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2.0 OBJECTIVES

After going through this unit you will be in a position to:

l discuss Indian economic thinking on issues of development;

l explain the theoretical ideas and contributions of nationalists whose
views influenced the initial policy framework adopted in the country;



31

Thoughts on Development
of Select Vintage

Thinkers

l contrast the views of nationalist thinkers with those of welfare and
development economists; and

l discuss the development debates implicit in the process of economic
planning and growth.

2.1 INTRODUCTION

Ever since political economy and economics emerged as separate
academic disciplines, in the late 19th century, India has produced a galaxy
of economists.  Besides, a large number of scholars have contributed to
the thinking on the economic development of India.  Indeed the number
of contributors is so large and their ideas so rich and vast, it is not
possible to include the contributions of all of them in one unit.   The
purpose of the unit is to present the contributions of some of them
relevant to understanding the aspirations and debates of economic planning
and development of India.  The aim and emphasis is therefore to include
the ideas of major thinkers, since the late 19th century, on the issue of
development.  The unit thus essentially presents a glimpse of some
important economists classified roughly under four broad groups viz.
early nationalists, later nationalists, socialist thinkers and the more recent
development economists.

2.2 EARLY NATIONALISTS

Here three important contributions from late 19th century and early 20th

century are included.  Under this, the first one to be outlined is the
‘Drain Theory’ of Dadabhai Naoroji  which is rooted to India’s freedom
struggle and its associated economic history. Ranade’s contribution on
the ‘Balanced Growth Theory’ included next anticipates the significance
of the approach much before it became popular in the second half of the
20th century.  The contribution of Gokhale on ‘Education and Economic
Development’ included towards the end of the present section is highly
relevant even in the 21st century India.

2.2.1 Dadabhai Naoroji: The Drain Theory

During late 19th century and early years of the 20th, ‘the drain theory’
came to be seen as the symbol of Indian economic nationalism.  Its
message was that financial mechanisms by which British rule in India
was maintained led to a transfer of wealth and income from India to
Britain, imposing a ‘bleeding drain’ on the Indian economy.  Although
there were many who contributed to this explanation, the drain theory
was essentially developed by Dadabhai Naoroji in his speeches and
writings which were published in his book entitled Poverty and Un-
British Rule in India (1901).  The essence of the drain theory is that the
unilateral transfers that India was compelled to make to Britain
systematically stripped the country of resources and thus perpetuated
poverty.  Naoroji observed that: ‘the chief cause of India’s poverty, misery,
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continuously and increasingly exhausting and weakening its production,
by the excessive expenditure on the European portion of all its sources,
and the burden of a large amount each year to be paid to foreign countries
for interest on the public debt, which is chiefly caused by the British
rule’.

We may elaborate the three items of the ‘drain’ emphasised by Naoroji.
First, the most important item was the remittance to England of a
proportion of salaries, incomes, and savings by civil, military employees
of the British origin, as well as by professionals such as lawyers and
doctors.  These, together with the payment in sterling by the government
of India of the pensions and allowances of British officials, constituted
a heavy burden on the resources of India.  Second item was military
expenditure.  Just as in the case of civil servants, the remittances of a
proportion of salaries, incomes and savings by British military personnel
and the payment in sterling by the government of India of pensions and
other allowances to the army officers, constituted an item of drain.  It
was observed that a poor country like India was made to subsidise the
imperial defence.  The third item was the remittances made in sterling
of interest on loans for construction and maintenance of public works
such as railways, irrigation works, etc.

The drain theory served as a basis for wide protests, and nationalist
mobilisation against the British rule.

2.2.2 M.G. Ranade: Development and Industrialisation

Some have described Ranade as the father of Indian economics.  Most
of his writings were in late 19th century and were published in the
Quarterly Journal,  published from Poona.  Although he wrote on several
issues, we shall concentrate here on his thinkings on economic
development.  He was a modernist and his ideas on development were
influenced by western experience.

First , he was very much influenced by the German Historical School
and the Friedrich List.  He defined economic development as the full
and all-round development of productive powers of society.  This requires
a proper ‘coordination’ between different sectors, which alone can assure
adequate and sustainable development for the output of each sector.
Coordination is needed between agriculture and industry, and between
rural and urban employment.  In underdeveloped countries like India, a
substantial increase in industrial employment and output is a necessary
condition for sustained development.

Second, Ranade  refered to ‘stages of growth’.  He identified India as
being at a stage of agriculture plus handicrafts.  He held out the next
stage to which India should move should be agriculture plus manufacturing
plus commerce.  This taxonomy of stages in his conception of
development provided Ranade, as a nationalist, with a useful handle to
press for industrialisation.
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Thirdly , he exposed that manufacturing industry allowed more scope
than most other sectors for what he described as ‘art manipulation’,
meaning application of modern technology to the production process.
The application of technology to industry is at the root of ‘why output
per head is found to be directly related to the proportion of labour force
engaged in manufacturing’?  He also observed that manufacturing provided
opportunities for learning to improve productivity, which was not possible
in agriculture.  He concluded that: ‘there can be no doubt that the
permanent salvation of the country depends upon the growth of Indian
manufacturers and commerce, and that all other remedies can only be
temporary palliatives’.

