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 In (1951), Indian economy reflected a typical 

underdeveloped structure inherited from the British. 

The share of agriculture was about 52% but it was 

practised with primitive techniques and remained 

unproductive. Industries contributed approximately 

17% of GDP but it was dominated by agro-based 

industries like cotton, jute etc. 

 The only capital goods industry with a significant 

presence was iron & steel. About 30% of GDP was 

contributed by services sector, but it was mainly 

dominated by low end services like small trade 

items.

 By 1991, the economic structure with respect to 

GDP contribution had improved with agricultural share 

declining to 29% even though productivity in 

agriculture had increased with the advent of green 

revolution. 

 The share of manufacturing sector had increased to 

28% because of government led growth, dominated by 

heavy industries in PSUs (Public Sector Undertakings).

 Services sector contributed 42% of GDP & most of 

the contribution was from high end services like 

banking, insurance & public administration.

 By 2015, the share of agriculture decreased to 18% 

and that of industrial sector stagnated to 29% of GDP. 

The services sector on the other hand became the 

dominant sector of the economy, with a 53% share in  

GDP. Therefore India did not follow the historical 

growth path of agricultural sector's dominance 

followed by manufacturing sector's dominance 

followed by services sector.

 The Indian economy is a developing market 
theconomy. India is world's 6  largest economy by GDP 

and 3rd largest economy on purchasing power parity 
(PPP)

q Classification of Indian Economy
 Indian economy like all other economies is 
classified into three sectors: 

OTHER COUNTRIES

Agriculture

Industry

Service

Agriculture

Industry

Service

INDIA

Indian
Economy

Industry
sector

Services 
sector

Agriculture 
sector

Topic Covered in this Unit
Ø Introduction

Ø Sectors of Indian Economy

Ø Indian Economy: Sectoral classification and Components

Ø Modern Q & A

Introduction

Sectors of Indian Economy



Agriculture Sector

 Agriculture is an important sector of Indian 

economy and this could be seen from by the fact that it 

contributes 19.9% to GDP (Economic survey 2020-

21). As high as 70 per cent of population still depend 

primarily on agriculture for their livelihood with 82 per 

cent of farmers being small and marginal (Economic 

Survey 2019-20).

 Agriculture is also important as it supports various 

allied sectors like food processing, animal husbandry, 

dairying & fisheries and food security in India directly 

depends upon the better performance of this sector.

 The target of Modi-government to double farmers’ 

income by 2022-23 makes this sector  significant in 

India's economy.

q What are the challenges faced by 

the agriculture sector?

 Agriculture sector in India faces several challenges, 

some of  them are as follows-

q What can be done?

 Proper irrigation infrastructure by using govern-

ment schemes like P.M. Krishi Sinchai Yojana.

l Credit facilities through:

Ø� Kisan Credit Card 

Ø� Refinance facilities through NABARD

Ø� Interest subvention schemes

l P.M. Fasal Bima Yojana for agri-insurance.

l SAMPADA scheme for food processing.

Low farm 
mechanisation

Lack of agriculture marketing
related infrastructure

Disguised unemployment

Low productivity

Access to credit

Small land 
holdings

Lack of access
to insurance 

service
Lack of Agriculture 

processing 
infrastructure 

like cold storage 
and transportation 

facilities

Lack of 
innovation

/ R&D

Lack of access to proper 
irrigation facilities

Challenges 
faced by 

Agriculture
Sector

 The manufacturing sector is a critical sector in 

achieving the ambitious target of making India a $ 5 

trillion economy.

 The sector plays an important role in generating 

employment and national income.

 The industrial sector based on Index of Industrial 

Production (IIP) registered a growth of 0.6 percent, in 

2019-20. (Economic survey).

 Industrial sector performance, however, as a share 

of GDP contribution is low due to performance of 

manufacturing sector which registered a negative 

growth of 0.2% in 2019-20. (Economic Survey)

q What are the challenges faced by 

manufacturing sector?

