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Explanatory Note

. The expressions faknh* and ‘crore’, which are frequently used
signify 100,000 and 10million respectively.
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INTRODUCTION

The Planning Commission was set up in March, 1950i#ey a Resolution of the Govern-
ment of India which defined the scope of its work in the following terms :

“ The Constitution of India has guaranteed certain Fundamental Rights to the citizens
of India and enunciated certain Directive Principles of State Policy, in parti-
cular, that the State shall strive to promote the welfare of the people by securing
and protecting as effectively as it may a social order in which justice, social,
economic and political, shall inform all the institutions of the national life, and
shall direct its policy towards securing, among other things,—

(a) that the citizens, men and women equally, have the right to an adequate
means of livelihood ;

(b) that the ownership and control of the material resources of the community
are so distributed as best to subserve the common good ; and

(c) that the operation of the economic system does not result in the concentration
of wealth and means of production to the common detriment.

Having regard to these rights and in furtherance of these principles as well as of the
declared objective of the Government to promote a rapid rise in the standard of
living of the people by efficient exploitation of the resources of the country,
increasing production, and offering opportunities to all for employment in the

service of the community.

The Planning Commission will—

(1) make an assessment of the material, capital and human resources of the country,
including technical personnel, and investigate the possibilities of augmenting
such of these resources as are found to be deficient in relation to the
nation’s requirements ;

(2) formulate a Plan for the most effective and balanced utilisation of the country’s
resources ;

(3) on a determination of priorities, define the stages in which the Plan should
be carried out and propose the allocation of resources for the due comple-
tion of each stage ;

(4) indicate the factors which are tending to retard economic development, and

determine the conditions which, in view of the current social and political
situation, should be established for the successful execution of the Plan ;

(5) determine the nature of the machinery which will be necessary for securing
the successful implementation of each stage of the Plan in all its aspects ;

(6) appraise from time to time the progress achieved in the execution of each stage
of the Plan and recommend the adjustments of policy and measures that such
appraisal may show to be necessary ; and _

(7) make such interim or ancillary recommendations as appear to it to be appro-
priate either for facilitating the discharge of the duties assigned to it ; or,
on a consideration of the prevailing economic conditions, current policies,
measures and development programmes ; or on an examination of such speci-
fic problems as may be referred to it for advice by Central or State Govern-

ments.”



THE FIRST FIVE YEAR PLAN

2. In July, 1951 the Planning Commission presented a draft outline of a plan of
development for the period of five years from April, 1951 to March, 1956. The Plan includ-
ed a number of development projects which had been already taken in hand as well as
others which had not yet been begun. The Draft Flan was divided into two parts, the first
involving an expenditure of Rs. 1,493 crores and consisting largely of projects in execution
which were to be implemented in any case, and the second proposing an outlay of Rs. 300
crores which was to be undertaken if external assistance were available. W hile the execution
of development schemes which had been included in the plan after consultation with the
Central Ministries and the State Governments was not to be affected, the Draft Outline was
addressed to the country for general discussion and comment in the following words :

“ Planning in a democratic State is a social process in which, in some part, every
citizen should have the opportunity to participate. To set the patterns of future
development is a task of such magnitude and significance that it should embody
the impact of public opinion and the needs of the community. We have, there-
fore, felt it necessary, before presenting our proposals in complete detail, to offer
a Draft Outline ofthe Plan. The Draft isintended to be adocument for the widest
possible public discussion. We hope to have further consultations with the Central

Ministries, State Governments and our own Advisory Board and Panels, and
also to obtain the views of xVlembers of Parliament before we finalise the Plan.”

3. Since its publication, the Draft Outline has been examined in detail by the Central
Government and the State Governments. It has been discussed in Parliament and most of
the Legislatures in the States. A large number of organisations representing industry,
commerce, labour, farmers and other interests have expressed their views. At the request of
the Planning Commission, many educational institutions set up seminars of teachers and
students to study the plan and send their comments to the Commission. Many district
boards and municipal committees also commented on the Plan. In every district groups of
officials and non-officials met together to study the Plan in relation to their local problems.
Ever since its publication the Draft Outline has been a subject of extensive comment in the
daily press and in periodicals. A considerable volume of literature in the form ofbooks and
pamphlets piepared by independent writers has also become available. Thus, as a result of
the discussion which has taken place, every aspect of the proposals in the Draft Outline has
been subjected to the fullest possible examination.

4. The Planning Commission has endeavoured to make a careful study of the material
which has been received during the past eighteen months. It has had the opportunity also
of working out details of many projects and pursuing its own studies in different fields. In
each sphere of national development the Commission has conferred with the Central and
State Governments and their experts as well as with men and women of knowledge and experi-
ence outside the Government. The Commission also consulted its Advisory Board and
some of its Panels. Recently, the Commission has held consultations with representatives
of the principal political parties, leading women workers and some members of Parliament.

5. In its final form, the Five Year Plan no longer consists of two parts and the various
programmes have been brought together into a single plan. The Five Year Plan, which
relates to the same period as in the Draft Outline, is now estimated to involve a total outlay
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of Rs. 2069 crores. The broad allocation of resources between the main heads of develop-
ment in the Plan as compared to that indicated in the Draft Outline is as follows —

(Rs. crores)

Outlay during Percentage of
1951 — 1956 total outlay
Five Draft Five Draft
Year Outline Year Outline
Plan Plan
Agriculture and Community Develop-
ment . . . ) . . 360-43 191-69 17-4 12’8
Irrigation and Power . . . . 561'41 450-36 27-2 30'2
Transport and Communications . . 497-10 388-12 24-0 2<5—I
Industry . . . . . . 173 4 100-99 8-4 6-7
Social Services . . . . . 339-81 254-22 16 4 17-0
Rehabilitation e 85-00 79-00 4+ 5'3
Miscellaneous L 5i 99 28-54 2-5 1'9
T otal . 2068+78 149292 100 O 100 O

6. All the development projects included in the Draft Outline are of course included in
the Plan as it has been now prepared and, as mentioned earlier, many of them are in
progress. A number ofadditions and changes in presentation have been made. The principal
changes made in the Plan as compared to the Draft Outline are explained, however, by the
attempt to strengthen the Plan, with due regard to the resources which could be foreseen,
at those points at which it was felt that the earlier proposals fell short of the needs of the
country. In the field of agriculture and community development, for instance, additional
programmes have been introduced with a view to ensuring that the targets of agricultural
production will be reached. These include a provision of Rs. 90 crores for community develop-
ment projects, Rs. 30 crores for additional minor irrigation programmes and provision for the
establishment of a national extension organisation. Among other urgent problems for
which provision has been made may be mentioned soil conservation, resettlement schemes for
landless agricultural workers, and training and experiments in co-operative organisation.
In the field of irrigation and power development, in addition to providing for projects already
in hand, funds have been allocated for undertaking certain new river valley schemes which
are considered vital for the development of large regions served by them. To keep pace with
progress in other sectors of the economy, especially in industry and irrigation and power,
increased provision has been made for railways, roads, civil aviation, posts and telegraphs and
ports. Programmes for major ports which did not find a place in the Draft Outline have now
been included in the Plan.

7. In the Draft Outline, owing to the greater urgency of the programmes for agricul-
ture and irrigation, the provision made for the development of industry in the public sector
was insufficient. In the Plan as now presented, in addition to providing for an integrated
steel plant, Rs. 50 crores have been allocated for further expansion of basic industries,
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including manufacture of heavy electrical equipment and fertilisers, and for increased
transport facilities required for industry and mineral development. Village industries, small-
scale industries and handicraft, whose importance for the economy as a whole can scarcely be
exaggerated, have been given greater emphasis in the Plan. In addition to the setting up of
new boards for khadi and village industries and for handicrafts, the imposition of a cess on
millmade cloth to assist the development of khadi and handloom, and measures taken for the
reservation of certain lines of production in favour of the handloom industry, the Central
Government’s plan provides Rs. 15 crores for cottage and small-scale industries.

8. In the field of social services also, the Plan has several important programmes. These
include a national malaria control scheme estimated to cost Rs. 10 crores, increased provision
for scheduled tribes and scheduled areas and for scheduled castes and other backward classes,
including criminal tribes, a programme for industrial housing costing about Rs. 49 crores,
increased allocation for technical education and provision for youth camps and labour service
for students. Provision is also made for carrying forward the rehabilitation of displaced
persons from West Pakistan and it has been made clear that if circumstances so warrant it will
be necessary to provide larger funds for the rehabilitation of displaced persons from East

Pakistan.

9. In three other directions important additions have been made. In order to avoid
adverse effects on the implementation of the Plan in the States on account of monsoon failures
which occur from time to time in different parts of the country, a provision of Rs. 15 crores
for assistance to scarcity-affected areas has been made in the Central Government’s plan.
Secondly, each State plan is being broken up into plans for districts and sub-divisions of
districts so that these may be further supplemented through the effort and co-operation of the
local people. In the nature of things, State plans cannot provide for all the possible needs of
the people and it is necessary both to integrate them with the programmes of district boards
and municipalities and to add to them other local programmes designed to meet the felt needs
of the people. In addition, to assist local works to which the people themselves contribute
in labour and otherwise, the Plan allocates a sum of Rs. 15 crores over the next three years.
Finally, a national plan which embraces both the public and the private sectors may yet be
incomplete unless the enthusiasm and support of large numbers of voluntary organisations
and voluntary workers engaged in constructive work can be harnessed for national develop-
ment. To provide an increasing field of work for the ‘ people’s sector as it were, the Plan
provides a sum of Rs. 4 crores to be utilised for assistance to voluntary social welfare
organisations at the instance of a social welfare board to which a great deal of administrative
authority may be devolved. A word may also be added about the provision of Rs. $0 lakhs
made in the Plan for research and investigation into social, economic and administrative
problems relating to national development. In many fields sufficient data are wanting to
enable policies to be formulated. It is proposed, therefore, to organise, in co-operation with
universities and other institutions, special investigations into selected problems of develop-

ment.
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10. Besides the plan for the public sector, the Planning Commission has formulated
development programmes for forty-two industries in the private sector. These programmes
have been prepared in co-operation with the Ministry of Commerce and Industry
and after full discussion with representatives of individual industries. The programmes
for industrial development have been indicated briefly in this report and are to be presented

in a separate volume.

11. This report on the Five Year Plan sets out the programmes of development and also
outlines general proposals and policies in each field of development. The report is divided
into* three parts. The first part contains an analysis of the process of development in an
under-developed economy and indicates the long-term goals towards which national effort
is to be directed. The objectives, priorities and techniques of planning are set out at some
length and an assessment is made about the resources which have to be mobilised in order to
carry out the Plan. The first part of the report concludes with a summary statement of the
Five Year Plan and of what is sought to be achieved through it. The second part of the
report is concerned with administration and public co-operation. Several suggestions are
offered for the reform of public administration. On the question of administration of
development programmes at the district level, where vital nation-building work is undertaken
and the participation of the people is all-important, a number of proposals are offered for
consideration and action on the part of State Governments and other authorities. This
portion of the report closes with the consideration of the problems of public co-operation
in national development, a theme which, because of its high importance and urgency, recurs
throughout the report. In the third part of the report, we outline the various programmes of
development. These are grouped under three broad heads, namely, agriculture, irrigation
and community development ; industry and communications ; and social services and
employment. Each aspect of development is taken up in turn, needs and resources assessed
and the Commission’s own proposals for policy and action presented. In a separate volume,
details are given concerning the principal development schemes included in the Five Year Plan.

12. Important questions of policy relating, for instance, to the land problem, the
problem, provision of finance for agriculture, common production programmes for small-scale
and large-scale industries, selection of irrigation and power schemes and conservation of
mineral resources have been under close examination in the Planning Commission. In
making its recommendations, the Commission is conscious that the framing of social and
economic policies in different fields is a continuous process and that, within the framework of
priorities and objectives now formulated, such changes as may be necessary in the interest of
national development will be made as further experience is gained and ideas are tested in
practice. In the field of policy the Central and State Governments have to act in close
co-operation with one another. Such co-operation will be greatly facilitated as a result of the
setting up in August, 1952 of the National Development- Council which includes the Prime
Minister of India and the Chief Ministers of all States.

4. 470 PC/91.
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13. The fulfilment of the Five Year Plan calls for nation-wide co-operation in the taske
of development between the Central Government and the States, the States and the local
authorities, with voluntary social service agencies engaged in constructive work, between the
administration and the people as well as among the people themselves. Although several
programmes included in the Plan are already under way, it is important that, through sacri-
fice borne equally by all citizens, the effort and resources of the entire nation should be
mobilised in support of the Plan so that, during the coming years, the tempo of development
can be greatly increased and the Plan becomes a focus of intense activity and a field of
common endeavour throughout the country.



PART ONE

THE PLAN



CHAPTER 1

THE PROBLEM OF DEVELOPMENT

I. Planning : Economic and Social Aspects

The central objective of planning in India at the present stage is to initiate a process
of development which will raise living standards and open out to the people new opportu-
nities for a richer and more varied life. The problem of development of an under developed
economy is one of utilising more effectively the potential resources available to the commu-
nity, and it is this which involves economic planning. But the economic condition of a
country at any given time is a product of the broader social environment, and economic
planning has to be viewed as an integral part of a wider process aiming not merely at the
development of resources in a narrow technical sense, but at the development of human
faculties and the building up of an institutional framework adequate to the needs and aspira-
tions of the people.

2, An underdeveloped economy is characterised by the co-existence, in greater or less
degree, of unutilised or underutilised manpower on the one hand and of unexploitcd natural
resources on the other. This state of affairs may be due to stagnancy of techniques or to
ceitain inhibiting socio-economic factors which prevent the more dynamic forces in the
economy from asserting themselves. Corresponding to each stage of development, there
tends to grow a certain economic and social stratification which is conducive to the conservation
of the gains from the use of known techniques. Such stratification has a part to play in social
progress. But, beyond a point, it hampers innovation and change, and its very strength
becomes a source of weakness. For development to proceed further, a re-adaptation of social
institutions and social relationships thus becomes necessary. In planning for a better economic
order, the close interrelation between the technical and social aspects of the process of
development has to be continually kept in view. While there is need for concentrating
effort on the more immediate problems, planning implies the readiness on the part of the
community to view the social process as one whole and to take action designed to shape this
process along desired lines over a defined period.

