capital goods industries such as engineering, chemicals, 
electionics, etc., are also in the private sect'or. Most of the professional services are 
in the private sector. It can be said that private sector in India including agriculture 
and trade, contributes nearly 80 per cent to the national income whereas the public 
sector contributes the balance 20 per cent of the national income. 

Private sector in India can be divided into two parts : (a) the organised sector and 
(b) the unorganised sector. The organised sector is modernised, adopts capital 
intensive methods of production, and has easy access to the capital markets and 
banks. It uses modern means.of communications, and adopts all methods to 
manipulate demand to suit its needs. Profit motive is the basis of all the activities of 
this sector. The main method of planning for this sector is to so organise the economy 
that the producers get sufficient facilities and inputs, and find ir most profitable to so 
conduct their activities as to reach the plan production targets. 'P more risky, and 
long-term gestation projects and infrastructure are left to the public sector. 

In an open economy, the most intensive competition could come from abroad for 
goods produced by the organised sector. In its desire to industrialise rapidly, India 
wanted to develop many industries which could not stand competition from abroad. 
Exchange scarcity and the need to conserve foreign exchange led to import controls. 
Import substitution was encouraged irrespective of the comparative advantage. 
Industries needing imports for their production were permitted on condition that they 
indigenised rapidly and costs hardly entered into consideration. Since 1960, industrial 
units with investment of more than a certain sum had to apply for a licence for 
manufacturing a new article or for substantial expansion. According to Prof. D.T. 
Lakdawala : "There was sometimes overlicensing also, but at the stage when it was 
found that there was excess productlon, issue of new licences was stopped till demand 
overtook supplies. Import pre-requisites for production, import of technology, 
foreign capital and collaboration, were all sparingly permitted and allowed generally 
after a great time lag so that production in the organised sector became highly 
profitable. The profits were, however, often enough not fully reflected in the books 
of account. Price and distribution controls only generally served to drive production 
and profits underground and divert production to channels less amenable to controls. 
The whole economy began to seethe with corruption and black market, and 
bureaucracy and political machinery becatne a big rentier group." 

Unorganised private sector is spread over a vast area and it has been difficult to 
enforce policy interventions. Secondly, due to lack of awareness, education and 
training, and the absence of catalytic agencies, this sector has not been able to take 
full advantage of the facilities extended to them. Thirdly, organised sector often 
competes and also complements the unorga~ised sector. Managing these 
interrelationships has been difficult. For example, incentives intended for handloom 
sector have often been siphoned off by the powerloom sector. The unorganised sector 
often is a poor-technology, poor-remuneration sector and is often exploited in 
trading, credit, etc. Radical policy changes are, therefore, called for to make this 
sector viable. 

Publlc Sector 

Prior to Independence, there was practically no such thing as the public sector in 
India. Railways, posts and telegraphs, ordnance factories and a few assorted factories 
constituted the public sector. Only after the Industrial Policy Resolutions of 1948 and 
1956, the government made concerted efforts to make the public sector the dominant 
sector in the Indian economy. It was supposed to have control over "the commanding 
heights" of the economy. Among the important objectives assigned to the public 
sector are : 
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Administration : Basics 1) to help in the rapid economic growth and industrialisation of the economy and 
md Objectives create the necessary infrastructure for economic development 

2) to earn return on investment and thus generate resources for development 

3) to promote redistribution of income and wealth 

4) to create employment opportunities 

5) to promote balanced regional development 

6) to assist the development of small-scale and ancillary industries; and 

7) to promote import substitution, save and earn foreign exchange for the economy., 

The following table gives us an idea of the growth of public sector enterprises in India : 

Total Investment No. of 
(Rs. in crores) enterprises 

1 2 3 

Aeoa 1.4.1951 29 5 

Aeon 1.4.61 948 47 

These are the Central Government public sector enterprises. In addition, there are 
a large number of various State Government public enterprises like irrigation 
projects, State Electricity Boards, State Road Transport Corporations, State 
Financial Corporations etc. These enterprises also exclude departmental undertakings 
like railways. The enterprises also included in the table above, large as they are - 
account for only about half of the gross capital formation of all public enterprises. 

Major contributiorl of the public sector has been through the development of new 
sophisticated industries, and giving a more mass welfare bias to the existing services. 
New skills were created and professional management in industry which was hitherto 
maidy confined to multi-nationals, became widespread. Ever ~ince the third plan, 
the public sector investment largely accounts for somewhat more than half the total 
plan investment. Apart from the normal government activities and departmental 
undertakings, basic and heavy industries like steel, heavy electrical and nonelectrical 
machinery, machine tools, etc., were developed in the public sector. These were 
industries which would take a long time to fructify and were risky. It was felt that, 
by and large, private industry would not be attracted to them or would only be 
prepared to come on terms which would not be acceptable to the nation. Existing 
units in the private sector were left untouched with the exception of banking, 
insurance, oil, coal and power. Many of the sick units providing employment on a 
large scale were also nationalised. 