Manufacturing Sector

Technological deficiency

Contradictory 
policy formulations

Investment in research and
development in manufacturing

sector is low

Domestic 
production 
negligible

Self-help group & 
Cooperative culture 

not widespread

High import
dependence

lower budgetery
 allocation

Skill-development / 
unskilled labour force

Lack of formal 
credit access
to MSMEs

Problems 
faced by 

MSME sector

Challenges 
faced by 

Manufacturing
Sector
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l Consolidation of land holdings and promotion of 

co-operative culture to increase productivity.

l Research and development in agricultural sector.

l Agri-marketing infrastructure like:

Ø� Reforms in APMC Act.

Ø� e-NAM (National Agriculture Market).

Ø� Reforms in Essential Services Commodities Act.

Ø� Introduction of model APMC Act.

Ø� Contract farming should be promoted.

 Thus, considering agriculture as the most important 

sector of Indian economy, a range of deep reforms need 

to be undertaken to reinvigorate this sector.



 Considering these challenges, what needs to be 

done and what government policies are 

functioning in current scenario?

l Strengthening of Micro, Small and Medium sector 

Enterprises (MSMEs) as this will boost growth 

with high potential for employment.

l Credit availability should be made easily available. 

E.g. MUDRA Loans, Loans @ 59 minutes per loan 

sanctioning.

l Vocational education in educational curriculum 

will develop market-oriented skills.

l Skill development.

Ø� National Skill Development Corporation.

Ø� Skill India Mission.

Ø� National Skill Development Agency.

Ø� Sector Skill Councils.

l Research and development in electronics sector, 

automobile sector and various other sectors are 

required.

Ø� Grants to students should be provided, e.g. P.M. 

fellowship schemes and various research grants.

Ø� Collaboration with foreign countries/universities to 

attract global talent and technology.

l Import dependence should be reduced by 

strengthening initiatives like Start-up India, Stand-

up India.

l Promoting textile and apparel sector which is 

biggest employer after agriculture sector.

l Pharmaceutical sector also requires domestic 

production of active pharmaceutical ingredients 

which India imports from China.

l Unified policy formulation like National Electron-

ics Policy, National Pharmaceutical Policy 

considering market relevance.

� Thus, overall revamp of manufacturing sector is 

required with special focus on developing domestic 

industries. The National Infrastructure Pipeline has 

projected total infrastructure investment of ` 102 lakh 

crore during period FY 2020 to 2025. In India, it will be 

a watershed moment.

Services Sector

� The relevance of services sector in Indian economy 

has continuously been increasing accounting currently 

for 54 per cent of total GVA growth (Eco survey 2020-

21), four-fifth of total FDI inflows into India and about 

38% of total exports.

� Although service sector is performing well, there 

are certain challenges faced by this sector -

Communication

Transport

Hotels

Financial and 
professional
services

Real estate

Defence

Trade

Other services

Public administration

Service
Sector

What needs to be done?

l Skill development is the fundamental requirement 

and government initiatives should promote it.

l Challenges faced by aviation sector need to be 

resolved with proper policy measures.

l Space sector services need to be promoted.

Ø� New Space India Limited (NSIL) initiative of 

government is a welcome move.

l Tourism sector infrastructure should be strength-

ened by means of adopting a Heritage, PRASAD 

H1B Visa issue 
disrupting 
IT sector

Service
sector

challenges

Market relevant skill

Bankruptcy 
challenges 

of big firms

Weak 
arbitration
mechanism

Import dependence 
for raw materials

Problems in 
civil aviation 

sector e.g. 
Air India  

privatization 
issue, 

Jet Airways 
bankruptcy

Lack of vocational
education in youths

Ill performance of
tourism sector 

and infrastructure 
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1. Agriculture, Forest & Fishing:

 Ø Crops.

Ø Livestock.

Ø Forestry & Logging.

Ø Fishing & Aquaculture.

2. Industry Sector:

Ø Mining & quarrying.

Ø Manufacturing.

Ø Food products, beverages and tobacco.

Ø Textiles, apparel and leather products.

Ø Metal products.

Ø Machinery and equipment.

Ø Other manufactured goods.

Ø Electricity, gas, water supply & other utility 

service.

Ø Construction.

3. Services Sector

Ø Hotels and restaurants.

Ø Trade and repair services.

Ø Transport, storage, communication and services 

related to broadcasting.

Ø Railways.

Indian Economy : Sectoral

Classification and Components

Q. In spite of being the sixth-largest economy of the 

world, does India still need to be in the category 

of developing countries? Justify with an 

example. (200 words)

Model Q & A

It basically wants you to address the question that, 

should India be classified as a developed country? 