3. In spite of considerable advance in public thinking on the subject, the acceptance of
such an approach to the problems of economic development and social change represents a
relatively new phase in policy-making and in administration. Planning involves the acceptance
of a clearly defined system of objectives in terms of which to frame over-all policies. It also
involves the formulation of a strategy for promoting the realisation of the ends defined. Plan-
ning is essentially an attempt at working out a rational solution of problems, 1 attempt to
co-ordinate means and ends ; it is thus different from the traditional hit-and-miss methods by
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which ‘reforms’ and ‘reconstruction’ are often undertaken. A planned economy has inevitably
in view a somewhat wider time-horizon, to which the day-to-day decisions have to be related.
And vyet, practical policy cannot operate in terms of mere set doctrines ; it must satisfy certain
pragmatic tests. In spite of the considerable developments in economic and social sciences in
the last few decades, our knowledge of human motivation and of social processes is but
limited. We cannot always say for certain that a given set of causes will produce a particular,
clearly definable, set of results and none other ; we do not always know at what rate the effects
ofa particular change in a part of the system will be transmitted to the other parts ofthe system.
Responses of individuals or of groups of individuals and of classes cannot always be predicted
in advance. Even if the conceptual relationships between different aspects of the phenomena
under study are clearly understood, there is often the lack of precise statistical data on which
to base an assessment of the requirements of a given situation. It follows that a considerable
part of the planning authority’s task is to assess the significance of some of these indeterminate
or partially known factors at work in the life of the community and to recommend policies on
the best judgment available. This is particularly so in India today.

4. The urge to economic and social change under present conditions comes from the fact
of poverty and of inequalities in income, wealth and opportunity. The elimination of poverty
cannot, obviously, be achieved merely by redistributing existing wealth. Nor can a programme
aiming only at raising production remove existing inequalities. The two have to be considered
together ; only a simultaneous advance along both these lines can create the conditions in which
the community can put forth its best efforts for promoting development. The problem, there-
fore, is not one of merely re-channelling economic activity within the existing socio-economic
framework ; that framework has itself to be remoulded so as to enable it to accommodate
progressively those fundamental urges which express themselves in the demands for the right
to work, the right to adequate income, the right to education and to a measure of insurance
against old age, sickness and other disabilities. The Directive Principles of State Policy
enunciated in Articles 36 to 51 of the Constitution make it clear that for the attainment of
these ends, ownership and control of the material resources of the country should be so
distributed as best to subserve the common good, and that the operation of the economic
system should not result in the concentration of wealth and economic power in the hands of
a few. It is in this larger perspective that the task of planning has to be envisaged.

5. A process of all-round and orderly development, such as is indicated above, must
inevitably take time to come into full fruition. Large scale changes in modes of production,
in commercial and industrial organisation and in the institutional framework of corporate life
cannot be seen through within a brief period of four or five years. In the initial stages of
development, divergence in the economic and social interests of different sections of the
community may create special problems. While this fact has to be recognised, persistent effort
must be made to give a new sense of direction and purpose to the community It is important
also to ensure that in the process of development, the forces of growth from within are not
stifled by attempts abruptly to superimpose preconceived patterns oflife and activity. The
strengthening of these inner forces and the creation of new institutions must proceed side by
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side so as to facilitate rapid advance through a process of interaction. The modern world is
changing so rapidly that it is not enough to think in terms of slow changes and marginal
adjustments, a minor shake-up here and a little cementing elsewhere. An underdeveloped
country which has suffered long from the effects of cramped development desires inevitably
to progress rapidly and in many directions ; the aim of planning must be to make this
possible. Political independence provides the needed opportunity. It is therefore natural
that improvement in economic and social conditions through the acceptance of more
progressive ideas and through suitable institutional changes is regarded as the practical test for
judging the adequacy of the new political system.

6. The rapid advances in science and technology over the last few decades have opened
out new possibilities in the direction of abolition of want and the restoration of man to a new
sense of dignity, but they also carry potentialities of harm and danger. Our knowledge of the
socio-economic changes which utilisation of these techniques calls for is neither complete nor
certain. In the nature of the case, the problem docs not admit ofa generalised solution.
Conditions vary as between countries, and each country has to evolve a solution in the light
not only of contemporary conditions but also of its traditions and culture. In planning for a
transformation along the right lines, there are many pitfalls to be avoided, and it is of the
utmost importance to strike the appropriate balance between various considerations so as to
secure the optimum pattern and rate of progress. Parallels from past history or from
contemporary conditions in other countries arc useful upto a point, but they cannot provide
a complete answer. A nation, like an individual, has to work out its inner potentialities by a
process of experimentation. All that can be said is that there is need, on the one hand, for
clarity in regard to basic values and, on the other, for readiness to adapt practical solutions
to the concrete problems arising in the process of transition to a difFerent economic and social
order.

7. We should like in this context to stress the essential political and administrative
conditions essential to successful planning. Briefly these are :

(a) a large measure of agreement in the community as to the ends of policy ;

(b) effective power, based on the active co-operation of citizens, in the hands of the
State ; and, earnest and determined exercise of that power in furtherance of these
ends ; and

(c) an efficient administrative set-up, with personnel of requisite capacity and quality.

A national plan has to be an expression of a basic unity of purpose in the community. It
is this unity which would constitute the ultimate sanction behind the plan, give it driving force
and evoke the necessary sacrifice and effort on the part of members. Joined to this unity of
purpose must be effective power in the hands of the State to be exercised with the necessary
persistence and determination in order to ensure the furtherance of accepted ends.
Constructive use of this power calls for integrity, efficiency and responsiveness in
administration. The creation and maintenance of these basic pre-requisites of economic and



JO THE IFIRST FIVE YEAR PLAN

social growth have to be considered as matters deserving continuous and careful attention, and
if we revert to this theme several times in this report, it is because we feel that the need for
creating in the country an environment favourable to progress can hardly be overemphasised.
The changes in administration appropriate in the context of the new role of the State are
dealt with in detail in subsequent chapters.

8. The task of organising a democracy for rapid and coordinated advance along several
lines is one of special difficulty. The party in power has not only to carry public opinion with
it; it has to get the active co-operation of all sections. In a democratic country, every citizen
is free to think and vote as he likes, and political parties have the right freely to canvass
public support for their programmes and in the event of securing a majority in the legislature
to form the government. Under these conditions, the greater the responsiveness of the party
in power to trends of opinion outside, the greater will be its effectiveness for action. The
smooth functioning of the party system rests on an underlying agreement as to objectives,
though there may be differences as to approach or to the pace of change with reference to
certain problems. These differences are a necessary concomitant of democracy ; they ensure a
continuous re-examination and re-adaptation of governmental policies. The rights of free
expression ofopinion and of reedom of organisation inhere in the very concept of government
by consent. Through these alone is a vigorous, creative political life possible. At the same time,
itis evident that the problems of the modern world are too complex to be dealt with in terms
of rival or opposing programmes of action. On various matters, different parties tend
inevitably to come together and co-operate. For planning to proceed with the necessary
momentum and continuity, it is essential that the country adopts a programme of action
which reflects the unity of outlook and approach among the members of the party in power
and draws forth at the same time the support and co-operation from shades of opinion
outside the party. It is through enlargement of the area of agreement that conditions can be
created for the most effective mobilisation of the community’s resources towards the
common objective of all-round economic development.

9. Democratic processes are complex, and they make large demands on the government
as well as the governed. It cannot be assumed that the apparatus of democratic forms or
procedures necessarily ensures the preservation of the basic values which a democratic way of
life connotes. Real democracy means much more than adult suffrage and parliamentary
government ; it means a reordering of social relationships in terms of new values. It is not
without significance that in several parts of the world the emergence of a new leadership
determined to cany through far-reaching economic and social changes in keeping with the
needs and urges of the people has been accompanied by a great upsurge of public enthusiasm
and a release of the pent-up energies of the community. The relationship between political
forms and the spirit underlying them is a vast and ntricate subject in which no easy judgments
are possible. But, it must be emphasized that for democratic planning to succeed, it will have
to energise the entire community and to place before it a goal of endeavour which will call foith
all its latent creative urges. Under pressure of crisis such as war, democracies have proved
capable of effective action on a mass scale, and there is no doubt that once the community has
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com: to appreciate the vital significance of the tasks in hand, it will rise to similar heights for
constructive purposes also. The crucial factor in organising the community for action is
leadership, and, in a democracy, not merely leadership at the top but at all levels.

10. Under the Constitution, India is organised as a federation, in which the Central
Government and the Governments of States have their assigned spheres of action. There
are certain concurrent subjects in which the Centre as well as the States can undertake
legislation. Economic and social planning is in the concurrent list, as this is a subject in which
the Centre as well as the States are interested and have to work in unison. The Centre has
certain emergency powers, but normally coordination of policies has to be effected through
mutual consultation. This system of ¢ msultation and of formulation of policies on the
basis of over-all national requirements will have to be strengthened in the interests of
planning. Care will have u be taken to see that the plan is implemented throughout the
country as a single coordinated whole. The National Development Council which has been
set up recently and which comprises the Cabinet, Ministers of States and the members of
the Planning C. mmission, with the Prime Minister as Chairman, is intended to secure this
result. It is obvious that without complete coordination of policies and timely, concerted
acuon, there is danger of waste and misdirection of effort, which may have consequences
extending far beyond ihe area of responsibility of any single authority, and this, it must
be iecognised, places special responsibilities on the Centre.

11. A planned economy aiming at the realisation of larger social objectives entails a vast
increase in governmental functions For these to be discharged efficiently, appropriate local,
regional and functional organisations have to be built up and strengthened. Each of these
must have a defined sphere of action and responsibility, and must be able to function with a
rneisure of autonomy  Arrangements for the necessary coordination between them must be
made at various levels from the village upwards. The activities of all developmental
institutions in the country, official and non-official will have to be reorientated in terms of the
requirements of the Plan, and in this process, due stress must be laid on the appropriate role
of various local and functional organisations. The function of the Central Government is to
erroive a national plan, to work out a coordinated policy for implementation of the same, to
watch and assess the progress of major development schemes in the different parts of the
country, and constantly to initiate and promote action in furtherance of the objectives and
urgets defined _

1. The Determinants 0r Economic Development

12. While developmental planning, as stated above, is an all embracing process, which cannot
b; compartmentalised, the accent of endeavour under present conditions in India has to
b: m economic development. The latter may in a sense be regarded as a consequence of
iitdlectual, social and cultural advance. It is true, nevertheless, that economic development
o' en underdeveloped country cannot proceed far unless the community learns how to get
fon its resources of men and materials a larger output of commodities and services.
5.471 PC/91.
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13. In the last four or five decades, there has been considerable industrial development in
India, accompanied by urbanisation and expansion of commerce. Large towns and cities have
grown and transport and communications have developed extensively. The isolation of the
village has been broken and the average citizen lives in an environment significantly different
from the one in which he lived and worked fifty or sixty years ago. Indi n enterprise has made
considerable headway, and the country has now considerable experience in the fileds of modern
business, industry and finance. New economic and social relations have emerged, giving rise
in turn to a general desire for more rapid change. But the development that has taken place
is partial and limited when judged in terms of the country’s needs and potentialities.
Industrialism and the use of modern techniques have affected only limited segments of the
economy. Agriculture is still the mainstay of life for about 70 per cent of the population, and
productivity in this sector is exceedingly low. The size of agricultural holdings has
progressively diminished ; the old cottage and small-scale industries have been decaying, and
the rural population which constitutes about 83 per cent of the total suffers from chronic
underemployment and low incomes. Population has increased by more than fifty per cent in
the last fifty years, but the growth of alternative occupations either in the rural areas or in the
towns has not been on a scale which could absorb this growing population. In the limited
spheres which have registered expansion, the level of productivity and the level of incomes
have naturally been higher. But, for the community as a whole, the economic development
of the last few decades has brought no significant improvement in standards of living and
opportunities for employment, and has perhaps accentuated to some extent inequalities of
income and wealth.

14. The pace of economic development depends on a variety of factors which constitute
the psychological and sociological setting within which the economy operates. A major
element in this setting is the community’s will to progress and its readiness to develop and adopt
new and more efficient methods and processes of production. Basically, development involves
securing higher productivity all round and this is a function of the degree of technological
advance the community is able to make. The problem is not one merely ofadopting and applying
the processes and techniques developed elsewhere, but of developing new techniques specially
suited to local conditions. Modern technology is changing rapidly and no country can hope
to maintain a steady pace of advance unless it keeps abreast of current developments.
Techniques in turn affect and are affected by economic and social organisation. Certain forms
of economic and social organisation are unsuited to or incapable of absorbing new
techniques and utilising them to the best advantage. To some extent techniques must
of course be adapted to economic and social organisation, but the latter has also to change
in order to accommodate new techniques which need to be applied not merely in one or two
isolated lines but in several lines of economic activity so that advance in one line could react
on and stimulate advance in others.

15. These are aspects of the problem of economic development which have to be constant-
ly kept in view. Given these basic conditions of rapid and sustained progress, institutional as
well as others, the key to higher productivity and expanding levels of income and employment
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lies really in stepping up the rate of capital formation. The level of production and the
maiterial well-being a community can attain depends, in the main, on the stock of capital at its
disposal, i.e., on the amount of land per capita and of productive equipment in the shape of
machinery, buildings, tools and implements, factories, locomotives, engines, irrigation facili-
ties, power installations and communic tions. The larger the stock of capital, the greater tends
to be the productivity of labour and therefore the volume of commodities and services that can
be turned out with the same effort. The productivity of the economy depends on other
things also, as for instance the technical efficiency and attitude to work of the labour that hand-
les the available capital equipment. But the stock of capital reflects in a concrete form the
technological knowledge that underlies the organised processes of production, and while other
factors are important and essential a rapid increase in productivity is conditional upon addi-

tions to and improvements in the technological framework implicit in a high rate of capital
formation.