2.2.3 G.K. Gokhale: Education and Economic Development

G.K. Gohkhale, widely regarded as Ranade’s successor in the Indian
national movement, insisted on the importance of human capital and
especially of education.  He insisted on the need for mass education as
a prerequisite for economic development and argued that  ‘an ignorant
and illiterate nation can never make solid progress’.  He believed that
the spread of primary education ‘means the future salvation of our
country’.

His arguments in favour of mass education had emphasised the role of
mass education as investment as well as reward by higher consumption.
He was aware that compared to the costs, the returns to the society by
education in terms of development were substantial.  His writings and
speeches indicate that he could be considered a pioneer in the field of
economics of education.

Gokhale pleaded for making elementary education free and compulsory
throughout the country.  Universal education could help the farmer to
resist exploitation by the moneylender, to improve sanitation, to shake
off superstition, to increase his earning capacity and to take an intelligent
interest in public affairs.  He introduced Elementary Education Bill in
1911 in the Imperial Legislative Council.  This was modelled on the
Irish Education Act of 1892 and the English Education Act of 1870 and
1876.  The Bill sought to introduce the principle of compulsion into
elementary education.  He cited the examples of developed European
countries, USA, Australia and Japan which had made elementary education
both free and compulsory.  He brought out the role that mass literacy
had played in the economic development of these nations where whole
populations were literate, and the dire need for universal elementary
education in India which at that time hardly had 6 percent literacy.  He
argued that the costs of universal elementary education would be minimal
and affordable, if implemented through schools run by local bodies.
Funds could be found by economising on civil and military administration.
In the Council, strangely there was some opposition from Indian
Members, although both the Finance Member and the Education Member,
both British, agreed with the need for mass elementary education and
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then Governor of Bombay who feared that education to masses would
have severe political repercussions to the British rule in India.

Check Your Progress-I

1. What are the three items of ‘drain’ identified by Naoroji?

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

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

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

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

2. Why is Ranade called modernist among nationalists?

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

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

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

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

3. Why is Gokhale called pioneer of economics of education?

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

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

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

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

2.3 LATER NATIONALISTS: ALTERNATIVE
TO WESTERN MODELS

We include in this section the contribution of two major nationalists viz.
M. K. Gandhi and J. K. Mehta.

2.3.1 M.K. Gandhi: ‘Swadeshi’ and ‘Gram Swaraj’

Mohandas Karamchand Gandhi was not an academic economist whose
contribution to economics could be seen in terms of one theory or the
other.  He wrote on a wide ranging issues of significance to economics
like consumption behaviour, trusteeship, charity, leisure and sanctity of
work.  But from the point of economic development, his writings on
‘Swadeshi’ and ‘Gram Swaraj’ are of great importance.  These issues are
broadly in the tradition of human welfare, though they do not fit into
mainstream welfare economics.  His concept of ‘limitation of wants’ is
quite different from mainstream economics where human beings make
choice between competing wants and choose those which give maximum
satisfaction with the available resources.  Not all kinds of happiness
contribute to human welfare.  Not all kinds of desire-satisfaction
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contribute to happiness.  Individuals’ desire for goods and services is
not a limited set.  The more one gets, the more one wants and still
remains unsatisfied.  Multiplying one’s daily wants in this fashion merely
makes a person a slave to an unending sequence of desires, and there is
no slavery equal to slavery to one’s own desires.  Such a process does
not lead an individual to any sustainable steady state consumption path.
He considered that Western development was driven by a culture of
multiplying wants which he regarded as a flawed one.  For him, deliberate
restriction of material desires by individuals by means of  utmost efforts
offer a more rational solution.  For him, material advancement is no
indication of moral advancement. M.K.Gandhi’s thoughts were inspired
by the ancient Indian thoughts on development and human welfare, which
were enshrined in the ancient scriptures of India and partly spelt out in
the masterly treatise on economics and statecraft, called  Kautilya’s
Artha S’astra, of sixth century B.C.  We would give a brief account of
these ancient Indian classical thoughts on Development, contrasting them
with the modern economic thinking, which influenced many of the
nationalist thinkers of India in Section 2.7.  It is believed that Gandhi
was also influenced by Ruskin’s Unto This Last, where the emphasis was
on morality which is not determined by increase in wealth.

Some natural wants, according to Gandhi, could only be specified at the
village level – like clean roads, better sanitation, good transport, better
drainage, vegetation, school, dispensary, clean water and a dharmashala.
Similarly, at individual level, every one must have access to balanced
diet, a decent house, facilities for children’s education and adequate
medical relief.

Gandhi’s ideas on swadeshi came as a part of the struggle against the
British rule.  Swadeshi movement was a mass movement to encourage
people to develop a habit of consuming Indian products rather than foreign
products.  He justified swadeshi on moral principles.  The first relevant
principle was that of neighbourhood.  The duty of an individual is to his
neighbours.  This leads to swadeshi which refers to the consumption of
local products.  His contention was that it would be sinful to wear
foreign clothes while neighbouring weavers starve due to lack of demand
for their products.  Spinning and wearing khaddar (khadi) became symbolic
expressions of swadeshi.

His swadeshi principle made Ghandhi oppose the western model of
industrialisation.  He was against mechanisation for three reasons.  First ,
machinery displaces human and animal labour, instead of supplementing
it.  Second, unlike human labour, there is no limit to its expansion and
growth.  Third , it has a law of its own, which leads not only to labour
being displaced, but also to its being displaced at an ever increasing rate.
He thus opposed machinery because they create unemployment.  He was
a staunch advocator of strengthening the decentralised production with
the promotion of village level industries.  He believed in the feasibility
of self-sufficient village level production of food and clothing.  Village
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concept of development was – Gram Swaraj –  in which villages enjoyed
all their basic requirements through local production and village
community based management of basic resources and facilities.  In the
1940s, a Gandhian Plan was prepared for India (by Shiman Narayan) with
an emphasis on self-sufficient village economy.

