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Question 16:

Though public sector is very essential for industries, many public sector undertakings
incur huge losses and are a drain on the economy’s resources. Discuss the usefulness
of public sector undertakings in the light of this fact.

ANSWER:

Although, the mismanagement and wrong planning in PSUs may lead to misallocation
and, consequently, to wastage of the scarce resources and finance but PSUs do have
some positive and useful advantages.

1. Enhancing Nation’s Welfare: The main motive of the PSU was to provide goods and
services that add to the welfare of the country as a whole. For example, schools,
hospitals, electricity, etc. These services not only enhance welfare of country’s
population but also enhance the future prospects of economic growth and development.

2. Long Gestation Projects: It was not feasible and economically viable for the private
sectors to invest in the big and wide projects like basic industries and electricity, railways,
roads, etc. This is because these projects need a very huge initial investment and have
long gestation period. Hence, PSU is the most appropriate to invest in these projects.

3. Basic Framework: An important ideology that was inherited in the initial five year
plans was that the public sector should lay down the basic framework for industrialisation
that would encourage the private sector at the latter stage of industrialisation.

4. Socialist Track: In the initial years after independence, Indian planners and thinkers
were more inclined towards socialist pattern. It was justified on the rational ground that
if the government controls the productive resources and production, then it won’t mislead
the country’s economic growth. This was the basic rationale to set up PSUs. These PSUs
produce goods not according to the price signals but according to the social needs and
economic welfare growth of the country.

5. Reduce Inequality of Income and Generate Employment Opportunities: It was
assumed that in order to reduce inequalities of income, eradicate poverty and to raise
the standard of living, government sector should invest in the economy via PSUSs.



Question 17:

Explain how import substitution can protect domestic industry.
ANSWER:

In the initial seven five year plans, India opted for import substitution strategy, which
implies discouraging the imports of those goods that could be produced domestically.
Import Substitution Strategy not only reduces an economy’s dependence on the foreign
goods but also provides impetus to the domestic firms. Government provides various
financial encouragements, incentives, licenses to the domestic producers to produce
domestically the import substituted goods. This would not only allow the domestic
producers to sustain but also enables them to grow as they enjoy the protective
environment. They need not to fear from any competition and also not to worry about
their market share as license gives them the monopoly status in the domestic market.
Being monopolist, they earn more profits and invest continuously in R&D and always
look for new and innovative techniques. This gradually improves their competitiveness
and when they are exposed to the international market they can survive and compete
with their foreign counterparts.

Question 18:

Why and how was private sector regulated under the IPR 19567
ANSWER:

IPR 1956 was adopted in order to accomplish the aim of state controlling the
commanding heights of economy. This policy was aligned with the Indian economy’s
inclination towards socialist pattern of system of Soviet Union. According to this
resolution, industries were classified into following three categories:

Category 1: Those industries that are established and owned exclusively by the public
sector.

Category 2: Those industries in which public sector will perform the primary role while
the private sector will play the secondary role. That is, the private sector supplements
the public sector in these industries.

Category 3: Those industries that are not included in Category 1 and Category 2 are left
to the private sector.

These industries that were left to the private sector, the government owns an indirect
control by the way of license. In order to initiate a new industry, private entrepreneurs
should obtain license (or permit) from the government. By licensing system, tax holidays
and subsidies government can promote industries in a backward region that will ,in turn,



promote the welfare and development of that region. This was supposed to reduce
regional disparities.

Further, in order to expand the scale of production, private sector needs to obtain license
from government. This was supposed to keep a check on the production of goods that
are socially undesirable and unwanted. Hence, the state fully controlled the private
sector either directly or indirectly.

Question 19:

Match the following:

1. | Prime Minister Seeds that give large proportion of
output
2. | Gross  Domestic Quantity of goods that can be imported
Product
3. | Quota Chairperson  of  the  planning
commission
4. | Land Reforms The money value of all the final goods
and services produced within the
economy in one year
5. | HYV Seeds Improvements in the field of
agriculture to increase its productivity
6. | Subsidy The monetary assistance given by
government for production activities.
ANSWER:
1. | Prime Minister | C. | Chairperson of the planning commission
2. | Gross D. | The money value of all the final goods and
Domestic services produced within the economy in
Product one year
3. | Quota B. | Quantity of goods that can be imported
4. | Land Reforms | E. | Improvements in the field of agriculture to
increase its productivity
5. | HYV Seeds A. | Seeds that give large proportion of output
6. | Subsidy F. | The monetary assistance given by
government for production activities.
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