16. The conditions in which economic development was achieved in the course of the last
century7have naturally differed from country to country, but a common feature of almost all of
them is the high rate of capital formation which characterised periods of expansion. In times
when the whole capital structure of a country is being transformed, the normal replacement
of existing equipment becomes itself to some extent a means for introducing improvements in
the technological framework of production, so that, in assessing rates of capital formation
achieved, the resources set apart for this purpose must be also regarded as a material factor in
determining the tempo of development. For Britain statistics on national income and invest-
ment are not available for the first half of the nineteenth century, which was perhaps the most
significant period in its economic development, but the available data for 1870-1913 show that
net investment in this period was on an average more than 10 per cent of the national income
and in prosperous years as much as 15 per cent. In the United States, the rate of capital
formation was higher over the years 1869-1913; net investment represented 13 to 16 per cent
of the national product while gross investment ranged between 21 and 24 per cent. In Japan,
new capital formation in the decade 1900-1909 is estimated to have averaged about 12 per cent
of the national income ; this rate appears to have risen to 17 per cent in the following decade,
though it declined again to 12 per cent, in the period 1920-1929. More recently, the U.S.S.R.
furnishes an instance of a high rate of investment being achieved as a matter of deliberate State
policy and action. The First Five Year Plan of the Soviet Union had a target of net investment
amounting to “between a quarter and a third of the national income” ; the actual achievement
was perhaps slightly lower. At any rate, though the Second Five Year Plan envisaged a some-
what lower ratio of capital formation to national income, it would appear on a fairly conserva-
tive estimate that the rate of net investment in the U.S.S.R. in the decade 1928-1938 was of
the order of 20 per cent of the national income, if not more.

17. The data given above are not of a nature which would warrant any firm relationships
being deduced between rates of investment and rates of develpment, nor can they be used for
making comparisons as between countries or as between widely separated periods within the
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same country. Even conceptually, these, relationships are very complex. It is virtually
impossible to evaluate in quantitative terms the psychological and social forces which have
played a partin shaping the pace and pattern of development under different circumstances.
Nevertheless, the available evidence, however scanty, may be used for judging broadly the
stale of effort involved in relation to the results obtained. In the United Kingdom, a rate of net
investment which fluctuated between 10 and 15 per cent of the national income went hand 'in
hand with an increase of over 150 per cent in the national income between 1870 and 1913. In
the United States, with a somewhat higher rate of investment, which was accompanied also by
large scale immigration and settlement in virgin territory, national income increased nearly
five-fold between 1869 and 1913 ; the increase in per capita income in this period is estimated
at over 130 per cent. In Japan, with the population growing at an average annual rate of
about 11 per cent, per capitaincome is estimated to have been doubled between 1878 and 1912;
it was doubled again between 1913 and 1938. Varying estimates have been made of the
achievements of the Soviet Union in terms of national income, but, taking again a
conservative estimate, it would appear that with a rate of net investment of about one-fifth
(or probably a little more) of the national income the increase in the national product in
the period from 1928 to about 1940 was around 130 per cent.

18. These relationships are more suggestive than conclusive, but it is fairly obvious that a
doubling of per capita incomes within a generation or so (thatis in 25 to 30 years) required, in
most of these countries, a rate of net investment of the order of 12-15 Per cent °f t“te national
income. More rapid rates of development have required, apart from other things, still higher
rates of investment as in the U.S.S.R. It would appear on the whole that, in under developed
countries with low standards of living and rapidly increasing population, a rate of growth
commensurate with needs cannot be achieved until the rate of capital formation comes up to
around 20 per cent of the national income.

19. Very little information is available on the rate of investment and on the trends in
national income in India in the last few decades. Rough estimates based on scattered data
suggest that, as in other underdeveloped countries, the resources devoted to net capital forma-
tion today probably amount to about 5 per cent of the national income. It is true that, where
manpower is plentiful relatively to the land and other capital equipment available, develop-
ment has to be based toagreatextent, at leastin theinitialstages, on labour-intensive processes.
Even so, without a big increase in the rate of investment and through it in productive capital,
substantial and progressive improvement in the level ofincomes and ofliving standards cannot
be secured. Indiahas considerable resources ofwater, minerals and power still to be harnessed
or exploited. Large areas of the country remain undeveloped for lack of basic services like
transport, communications, irrigation and power. The use of machinery is limited to narrow
spheres ofindustry, and the bulk ofthe country’s labour force works with tools and implements
which add little to the productivity of labour and thus keep real incomes low. There is also
shortage of buildings for residential purposes as well as for schools, hospitals, welfare centres,
factories and the like. All these have therefore to be built up, side by side of course with the
knowledge of how to use the capital equipment thus built up to the best advantage. It has



THE PROBLEM OF DEVELOPMENT

been estimated that for a population growing at the rate of i£ per cent per annum, the rate of
investment needed for maintaining per capita incomes constant is generally between 4 and 5
per cent of the national income. Such a generalisation cannot obviously be interpreted
literally, but the nature of the relationship suggested may explain broadly the failure of the
Indian economy in the last few decades to respond adequately to the needs ofagrowing popu-
lation and of higher standards of living and employment.

20. A somewhat low rate of capital formation might have been adequate for countries like
the U.K. and the U.S.A., in which modern industrialism took root early. The under develop -
ed countries which make a late start have to aim at comparable development within a briefer
period. Japan and the U.S.S.R. are instances in point. Some of the countries in South East-
ern Europe which are now planning for rapid development have also envisaged high rates of
investment. In Hungary, 10 per cent of the national income was devoted to net investment
in 1947, the first year of her planning, but this appears to have been stepped up to 18 per cent in
1949. In Poland, gross investment in the post-war period has ranged between 20 and 25 per
cent. Outside this region and under more normal conditions, Norway is known to have attain-
ed a rate of net investment of 15 per cent and Finland a rate of 18 per cent even before the
Second World War. The question therefore is not whether a high rate of investment could be
aimed at or achieved by relatively under developed countries, but rather under what conditions

and in what stages it could be attained.

21. Investment implies applying productive resources to the building up of capital equip-
ment. These resources could come eihter from utilisation of resources hitherto unutilised or
by way of diversion from the production of consumer goods. An underdeveloped country
has a certain advantage in that it has large resources of unutilised or underutilised manpower.
By utilising these, capital formation can be stepped up without drawing away to any larger
extent resources employed in the production of consumer goods. Idle manpower thus consti-
tutes a large investment potential. But it must be recognised that, in the initial stages of
development, the scope for directly utilising such manpower tends to be somewhat limited.
For one thing, the unutilised labour available for productive work is often also unskilled
labour, which would have to be trained before it could be recruited for the new works to be
undertaken. Some of the problems involved in direct investment of under employed man-
power could be overcome by efficient organisation. Still, in practice, mobilisation of idle
manpower on a large scale cannot but result in the generation of considerable money incomes
in advance of a corresponding increase in output. This is likely to create inflationary pressures
which might be felt strongly at particular points in the system, impinging more heavily on the
real income of some sections of the population than on others. A measure of privation to
start with and austerity for a fairly long period are thus unavoidable under conditions
of rapid development even in countries with vast unutilised resources. The strain of
development on the economy might be felt in a variety of ways : scarcities, high prices,
disparate movements of incomes of different classes, bottlenecks in production, strain on
transport, etc. To some extent, this strain can be moderated through appropriate measures
of policy, but the fact of strain on the economy will remain. In determining the tempo of
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development, which, as has been indicated above, would mean raising the rate of investment
from about 5 per cent of the national income to a level of something like 20 per cent, a view
has therefore to be taken as to the pace at which the required organisational and institutional
changes can be made without engendering too much economic and social instability.

22. The level of saving is to a great extent dependent on the level of national income ;
the higher the national income the higher normally should be the proportion saved. However,
this is not always true. In the United States, considering the rate of increase in income per
capita and the high level of this income even to begin with, the rate of net saving achieved in the
period 1870 to 1913, viz., 12 to 15 percent, was relatively low. On the other hand, Japan
with a lower level of incomes was able to attain a remarkably high rate ofinvestment out of its
own savings. The proportion of national income that is saved and made available for invest-
ment depends upon psychological and institutional factors. Social customs and habits, the
distribution of incomes, the rates at which incomes of different classes go up and the efficacy
of banking and other institutions for mobilising savings— all these— play a part in determining
the rates of saving attained. The high rate reached in Japan has been explained by the fact
that “the Japanese capitalists spend very litde on personal consumption, that the rural popula-
tion and urban working proprietors are exceptionally thrifty and, indeed, the wage earners
themselves save a substantial proportion oftheir incomes”. There is also a further factor which
may be noticed here. Between 1878 and 1940 the price level in Japan rose by about 400 per
cent while, in the United States in the corresponding period, the increase was less than 100
per cent. Rising prices tend to enforce rates ofsavings which would not otherwise be possible.
This factor has probably played a not insignificant partin the U.S.S.R. also where it is clear that
prices of consumer goods went up sharply in the decade 1928-1938.

23. The programme of investment that can be undertaken at any particular time depends
primarily on two factors : the rate of saving in the community, and the volume of unutilised
human and material resources which can be used for direct investment. In the earlier stages
of development, as already mentioned, though the unutilised resources would be considerable
the cope for using them for stepping up the rate of capital formation might be restricted by
either lack of technical skill or shortages of specific commodities and services. In this period,
therefore, the reliance on savings has to be correspondingly greater. As capital formation gets
under way and the basic framework of services like transport, communications, irrigation and
power is built up, the scope for utilising underemployed resources will expand rapidly. The
problem is to get the right start. Once this is secured and fresh capital formation started on a
significant scale, it increases the ability to undertake further complementary investments, thus
creating also new opportunities for employment. Further investments then get the benefit
of ‘external economies’ which lower costs and increase the profitability ofstill further expan-
sion. It is thus that the vicious circle of low output, low savings and low investment is broken
and the economy started on an upward course.

24. In the initial stage— which is the critical period in development— there are clearly two
alternatives open. One is to impose on the community a high rate of saving through taxation,
loans, price inflation, or by any other means and to utilise the resources thus made available for
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a sharp increase in the rate of capital formation. This has certainly its merits, as, in this way,
not only would development be rapid but there would be immediately a large increase in
employment. But, this increase in employment will not lead to a corresponding increase in
spendable incomes ; the community as a whole will have every little more to consume than
before and there would be set up severe inflationary pressures. This is the price for more
rapid development later. The other alternative is to step up the rate of capital formation
more gradually, but this would mean that progress would be correspondingly less rapid.
Since the objective of planning is, in fact, to promote rapid development, the problem is one
of stepping up the rate of investment by defined stages, so as to minimise the hardships in
the initial period, but taking care at the same time that the community does put forth within a
relatively brief period the big effort needed.

25. On this analysis, the question is in what manner and how quickly the rate of capital
formation in India can be stepped up, consistently with other objectives, from about 5 per cent
of the national income to, say, about 20 per cent. The answer depends upon the rate at which
the national income increases as development proceeds and the proportions of this increase
which can, so to say, be ploughed back into investment. The larger the proportion of the incre-
ments to national income that can thus be ploughed back into investment, the greater is the
pace at which developmentcan be accelerated. The principle is, in essence, simple. If, forins-
tance, a community starting with a 5 per cent rate of saving increases its total output by, say
10 per cent, and if in the following period capital formation is stepped up by an amount equal to
halfthe additional output, the rate of saving would almost get doubled in the process. Ifitis not
desired to secure a high rate of capital formation right at the start at a cost of excessive privation
which a reduction in the initial levels of consumption would entail, the goal of policy must be to
ensure that a high proportion of the additional incomes that accrue as a result of development
is saved and invested. This will, no doubt, mean that the rate at which the initial levels of
consumption can be allowed to go up will rise only slowly, but the pressure on consumption
standards will at least be no worse than before and it might well become possible to permit
moderate improvements. In other words, such a programme for stepping up capital forma-
tion calls for sustained austerity rather than any excessive degree of privation and suffering.

26. It is necessary to visualise the problem of development over a period of twenty-five or
thirty years and to view the immediate five year period in this broader context. In formulating
a plan of development for a particular period, an estimate of what is feasible must, no doubt,
carry more weight than abstract reasoning as to a desirable rate of growth. But, there is
clearly need for looking beyond immediate possibilities and for taking a view of the problem
even from the beginning in terms of continuing and over-all requirements, and for preparing the
ground in advance. Precisely for the reason that the development of a country is a somewhat
long-term process, the institutional and other factors which affect it can be changed to the
desired extent and in the desired direction through conscious effort. Moreover, a programme
of development even for the short period would fail to have direction and perspective unless
it isin some way linked to certain long-term targets and objectives relating to the kind of
economy and social framework which it is proposed to evolve. In other words, while it is
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important to preserve throughout a pragmatic and non-doctrinaire approach, and also to bear
in mind the limitations involved in any calculation of long-term development possibilities, it is
of the essence of planning that it must have a wider time-horizon than immediate require-
ments and circumstances might seem to indicate.

27. In estimating possible rates of development in India, what they would involve in
terms of effort required and what they would achieve, there are two or three major factors to
be taken into account. We have already referred to the central role of capital accumulation
in economic development, and how it can be stepped up by, so to say, ploughing back addi-
tions to national income. The proportion ofthe addition to the national income in each period
which it is decided to plough back is thus one of the major determinants of the rate of develop-
ment. But this proportion cannot itself be fixed in a given situation without reference to
two other factors. These are (a) the rate of growth of population, and (6) the increase in
national output and income likely to follow a given increase in the capital stock.