2.3.2 J.K. Mehta: Theory of Wantlessness

J.K. Mehta was a great scholar both in Economics and Philosophy.   Mehta
was known in the 1930s for his independent discovery of the concept of
marginal revenue.  Joan Robinson in her book Economics of Imperfect
Competition makes a mention of this.  However, Mehta, instead of his
contribution to the mainstream Neoclassical Economics, is more famous
for its critique and attempts to build alternative model of man than the
‘maximising economic man’.  We shall here concentrate on his critical
tradition and his ‘Theory of Wantlessness’.  Through his writings like ‘A
Philosophical Interpretation of Economics’ (1962) and ‘Rhym, Rhythm
and Truth in Economics’ (1967), Mehta developed the Theory of
Wantlessness as a counter to the Western Economists’ theory of
unlimited wants as the prime mover of economic activity.  According to
him, wants first emerge in the minds of people and subsequently surface
more profusely as a source of pain when they are not able to satisfy
them.  Also, as soon as a want gets satisfied, a feeling occurs in their
mind for a recurrent satisfaction of the want and also generation of
many other allied wants.  Thus, the satisfaction of a want gives birth to
a new set of wants leading to a new source of pain if the wants cannot
be satisfied.  This cycle of satisfaction of one want giving rise to another
want continues unendingly.  Thus, the satisfaction of a want does not
close the circle of desire and pain.

Alfred Marshall had referred to economic activity as flowing from the
urge to satisfy given wants.  As societies develop in material endowment,
new activities would create new wants.  Thus, according to Marshall, in
the early stages wants create activities and at later stages activities create
wants.  But Mehta’s approach is different.  Assume a wantless society
initially.  It will be in a state of equilibrium.  Now introduce a want.  And
this creates disequilibrium because there emerges a pain because the
want is there but can not be satisfied.  As soon as it is satisfied, it enters
into his world permanently.  A further want then emerges creating
additional pain and puts the individual into a state of disequilibrium.
When that is satisfied, there is temporary satisfaction.  But for the latter
to be permanent, the ever-emerging new wants have to be continuously
satisfied.

Mehta’s wantless individual would have satisfied his elemental desires
for basic necessities.  The problem arises when this bound is crossed or
raised.  New wants emerge for so called luxuries, which soon become
necessities for comforts and as newer luxuries emerge, there is perpetual
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disequilibrium.  To overcome this, one has to overcome imperfections,
impurities and find ones true self.  Then one will not be a slave to his
wants.  To approach this state of wantlessness one has to discipline his
bodily existence, by understanding the temporary nature of satisfaction
one gets from the growing wants beyond their basic necessities.  Then
society does not set out with activities that would generate more and
more goods which would, in turn, generate scarcity of resources.  In
Mehta’s wantlessness there is no room for scarcity as there is  no room
for unsustainable resource use.  His theory of wantlessness provides
insights that help move towards ‘sustainable development’.

Check Your Progress 2

1. How does ‘Swadeshi’ help India progress?

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

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

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

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

2. How does wantlessness result in happiness?

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

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

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

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

3. Write briefly contrasting the idea of economic activity of Alfred
Marshall with that of J. K. Mehta?

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

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

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

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

2.4 DEVELOPMENT AND SOCIAL JUSTICE

The concept of development, as you are aware by now, is not related to
mere economic growth as recognised with increase in income or wealth.
On the contrary, it relates to an overall development in an all inclusive
manner.  In other words, growth with development, does not leave out
any section of the society, rather it seeks to take along all sections of
the society in a socially inclusive manner.  Contributing to this theme
of growth with social justice, in this section, we study briefly the
contribution of two socialists viz. B. R. Ambedkar and Ram Manohar
Lohia.
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Dr. B.R. Ambedkar, by his education and training, was a trained economist
first at Columbia University where he obtained his Doctorate in 1917
and later Doctor of Science from London School of Economics (1921).
But, later he moved on to law and jurisprudence.  His contributions on
‘The Problem of the Rupee’ and ‘The Evolution of Provincial Finance in
British India’ are notable.   But here we shall concentrate on his ideas
on the small farmer agrarian economy which even now continues to be
a major cause for concern in the Indian economy.