Financial performance of public sector enterprises has been quite disappointing. 
Excluding the oil sector, which is highly profitable, the other public sector enterprises 
have been incurring net losses or making only a marginal profit. Even if the oil 
industry is included, the overall ratio of net profits after tax as a percentage of net 
worth are just about 4.5 per cent in 1990-91 as against 5.4 per cent in 1989-90. The 
sectors which have been heavily losing include fertilisers, heavy engineering, 
consumer goods, urban transportation, coal, textiles, and contract and construction 

Some of the factors which are responsible for the poor performance of the public 
sector are as follows : 

i) Administered pricing policy of the government in respect of urban 
transportation, coal, fertiliser industries, etc. is fully responsible for non-recovery 
even of costs of production. The concerned public enterprises can hardly be 
called inefficient, even though they are unprofitable. 

ii) The nature of a large number of enterprises is such that they have long gestation 
periods and quite often there are heavy cost overruns because of the gestation 
beriods and intervening inflation. 
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iii) Excessive manpower recruitment due to political decisions. 

iv) Under utilisation of capacity. 

v) Excessive government controls in the matter of investment decisions, fixation of 
selling prices, wages and income policies, location decisions and personnel policy. 

The failures of the public sector are largely rooted in the political and bureaucratic 
controls clamped on the enterprises. Unless genuine autonomy is given to the 
professional management of the public sector in all matters which are properly 
speaking business decisions, there is hardly any future for the public sector. 

3.5 MIXED ECONOMY - RECENT TRENDS AND AN 
APPRAISAL 

The decade of the 1980s witnessed a rapid expansion of the industrial activity in India 
which can be attributed mainly to the reforms undertaken in both industrial and trade 
policies. Further policy changes became necessary for accelerating the industrial 
growth in the 1990s in order to consolidate the achievements of the last decade. The 
new policy initiatives were announced by the government in the Statement on 
Industrial Policy on 24th July, 1991. The policy deregulates the economy in a 
substantial manner. The major objectives of the new policy package will be : 

to build on the gains already made 

correct the distortions or weaknesses that might have crept in 

maintain sustained growth in productivity and gainful employment 

further encourage growth of entrepreneurship and upgrade technology in order to 
attain international competitiveness. All sectors of industries whether small, 
medium or large, belonging to the public, private or cooperative sector are to be 
encouraged to grow and improve on their past performance. 

The provisions of the new policy are : 

i) Industrial licensing was abolished for all projects except in 18 industries where 
strategic or environmental concerns are paramount or where industries produce 
goods with exceptionally high import content. With this, 80 per cent of industry 
has been taken out of the licensing framework. 

ii) The MRTP Act was amended to eliminate the need for prior approval by large 
companies for capacity expansion or diversification. This will enable Indian firms 
to become large enough to compete effectively in the global markets. 

iii) The tequirement of phased manufacturing programmes was discontinued for all 
new projects. 

iv). Areas reserved for the public sector were narrowed down, and greater 
participation by private sector was permitted in core and basic industries. In place 
of the seventeen areas earlier reserved for investment by the public sector, only 
eight .such areas are now reserved. These eight are mainly those involving 
strategic and security concerns. 

v) Government clearance for the location of projects was dispensed with except in 
the case of 23 cities with a population of more than one million. 

vi) A National Renewal Fund has been set up to ensure that the costs of 
technological change and modernisation industry would not be borne by the 
workers. It will be used to provide a safety net to workers in sick an dnon-viable 
enterprises, and to finance their retraining and redeployment. 

Along with a reform of industrial policies, steps were taken to facilitate the inflow of 
direct foreign investment. These non-debt-creating inflows will reduce reliance on 
fixed interest-debt and also bring in new technology, marketing expertise and modem 
managerial practices. The following measures were taken in this regard : 

i) The limit of foreign equity holdings was raised from 40 to 51 per cent in a wide 
range of priority industries. 

ii) The Foreign Investment Promotion Board has been set up to negotiate with large 
international firms to expedite the clearance required for projects in non-priority 
industries. 

Mixed Econom: 

L 
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Flnanclal Adrnlnlstratlon : iii) Technology imports for priority industries are automatically approved for royalty 
and ObJectlves payments upto certain limits. 

iv) In order to make the economy competitive with the rest of the world, rupee was 
made partially convertible. This will boost our exports and also promote efficient 
import substitution. 

v) The practice of government control over capital issues, as well as over pricing of 
issues including fixation of premium, has been done away with. 

vi) Import duties were substantially reduced and rationalised in order to ensure that 
the high tariff walls do not perpetuate a high cost non-competitive Indian 
industry. 