28. If population is growing at a certain rate, the total national output has to be raised at
the same rate merely to maintain existing standards of income and consumption ; this means
that not only will so much less of further additions to national income be available for
ploughing back into investment but a part of what is ploughed back will be taken up by capital
equipment required for maintaining per capita incomes constant in the following period. It
is true that a growing population increases the manpower potential of the country and also
has the effect, in some ways, of stimulating investment. Itis also true that the effect of an
increase in population cannot be judged solely in terms of the effect on per capita incomes ; it
affects the whole pattern of production and consumption. It is not possible to judge whether,
on net, an increasing population is favourable or unfavourable to development. In the past,
periods of rapid economic development have also been periods of rapidly increasing
population, but whether there is any causal relationship between the two or how it works one
cannot say with any certainty. In Britain, between the commencement of industrialisation and
now— a period ofabout 180 years— population has increased roughly five-fold. Japan had by
1939 a population about twice as high as when it embarked on industrialisation. In periods
of rapid development and changing techniques it is questionable whether the concept of an
‘optimum’ population can have any precise meaning. But in the short run—and we are
concerned here primarily with the earlier critical stages of development— there is no doubt
that, given a situation in which shortage of capital equipment rather than of labour is the
main limiting factor in development, a rapidly growing population is apt to become more a
source of embarrassment than of help to a programme for raising standards of living.
In other words, the higher the rate of increase of population, the larger is likely to be the
effort needed to raise per capita living standards.

29. The relationship between additions to capital stock and increases in national income is
also one which by its nature, would vary with circumstances. There is no unique capital-
output ratio applicable to all countries at all times. Much depends not only on the stage of
economic development reached but also on the precise forms of further expansion. Japan
provides the instance of a country where, in about a generation (j. e.} roughly between 1885 and
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1915), labour productivity in agriculture was doubled with very little additions to capital equip-
ment and mainly through the use of fertilisers, better seeds, improvements in water supply
and pest control, etc. Though climatic and other differences might require larger investments
to produce the same result under other conditions, the capital-output ratio is likely to prove
favourable in most countries where agricultural yields are low and where they can be stepped
up by relatively small improvements in technique and organization. Industrial development
naturally requires more capital, but here too there are differences from country to country
depending on the capital intensity of the industries concerned. Before the War, for instance,
capital per occupied person in manufacturing industry was about three times as high in Canada
as in Australia, while in the realtively more undeveloped countries of South Eastern Europe
it was a quarter to a third less than even in Australia. As a rule, basic industries like iron and
steel, heavy chemicals and power, and services like railways are more capital-intensive than
others, and therefore, in the stages of industrial development where these are being built up,
the capital-output ratio is likely to be less favourable than when more attention is being given
to light consumer-goods industries. As development proceeds, external economies also become
more evident, and this has the effect of reducing the amountof capital required per unitof
output. The capital-output ratio also depends in a given period on the extent to which installed
equipment in industry and transport is utilized ; if it is used more intensively, say by multiple
shift working, the output as a proportion of the capital invested would naturally tend to be
greater than otherwise. An outstanding case of a given capital stock yielding larger output
was furnished by the United States when the exigencies of war required fuller employment and
longer hours of work. Then, again, the likely increase in national income consequent on capital
accumulation depends to a great extent on the share of residential buildings in the additions
made to the capital stock. In the pre-war Five Year Plans of the Soviet Union, it would appear
that the share of the new residential constructions in capital formation was relatively small ;
this entailed austere standards in regard to housing, particularly in the urban areas, but it made
possible a greater concentration of resources on industrial and agricultural development and,
therefore, a more favourable capital-output ratio for the country as a whole. It must also be
noted that the efficiency of investment depends upon a great many other factors besides the
size of the investment.
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30. It will be seen from the above that one can assume a capital-output ratio only in relation

to the pattern of development visualized for a particular country, the capital stock already
at its command, and the extent to which the available capital resources are being utilised. In
some of the relatively more developed countries of the world, a unit increase in national income
has apparently required, in the last few decades, something between 3 and 3\ tirrjes as much
in terms of additions to capital stock ; in limited periods and in particular instances the ratio
has of course varied. These relationships are subject to the various qualifications mentioned,
but they indicate the range within which the capital-output ratio may fluctuate. In making
any assumption about India for the future, we have to take into account several diverse factors,
e.g. the possibility of raising yields in agriculture with relatively small additions to capital
equipment, the need for expanding basic industries and services like irrigation and power which

6. 470 PC/91.
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are highly capital-intensive, the lack of technical skill which is likely to be reflected in lower
productivity of labour in the initial stages, the scope for intensive use of equipment in at least
some industries through full utilisation of capacity, shortage of housing in urban areas need-

ing early attention, the ‘external’ economies likely to follow development of transport, power,
marketing and credit, etc.

111 Investment, Income and Economic Development in India : A Broad Outline

31. For the purposes of our calculations regarding possible rates of developemnt in India

in the next few decades, we have made by way of first approximation the following assumptions
in regard to the three realtionships mentioned :

(0 population will continue to grow at the rate of about 1 1/4 per cent per annum (which
is the rate recorded in the last decennial period) ;

(it) aunit increase in national output and income will require about three times as much
by way of additions to capital stock, and the increased output will materialize in
the third year from the date of investment ; and

(tit) in regard to additional income in each period ploughed back into investment, there
is scope for choosing the proportions according to the rate of development desired,

the measure of austerity involved, and the organsational and institutional changes
necessary.

On these assumptions, the alternatives in regard to investment targets can be set out in

terms of the increases in national income that can be achieved and the repercussions that

particular investment targetswould have on consumption standards at each stage in the process
of development.

32. The national income of India might be estimated as approximately Rs. 9,000 crores i

1950-51. Starting from this level, the calculations we have made indicate that national income
can be raised by over 160 per cent in about twenty-two years, and per capita incomes doubled,
if capital formation is stepped up from the beginning by as much as two-thirds ofthe additional
income each year. Apart however from the organisational difficulties in stepping up invest-
ment at such a rapid rate, this rate of development would involve— particularly in the initial
stages___considerable pressure on the resoures available to the community for consumption and

in fact necessitate a reduction in per capita consumption standards for a period of 10 to 15
years.

If, on the other hand, capital formation is raised more gradually, say, by 25 per cent
of the additional income in each period, no significant fall in present consumption standards
would be necessary, but the rate of growth of national output will be very much slower— in
twenty-two years it will have gone up by hardly 80 per cent and per capita incomes even less,

the rate of improvement in consumptipn standards will also be correspondingly low.

We
have therefore to think in terms of stepping up capital

formation by somewhat less than
two-thirds but by more than a quarter of the additions to national output in each successive
period.



ASSUMPTIONS.

1 NATIONAL INCOME IN 1950-51: RS.9,000 CRORES.

2. AGGREGATE CONSUMPTION EXPENDITURE IN 1950-51 :RS8,550 CHORES-

5.INCREASE IN NATIONAL INCOME AND AGGREGATE CONSUMPTION EXPENDITURE
BY 1955-56: RS. 1,000 CRORES AND RS.775 CRORES RESPECTIVELY.

4 .PROPORTION OF ADDITIONAL INCOME REINVESTED EACH YEAR AFTER 1955-56 .50 PER-
CENT; CEILING ON INVESTMENT WHEN SAVINGS AS A PROPORTION OF AGGREGATE
INCOME REACH 20* (it..IN 1968-69)

NOTATIONS-

L NATIONAL INCOME ON THE ABOVE ASSUMPTIONS . ------mmmmmmmmmeeeee —

— — — — A
2 AGGREGATE CONSUMPTION EXPENDITURE ON THE ABOVE ASSUMPTIONS ...
3.NATIONAL INCOME REQUIRED TO MAINTAIN PER CAPITA INCOME CONSTANT
AT 1950-51 LEVEL. c
4. AGGREGATE CONSUMPTION EXPEDITJJRE REQUIRED TO MAINTAIN PER CAPITA
CONSUMPTION CONSTANT AT 1950-51 LEVEL D

5 NATIONAL INCOME REQUIRED TO DOUBLE 1950-51 PER CAPITA INCOME.-T1*1 —mE
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33. In the present Five Year Plan, capital formation is estimated to rise by about 20 per
cent of the additional income each year. The internal resources thus generated by the process
of development would be supplemented to some extent by external resources. By 1955-56,
national income, it is estimated, will have gone up to about Rs. 10,000 crores, that is, by about
11 to 12 per cent above the estimated level for 1950-51. Proceeding from the level of Rs.
10,000 crores reached at the end of this five-year period, the graph attached shows the rate of
progress in regard to national income and consumption standards that could be attained if,
from 1956-57 onwards, investment is stepped up each year by an amount equal to 50 per cent
of the additional output. This means that the rate of saving as a proportion of total national
income will have to go up from 5 per cent in the base year 1950-51 and 6 3/4 per cent in 1955-56
to about 11 per cent by 1960-61, and 20 per cent by 1967-68. After 1968-69, though the
resources devoted to investment will continue to go up in absolute terms, capital formation as a
proportion of national income, it is assumed, will not be raised beyond 20 per cent of the national
income. On these assumptions, it will be seen, per capita incomes can be doubled by about
1977, i.e., in about twenty-seven years, and consumption standards raised by a little over 70

per cent over the 1950-51 level.

34. These calculations, it must be emphasised, are illustrative and are intended to indi-
cate only broadly the implications, in terms of effort and return, of alternative courses of action.
The projections of national income, investment and consumption are to be interpreted with
due caution. For instance, a fair proportion of the investment required could be drawn from
the beginning from unutilised manpower and other resources, and to this extent the attainment
of the investment targets would not require a corresponding decrease in the resources avail-
able to the community for current consumption. There are a variety of ways in which idle
manpower and the spare hours of those partially employed can be canalised into a nation-
wide programme of developmental activity. In the digging of canals, repair and renovation
of tanks, construction of roads, bridges, and bunds, in rural housing, in improvement of sanita-
tion, in the imparting of elementary education and technical training, and in several other
activities, there is scope for participation by all sections of the population. The problem is
essentially one of organisation. We have stressed throughout this Report the need to
mobilise resources for local works and have also made provision in the present Five Year Plan
for assisting and initiating the process. As organisational deficiencies are made good, and supply
of construction materials like cement, bricks and timber improve, the scope for direct
utilisation of idle manpower for building up capital will undoubtedly widen. Thus, the
targets of investment suggested might, in fact, prove less difficult to attain than would appear
when stated in financial terms. Correspondingly, the pressure on consumption standards
of a development effort of the order indicated might also turn out to be less than the

estimates given above suggest.

35. Development effort, it must be emphasised here, is something more than investment
defined in the technical sense of additions to capital equipment. When the levels of education
and health are as low as they are in India today, measures designed to raise them— which might
require only moderate amounts of capital equipment— would yield larger returns than many
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forms of investment in the narrower sense of the term. The potentialities in this direction
are immense. The scope for raising agricultural productivity in the country by relatively
small outlays of money on agricultural extension services is an instance in point.  Technical
education and training, together with slight improvements in methods of production may have
similarly the effect of increasing productivity substantially in small-scale industries. The
doubling of national income in Japan between 1878 and 1912, referred to earlier, is perhaps
explained more by factors of this nature than by high rates of investment as such. In other
words, while it is important not to base our assessment of future possibilities on unduly optimis-
tic assumptions, we should not ignore the scope for increasing productivity substantially in
lines where they are now exceptionally low and thus achieve a more favourable capital output
relation than 3 : 1 assumed in the calculations above.

36. It will be seen from the graph that the rate of increase of national income will tend
to gather speed after the first 10 years or so by when capital formation per annum will have
reached a level three to four times as high as in the base year 1950-51. If this order of
increase in capital formation could be brought about earlier, either through direct utilisation,
of idle manpower or by larger savings, the target of doubling per capita national income can
be achieved earlier. In judging the feasibility of attaining high rates of investment and saving
in India, it is also essential to bear in mind that only a little over 2 per cent of the national
income is absorbed by defence expenditure. Considering the resources that some of the other
countries had to divert to defence in periods of development— perhaps 10 per cent of the
national income and often more— this must be regarded as a factor conducive to rapid
development, provided conditions are favourable in the future for maintaining this
relatively low proportion.

37. What has been said in qualification of investment estimates is also true by implication
of the estimates regarding resources becoming available for consumption. As incomes
increase, the whole pattern of consumption would change and so would individual and social
valuations. In periods when the constituents of the national output are changing rapidly,
the notion of a doubling of standards of living does not by itself convey any precise picture.
Doubling per capita consumption does not, for instance, mean doubling of cereal consumption.
A rising standard of life is likely, in fact, to result in reduced per capita consumption of cereals,
and a substitution of other foods, such as fruits and vegetables, eggs, etc. Raising of nutri-
tional standards has to be an important aspect of development in India, but improvement in
these standards cannot be gauged solely with reference to any particular item or items within
the food group. With extension of irrigation over large parts of the country, increasing use of
fertilisers and better seeds, and the use of power for certain agricultural operations, a new
pattern of intensive agriculture which provides a more complete and balanced diet may be
expected to evolve. Rising standards of living will also be characterised by greater demand
for the secondary essentials of life like education and health facilities, travel, entertainment,
etc. A doubling of consumption standards is, therefore, more a question of planning for and
meeting changes in the pattern of consumption and in social valuations than of doubling the
production of its existing components.
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38. In the calculations of investment and income given in the earlier paragraphs, it has
been assumed, as a first approximation, that population will continue to grow over the next
generation at the rate of ij per cent per annum. This would mean that the population of the
Indian Union at the end of 25 years from now would be of the order of 500 million. This
assumption might or might not be legitimate. Trends in population growth cannot be altered
quickly, and any reduction in birth rates may well be neutralised by a corresponding reduc-
tion in death rates. On the other hand, with family planning on a nation-wide scale, there is
no reason why the rate of growth cannot be brought down to, say, about 1 per cent per annum
or even lower. The pressure of population in India is already so high that a reduction in the
rate of growth must be regarded as a major desideratum. To some extent, improvement in
living standards and more wide-spread education, especially among women, will themselves
tend to lower the rate. But positive measures are also necessary for inculcation of the need

and techniques of family planning. Elsewhere in this Report we make recommendations in
this regard.