In his paper, ‘Small Holdings in India and their Remedies’ published in
1918, Ambedkar talks on the issue of small and fragmented farms and
low productivity in India.  At that time, the British experts considered
Indian farms too small and fragmented, and suggested consolidation of
these farms into large holdings.  Ambedkar made a critical examination
of the issue, and in the process arrived at some conclusions.  To begin
with, he struck at the very root of the proposal by arguing that there can
be no such thing as a correct size of agricultural holding.  As he argued,
land is only one of the many factors of production and the productivity
of one factor of production is dependent upon the proportion in which
the other factors of production are combined.  In his words: ‘the chief
object of an efficient production consists in making every factor in the
concern contribute its highest; and it can do that only when it can
cooperate with its fellow in the required capacity.  Thus, there is an ideal
of proportions that ought to subsist among the various factors combined,
though the ideal will vary with the changes in proportions’.  From this,
he proceeds to point out that if agriculture ‘is to be treated as an
economic enterprise, then, by itself, there could be no such thing as a
large or small holding’.  If this is so, what is the problem?  Certainly it
is not due to want of efficiency in utilising whatever the peasant has.
Ambedkar’s answer rests on the inadequacy of other factors of production.
The insufficiency of capital which is needed for acquiring ‘agricultural
stock and implements’ arises from savings.  It was non-availability of
sufficient land in India to give her prosperity through the means of
agriculture alone.  There is almost a prophetic statement made by him
long before modern theorists of development systematised notions of
disguised unemployment or under-employment: ‘A large agricultural
population with the lowest proportion of land in actual cultivation means
that a large part of the agricultural population is superfluous and idle’.
Even if the lands are consolidated and enlarged and cultivated through
capitalistic enterprise, it will not solve the problem as it will only
aggravate the evils ‘by adding to our stock of idle labour’.

Nationalisation of Land and Collective Farming

After observing the unequal holdings and persistence of tenancy with
unfair rents and uncertain tenures, by 1947 Ambedkar came out with
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radical solution of nationalisation of land and collective farming.  He
felt that neither consolidation of holdings nor tenancy legislation
contributes for improving agricultural productivity. Moreover, these
measures can not help in solving the persistent problems of landless
labourers and small farmers. He suggested nationalisation of entire
agricultural land with collective farming as the solution for the ills of
agrarian conditions. It should be the state’s obligation to supply the
capital necessary for agriculture as well as industry. Ambedkar’s scheme
suggested that agriculture shall be the state industry.  Agriculture shall
be organised on the following lines:

i) The State should divide the land acquired into farms of standard size
and let out the farms for cultivation to residents  of the village as tenants
(made up of group of families). These tenants may cultivate the land
on the following conditions.

a) The farm should be cultivated as a collective farm;

b) The farm should be cultivated in accordance with rules and directions
issued by the government;

(c) The tenants should share among themselves, in the manner
prescribed, the produce of the farm left after the payment of charges
leviable on the farm;

ii) The land should be let out to villages without any distinction of caste
or creed and in such a manner that there should be no landlord, no
tenant, and no landless labourer.

iii) It should be the obligation of the State to finance the cultivation of
the collective farms by way of supply of water, draught animals,
manure, seeds, etc. in order to increase the agricultural output.

iv) The State should be entitled;

a) to levy the following charges on the produce of the farm: (i) a
portion for land revenue,  (ii)  a portion to pay the debenture holders;
from land acquired, (iii) a portion to pay for the use of capital
goods supplied, and

(b) to prescribe penalties against tenants, who break the conditions of
tenancy by wilfully neglecting to make the best use of the means
of cultivation offered by the State or otherwise work prejudicially
to the scheme of the collective farming.

Ambedkar proposed that the scheme should be brought into operation as
early as possible but in no case shall the period extend beyond the tenth
year from the date of the constitution coming into operation.  It is a
different matter that the Indian parliament and entrenched landlord class
was not ready to take to this path.
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Ram Manohar Lohia was a Gandhian, freedom fighter and known for his
anti-caste mobilisation through his Socialist Party.  In 1940, when he
wrote an article ‘Satyagraha Now’ in Gandhiji’s paper, Harijan, he was
jailed.  The magistrate observed: ‘He is a top-class scholar, civilised
gentleman, has liberal ideology and high moral character’.  We shall
here confine to his ideas and social mobilisation against caste.

Lohia recognised that caste, more than class, was the huge stumbling
block to India’s progress.  It was Lohia’s thesis that India had suffered
reverses throughout her history because people had viewed themselves
as members of a caste rather than citizens of a country.  Caste, as Lohia
put it, was congealed class.  Class was mobile caste.  As such, the
country was deprived of fresh ideas, because of the narrowness and
stultification of thought at the top, which was comprised mainly of the
upper castes, Brahmins and Baniyas, with tight compartmentalisation
even there like the Brahmins dominant in the intellectual arena and the
Baniyas in the business.  A proponent of affirmative action, comparing
it to turning the earth to foster a better crop, he urged the upper castes,
‘to voluntarily serve as the soil for lower castes to flourish and grow’,
so that the country would profit from a broader spectrum of talent and
ideas.

In Lohia’s words, ‘Caste restricts opportunity.  Restricted opportunity
constricts ability.  Constricted ability further restricts opportunity.  Where
caste prevails, opportunity and ability are restricted to ever-narrowing
circles of the people’.  In his own party, the Samyukta (United) Socialist
Party, Lohia promoted lower caste candidates both by giving electoral
tickets and high party positions.  Though he talked about caste incessantly,
he was not a casteist – his aim was to make sure people voted for the
Socialist party candidate, no matter what his or her caste.  His point was
that in order to make the country strong, everyone needed to have a
stake in it.  To eliminate caste, his aphoristic prescription was, ‘Roti and
Beti’, that is, people would have to break caste barriers to eat together
(Roti) and be willing to give their girls in marriage to boys from other
castes (Beti).