If not, then why? You have to provide arguments 

both in favour and against it with a balanced 

conclusion.

A. Developing countries are mostly those with low 

level of industrialization and low basic socio-

economic and human development indicators.

 Considering this, is it practicable for India to be in 

this category?

The arguments in favour are:
 thØ Poor human development index (131 ) rank.

Ø Per capita income still one of the lowest at  

$1947.4

Poor health indicators:

Ø  IMR - 32/1000 (SRS Report).

Ø  MMR - 113/1 lakh.

Ø  Medical infrastructure.

Ø  Medical expenditure - less than 2.5% of GDP.

Ø Large population.

Education 

Ø High dropout rates at secondary education level.

Ø Inadequate facilities for higher education.

Ø� Education infrastructure and learning outcomes not 

upto global standards.

Ø Low budgetary allocation.
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scheme, e-Tourism visa, e-medical, e-conference 

visa policies.

l Information Technology and Business Process 

Management (IT-BPM) Service, Startup India, 

National policy on software  products and removal 

of Angel tax.

Ø Entrepreneurship ecosystem needs to be promoted.

Ø Special Economic Zones.

 Thus service sector is a sunrise sector for Indian 

economy and skill development is the key to 

performing better in this sector and government is 

striving hard for that.

Ø Road transport.

Ø Water transport.

Ø Air transport.

Ø Services incidental to transport.

Ø Financial, real estate & professional services.

Ø Community, social and personal services.

Ø Public administration and defence.

Ø Other services.



faced by SEZs and in second part provide 

arguments to strengthen SEZ. Conclude on 

positive note.

The question basically expects you to give brief 

introduction related to SEZ. Then in the first part 

of question you have to address the issues 

A. Currently, the Special Economic Zones (SEZs) 

employs about 17.8 lakh persons across the 

country contributing export worth 5.23 lakh crore.

 But in recent times various issues have been 

plaguing the SEZs, with regard to taxation 

governance etc.

1. Taxation 

Ø High custom-duty is imposed.

Ø Income-tax on new SEZs.

Ø Unpredictability in taxing regime.

Ø Exemptions on minimum alternate tax (MAT) 

which are determined on book profit and dividend 

distribution tax (DDT) were withdrawn.

2. Governing laws

Ø Lack of uniform support from state governments in 

terms of law amendments.

Ø Frequent changes in policies.

Ø Multiple models of economic zones.

Ø The requirement of payment in foreign exchange 

for services under SEZ Act, 2005.

Ø Urban Land Ceiling Act, 2007 is also acting as a 

major bottleneck.

3. Administration

Ø Single-window clearance is not provided.

Ø Lack of flexibility to use land at SEZs for different 

purposes.

Ø Underutilization of existing capacity.

Ø Bureaucratic red-tapism.

Ø Conflict between states and central bureaucratic 

apparatus.

SEZs requires following augmentation :

Ø Use of prime agricultural land should be avoided.

Ø Uniformity in tax laws.

Ø Bureaucratic red-tapism should be addressed with 

suitable policy measures. 

 Above steps will surely enhance the potential of 

SEZs developing India into a manufacturing hub.

STRUCTURE OF INDIAN ECONOMY   |   7

Economy

Ø� Informal/unorganised sector comprise 90% of 

workforce.

Ø� Agriculture dependence - 60% of population.

Ø� Low-level of skills.

Ø� Inequality and income gap.

Ø� Low level of female labour force participation.

Society

thØ� Gender gap index - 140  rank (2021 Report).

Ø� Caste and gender based inequality.

Ø� Traditional mindset.

Ø� Low level of urbanization e.g. still 60 per cent of 

population living in rural areas.

Ø� Communalism, terrorism, regionalism and other 

social problems.

The arguments against are:

Ø� Third largest economy at purchasing power parity 
thand 6  largest economy in terms of GDP.

Ø� India provides grants to countries of Africa and its 

neighbours e.g. Bangladesh, Nepal, Bhutan, Fiji, 

Mauritius, Seychelles etc.

Ø� India is part of G-20 and aspires to be part of G-7 

and other economic blocs.

Ø� Large military expenditure around 2.4% of its 

GDP.