Thus deregulation will reduce the role of government regulatory agencies. Delays in 
project implementation will be greatly reduced. Increased competition will lead to 
enhanced pressure on enterprises to reduce their costs and to improve quality. 

The public sector was originally conceived as holding the commanding heights of the 
economy and leading to technological advance. The public sector has contributed 
significantly to the diversification of India's industrial structure. But its contAbution 
in terms of generating internal resources for further expansion has fallen far short of 
expectations and its inability to do so has now become a major constraint on economic 
growth. It is imperative that the public sector attains the objectives originally set for 
it. This will require a sustained improvement in productivity and profitability. The 
budget support to public sector enterprises will need to be scaled down and they will 
be expected to maintain financial discipline in their operations. 

In 1991-92, the Government undertook a limited disinvestment of a part of public 
sector equity to the public through the public financial institutions and mutual funds 
in order to raise non-inflationary finance for development. This process of 
disinvestment in the public sector enterprises is being continued in 1992-93. .It is 
expected that disinvestment will also bring in greater public'accountability and help 
to create a new culture in their working which would improve their efficiency. 

Recognising that sickness is a serious problem in many public sector units, the 
Government amended the Sick Industrial Companies Act to bring public sector 
undertakings also within its purview. This makes the sick public sector units subject 
to the same discipline as private sector units including reference to the Board of 
Industrial and Financial Reconstruction (BIFR) for identification of a viable 
restructuring package or closure as the case may be. 

Indian experience has shown that the pursuit of a mixed economy framework in a 
developing economy is a feasible proposition. It can lead to a modest rate of growth 
and also substantial growth of productive capacify in key sectors of the economy. 
Values of a social democracy have been assiduously nurtured and significant results 
have been achieved in reducing inequalities through various poverty alleviation 
programmes. Recent changes in the direction of economic policy have, however, led 
many'to doubt whether the Nehruvian model of mixed economy and all that went 
with it, is still in place. If mixed economy is viewed as a path which avoids the rigours 
of both capitalism and socialism, then mixed economy has served the country well 
and may continue to do so in future. In spite of lib=ralisiifion or  deregulation, we 
have not moved to a stateof market economy. All that has happgned js that we 
have started questioning and even demolishing the complex regulatory frameworks 
administered by an overloaded bureaucracy which failed to orient itself to the task 
of development administration. Controls and regulatory mechanisms never formed 
part of the core of development strategy, being themselves largely an inheritance of 
the war economy which the British Government had clamped on the country only to 
maximise procurement for military consumption. Removal of these controls will only 
make the economy more vibrant and dynamic without losing sight of the 
socio-economic perspectives it has set for itself. 

Cbeck Your Proryess 2 

Note : i) u s e  the space given below for your answers. 
ii) Check your answers with those given at the end of the unit. 

1) What are the objectives of the public sector in India? 
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Mixed Economy 

2) Briefly describe the factor6 responsible for the poor performance of the public 
sector. 

......................................................................................................... 

........................................................................................................... 

......................................................................................................... 
3) Enumerate the key provisions of the New Industrial Policy of 1991. 

.......................................................................................................... 

......................................................................................................... 

......................................................................................................... 
4) What other steps have been taken to deregulate the economy? 

LET US SUM UP 

h e d  economy implies demarcation and harmonisation of she public and private 
sectors. In it free functioning of the market mechanism is not permitted and the 
government intervenes or regulates the private sector in such a way that the two 
sectors become mutually reinforcing. There is a commitment on the part of both the 
sectors to national objectives and priorities. It is a middle path between the two 
extreme systems of capitalism and socialism. 

Capitalism has been defined as an economic system stressing individual initiative for 
a market ewnomy, the profit motive and ownership of means of production by 
private individuals and corporations. On the other hand, socialism is an economic 
organisation of society in which the material means of production are owned by the 
whole community to a general plan, all members being entitled to benefit from the 
results of such socialised planned production on the basis of equal rights. 

In India, the concept of mixed ewnomy was evolved so that both the private and 
public sectors could contribute to the process of economic growth. The Industrial 
Policy Resolution of 1956 gave a definite shape to it by clearly demarcating the areas 
in which each sector would operate. The two instruments of policy were the Industries 
(Development & Regulation) Act of.1951 and the Companies Act of 1956. These two 
Acts conferred on the government through licensing procedure, the power of 
regulating location, production and expansion of major industries in India. The 
Industrial Policy Resolutions of 1977 and 1980 further refined the operational 
framework of mixed ewnomy in India. Private sector in India contributes nearly 
80 per cent of the national income whereas the public sector contributes the balance 
20 per cent. The organised private sector is modernised, capital-intensive and has 
access to modem financial services. Over the years, however, the private sector, has 
become a high cost sector, and hence non-comwtitive with the international sector, 
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F l n a c u  Ad-tration : Basics The public sector was supposed to have control over the commanding heights of the 
and Objectives economy. Its objectives included helping the country in the rapid economic growth 

and industrialisation, generating resources for further investment, creating 
employment opportunities and promoting social welfare through more equitable 
income distribution, etc. It has grown from 5 enterprises in 1950-51 to 236 in 1990-91 
and its investment has gone up from Rs. 5 crore in 1950-51 to over Rs. l(IOOOO crore 
in 1990-91. The performance of the public sector has, however, been quiie 
disappointing. Among the many factor's responsible for this are political interference, 
administered price policy, excessive manpower and under-utilisation of capacity. 