Propounding the ‘Principle of Equal Irrelevance’, he rejected both
Marxism and Capitalism, which were often presented as the only
alternatives for third world nations.  Lohia had a strong preference for
appropriate technology, which would reduce drudgery but not put the
common man at the mercy of far away forces.  As early as 1951, he
foresaw a time of the ‘monotonic mind’, with nothing much to do because
the problems of living had been all addressed by technology.  Aside
from the procedural revolution of non-violent civil disobedience, bridging
the rich-poor divide, the elimination of caste and the revolution against
incursions of the big-machine, other revolutions in Lohia’s list included
tackling Man-Woman inequality, banishing inequality based on colour,
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and that of preserving individual privacy against encroachment of the
collective.  Many of Lohia’s revolutions have advanced in India, some
with greater degrees of success than others.  In some instances the
revolutions have led to perverse results which he would find distasteful.
However, Lohia was not the one to shy away from either controversy or
struggle.  Lohia believed that a party grew by taking up causes.  Lohia
wanted to abolish private schools and establish upgraded municipal
(government) schools which would give equal academic opportunity to
students of all castes.  This, he hoped would help eradicate the divisions
created by the caste system.  Lohia set up a plan to decentralise the
government’s power so that the general public would have more power
in Indian politics.  He also formed Hind Kisan Panchayat to resolve
farmer’s everyday problems.

Check Your Progress  3

1. What according to Ambedkar, was the basic problem of small farms?

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

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

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

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

2. Why, according to Lohia, did India suffer reverses in the past and is
failing to achieve progress even now?

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

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

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

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

2.5 DEBATES ON MODELS OF
DEVELOPMENT PLANNING

Given the large rural population depending on agriculture it is fair to
think that agricultural sector reforms, of one kind or the other, to improve
the lot of large poor agricultural labourers and farmers would be
advocated by thinkers.  Even here, to think of a mixed model which
derives mutually from both the agriculture and industry, the latter suitable
to the village model like the Khadi and Village Industry (KVI), is in
keeping with the demands of the large agrarian base of a less developed
economy like India as it was five to six decades back.  But developmental
planning in India has also derived from the contribution of thinkers who
foresaw the need for heavy industries to provide a strong base of higher
productivity avenues not only to the labour displaced from the traditional
agriculture but also the huge urban educated youth force.  They could
foresee that besides the KVIs, modern industries would have to be
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present section discusses the approach of four such leading philosopher-
statesmen/economists coming under this genre.

2.5.1 Jawaharlal Nehru and P.C. Mahalanobis: ‘Mahalanobis
Model’

Jawaharlal Nehru, the first Prime Minister of India, was inspired by
rapid economic development of Russia and centralised planning.  He
chaired the Economic Programme Committee of his party which was
committed to planned economic development with a prime role for
public sector.  He was inspired very much by the Soviet model of
concentrating investment to begin with on heavy industry to sustain long-
term self-reliant development.

While the First Plan was based on a rudimentary Harrod-Domar model
that links aggregate rate of growth to the aggregate rate of capital
accumulation mediated through a given incremental capital output ratio,
the Second Five Year Plan was designed on the basis of differentiating
the Capital goods sector and Consumer goods sector, and the non-
shiftability of capital goods.  Encouraged by the Nehruvian emphasis on
sustained self-reliant development, the basic framework of the Plan was
developed by P.C. Mahalanobis and hence called ‘Mahalanobis Model’
with some even branding it as the Nehru-Mahalanobis Model.  The strategy
of the Second Plan was rapid industrialisation with an emphasis on the
development of heavy industry or capital goods industry with a priority.
The logic was that a large country like India, if it were to increase
consumption of the people in a sustained manner, it should develop
basic machinery and equipment needed to produce consumer goods.
Depending on imported capital goods for production of consumer goods
in the long-run would lead to increasing import dependence.  On the
export front, the basic argument was as follows: The development of a
heavy capital goods base over a period of time would lead to the
diversification of the export basket in the direction of manufactured
goods, including machinery and equipment.  The increase in employment
leading to an expanded demand for consumer goods would be met by
pursuing ‘capital light’ methods of production.

Mahalanobis developed a two-sector model which divided the economy
into a consumer goods sector and investment/capital goods sector.  The
two-sector model was later extended by Mahalanobis into four-sector
model.  While the two-sector model was concerned with inter-temporal
allocation of investment, the four-sector model was related to inter-
sectoral location of investment.  The four sectors included were: (i)
investment goods, (ii) factory production of consumer goods, (iii)
household production of consumer goods (including agriculture) and,
(iv) services.  The emphasis was to build a base in the investment goods
production.  Mahalanobis’s two pronged strategy visualised that together
with increase in investment allocation for capital goods, promotion of



43

Thoughts on Development
of Select Vintage

Thinkers

cottage industries, which have high output-capital ratios, would sustain
the consumption goods supply.  Agriculture is also included under
household industry under the assumption that food production has an
element of high output-capital ratio, provided the sector is backed by
land reforms.

The critics have pointed out several limitations of Mahalanobis model.
One is that it hardly paid attention to high levels of savings needed.  In
an essentially agricultural country, large savings would not be forthcoming
without developing agriculture.  Further, it was pointed out that foreign
exchange constraint was ignored in the context of limited foreign trade.
The model did face problems in implementation due to supply shortage
and inflation. But in the  long-run many realised that Mahalanobis model,
in spite of early difficulties in implementation, did lay a firm foundation
for building a heavy industry base in India.