 Thus a balance need to be achieved between the 

two arguments, and India should strive towards 

improving its basic socio-economic indicators. 

That will lead to a "Developed India".

Q. There is a clear acknowledgement that Special 

Economic Zones are a tool of industrial 

development,  manufacturing & exports.  

Recognizing this potential, the whole instrumentality 

of SEZs requires augmentation. Discuss the issues 

plaguing the success of SEZs with respect to 

taxation, governing laws and administration. (200 

words , 12.5 M) [UPSC - 2015].



Q. Normally countries shift from agriculture to 

industry and then to services, but India shifted 

directly from agriculture to services. What are 

the reasons for the huge growth of services vis-a-

vis industry in the country? Can India become a 

developed country without a strong industrial 

base? (UPSC-2019)

 However, India cannot become a developed 

country, without  having strong industrial base because:

l The share of agriculture in GDP is 19.9% but its 

share in employment is 54.6%, that's leading to 

disguised unemployment.

l The share of services sector in employment 

generation is low (28.1% only).

l The import dependence of India in manufactured 

goods.

l High skilled labour force is still inadequate in 

India.

l Manufacturing/industry sector has high job 

potential - compared to  agriculture.

Complete absence 
of industrial policy 
(from 1980/-2011)

Globalisation 
gave a fillip  

to service sector

1991 reform 
resulted in  

IT revolution
Import 
of cheap 
manufactured 
goods

License raj

India failed to develop 
power & transportation 
infrastructure

Restriction on 
foreign investment

Global rise in demand 
for service  & 
increasing outsourcing of 
services to India

Growth of 
Services 

Sector Vis-A-Vis 
Industry 
in India

The question basically expects the major reasons 

for high growth of service sector in India 

compared to industry in first part and can India 

become developed country without strong 

industrial base in second part. Positive 

conclusions should be given.

A. Historically, countries gradually shifted from 

agriculture to industry and then to services, but in 

case of India, there was direct leap to services from 

agriculture.

� The reasons for the high growth of services 

sector vis-a-vis industry are as follows: 

Conclusion : 

 Thus to utilize the rich demographic dividend of 

India and to improve its socio-economic indicators 

strengthening of  the manufacturing sector is required.

Q. What are the causes of industrial sickness in 

India? Give suitable suggestions to overcome 

the problem. (UPPSC 2019) (125 words) 

(8 marks)

The question basically demands the causes for 

lacunae in the industrial sector in India and 

demands suggestions to overcome this problem. 

The conclusion should be on a positive note.

A. The problem of industrial sickness in India is a 

growing concern because it erodes capital apart 

from shrinking employment.

 Various committees appointed, find-out reasons 

for industrial sickness- 

The prominent ones are : 

l Infrastructure and logistics problems:

Ø Physical infrastructure e.g. roads, railways, 

inadequate air  and seaport  capacit ies,  

uninterrupted power supply, warehousing and 

industrial machinery.

Ø High logistics costs (19% of GDP).

l Restrictive labour laws.

Ø Hire and fire flexibility to firms lacking.

Ø No social security and income security.

Ø Casualization of labourers.

l Skill mismatch:

Ø Unskilled labour force.

Ø Lack of training &  vocational programmes.

l Low productivity & dominance of informal sector.

Ø MSME centric labour intensive industry.

Ø Low productivity.

l Absence of conducive business environment.

Ø Bureaucratic red-tapism.

Ø Tedious dispute resolution mechanism.

STRUCTURE OF INDIAN ECONOMY  |   8



 Thus ground-level implementation of these 

policies should be carried out, so that industrial sector 

can realise its full potential.

Q.� Manufacturing sector needs to be strengthened 

and developed but role of the services sector 

cannot be ignored. Discuss.

Overhaul 
of Industrial

Sector

Facilitating easy exit

Regulatory
overhaul

Increase 
expenditure

 in R&D 

Capital

- P.M. Mudra Yojana
- NIIF
- Credit Linked Subsidy

Logistics

- Logistic efficiency
  enhancement programme

Infrastructure

�� - Industrial park 
NIMZ, 

- Port development  
- Sagarmala 

initiative, 
- Smart cities

Labour reform

- Shramev Jayate 
Karyakarm 

- Shram Suvidha Portal 
Labour code

Reskilling & upskilling

- Apprenticeship 
protsahan yojana

- Sector skill councils

l Inadequate expenditure on R & D and 

innovation:

Ø Only 0.6-0.7% of GDP.

l Tax & tariff Policies:

Ø Multi-layered tax system.

l Limited access to capital:

Ø High interest rates/inverted duty structure.