39. In view of all these considerations, we regard the rate of development indicated in
the graph as not only the minimum that the community will have to aim at over the next few
guinquenniums but as something which must be exceeded. With planned conservation and
utilisation of resources, it should be possible to double per capita incomes in 20 years or so.
Doubling national income per capita in this period is by no means an overambitious target.
Yet the scale of effort that it calls for will be obvious from, the broad calculations set forth
above. This scale of effort can be secured only through organisational and institutional
changes affecting several aspects of economic and social life, and beginnings in this direction
have to be made even during the period of the First Five Year Plan.

IV. Employment in Relation to Development

40. There are one or two problems of particular importance and interest in the earlier
stages of development to which we would like to refer briefly at this stage. The first is the
problem of employment. In a country with vast reserves of unutilised manpower, the pro-
blem of employment has two aspects in relation to development. There is, in the first place,
the need to make the maximum use of idle labour for the purpose of development. Here it is
not so much a question of providing employment at existing or higher real wages but rather
one of effectively mobilising all the available resources at minimum social cost. The second
aspect of the problem is that of increasing the productivity of labour so that larger employment
can be provided at rising levels of real income. This is obviously linked to the whole question
of capital accumulation and technical efficiency to which we have already referred. There
may be, in the initial stages, an apparent conflict between the need for making the maximum
use of idle manpower and the need for raising productivity, but it is essential to recognise that,
over a period, progress in one is apt to be checked by insufficient progress in regard to the other.
In the initial stages of development, newly mobilised labour will not be able to contribute
significantly to total output and, therefore, larger money incomes will tend to exert pressure
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on available supplies and cause sectional rises in prices. This process is apt to cause a
redistribution of available supplies leading probably to a rise in the real incomes of those
newly employed and a fall in the real incomes of those who were already employed. To some
extent such redistribution may be necessary and desirable, but there are obviously limits to this,
particularly as the pressure is likely to be felt on commodities like foodgrains. In promoting
higher levels of employment, it is necessary, therefore, to see that the newly mobilised labour is
able to raise total output. If productivity of labour cannot be increased in the short run, and
particularly if the availability of basic essentials like foodgrains cannot be increased, a
programme of full employment, designed primarily to put to work all idle labour, runs the risk
ofbreaking down on account of excessive pressure of money incomes on available supplies. It
is for this reason that we emphasise throughout this report the need for relying as far as
possible on voluntary labour, and using money mainly as a means of attracting and organising
such labour. In other words, the accent in these first few years of development has to be on
mobilisation of idle manpower, with as little increase in money incomes as possible, rather
than on full employment as such which, to have any meaning, should be able to provide
higher money as well as real incomes all round.

41. A programme of full employment, with assurance of at least the current level of real
wages to the newly employed and with no reduction in the real wages of those already
employed, can get into swing only as capital formation in the community goes up. During
the period of the present Five Year Plan, considerable progress will have been made in
expanding irrigation, power, basic industries, transport and other services and these will
provide, directly as well as indirectly, new avenues of employment. After the five year period,
the pattern of priorities may to some extent change, but since aggregate investment will be
continually stepped up, employment opportunities will expand rapidly. Through progressive
increase in irrigation facilities, the scope for double-cropping will be enlarged and seasonal
unemployment will diminish. Rural electrification will open up prospects for the establish-
ment not only of large scale but also of cottage and small scale industries. As commodity
production goes up, the scope for employment in services will also grow. There is at present
a large measure of disguised unemployment in the spheres of services ; the tendency at first
will be to eliminate this element of unemployment, but gradually the proportion of the total
working force engaged in services will also begin to rise. The elimination of unemployment
in an under developed economy is by its nature a somewhat long-term problem which calls for
steady and persistent effort. In fact, developmentis, in a sense, but another name for
employment opportunities. The larger the increase in national output aimed at, the greater
must be the demand for labour, especially if care is taken to adopt labour-intensive processes
to the maximum extent possible. This means that expansion of employment opportunities
at rising levels of real income will proceed side by side with the development of the economy
and, like the process of development itself, will become cumulative as soon as there is a
marked improvement in the technical equipment of the community.

42. In the interim period there are likely to be difficulties of adjustment. Tn some cas;s,
there might appear a certain conflict between the need to reduce the social cost of maintain-
ing unemployed labour and the need to raise the productivity of labour. To some extent,
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mobilisation of idle manpower for the development programme will generate new money
incomes, divert larger quantities of essential commodities like foodgrains into the hands of
tho;e with the additional purchasing power, and thus create problems for those whose
incomes remain more or less fixed. In the nature of things there cannot be clear-cut solutions
to tiese difficulties. Unemployment is not merely an economic problem, it is a social problem
involving human values and has to be approached from a broader view-point. In framing
employment policy in relation to development, the following criteria need to be kept in mind :
(a) inemployed manpower should be drawn upon to the maximum for the development
programme ; (b) money incomes in the initial stages should be expanded as little as possible ;
(c) capital formation should be speeded up and technical efficiency improved so as to increase
productivity of labour ; (d) the rate at which equipment in established indigenous industries,
especially those which employ large numbers, is allowed to be competed out and discarded
mu;t be adjusted so as to safeguard against excessive unemployment in the process of
teclnological change ; and, lastly, (e) the distribution of capital in new lines should be
plarned keeping in view the need to increase employment opportunities in the short run as well
as tie larger pattern of development necessary for an expanding economy.

43. A comprehensive development programme over a period of years along the lines
outlned above will bring about a significant change in the occupational pattern of the country.
At tie rates of investment indicated it will become possible to divert, in stages, an increasing
proportion of the annual increase in population to non-agricultural occupations. In a country
in vhich even a moderate percentage increase in population means a large total to be found
employment, the change in the over-all occupational pattern is likely to be slow at first. At
the present rate of growth of population, the working force in the country goes up every year
by aoout 1+8 million per annum. On an average, factory industries like cotton textiles, sugar
and cement would seem to require per worker capital equipment costing (at current prices)
anytting between Rs. 3,000 and Rs. 8,000. Heavy industries like iron and steel, fertilisers and
petroleum would probably involve capital investment of the order of Rs. 100,000 or more per
empoyed person. Industries like ship-building, locomotive manufacturing, etc. are also
higHy capital-intensive. It will be seen from this that the possibilities of increasing employ-
men; in large-scale manufacturing industries directly are limited, especially when the emphasis
has o be on expanding producer-goods industries. For absorbing all, or a large proportion,
of tie increase in working population each year in non-agricultural occupations, reliance will
have to be placed mainly on small scale and cottage industries involving comparatively small
capial investment. If these industries are to afford employment at reasonable rates of wages,
theii technical efficiency will have to be increased and every effort will have to be made to
see tiat the producer’s reward is not intercepted by middlemen. The scope for developing and
expaiding these industries will increase further with the development of power, communica-
tion; and other ancillary facilities. Once the disguised unemployment in the tertiary sector
(i.e. in services) is eliminated, every increase in commodity production— particularly in
mamfacturing industries— will lead to the absorption ofa considerable part of the additional
wcrling force in transport, trade and other services. But, again, the stage when expansion of
seivces requiring less capital would absorb a growing population of the working force is likely

7. 411 PC/91.
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to come fairly late in the country’s development. In the immediate future, therefore, attention
has to be concentrated primarily on diverting the increases in working population to large and
small-scale industries and the supporting services rather than on changing in any drastic way
the over-all occupational pattern. The change in occupational pattern will no doubt follow—
perhaps faster than can be foreseen now— but this is not an end itself and should be regarded
more as a corollary of development rather than as a direct objective.

V. External Resources for Development

44. Another problem to which we would refer is the role of foreign investment in relation
to development. How much of the resources needed to raise national output and incomes
should come from domestic effort and how much should come from external sources cannot,
of course, be determined in advance or on any a priori basis. Very much depends upon the
circumstances in which a country is placed and upon the general conditions affecting the flow
of capital from surplus countries. The United States, for instance, relied a great deal in the
initial stages of its development on foreign capital. This is probably explained by the shortage
of manpower and the consequent heavy capital investment required for opening up the conti-
nent ; partly also it was conditioned by the policy of protection followed in the United States
and the free movement of capital between countries which characterised the nineteenth
century. On the other hand, Japan depended very little on external resources ;the State played
an active part in financing industrial development and introducing new forms of organisation
needed for industrialisation. The Soviet Union provides another instance of a country which
developed rapidly with its own resources ; in this case it meant even greater hardship and
suffering than in Japan. That a plan of development today must, in the main, rely on domes-
tic resources can hardly be over-emphasised. In the first place, the conditions governing
international investment are no longer what they were when some of the highly
industrialised countries of today like the United States, Australia and Canada began their
career of development. Secondly, external assistance is acceptable only if it carries with it
no conditions explicit or implicit, which might affect even remotely the country’s ability to take
an independent line in international affairs. There are also obvious risks in excessive reliance
on foreign aid which depends on the domestic political situation in lending countries and
which might be interrupted by any untoward international developments. And yet, external
resources at strategic points and stages can be of so much assistance in a period of rapid

development that it is desirable, consistently with other objectives, to create conditions
favourable to their inflow.

45. Priority will no doubt go to such external investment as is available from institutions
organised on an international basis. The resources of such institutions are however limited,
and it would be short-sighted to exclude without good reason investment of funds from
advanced countries, either on an inter-governmental basis or on the basis of negotiations
between individuals or corporations in the countries concerned. The terms and conditions
on which foreign investment may be received will of course have to be judged in the light
of the basic objectives of national policy and also in the light of the contribution which the

proposed investment will make to development along lines accorded a high priority in the
country’s development programme.
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46. As will be seen from subsequent chapters, India has a programme of development
larger than can be financed from the resources internally available. To a certain extent, the
volume of domestic resources available for investment can be augmented through approp-
riate fiscal and economic policy, through compulsory savings, and through drawing on
unutilised manpower. There will, however, still remain certain shortages which would tend
to restrain the whole pace of development, and it is in meeting these that external resources
can be of help. The precise role of external resources in relation to the first Five Year Plan
is discussed in a later chapter.



CHAPTER 11
OBJECTIVES, TECHNIQUES AND PRIORITIES IN PLANNING

In defining the objectives, priorities and techniques of planning in India, it is necessary to
bear in mind the scale and dimensions of the problem as outlined in the preceding chapter as
well as the basic values which must find expression in the economic and social pattern to be
evolved. It is no longer possible to think of development as a process merely of increasing the
available supplies of material goods ; it is necessary to ensure that simultaneously a steady
advance is made towards the realisation of wider objectives such as full employment and the
removal of economic inequalities. Maximum production, full employment, the attainment
of economic equality and social justice which constitute the accepted objectives of planning
under present-day conditions are not really so many different ideas but a series of related aims
which the country must work for. None of these objectives can be pursued to the exclusion of
others ; a plan of development must place balanced emphasis on all of these. For instance,
even the limited objective ofincreased production cannot be attained unless the wider objectives
ofsocial policy are constantly kept in mind and steadily pursued. On the other hand, equality
and social justice will have little content unless the production potential of the community is
substantially raised. Development, thus conceived, is a process which calls for effort and
sacrifice on the part of the entire body of citizens. For such effort and sacrifice to come forth
psychological conditions have to be created which provide an incentive for all to give of their
best.

Institutional and Structural Factors in Development

2. Reference has been made in the previous chapter to the limited and partial development
which the Indian economy has registered during the last few decades. Judged in terms ofper
capita incomes and standards of well-being, the economy has, on the whole, remained more or
less stagnant. This is primarily because the basic conditions under which an economy can
continuously expand have been lacking. The impact of modern industrialism in the latter half
of the 19th century was felt in this country initially through imports of machine-made goods
from abroad which reacted adversely on the traditional patterns of economic life, but did not
create the impulse for development along new lines. The transition that followed was characte-
rised not by expansion ofindustry and a diversification of the economic structure but by a decay
of India’s traditional arts, crafts and industries, and by an increasing pressure of population
on the land. This retrogression led to a decline in productivity per person engaged in
agriculture, the adverse effects of which were perhaps softened to some extent by the shock-
absorbing capacity of the old institution of the joint family. The result was a continuous
increase in under-employment and the growth of an attitude of “pathetic contentmen ” on
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the part ofthe people. In such an environment there could be little economic or social progress.
Whatever surpluses might have been available in the system under these conditions were
directed to the purchase of imports, partly of better finished products from abroad and partly
of equipment for the new transportation system designed primarily in the interests of foreign
commerce. The responsibility for promoting modem commerce and industry came to be
concentrated in the hands of certain classes in the urban areas, and up to the end of the
nineteenth century the only major large-scale industries which had taken root in the country
were cotton and jute textiles. Little attention was paid to improvement of agriculture or
to the needs of the rural areas. After the turn of the century and especially after World War
I, it came to be recognised that without rapid industrialisation significant economic advance was
not possible. The inter-war period witnessed the establishment and growth of several indus-
tries in the country. A more positive policy on the part of the Government and a change
in the terms oftrade in favour of the producers of manufactured goods and against the
primary producer in the period of the depression materially assisted capital formation in
the industrial sector. There was, however, little overall economic improvement as conditions
in the agricultural sector deteriorated sharply.

3. The backwardness of the Indian economy is reflected in its unbalanced occupational
structure. About 68 per cent of the working population is engaged in agriculture, about 14
per cent in industry (large and small scale), some 8 per cent in trade and transport and the
remaining 10 per cent in professions and services including domestic service. Even with this
large proportion of the population engaged in agriculture, the country is not self-sufficient in
food and raw materials for industry. Productivity per worker in organised industry, commerce
and transport is about three times that in agriculture, but this sector of the economy has not
been expanding rapidly enough to absorb the surplus population on the land. The large-
scale underemployment in the rural areas which these conditions have given rise to constitutes
a big economic and social problem. A change in the occupational pattern in the direction of
greater employment in the industrial sector and in services is clearly necessary if the associated
phenomena of mass poverty and unemployment are to be tackled effectively.