2.5.2 C.N. Vakil and P.R. Brahmananda: Wage-Goods
Model

C.N. Vakil was a doyan of Indian Economics.  He was the founder Director
of Bombay School of Economics.  He was known for his contributions
to the contemporary problems of the Indian economy like the economic
consequences of divided India and productivity in Indian economy.  P.R.
Brahmananda, who was a student of C.N. Vakil, rose to become one of
the eminent economists of India.  Even though Brahmananda’s
contributions enriched almost all areas of economics, monetary
economics remained his forte.  His major contribution to economic
theory was reconstruction of classical economics for developing
countries.  He viewed the problems of welfare economics and
development from an extended classical angle.  Here, we shall look at
more closely with his contribution of a model which got noticed as an
alternative to Mahalanobis model.

In their well known work, Planning for Expanding Economy (1956),
Vakil and Brahmananda offered the ‘Wage-Goods Model’ as a more
appropriate alternative to the Indian economy, in contrast with the ‘Heavy
industry’ model of Mahalanobis for the Second Plan.  They argued that
Mahalanobis’s model was inspired by the Soviet experience which was
quite different from the Indian conditions.  Further, the international
climate under which the Soviet industrialisation was carried out was not
favourable for imports of capital equipment into that country. The
conditions in India were quite different.

Vakil-Brahmananda argued that the major problem in India was low savings
and disguised unemployment.  Their model extended the Nurksian thesis
of concealed ‘savings-potential’ in situations of rural disguised
unemployment in less-developed countries.  Disguised employment or
under-employment was a common feature of the Indian economy.
Existence of ‘disguised employment’ meant work available to those
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capacity.  Under the conditions of under-employment, workers could be
shifted to projects without affecting production.  Vakil and Brahmananda
proposed effective use of concealed saving potential of the ‘disguised
unemployed’ in productive projects and use the limited savings in the
production of ‘wage-goods’ which could be supplied to meet the demand
of those employed in projects which create economic overhead capital.
Thus, wage-goods include consumption necessities required for
subsistence and also for the performance of work.  Withdrawal of surplus
labour from the traditional activities like agriculture would not only lead
to accumulation of capital in the form of infrastructure projects but also
increases overall productivity and savings.

Check Your Progress 4

1.  Why is ‘Mahalanobis Model’ called heavy industry strategy?

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

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

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

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

2. What is the basic proposition of wage-goods model?

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

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

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

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

2.6 DEVELOPMENT AND WELFARE

The emphasis on growth, even with due attention paid to benefit the
agricultural sector workers by implementing the policies of land reforms
and development of village industries suited to local resource use and
skills, still left development of human capital largely underdeveloped.
The term ‘growth’, thus, was realised inadequate to describe the desired
societal outcome of planning.  Consequent to this, towards the later half
of the 20th century, the need to accord prominence to ‘development and
welfare’ gained ground.  There were many economists who contributed
towards this paradigm shift in economic philosophy.  The current section
presents some important contributions of economists and philosopher-
thinkers in this direction.

2.6.1 Amartya Kumar Sen: Capabilities and Human
Development

Amartya Kumar Sen, the only Asian to receive Nobel Prize in Economics,
is an extraordinary scholar whose contributions to philosophy are as
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extensive as it is to economics.  His contributions to economics range
from choice of techniques, welfare economics with particular focus on
social choice theory, economics and ethics, and poverty and famines.
We shall, however, concentrate on his theory of capabilities and
measurement of human development here.

Sen’s revolutionary contribution to development economics and social
indicators is the concept of ‘capability’.  He defined ‘capability’ as “a set
of functioning bundles representing the various alternative ‘beings and
doings’ that a person can achieve with his or her economic, social, and
personal characteristics”.

Capability, thus defined, is ‘tantamount to the freedom of a person to
lead one kind of life rather than another’. It follows, therefore, that the
individual’s capability can be repressed [for example by denying a person
access to basic services (including food, education, land, freedom of
expression, or health care)], or realised - through a person’s own agency.
However, supportive actions by other individuals and a range of
institutions, including the  ‘developmentalist’ state capable of public
action, would also be needed for the individual to be able to realise his
capabilities.  The core of development itself is, therefore, the enjoyment
of freedom – not just freedom of speech in a narrow sense, but freedom
for individuals to realise their capability.

Sen’s major contribution on this issue is Development as Freedom
(1999).  It redefines human wellbeing to mean the enhancement of
capabilities. He says: ‘development consists of the removal of various
types of unfreedoms that leave people with little choice and little
opportunity of exercising their reasoned agency’. He separates well-
being into two components: well-being concerned with individual
interests, and well-being concerned with the interests of others.
Democracy is viewed as the most preferred system of governance with
the greatest capacity to expand basic freedoms. Achieving development,
then, requires the expansion and improvement of capabilities and
entitlements for the poor and underprivileged (education and healthcare
figure prominently in Sen’s empirical work, notably on India).  The
purpose of the expansion of capabilities ought to be the enhancement of
freedom itself, because the purpose of development is ultimately,
freedom.