 To overcome these issues following measures 

can be taken:

The question seeks  reasons why manufacturing 

sector needs to be strengthened (basically it's 

role in Indian economy) in first part and the role 

played by services sector with a positive and 

balanced conclusion.

A. The contribution of manufacturing sector in GDP 

seems to have stagnated at 16% over the past 30 

years, way below the projected target of 25%.�The 

manufacturing sector needs to be strengthened for 

the following reasons :

SOCIO-ECONOMIC REASONS

Ø� Reduction on import dependence on goods like 

electronics, active pharmaceutical ingredients, 

solar panels, routine household goods, etc.

Ø� Reduce current account deficit of country which 

generally always remain in deficit due to large oil 

imports.

Ø� Boost indigenous production of imported items 

to achieve governments Atma Nirbhar Bharat goal.

Ø� Protect from global uncertainties like corona 

pandemic.

Ø� Save high amount of foreign exchange.

Ø� Create huge employment potential in MSMEs, 

including textiles, food processing, leather 

processing.

Ø� Promote exports and raise India's status in global 

economy.

Ø� Realize huge demographic dividend of the 

country.

Strategic reasons:

Ø� To counter the expansionist policies of China in 

the South Asian and Indo-Pacific region.

Ø � To provide support to India's neighbouring 

countries e.g. Nepal, Bhutan, Bangladesh etc.

Ø� Ease of doing business will improve business 

environment in India.

Ø Technological development and boosting 

research and development in India will improve 

the skills of the workforce and enhance its 

productivity.

Ø Infrastructure development in country, will 

reduce dependence on grants and loans from 

international institutions and foreign countries.

� Thus, the relevance of manufacturing sectors in 

Indian economy is very high.

� But this does not mean that the importance of 

services sector can be ignored. With around 54% per 

cent of contribution to GDP, the role of services sector 

lies as follows :
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� Thus, both the services sector and manufacturing 

sectors are complementary to each other. Growth in one 

sector will promote the growth and development of 

other sector.

Q. Industrial development and agriculture 

development are the two sides of the same coin. 

What policy prescriptions would you advocate 

in the context of Indian economy?

The question basically seeks the brief overview of 

the development of industrial and agriculture 

sectors and wants to know how both these sectors 

complement each other in context of Indian 

economy. It also wants to know what policies 

need to be prescribed for the development of 

these sectors.

A. Industrial development and agricultural develop-

ment are complementary to each other, rather than 

being competitive.

 This can be said due to following reasons :

Ø � Raw materials for industrial development come 

from agriculture, e.g.

Ø � Mechanization in agriculture is the result of 

development of industries. e.g. tractors, 

harvesters, threshers, etc.

Ø Growth of the industrial sector especially 

manufacturing is resolving the problem of 

disguised unemployment in agriculture.

Ø Diversification of economy took place as 

workforce moved from agriculture to industrial 

sector.

Ø Research and development in the industrial 

sector is boosting productivity in agricultural 
thsector. e.g. 4  Industrial revolution, Internet of 

Things, Artificial Intelligence, Precision 

farming, remote-sensing satellite-based agro-

technologies.

Ø Start-ups in the agriculture sector are increasing at 

a greater pace.

Ø Food processing industries are basically the result 

of combination of agriculture and industrial 

sector e.g. dairy industry, horticulture, animal 

husbandry, pisciculture, floriculture etc.