4. It follows from all this that the problem is not merely one of making the existing
economic institutions work more efficiently, or making small adjustments in them. What is
needed is a transformation of the system so as to secure greater efficiency as well as equality
and justice. The central objective of planning is to create conditions in which living standards
are reasonably high and all citizens, men and women have full and equal opportunity for
growth and service. We have not only to build up a big productive machine— though this is
no doubt a necessary condition of development— we have at the same time to improve health,
sanitation and education and create social conditions for vigorous cultural advance. Planning
must mean coordinated development In all these fields.

5. In this task of securing simultaneous advance along several fronts, it would be
unrealistic to hold out the hope that rapid and spectacular progress can be made in the initial
period of planning. Within a limited period, there is always a measure of conflict between
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one objective and another and, in the formulation of a Plan for a given period, it is necessary
to proceed in terms of priorities as between these objectives themselves laying more stress on
some and less on others. This problem of balancing competing objectives is implicit in all
planning and the quality of a plan depends upon the soundness of its judgments regarding
the relative emphasis on the various objectives. Only to the extent that the Plan succeeds in
striking a right balance can consistent policies be formulated and pursued. There is, to begin
with, the problem of choosing, on the one hand, between a moderate increase in the standard
of life in the near future with relatively small additions to capital equipment and, on the other,
a substantially higher standard of life perhaps for the next generation at the cost of continued
austerity and privation to the present generation in the interests of rapid capital formation.
The implications of this choice have already been discussed in the previous chapter.

6. Secondly, while a fuller utilisation of the idle manpower in the country must be a major
objective, and every effort must be made to create opportunities for work in the rural areas
through improvements in agriculture, development of cottage and small-scale industries and
extensive programmes of public works, especially in the slack season, the lack ofthe necessary
equipment and other materials needed for improving labour productivity limits the rate at
which idle manpower can be'absorbed. There is, under these conditions, the risk of creating
or perpetuating pseudo-employment, which might result in a rise in money incomes without
a corresponding increase in the supply of the goods needed for sustaining the newly employed.
The problem, as has been shown earlier, cannot be solved satisfactorily without a substantia,
increase in the productive equipment ofthe community, which, in turn, means more investment.
While planning for fuller employment, itis also necessary to keep in mind the distinction
between a pattern of employment which can be sustained after the development process has
gone some way and a pattern that has to serve for the transitional stage. Rigidity of the
occupational pattern is incompatible with rapid economic development. Steps must,
undoubtedly, be taken to ensure the fullest possible utilisation, in furtherance of develop-
ment programmes, of labour power now running to waste, but the long-run objective must
be to encourage rather than discourage the mobility of labour, geographical and occupational.

7. The problem of unemployment among the educated middle classes in the urban areas
is an instance of a failure of coordination between the system of education and the needs of the
economic system. As a proportion of the total population, the number of educated men and
women in the country is very small, and there is dearth of trained personnel of the requisite
quality in business and industry as well as in public administration. Unemployment among
the educated classes is to some extent a consequence of the excessive bias in the present
educational system towards general literary education to the neglect of specialised, technical
and vocational training. To some extent, the difficulties experienced by educated young men
in finding employment are traceable to a certain reluctance on their part to take on occupations
which involve hard manual work or work in somewhat uncongenial surroundings either in
cities or in rural areas. The problem has many facets. Unemployment amongst highly
qualified and trained personnel may, to some extent, be frictional or transitional in character,
but it may also be due to a lack of adjustment between demand and supply of such specialised
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personnel. Employment exchanges, closer contacts between educational institutions and
employers, private or government, and other devices to encourage a better adjustment between
demand and supply can alleviate the problem of middle class unemployment upto a point.
But a large and continued increase in the demand for educated men and women can come only
from a quickened tempo of development in the economy. As planning proceeds, there will
be demands for personnel with various types of qualifications and training and meanwhile it is
necessary to take steps to diversify and reorientate the educational system in keeping with the

needs of a developing economy.

8. The decisions that have to be taken in regard to the reduction of economic inequalities
within a given period also involve a weighing of diverse considerations. While it would be
wrong in this sphere to think in static terms and to condone the existence or accentuation of
sectional privileges, it is no less important to ensure a continuity of development without which,
in fact, whatever measures, fiscal or other, might be adopted for promoting economic
equality might only end up in dislocating production and even jeopardizing the prospects of

ordered growth.

9. There are risks in going too far or too fast in these matters, but the risks of not moving
fast enough are no less serious. The decision as to the measure of risk to be undertaken must
turn primarily on an appraisal of the capacity of the community to hold together under the
stress of major structural changes and of its various sections to maintain a high standard of disci-
pline and restraint while the necessary adjustments are taking place.

D emocratic Planning and the Role of the State

10. The question of the techniques to be adopted for planning is linked up with the basic
approach that a community decides to adopt for the realisation of its objectives. It is possible
to have a plan based on regime.nation and on immediate measures for levelling down in the hope
ultimately of being able to level up. It is possible to take the view that mass enthusiasm
cannot be created except on the basis of reprisals against those classes which have come to be
associated in the public mind with the inequities and deficiencies of the old order. But the
basic premise of democratic planning is that society can develop as an integral whole and that
the position which particular classes occupy at any given time— a product of various historical
forces for which nq individual or class as such can be held responsible— can be altered without
reliance on class hatreds or the use of violence. The need is to secure that the change is
effected quickly and it is the positive duty ofthe State to promote this through all the measures
at its command. The success of such planning no doubt depends on the classes in positions of
power and privilege respecting the democratic system and appreciating the rapid changes

it calls for.

11. It is clear that in the transformation of the economy that is called for the State
have to play the crucial role. Whether one thinks of the problem of capital formation or of
the introduction of new techniques or of the extension of social sen ices or of the over-all
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rc-alignment of the productive forces and class relationships within society, one comes
inevitably to the conclusion that a rapid expansion of the economic and social responsibilities
ofthe State will alone be capable of satisfying the legitimate expectations of the people. This
need not involve complete nationalisation of the means of production or elimination of private
agencies in agriculture or business and industry. It does mean, however, a progressive widen-
ing of the public sector and a re-orientation of the private sector to the needs of a planned
cconomy.

Relative Shares of the Public and Private Sectors in Ownership of Productive Capital

12. We should like to emphasise here that, as far as the ownership of productive capital
assets (other than in agriculture, small-scale industry and transport, and in residential housing)
is concerncd, the share of the public sector is already large. The book value of gross fixed
assets owned by the Central and State Governments, together with the working capital in the
enterprises concerned, amounted to over Rs. 1,200 crores at the end of 1950-51 (as compared
to about Rs. 875 crores at the end of 1947-4S). The distribution of these was roughly as

follows —
(Rs. crores)

Railways . . . . . . . . . . . 837
Irrigation works (including multi-purpose river valley projects) . . 230
Communications and broadcasting . . . . . . 53
I'ileciricity undertakings . . . . . . . . 40
Industries . . . . . . . . . . . 44
Civil Aviation . . . . . . . . . 10
Ports . . . . . . . . . . . . 8
Central Tractor Organisation . . . . . . . 5

Total . 1236

The above estimate excludes the investment in motor transport. Strictly speaking,
account should also be taken of the productive capital assets owned by port trusts, municipalities
and other semi-public agencies which probably amounted to well over Rs. 1000 crores.

13. The value of productive capital assets in the private sector (again excluding agri-
culture, small-scale industry and transport, and residential housing) in 1950 was not perhaps
more than about Rs. 1500 crores. According to the Census of Manufactures for 1949 the net
productive capital employed in twenty-nine groups of factory industries amounted to only
about Rs. 510 crorcs ; for the factory industries not covered by the Census, as well as to allow
for depreciation (so as to make the estimates comparable with those for the public sector which
give the gross value), an additional provision of Rs. 600 crores might be made. The break
down of the estimate of the value of total productive capital in the private sector, referred to

above, would thus roughly be as follows :—
(Rs. crores)

Factory establishments . . . . . . . . m o
Plantations . . . . . . . . . . 100
Electricity undertakings . . . . . . . . 70
Mines . . . . . . . . . . . 30
Shipping and Aviation . . . . . . . 32
Motor transport 130

Total . 1472
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14. These estimates are necessarily rough, and relate to historical and not replacement
value, which will be considerably higher in both cases, but they show that in the building up
and maintenance of basic services essential for organised industry, and to some extent in indus-
trial development itself, the State has already been playing a not insignificant part. It also
suggests that the productive capital in industry and in services essential to it is so 6mall
compared to the needs of the country that, in the furthe. accumulation of it, the two sectors
can well supplement each other and need not necessarily expand at the expense of the one or

the other.

Relations Between the Public and the Private Sector

15. In the industrial sphere, the respective roles of the State and of private enterprise have
been enunciated in the Industrial Policy Statement of 1948. In terms of this Resolution,
the principle of Government ownership and control has been accepted in regard to a segment
of the economy comprising arms and ammunition, atomic energy and railways. It has also
been stated that in regard to certain key industries like coal, iron and steel, aircraft manu-
facture, ship-building, manufacture of telephone, telegraph and wireless apparatus, etc., the
State is to be responsible for further expansion except to the extent that it considers the
cooperation of private enterprise necessary for the purpose. In the rest of the industrial
field the initiative for development and the responsibility for management will rest on private
enterprise. Government have, however, the right to acquire any undertaking in the public
interest and to intervene in cases where the conduct of industry under private enterprise is

not satisfactory.

16. The distinction between the public and the private sector is, it will be observed, one of
relative emphasis ; private enterprise should have a public purpose and there is no such thing
under present conditions as completely unregulated and free private enterprise. Private
enterprise functions within the conditions created largely by the State. Apart from the
general protection that the State gives by way of the maintenance of law and order and the
preservation of the sanctity of contracts, there are various devices by which private enterprise
derives support from the Government through general or special assistance by way of tariffs,
fiscal concessions, and other direct assistance, the incidence of which is on the community at
large. In fact, as the experience of recent years has shown, major extensions of private enter-
prise can rarely be undertaken except through the assistance of the State in one form or another.
The concept of private enterprise, as, indeed, of private property, is undergoing rapid change,
and the view that private enterprise can function only on the basis of unregulated profits is
already an anachronism. The process of reorientation should and is certain to continue and
gather speed, and the problem is to see that the transition is smooth and orderly. Already,
in certain spheres of industry, units owned publicly and units under private enterprise are
functioning side by side. The points of interaction between private and public enterprise
are multiplying rapidly. In the maintenance of industrial peace and the promotion of a
cooperative outlook between capital and labour, the State has necessarily to play a vital role.
All these are indications that the private and the public sectors cannot be looked upon as
anythin? like two separate entities ; they are and must function as parts of a single organism.

8. 470 PC/9L.
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17. Agriculture is traditionally a sphere in which the organisation of economic activity
centres around the individual, backed by the cooperation of the members of the family. In
a static subsistence economy this form of organisation was probably adequate to the limited
purposes then in view. Under modern conditions, it is proving more and more inadequate.
Here, again, whether we regard agriculture— and associated industries— as falling within the
private sector or the public sector is more a matter of nomenclature than of substance ; for it
is almost impossible to secure the desired development in these fields without a great deal of
initiative and active assistance on the part of the State. Not only must the State assume the
responsibility for providing the basic services such as irrigation, power, roads and communi-
cations ; it must also undertake direct promotional work by providing finance, marketing,
technical advice and other assistance to agriculture through appropriate agencies. If the
State undertakes these responsibilites, this will mean certain obligations which the
agriculturist will have to undertake.

18. For the State to be in a position to discharge efficiently the varied responsibilities that
it undertakes, it is necessary that all producers, agricultural as well as non-agricultural, accept
certain obligations. For instance, since the State has to guarantee a fair distribution of the
limited supplies of food, the farming community has to make available to it on reasonable terms
the necessary supplies for distribution to non-producers. For similar reasons controls
might be necessary on essential consumer goods like cloth and basic producer goods like steel.
In a planned economy, thus, the private producer has to work, in essence, as an agent for utilis-
ing economically and to the best advantage of the community the productive resources at his
disposal.

Organisational Aspects of Economic C hange

19. Our conception of the public and the private sectors and the direction in which they
ought to move is closely related to the problem of competing objectives we referred to earlier.
This problem arises in an acute form in the early stages of planning mainly on account of
deficiencies in organisation. The necessity for making a choice between reducing inequalities
ofincome and raising the level of capital formation would not, for instance, be so serious if
there' were available at hand alternative channels for efficient mobilisation of resources. The
limitations to a policy of full employment are similarly to a great extent on account of defici-
encies in organisation in regard, on the one hand, to the supply and distribution of essential
commodities, and, on the other, to the possibilities of directly mobilising manpower. The
institutional changes that are now initiated have to be framed with two aims in view : first, to
progress as far as possible even within the period ofthe Plan towards the social objectives in
view, and, second, to remove deficiencies in organisation which will make possible faster
progress in the future.

20. In a country which is primarily agricultural and in which the pace of development
in other sectors depends to a great extent on progress in agriculture, the system of ownership
and management of land within which agricultural producers have to function is obviously
of the highest significance. Large areas of the country have emerged only recently from forms
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of feudal organisation. Though a fair measure of progress has been made in protecting
the cultivator against intermediaries in land, money-lenders and traders, a great deal has still
to be done in order to enable the cultivators to function as an efficient agent of production in
command of a reasonable size of holding and with access to productive credit and other facili-
ties such as supply of seeds and manures. The question of ownership of land has also a wider
social aspect which makes the reorganisation of the agrarian system a matter of prime national
importance. Our detailed recommendations in respect of land policy to be followed in the
period of the Plan have been set forth later in this Report. The organisational changes
necessary in this sector do not relate merely to land ownership but cover a wider field
including agricultural marketing and rural credit. The problem here is one of making a
simultaneous advance along several lines and this, as we have emphasised elsewhere, involves a
strengthening of the co-operative form of organisation for purposes of marketing, credit and
production.