His philosophical and theoretical work on development helped to improve
the indicators used to measure poverty rates and human development.
He was instrumental in the development of the Human Development
Index (HDI) and its expression in the United Nations Development
Programme’s Human Development Report, which signalled something
of an alternative to the neoliberalist ‘Washington Consensus’ on poverty
measures. Sen showed that human development was high in a number of
countries, even though their per capita incomes (the standard measure
of growth used by the World Bank and other international agencies)
were low.  Hence, he and subsequent researchers at the UNDP have
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improving human development  (capabilities) – assessed through wide-
ranging multivariate indices - rather than growth-centred economic
policy.  This effort was part of a move towards discussing other
contribution to capability, including gender roles, fertility, and gendered
mortality risk. For example, Sen has argued strongly for the extension
of freedom and independence to women and children in developing
countries, which he says has demonstrable effects on well-being, poverty
alleviation, and mortality. He regards the neglect of women’s nutrition
and health (not least among poor African-Americans in the USA), and
sex-selective abortion in developing countries as criminal.

Major criticism against this ambassador of humane economics is about
his silence on the relationship between production of ‘opulence’ and the
deprivation of capabilities and entitlements.  He is silent about the
production of prosperity for an increasingly tiny minority which is related
to ‘unfreedoms’ and the denial of capability enhancement for the majority
through appropriation of surplus value.  And the case for radical
redistribution of wealth is not present in Sen’s major works.  It is also
pointed out that Sen’s liberalism leaves him poorly equipped to deal
with questions of entrenched power and the politics of conflict and
social mobilisation.

2.6.2 I.G. Patel: How to Turn India’s Gold for Economic
Growth?

I.G. Patel, began his career in IMF and later rose to become Economic
Advisor to the Government of India, Governor of the Reserve Bank of
India and later became Director of London School of Economics.  His
major research contribution was on India’s gold problem.

India has been famously described as the perennial sink of the precious
metals (Stanely Jevons).  What determines the virtually insatiable appetite
of India for gold and how does one mobilise its gold for productive
purposes?  I.G. Patel, in his early career at IMF engaged with the gold
question and wrote a pioneering paper on ‘India’s Elasticity of Demand
for Gold’ (August 21, 1950).  It estimated the responsiveness of India’s
demand for gold to changes in its relative price by attempting to correlate
the net flow of gold from (or to) private hoardings during the period
1925 to 1942.  He does this with two variables viz. relative price of gold
and the consumption of refined sugar as a proxy for national income.
The results suggested that the demand for gold was highly responsive to
changes in its relative price.  Patel argued that, historically, price has
been a more important explanatory variable than income.  However, he
did not publish the paper because he was aware that the methodology
used had a tendency to overestimate price-effect and underestimate the
income-effect.

Patel continued to engage with the question as to how to mobilise the
stock of hoarded gold and flow of smuggled gold for the purpose of



47

Thoughts on Development
of Select Vintage

Thinkers

productive investment in India’s economic growth.  He addressed this
issue in a paper, ‘On Turning Gold into Base Metals’ (Economic Weekly,
1958).  The article is a closely reasoned evaluation of alternative modes
of transferring private gold to official reserves by (i) open market
purchases by the government, (ii) issue of bonds redeemable in rupees
against delivery of gold or (iii) to be subscribed and redeemed in gold,
and acquisition by compulsion.  However, he concluded that the solution
to the problem must be sought in a ‘mixture of sustained propaganda,
compulsion, incentives affecting people’s expectations about the value
of gold in future’.  He was aware of the blind faith of people in just
possessing gold without any productive result.  He was therefore striving
for a solution to this problem.  He observed that ‘whatever the ultimate
solution, the agenda for the dethronement of gold from the position it
occupies today in India deserves more serious consideration at the hands
of thinking people in the country than it has received so far’ (Patel
1958).  Despite fifty years since he said that, there has been no serious
research and debate on India’s gold problem!

2.6.3 Select Leading Contributions: Development and
Welfare

Post-Independent India saw a galaxy of development economists
contributing to the thinking on planning for development.  Three such
contributions are mentioned briefly here.

V.K.R.V. Rao

Dr. V.K.R.V. Rao was an eminent economist, a well known academician,
administrator and institution builder.  While in Cambridge he was a
member of the famous Political Economy Club presided over by John
Maynard Keynes.  Rao’s major contribution was to scientific estimation
of national income.  We shall, therefore, confine to macro-economic
and development aspects of his work.  His early contribution (1952)
was in macro-economic theory  which examined the interrelation between
investment, income and multiplier.  His contribution was that Keynesian
multiplier does not apply to underdeveloped countries like India.  The
main features of underdeveloped economy identified by him were: (i)
prevalence of disguised unemployment, (ii) dominance of production
under household enterprises, (iii) significant extent of production for
self-consumption, (iv) predominance of agriculture, (v) deficiency of
technical knowledge, (vi) deficiency of capital equipment, (vii) high
marginal propensity to consume of almost unity and (viii) a high
proportion of incremental demand towards food in any increment in
income.  Rao argued that while a primary increase in investment would
take place, a subsequent, secondary and tertiary effect of increase in
investment through the expansion of output in the consumption goods
sector would not take place.  Consequently, the multiplier process would
not operate.
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on the capital account.  Deficit financing to fund capital investment for
economic development was considered by him as a positive policy.  The
resulting inflation, if kept within limits, could be seen as a means of
forced savings.  The assumption here was that by holding wages constant,
one could mop up a significant portion of increase in money incomes
caused by the rise in prices.

K.N. Raj

K.N. Raj was instrumental in developing the Delhi School of Economics.
Raj was involved in drafting the First Five Year Plan.  He later set up
Centre for Development Studies at Thiruvananthapuram.  He along with
his colleagues worked on Kerala economy for the UN which helped
shape the contours of what later came to be called the ‘Kerala Model’
of development.  Although there are changes in the Kerala economy,
Kerala Model even now stands for co-existence of low per capita income
and very high physical quality of life indicators.  His emphasis on
education, health care facilities and small scale industries are deeply
rooted in welfare economics.