The new Industrial Policy was announced on 24th July, 1991 which sought to 
delicense and deregulate the economy in many ways. Areas reserved for the pubfic 
sector have been narrowed down. Several other measures relating to liberalising trade 
and foreign investment have also been taken. With the dismantling of artificial 
controls, it is expected that the economy will become internationally competitive, and 
economically efficient. The social dimensions of the mixed economy continue to be 
given a pride of place in the emerging scenario. 

3.7 KEY WORDS 

Capitalism : Capitalism has been defined as an economic system stressing individual 
initiative, with a centralrole for a market economy, the profit motive and ownership 
of means of production by private individuals and corporations. 
Disinvestment of Public Sector Equity : It was government's policy announced in 1991 
wherein in order to raise resources, encourge wider public participation and promote 
greater accountability, a part of the government's shareholding in selected public 
sector undertakings would be offered to mutual funds and investment institutions in 
the public sector, as also to workers. 

Equity : It is a fonnof financing the organisation under which capital stock is held 
in the form of shares. 

Foreign Investment Promotion Board (FIPB) : It was set up in 1991 entrusted with 
the functions of expeditious clearance of foreign investment proposals, establishment 
of contact with and inviting selected international companies to invest in India in 
appropriate ventures and periodically review the implementation of projects cleared 
bv the Board. 
~ndustries(~evelo~ment & Regulation) Act 1951 : The main objective of the Act is 
the development and regulation of Indian industries in a manner benefiting the policy 
of planning, socialistic society and other social, economic considerations. 

Market Economy : An economic system in which the question of what to produce, 
how much to produce and for whom are decided in an open market through the 
free operation of demand and supplv. 

Monopolies Restrictive and Trade Practices (MRTP) Act : The MRTP Act was 
adopted by the government in 1969 with the objective of ensuring that the operation 
of economic system does not result in the concentration of economic power to the 
common detriment for the control of monoplies, for the prohibition of monopolistic 
and restrictive trade practices and matters connected with it. It aims at controlling 
the concentration of economic power or prohibiting monopolistic or restrictive trade 
practices only when they are prejudicial to public interest. 

Socialism : Socialism is an economic organisation of society in which, the material 
means of production are owned by the whole community to a general economic plan, 
all members being entitled to benefit from the results of such socialised planned 
production on the basis of equal rights. 
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3.9 ANSWERS TO CHECK YOUR PROGRESS 
Mixed Economy 

EXERCISES 

Check Your Progress 1 

1) Your answer should include the following points : 
Balance between the yarket economy and the planning mechanism 
A clear demarcation d boundaries of the public sector and the private sector 
Objectives of equity, social welfare, employment etc. 
The government intervenes and regulates the private sector to secure 
adherence to national objectives and priorities 

2) Your. answer should include the following points : 
The establishment of a socialistic pattern of Society, giving importance to the 
expansion of public sector 
Classification. of industries into three categories : 
Schedule A : 17 industries reserved for the public sector 
Schedule B : About a dozen industries where the State could establish new 

units or nationalise the existing ones 
Schedule C : Rest of the industries to be in the private sector. 
Private sector assured of an important role in the industrial structure of the 
country. 

Check Your Progress 2 

1) Your answer should include the following points : 
Objectives of the public sector include, 
helping the country in the rapid economic development and industrialisation 
generating resources for further development 
promoting balanced regional development 
creating employment opportunities, and 
promoting social welfare and self-reliance. 

Your answer should include the following points : 
Among the factors responsible for the poor performance of theSpublic sector are : 

Unrealistic pricing .policy 
Political interference in business decision-making. 
Excessive manpower 
Under utilisation of capacities 

i Government controls in wage & income policies, personnel policies, 
investment decisions etc. 

3) Your answer should include the following points : 
Abolition of industrial licensing 
Dilution of the MRTP Act 
only  eight areas reserved for public sector as against seventeen areas 
reserved earlier 
Establishment of a National Renewal Fund. 

4) Your answer should include the following points : 
The limit of foreign equity holdings raised in priority industries 
Expeditious clearance of foreign investment proposals in non-priority 
industries 
Partial convertibility of rupee 
Government control over capital issues withdrawn. 
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