21. In the development of countries like the United Kingdom, trade and banking played
a great part in mobilising resources for development. Mercantile profits, in fact, were the main
source of funds for industrial expansion, while the growth of commercial banks provided the
necessary working capital. Apart from the fact that there were special historical circum-
stances which favoured the accumulation of large profits from commerce in the initial stages
of economic development in many of these countries, these means of promoting capital
formation are not consistent with our other objectives. The expansion of trade has, under
our conditions, to be regarded as ancillary to agricultural and industrial development rather
than as an initiating impulse in itself. In fact, in view of the urgent needs for investment
in basic development, diversion of investment on any large scale to trade must be viewed as
a misdirection of resources. Similarly, banking development and provision of credit facilities
in an under-developed country raise special problems. To these we shall return presently.

22. The distributive system needs special attention under planning. In an economy
subsisting on small commodity surpluses scattered widely, there is a tendency for capital to
flow into trade in preference to production. Apart from the opportunities which a loosely-
knit economic organisation gives for small trading establishments to spread themselves over
extended lines of distribution, investment of capital in speculative trade gives better returns
than in almost any other sector. The former may be regarded as another manifestation of
under-employment but the latter is apt to become an obstacle to development. From the
larger point of view of controlling relative prices and profitability as also for gaining control
over the economy at strategic points, state trading at the wholesale level in respect of
selected commodities could be used as a potent instrument of planning. In a system in
which profits from production are closely linked to marketability of the product government
operation of the distributive system at selected points is, prima facie, capable of producing
even better results than direct control over production. The costofliving of the large majority
of the people depends, for instance, on a relatively few commodities like foodgrains, cloth,
sugar, kerosene and salt. Through state trading in these commodities, it would be possible
to operate directly on the cost of living and to aim at a rate of development which would
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to raise complex organisational problems. Our knowledge of the present distributive mecha-
nism, its composition and structure and the way the various links in the system are related
is atpresent inadequate, and it is therefore difficult to visualise fully the administrative problems
involved. But the direction in which we have to move is clear, and a beginning has to be
made during the period of the Plan. Before decisions can be taken, there is need for clearing
up the factual position regarding the amount of capital involved, the profit margins, costs
of operation, the number of people employed, and related aspects of the question. A Census
of Distribution designed to throw light on these crucial aspects and covering a few selected
commodities in the first instance would be of value in this context.

23. The limitations and deficiencies of organisational structure from the point of view
ofeconomic change can be made good, not necessarily by displacing private agencies but
through supplementing them. Our conception of the private sector comprises not only
individual and corporate but also co-operative forms of organisation with special emphasis
on the last. It includes the vast fields of primary production, of cottage and small scale
industries, of marketing of agricultural produce, of residential housing and of wholesale
and retail trade in which there is scope for rapid expansion of cooperative enterprise. The
extension ofthe cooperative form- of organisation to these Varied activities has hardly been
initiated in this country, but it appears certain that such extension holds out promise of
securing the best results by way of increased production, the reduction of rent and profit
margins, and the building up of investible surpluses in the economy. If planning is to avoid
excessive centralisation and bureaucratic control and is, at the same time, to hold in check the
self-centered, acquisitive instincts of the individual producer or trader working for himself,
the encouragement of cooperative enterprise must be given the highest priority.  We should
like to stress in particular the importance we attach to the progressive socialisation of agri-
cultural marketing and of processing industries in the rural areas through the agency of
cooperatives. The problems arising in this connection and the ways and means by which

the State is to foster such development are referred to in appropriate contexts in the later
chapters of this Report.

Allocation of Resources and Price Policy

24. The raison d’'etre of a planned economy is the fullest mobilisation of available
resources and their allocation so as to secure optimum results. The problem of how this has
to be brought about when the economy functions partly through private enterprise motivated
by profit expectations and partly through Government ownership and direction deserves care-
ful consideration. For the private sector, the prevailing price relationships are the prime
factor in determining resource allocations. In the public sector, the direction of investment
need not always and necessarily be guided by the profit-and-loss calculus. Nevertheless,
the relation between costs and returns even in the public sector has to be judged, at least as
a first approximation, in terms of market prices. It follows that the maintenance of a struc-
ture of prices which brings about an allocation of resources in conformity with the targets
defined in the Plan must be the consistent aim ofeconomic policy.
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25. Over a longer period, and particularly in a period of rapid development, the structure
of prices is bound to change. Even the level of prices is likely to go up. But such changes
must as far as possible keep in step with improvement in the level of incomes as well as with
shifts in their distribution ; if they move in advance, they are likely to cause considerable
hardships and lead to results which are the negation of our objectives.

26. Price policy, being partly a problem of allocation of resources and partly a question of
ensuring reasonable equality of sacrifice among the different sections of the people, requires
financial as well as physical controls. In the early stages, a development plan necessarily
increases money incomes more rapidly than production. |If these incomes are allowed to raise
current consumption expenditures, they act immediately on prices, especially of articles like
food which are in short supply. Such price inflation distorts the relationship between
sectional price levels and encourages a diversion of productive resources to purposes which
militate against the requirements of development. If continued for a long time, it generates
economic instability and social unrest. To the extent that idle manpower and other resour-
ces can be used productively without any significant generation of additional money incomes,
the inflation potential of a development programme can be minimised at the very start. But,
to the extent that money incomes rise, the problem of holding inflationary pressures in check
has to be faced.

27. Monetary and credit policy is a powerful instrument for securing the desired result,
un'ng the war and in the years immediately following, credit policy as an instrument of over
all economic control had fallen into the background, but in recent years there has been a gene-
ral tendency to revive its use. That credit control can exercise a healthy restraining influence
on speculation and can assist in bringing about a better balance between aggregate demand
and aggregate supply has been demonstrated by the distinct improvement in the price situation
in the country since the raising of the bank rate and the adop.ion of a tighter credit policy by
the Reserve Bank in November, 1951. The downward trend in prices in India had started
before the announcement of this new policy, and it is evident that international factors have
also greatly influenced the course of domestic prices. Nevertheless the credit and financial
policy of the Government have been a significant factor in the situation. About the middle
of 1951, the index of wholesale prices was around 450 ; it went down to 367 in May, 1952,
and has, of late, been around 390. The cost-of-living indices have not shown a comparable
fall, and it cannot be said that the fall in wholesale prices warrants any relaxation of vigilance
and caution in the matter of overall price policy. Effective credit control must therefore

remain an essential instrument for regulation of investment and business activity.

W orking Capital Requirements and Organisation of the Credit System

28. Having emphasized the role of credit policy in keeping the economy on an even level
we should like to refer also to another, somewhat different and more long-range, aspect of the
matter in relation to developmental planning. A persistent upward trend in production and
trade cannot be sustained without an expansion in the supply of money and credit. Over a
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period, therefore, it will be found necessary to expand money supply in the country in response
to the increased volume of transactions in the economy. This must come about through
extension of credit institutions which will impart the necessary elasticity to money supply
without generating inflationary pressures. The large credit needs of agriculture and of
industry, especially of cottage and small scale industries, cannot be met except through a
network of credit institutions which will mobilise savings in the rural areas and disburse credit
on a large scale to productive enterprises, individual, cooperative or joint-stock. In this
process of development, the encouragement of larger savings from current income and of
a productive use of them in place of mere hoarding will have to play the major part. But,
at the same time, judicious credit creation somewhat in anticipation of the increase in produc-
tion and the availability of genuine savings has also a part to play, for it is conceivable that
without this kind of an initial push, the upward process may not start at all or may fail to
gather momentum. The overall credit policy to be followed by the central bank in an under

developed country launching upon a process of development has, therefore, to be adapted to
these requirements.

29. There is no doubt that the Reserve Bank of India, which is a nationalised institution,
will play its appropriate part in furthering economic development along agreed lines. The
Bank has succeeded in bringing the organised sector of the money market well under its control.
It has recently initiated measures for the development ofa bill marketin India which will impart
greater elasticity to the credit system. The Bank is also playing a more active role in the
provision of rural finance and is devoting special attention to the problem of promoting
banking development in parts ofthe country in which it has hitherto been lacking. These
developments will strengthen the credit system materially. Under the Banking Companies
Act, the Reserve Bank has wide powers for regulation and supervision of the credit policy
of banks. More than these legal powers, it is, wc feel, the moral prestige of the Reserve Bank
and the close understanding between its managementand the managementof private banks
that is of special importance in the alignment of the banking system to the needs of a planned
economy.

30. The process of economic development, once started, will make new dei lands on the
banking system, and this may necessitate changes in organisation and structure. Central bank-
ing in a planned economy can hardly be confined to the regulation ofthe overall supply of credit
or to a somewhat negative regulation ofthe flow of bank credit. It would have to take on a
direct and active role, firstly, in creating or helping to create the machinery needed for
financing developmental activities all over the country and, secondly, in ensuring that the finance
available flows in the directions intended. For the successful fulfilment ofthe Plan it may
become necessary to direct special credit facilities to certain lines of high priority: Banking
development, through the normal incentives of private banking, is aptto be a slow process,
particularly in a country in which deposit banking and the use of cheques is likely to take
root only slowly among the masses of the people.* In this field, the profit motive may stand

#Since the profit earnings of banks are related to the ratio between their cash holdings and their Joans and advances,
there isaninherent biasin favour ofsections ofthe population who are familiar with the use ofcheques and will enable
d reasonably high proportion ofloans and advances to be maintained on the same cash base. On account of this, the
motive-force behind extension of banking to less developed areas also tendsto be in the first instance collection of
deposits rathsr than distribution of credit for productive purposes. Wherethere is a fairly significant supply of
pre-existing savings to be tapped, this process will soon leadtothe normal cumulative growth ofbank-deposits and

bank credit ;in backward areas,however, theinitial start may have to be given through amore active loans policy in
respect of productive credit.
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in the way of the extension of credit facilities to sections of the population which need them
for rapid development. The proper discharge ofits functions by the banking system will neces-
sitate its operation more and more in the light of the priorities for development indicated in
the Plan and less and less in terms of returns on capital. The banking system— and in fact the
whole mechanism of finance including insurance, the stock exchanges and other institutions
concerned with investment— will thus have to be fitted increasingly into the scheme of
development visualised for the economy as awhole ; for, it is only thus that the process of
mobilising savings and of utilising them to the best advantage becomes socially purposive.

Fiscal Policy as an- Instrument of Planning

31. Allied to the problem of credit policy is the question of fiscal policy in relation to
planning. With the continuous expansion of Government functions and the increase in public
expenditure this necessitates, fiscal policy may be said to be of even greater significance for
influencing the volume”and direction of economic activity. In the U. K., for instance,
Government’'s total expenditure amounts to about 40 per cent of aggregate national
expenditure ; inthe U. S. A. and in Canada, it works out at about 25 per cent ; and, in
Australia it is about 30 per cent. These high proportions are, of course, a reflection of the
large transfers from the public to the private sector through social insurance schemes and
servicing of public debt. In India, the corresponding figure is at present of the order of7 or 8
per cent, and this will inevitably rise rapidly as development proceeds. The process of
development has always inflationary possibilities, and it is necessary, if development is to be
orderly and its incidence not unfair to those classes whose incomes are relatively fixed, that
the accent of fiscal policy must throughout be on minimising inflationary pressures.

32. This «vital consideration has been given due weight in determining the over-all target
of development expenditure in the first Five Year Plan. At this level of expenditure, it has not
been possible to provide finance for several projects which, on a longer view, must be taken
up for execution. There is, of course, no way of expanding the size of the Plan except by
increasing the resources available to the public sector. It is necessary also at the same time
to see that the level of expenditure in the public sector and the devices used for finding the
needed resourcess are not such as to react too adversely on the private sector, the development
plans of which are of equal significance from the point of view of the community’s interests.
To mention this limitation on our present effort is, however, only to underline the need for a
bolder policy in the future. The investment expenditure which, in the last analysis, a
community can undertake depends, apart from whatever external resources may become
available, upon the rate at which it can step up its savings; for, the problem is not just one
of diverting investment from the private to the public sector, but of increasing the total.

33. An increase in aggregate investment implies, as stated earlier, a postponement in
increases in the standard of living to the maximum extent possible, and fiscal policy isa major
device for bringing about this result. Fiscal policy has at the same time to aim at a reduction
in inequalities of income and wealth. There is clearly far more scope for cutting down
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consumption expenditure in the higher income groups than for tightening of the belt in the
lower income ranges. The common man has, undoubtedly, to play his part in financing
development, but, on grounds of economic as well as social policy, the more well-to-do classes
have to contribute in proportion to their capacity to pay. The question is how this result is to
be secured. Direct taxation of the rich is likely to impinge more on their savings than on their
consumption. There is need for balancing the advantages of a greater equality of incomes
and wealth against the disadvantage of a possible fall in private savings and capital formation.
This consideration has special reference to the problem of the immediate future but granted
the basic assumptions of a planned economy, it cannot, over a period, be allowed to come in
the way either of a progressive reduction of inequalities of income and wealth or of rapid
capital formation.

34. The reasoning that direct taxes are apt to reduce savings rather than consumption
expenditure and hence detrimental to capital formation is also valid only upto a point. In
a system in which public investment has to play an active role, it is of secondary importance
whether resources are transferred to the State in the form of taxes (in which case it would add
to the savings of the State available for investment) or in the form of loans out of private savings
provided there is agreement on the priorities attached to the investment on public account.
The real issue which affects both direct and indirect taxes equally is whether taxation is so
high as to affect adversely the incentive to produce. Indirect taxation which increases costs of
living could also be a disincentive. In this respect, an economy geared to rapid development
rails for changes in the traditional attitude to reward for work. It is not without significance
that forms of direct taxation which are today considered as the minimum essential in a modem
society were in the initial stages regarded as inimical to progress. Similarly, though indirect
taxation is generally regarded as regressive and somewhat unfair, the trend in countries which
have moved rapidly towards greater equality of incomes has been for the share of indirect
taxation to grow. In part, therefore, the problem isj>ne of psychological adaptation to the
changing needs of the times and in part a question of whether alternative institutional
arrangements can be made quickly enough to compensate for loss of incentive in certain
strata of society.