D.R. Gadgil

D.R. Gadgil, a foremost nationalist of the post-Independence era, returned
from Cambridge and established the Gokhale Institute of Economics
and Politics in Pune and later became the Deputy-Chairman of the
Planning Commission.  His studies were focused on agriculture, irrigation
and institutions.  He laid emphasis on cooperatives for the development
of agriculture and agro-based industries.  He was a pioneer in
decentralised planning in India.

2.7 ANCIENT INDIAN THOUGHTS ON
DEVELOPMENT : A CONTRAST WITH
THE MODERN ECONOMIC THINKING

It is often believed, rather, erroneously that the ancient Indian literature,
mostly written in Sanskrit, is a treatise on philosophy and metaphysical
dimensions of life.   However, this vast literature contains many basic
thoughts on economic development and human welfare. Most of the
basic thoughts of this literature has had significant influence on the
thinking of our nationalist and socialist thinkers, both of pre-
independence and post-independence vintage. It is useful to get to know
the broad contours of this classical wisdom of India. We refer to this
model as Ancient Indian Paradigm of Development (AIPD). The AIPD
can be compared and contrasted with the Modern Economic Science of
Western Vintage (MES). AIPD conceives Man in  a holistic framework
as a blend of materialism and normative values.  As against this, MES
conceives Man as a Rational Economic man and formulates the goals
of economic activities, in terms of material self interests. The approach
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of maximisation of Profits, National Income, Foreign Exchange earnings,
Consumption, etc. determines the contours of economic activities.
AIPD advocates restraint on consumerism and conceives that expansion
of capital formation and growth should be realised in a framework of
Values, such as, equity and optimum social welfare. The goals of all
activities are conceived in terms of an integrated framework of what
are called as Dharma (Values), Artha (Capital Formation), Kaama
(Basic needs Consumption), and Moksha (i.e. Highest Efficiency).  AIPD
gives to social equity, highest priority and advocates that concerns of
social welfare should precede the urges for material self interests. In
AIPD, Gross Welfare Product is the sum of Gross Domestic Product
and Moral Values of Life. The AIPD detests the approach of realising
high growth of GDP without the commitment to Values and Morality
in human lives.  Contentment, Self-sacrifice, Cooperation, stress on
performance of one’s own Duties before yearning for fulfilment of rights,
simplicity in Life-Style, commitment to morality, principles of managing
oneself in such a way as to shun corruption and materialistic
temptations are some of the Values, which are stressed in the Ancient
Indian Paradigm of Development. Kautilya’s Artha S’astra –a treatise
of economics and political science, written in 6th -7th century B.C. ,
spells out the various principles of efficient Governance and evolution
of a welfare state.

Check Your Progress 5

1. How does Amartya K. Sen visualise  human well-being?

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

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

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

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

2. What is the major problem with gold in India?

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

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

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

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

3. According to V.K.R.V. Rao, what is the role of ‘deficit finance’ in
development?
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....................................................................................................................

....................................................................................................................
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2.8 LET US SUM UP

This unit, discusses very briefly, the contribution of a select band of
scholars on economic development over a period spanning from the late
19th century to the late 20th century.  The problems addressed range
from underdevelopment caused by colonial rule to difficulties of
development experienced due to complexities arising not only out of
resource constraints but also due to social and institutional factors.
Problems relating to small farmer economy, inadequate spread of
education, under-utilisation of certain resources like human labour,
unproductive hoarding of resources like gold, etc. which were focused
upon in the work carried out by the band of economists discussed, along
with the path suggested by them, are outlined in the unit.  While many
of the suggestions made by the contributors are implemented in practice,
the very nature of application in economics is beset with such
complexities that the nature of problems for which the suggested
solutions were applied, continue to persist even today.  The contest for
appropriate strategy for development thus is a continuing one.  Given
the constraints of changing conditions and context with which all
economic theorists and philosophers should cope with, the history of
development thinking that is set out in this unit is aimed at providing the
learners with a perspective of wisdom displayed by the contributors to
India’s economic thinking and policy.  There is also a brief section on
the Ancient Indian Economic Thought on economic development, with
a profile of its distinguishing features in comparison with the Modern
Economic Science.  This Unit would also be of help in throwing light
on understanding the choice of future path of development in India.

2.9 KEY WORDS

Drain : Unilateral transfer of resources from India
to Britain.

Art manipulation : Application of modern technology to
production process (Ranade).

Swadeshi : Emphasis on consumption of local or Indian
products in preference to imported foreign
goods.
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Wage-goods : Consumption necessities required for
subsistence and performance of work.

Capabilities : A set of functioning bundles representing
various alternative ‘beings and doings’ that a
person can achieve.

Wantlessness : One’s satisfaction with elemental desires for
basic necessities.

Kerala Model : Low per capita income combined with very
high physical quality of life indicators.
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1. See Section 2.2.1 para 3

2. See Section 2.2.2

3. See Section 2.2.3 para 2
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1. See Section 2.3.1 para 3

2. See Section 2.3.2 para 3
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1. See Section 2.4.1 para 2

2. See Section 2.4.2 para 2

Check Your Progress 4
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