The policy prescriptions for the development of the  

agriculture sector are :

Role of 
Services Sector

Tourism

- Accounts for about 
7-8% of GDP

th - India, world's 10
(WTTC-2019)

largest tourism economy
- 8% of employment 

generation (WTTC - 2019)

nd India has 2
fastest-growing
services sector

IT / ITES / BPM

- 8-9% of GDP
- around 4 million 

jobs (2016)
- IT-BPM accounts 

for 45% of total 
Indian exports

Boosting 
start-up 
culture on
large scale

Logistics

- Provides
   employment 
   around 22 million

e-commerce sector

- Growth of
  around 12%
  (2018-19)

AGRO-BASED
INDUSTRIES

Sugarcane 
- for sugar industry

Cereals 
for liquour 
industries

flowers for
fragnance-

making sectors
Jatropha for

ethanol blending
essential

oils

Dyes

The policy prescriptions for development of 

industry sector are:

Agriculture
Sector

Irrigation infrastructure 
and insurance

- PM Krishi Sinchai Yojana
- PM Fasal Bima Yojana

Monitoring
of schemes
and reforms

Technology
- dissemination
of scale neutral
technologies

Inter-ministerial and 
inter-departmental
coordination

Legislative
reforms

e.g. contract
farming
Model 

APMC Act 2003

Stepping up 
investment

on rural development 
and critical 
infrastructure such 
as mandis, storage, 
warehouses etc.

Sustainable
agriculture
practices
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 Thus agriculture and industry go hand in hand 
when it comes to economic development. Both the 
sectors, their complementarity are vital for emerging 
economy  like India.

Q. In India, do you agree that growth of the 
services sector is sustainable and will it ensure 
equity in terms of creating employment?

The question seeks to address whether the sharp 
growth in the services sector is sustainable. It 
also wants you to address  the extent to which it is 
equitable in terms of creating employment.

A. The services sector currently is the most important 
component of Indian economy with a share of 
around 55% per cent.

 Whether the growth of the services sector is 
sustainable or not there are multiple arguments for 
and against it.

Ø The arguments in favour are:

l � Market size of service sector around 55% 
contribution to the Indian economy.

l High employment  potential

 ® Tourism - accounts for 8% of the 
total employment 
(WTTC, 2019)

 ® IT/ITES/BPM - IT-BPM employment 
(2016) - 4mn jobs

 ® Logistics - 22mn people employed 
in this sector

INDUSTRY 
SECTOR

- Develop self-sufficient 
  manufacturing clusters.

- Encourage FDI in 
  manufacturing

- Connect between 
  government 

- Industry and academia
- E-commerce

- Harmonize 
quality 

standards

Demand generation, augmentation of industrial 
infrastructure and promotion of MSMEs

EASE OF DOING
BUSINESS

- Introduce single 
window system

- Geographic information 
system

- Pre approved land banks

INDUSTRY 4.0

- Incentives
for industries 
based on industry 
4.0 theme

SERVICES
SECTOR

Skill 
mismatch

Policy environment
also act as a barrier 

e.g. Bureaucratic red-tapism

e.g. Tourism policy

Training
infrastructure

is also
missing 
in India

Infrastructure
related issues

e.g. Tourism 
infrastructure
and logistics 
infrastructure

Education
curriculum is
not according

to need of
services

Mostly IT
firms outsource 
jobs to foreign 

countries 
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l � India is 8th largest exporter of commercial 
services (2019) in the world.

l FDI inflows of around 60% cumulatively (April 
2000 - Oct, 2017)

l Net services surplus financed around 50% of 
India's trade deficit in 2017-18.

Ø The arguments against the sustainability of 
services sectors are :

Ø� Only 32% (ILO Report, Sep 2020) of India's 
workforce employed in the services sector 
(lowest among top 15 economics)

Ø� High-quality skills are required which are 
missing in India.

Ø� Logistics sector in India remains below the 
present needs.

Ø� Vocational education of Indian youths 
missing, making them unfit for match with the 
growing services sector needs.

 The concept of inclusive development is missing 
under services sector, as a large chunk of unskilled and 
semi-skilled labour force is out of it.

 In terms of employment creation, service sector has  
equity concerns due to following reasons:

 Thus in terms of sustainability of services sector 

certain loopholes need to be plugged to achieve the 

desired goal.

 Ski l l  development  and ground level  

implementation of policies will  overcome the issue of 

inequity through adequate employment generation.



2
CHAPTER

ECONOMIC PLANNING
ECONOMIC GROWTH 

& DEVELOPMENT
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 Before understanding about economic planning, it 
is necessary to learn about the types of economic 
systems adopted by different countries.

q Economic systems are classified 
into three categories:

1. Capitalism

Ø Ownership of resources in this system remains in 
private hands.

Ø It is a free-market economy and market forces of 
demand & supply determine the choice of 
production.

Ø Whichever mode of production is cheaper is 
followed.

Ø Since the choice of production is determined by 
demand and supply conditions it is basically the 
price of the product, that determines its acceptabil-
ity and affordability and thus finally determining its 
demand and supply. In the free market, government 
do not play the key role.

2. Mixed Economy

Ø Here a few industries are reserved for public 
sector and the remaining for private sector.

Ø Essential goods and services are produced by 
public sector and non-essential by private sector.

Ø Production in public sector industries is  
determined by state, and in private sector by 
entrepreneurs.

Ø For essential goods and services, prices are fixed 

Topic Covered in this Unit
Ø Economic System

Ø Economic Planning

Ø NITI Aayog

Ø Economic Growth

Ø Economic Development

Ø Sustainable Development & Human 
Development

Ø Model Q & A

About Economic System

Economic Planning

 The process under which State prepares a list of 
socio - economic problems e.g. mass poverty, 
unemployment, inequality, low productivity in 
agriculture, lack of industrial & infrastructure 
development etc. and sets, goals / targets / plans to fix 
these problems is called economic planning.

q Economic  P lanning-Before 
Independence

Visvesvaraya Plan     (1934)

¯

Nehru Congress Plan     (1938)

by the state e.g. NPPA - stent

Ø� For other goods & services - market forces 
determine the prices.

3. Socialism

Ø In this system ownership of industries is held by 
public sector/states/collective ownership. There 
is no provision for private property.

Ø State decides what has to be produced & in what 
quantity.

Ø Preference may be given to labour - intensive 
modes of production.

Ø The state is the determining authority about, who 
needs how much and will distribute accordingly, by 
w a y  o f  s u b s i d y  a n d  r a t i o n i n g  s h o p s .  
Example - North Korea, Cuba & Venezuela

 Presently most nations are followed 'mixed 
economy e.g. India.



¯

Gandhian Plan     (1944)

- By Sriman Narayan Aggrawal

¯

M.N. Roy's People Plan     (1945)

¯

¯

Bombay Plan     (1944)

- By industrialist J.R. Tata, G.D. Birla

Jay Prakash Narayan's Sarvodaya Plan  (1950)

q Economic planning -  Post-
Independence:

Inspired by     USSR - Soviet Model     (1951)

¯

Establishment of Planning Commission 

by PM Nehru

- 1st five year plan started

¯

National Development Council (1952)

- P.M. / C.M. etc. do approve FY plan

¯

Modi government abolished

Planning Commission in 2014

                ¯ (Jan 2015)

Formation of NITI Aayog to 

replace Planning Commission

 In India, from 1951 till 2014, the role of planning 
was carried out, under the leadership of a body called 
Planning Commission which was established by 
Nehru Govt. in 1951.

q What were the roles of Planning 
Commission?

l The fundamental roles of Planning 
Commission were:

Ø� Formulation of Five-year plans.

Ø To formulate the strategies required to achieve  
goals set in the plan.

Ø Formulation of state plans and fund allocation for it.

Goals of Planning

Social Justice Growth

Self Reliance Modernization

 The five year plans spanned over three phases. 

These are as follows :

l Phase I

Ø 1st FY Plan (1951-56)

Ø 2nd FY Plan (1956-61)

Ø 3rd FY Plan (1961-66)

l Phase II

Ø Plan Holiday (1966-69)

Ø 4th FY Plan (1969-74)

Ø 5th FY Plan (1974-79)

Ø Rolling Plan (1978-80)

Ø 6th FY Plan (1980-85)

Ø 7th FY Plan (1985-90)

q What was the criticism regarding 
Planning Commission?

The major criticism of Planning Commission were:

Ø� It was supposed to approve those programmes 
pending with line ministries. So there were 
conflicts of interest.

Ø� The state governments complained that Planning 
Commission (P.C.) was intervening in State 
development process and freedom was lacking in 
expenditure as the allocated funds were tied.

Ø� Approval to a particular programme came after 
much delay thus causing time over-runs in 
implementation.

 Now we will quickly discuss about all the five year 
plans and their salient features briefly, starting from 

st th1 FY Plan (1951-56) to 12  FY Plan (2012-17).

q The major goals of economic 
planning were:
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