35. The link-up between inequalities of income and capital formation in the early stages
of modem economic development in countries like Britain was due to a combination of circums-
tances in which the promotional and managerial abilities of a particular class had a direct part
to play in initiating innovations, evolving new techniques of production and applying them on
a commercial scale. The pioneers in the field of development had relatively few avenues open
to them for luxurious living. A large proportion of the high incomes they received was thus
ploughed back into industry thereby providing the basis for further expansion of the economy.
Conspicuous consumption is a later phenomenon, and while it may have a place in rich
countries where rapid expansion of consumption in all directions is in a way essential to the
maintenance 0f a high level of economic activity, it is seriously detrimental in the conditions
ofan underdeveloped country. Though the resources which such consumption directly
diverts away from capital formation may be small, it not only creates discontent in the
community but also indirectly discourages saving in the economy as a whole by initiating a
process of wasteful emulation. It is evident that in a planned economy in which the public
sector takes over progressively the promotional and managerial functions necessary for develop-
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ment, neither large inequalities of income nor higher consumption standards for particular
classes can be justified.

36. Death duties are an important equaliser of incomes and wealth. They are a levy on
capital which does not have the same adverse psychological effects as other capital levies.
They are capable, over a period, of reducing inequalities to an extent that only a violent upset of
the system can achieve if the elimination of inequalities of income and wealth is made an
immediate objective. Death duties arc now an integral part of the system of taxation in
advanced countries and they are levied in several underdeveloped countries as well. The rates
of death duty in the U. K. are as high as 50 per cent and over on estates above £100,000 and
they go up to 80 per cent on estates valued at over £1,000,coo. The efficacy of death duties
for correcting inequalities will depend, apart from the rates charged, the limit of exemption,
the extent of evasion, etc., on the extent to which checks are placed on individuals earning
large incomes and accumulating wealth between successive capital transfers. With a high
rate of progression in income tax rates and a structure of controls to regulate relative prices
and profits, death duties can make a significant contribution towards reduction of inequalities.

Sources of Savings in the Economy

37. There are at present three main sources of savings: savings by private individuals
(that is, personal savings), savings by corporations, and public savings (or surpluses in the pub-
lic sector). In countries like the U. K. and U. S. A., the role of personal savings as a source of
finance for development is no longer as important as it was in the early stages of development.
Corporate savings provide in these countries a considerable part of the finance needed; in the
U.K. public savings, i.e., surpluses from taxation and from the receipts of commercial enterprises
owned by Government, are an important source for financing investment. Corporate savings
come ultimately from profits; they represent a ploughing back of the funds that would other-
wise have gone into the hands of the shareholders. To a certain extent, this is a desirable line
of development, and it is proper to encourage capital formation in the private sector through
differential taxation of distributed and undistributed profits. The limitation of this approach,
however, is that it leads in the long run to a concentration.of economic power in the hands of
these corporations, and, through them, in the hands ofa few people who happen to have a

controlling interest in them. In a country like the United States, a country of corporations
par excellence, it has been found difficult in practice to curb the monopoly power of these
corporations in spite of anti-trust laws. In the pattern of development we envisage for India,

it will, therefore, be necessary to lay more stress on cooperative rather than corporate savings.
The cooperative form of organisation is capable of yielding the advantages of corporate
enterprise without some of its disadvantages. Itis aform of organisation capable of attracting
the small man, and members of cooperatives are likely to see easily the benefits that would
accrue to them by devoting a substantial part of their current surpluses to investment. The
eacouragement of the cooperative form of enterprise in all fields of activity, in agriculture,
in trade, in finance, in marketing and in industry must, therefore, become a prime objective
of Government policy.

38. And, finally, the State must itself raise, to the extent possible, through taxation,
through loans and thrdugh surpluses earned on State enterprises a considerable proportion of
the savings needed. In other words, public savings, as distinguished from private savings,

9. 470 PC/91.
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personal or corporate, must be developed steadily. The financing of investment through
public savings would help to ensure a pattern of development in consonance with accepted
social criteria.

Prices, Production and Controls

39. Prices are a resultant of all the varied forces acting on the economy from within as well
as from without, and there is almost no aspect of governmental policy which does not, in one
way or another react on prices. Export-and-import policy, for instance, has a direct bearing on
relative prices and profitability. Control and regulation of exports and imports, and in the
case of certain select commodities state trading, are necessary not only from the point of view of
utilising to the best advantage the limited foreign exchange resources available but also for
securing an allocation of the productive resources of the country in line with the targets
defined in the Plan,

40. Increase in output, through fuller utilisation of capacity, through improvement in
technical and managerial efficiency or through harder and more sustained work all round is
basically the answer to inflationary pressures, and this would be a far better way of bringing
supply and demand into equilibrium than some of the other devices which, while doing good,
have also a somewhat depressing effect on the economy. But since, in the short period, there
are limits to the increase in output that can be secured, there is need for making appropriate
use of the other devices also.

41. A major problem in this connection is the role of controls in a planned economy.
This is a subject which has many aspects and it is possible in this field to fall into a doctrinaire
approach which, however sound on abstract theoretical considerations, may prove unworkable
in practice. On the other hand, an excessive elasticity of approach to this question may lead to
a negation of planning itself. To some extent, over-all controls through fiscal, monetary and
commercial policy can influence the allocation of resources, but physical controls are also
necessary. Given the fact that, in the initial stages ofdevelopment it is the excessive pressure on
a few commodities which tend to limit the rate of progress, the extent to which physical controls
are needed to supplement financial controls may even be regarded as a measure of the utilisation
that is being made of surplus resources (like manpower) in the system. The targets of production
defined in a plan cannot also be achieved unless a structure of relative prices favouring the
desired allocation of resources is maintained. The working of controls during and since the
war has demonstrated clearly that if production in a particular line, say, foodgrains, has to be
increased, the necessary incentive for the producer cannot be created unless the prices of alter -
native crops are controlled. In an economy which starts from a low level of output, increases
in several lines of production will be found necessary. A simultaneous increase in production
in all lines is not possible by merely raising the money reward for work. In the case of certain
key commodities, it may be necessary to keep down their prices in order to obviate the need for
price rises in several industries which use these commodities. To make this policy effective,
controls on production and on movement and physical allocations to consumers become
inescapable.
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42. Controls in a word are the means by which Government maintains a balance between
various sectional interests. Under certain circumstances the accent may be on the maintenance
of certain price ceilings, and through these of the real purchasing power of the incomes accruing
to certain classes. Under other conditions, the enforcement of minimum prices might
be a necessary corollary to a policy of ensuring a reasonable rate of return on effort in certain
lines of economic activity. Viewed in the proper perspective, controls are but another aspect
of the problem of incentives, for to the extent that controls limit the freedom of action on the
part of certain classes, they provide correspondingly an incentive to certain others and the
practical problem is always to balance the loss of satisfaction in one case against the gain in the
other. For one to ask for fuller employment and more rapid development and at the same time
to object to controls is obviously to support two contradictory objectives.

43. Most of the opposition to controls comes, however, from dissatisfaction with the
working of particular controls. It must be recognised that controls ineffectively or inefficiently
administered may do harm rather than good. It is also true that so long as the public regards
controls as so many hindrances to be circumvented if possible, to be put up with otherwise,
there will be resentment against controls. To a great exent this is a question of creating the
right atmosphere by explaining to the public the relationship between controls and the rate of
c;onomic progress that the country can achieve. From this point of view it is an essential
condition that the rationale of each control is made clear to the public and the rights and obliga-
tions of the parties affected defined in a manner which leaves little scope for doubt as to what is
expected of the public and where redress can be had in case of any grievance. It is also vital to
the success of controls to make the necessary adjustments in their working from time to time as
the conditions governing the supply and demand of the commodities in question change.
But, here again, whatever changes are made must accord with the objectives in view and
should not throw in doubt the basis of the entire policy.

44, The difficulties of administering an extensive system of controls in an economy organised
by and large in small units cannot be under-rated. Methods adopted successfully in other
countries are not directly applicable to India. Effectiveness of controls under these conditions
an be ensured only through control at strategic points and through encouraging producers’
and consumers’ organisations which will help to make the actual operation of controls smoother,
less irksome and more efficient.

T he Pattern of Priorities

45, It will be seen from the above that the priorities in planning and the relative emphasis
a&>between objectives are conditioned to a great extent by the techniques that can be used with-
in a given period for attaining the objectives, and the techniques to be chosen are, in turn,
influenced by the objectives in view. Once the decisions in regard to these are taken, the
guestion arises as to priorities as between the different lines of expenditure to be undertaken.
Given, in other words, the investment outlay to be undertaken on a consideration of the relative
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weights to be attached to the various competing objectives and of the techniques to be
employed, the task before the planning authority is to determine the pattern of investment for
the period in view. The demands of the economy for development are so large and so press-
ing that great care has to be taken in allocating the limited resources available. When one
views development as a process over a period of years, there is no sector of the economy in
which a large increase in investment would not be justified, in fact, it would be inescapable.
Within a limited time horizon, however, the problem assumes a different aspect ; first things
have to come first. It follows thatthe conception of priorities over a period has to be a
dynamic one, the emphasis as between different sectors shifting as development in those
taken up initially prepares the ground for development in others.

46, For the immediate five year period, agriculture, including irrigation and power,
must in our view have the topmost priority. For one thing, this emphasis is indicated by the
need to complete projects in hand. But, further, we are convinced that without a substantial
increase in the production of food and of raw materials needed for industry, it would be
impossible to sustain a higher tempo ofindustrial development. In an under developed econo-
my with low yields in agriculture, there is of course no real conflict between agricultural and
industrial development. One cannot go far without the other ; the two are complementary.
It is necessary, however, on economic as well as on other grounds, first of all to strengthen
the economy at the base and to create conditions of sufficiency and even plenitude in respect of
food and raw materials. These are the wherewithals for further development. Japan, for
instance, increased its agricultural production by -8o per cent in a generation and still
required large scale imports of food and raw materials. Britain, which in the earlier stages of
development was in a strong position because of the earlier revolution that had taken place
in farming practices and techniques, also emerged at the end of the process an importer of
food and raw materials. Countries which start the process of development at this stage must
as far as possible look for sources of supply of the necessary food and raw materials within
their own borders. In India, with its varied resources, conditions are favourable for secur-
ing a balanced pattern of development. The creation of a sizeable surplus in the agricultur-
al sector and mobilization of the same for sustaining increased employment in other sectors is
fundamental to development as the experience of the U.S.S.R. in the twenties and thirties
shows.

47. The high priority given in the investment programme of the public sector to the
improvement of agriculture limits inevitably the investment which the State can itself under-
take in industries, especially large scale industries. Progress in this field would, therefore,
at this stage depend to a great extent on effort in the private sector. The State in this initial
period has to concentrate on the provision of basic services like power and transportation. The
State has also special responsibility for developing key industries like iron and steel, heavy
chemicals, manufacture of electrical equipment and the like, without which in the modern
world continued development is impossible. In these fields it is necessary to anticipate to some
extent the nature of the demands that will be made on them over a fairly long period ; in fact,
in these cases supply must come first for demand itself to develop at the required rate. The
initial investment necessary for the development of such enterprises is large and the period of
construction fairly long. A beginning in these directions has therefore to be made from the

very “art.
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48. To the extent that the accent of the plan is on increasing production, the limitation of
resources available would restrict the scope for expanding social services. And yet, it is obvious
that no plan can succeed unless it “invests” in the improvement of the human material. Even
from the point of view of increasing production, social services like edu cation, technical training
and health bring in significant returns. Considerable advance in these directions can be
made if the necessary urge to improvement is created among the people. The problem is
partly psychological. There is also large scope in this field for direct community effort. The
spread of literacy among the rural people, for example, can be secured by the literates in the
community volunteering their services for carrying through a mass campaign for liquidation of
illiteracy. The improvement of public health is often a matter of imparting elementary know-
ledge regarding sanitation and hygiene. Technical training is vital not only for the process
of development itself but also for correcting the present bias in education which is responsible
for unemployment in certain sections. In this respect, adequate provision for the finance
needed must be made in the plan. At the same time, means must be found for stimulating
among the people widespread interest in the application of modern technology to the many
small problems familiar to them in ordinary life.

49. In view of the large unutilised and under-utilized resources in the system, schemes
for mobilising local effort for local development have to receive high priority. It is schemes of
this type spread all over the country, more than, major development projects, which are likely
to activise these resources. Their contribution to the improvement of living conditions, small
though it might appear at first, would in the aggregate and in terms of their cumulative psycholo-
gical effccts be more than proportionate to the initial investment involved. Programmes of
community development based on this principle and aiming at an intensive all-round develop-
ment of selected areas are of special value from this point of view.



CHAPTER HI

ASSESSMENT OF RESOURCES

The Five Year Plan outlined in the next chapter relates directly to the public sector but
has in view a programme of development for the entire economy. In the public sector are
included the development programmes of the Central and State Governments and also of the
commercial enterprises owned by them”. The private sector covers the rest of the economy
including corporate and cooperative institutions as well as small enterprises throughout the
country in agriculture, industry, transport and finance. W hile the initiative for development in
defined fields as well as the responsibility for coordinating the development programmes in the
entire economy will lie with the State, private initiative and effort have also a significant part to
play in the process of development. The development expenditure in the Plan referred to as
such in this Report has to be related to the resources available to the public sector, but these
have also to be linked up with the needs and resources of the private sector. There is, in other
words, a single pool of investible resources on which the private and the public sectors have to
draw. The problem is not merely to find resources for the public sector but to enlarge progres-
sively the size of the common pool and to see that the total thus available is allocated between
the two sectors in terms of agreed priorities.

2. The Five Year Plan as it is now being presented, involves an outlay of about Rs. 2069
crores by the Central and State Governments over the period 1951-56. On present calculations
the normal revenue and capital receipts of public authorities, including loans and grants received
upto now from abroad, are expected to finance about Rs. 1414 crores of this expenditure.
Deficit financing in the public sector— of which more will be said later— cannot at this stage be
visualised in excess of about Rs. 290 crores. There is thus still left a gap of Rs. 365 crores
which can be met only from external sources or, in the absence ofit, by additional measures of
internal taxation and borrowing or by further deficit financing.

3. It is clear that external resources are necessary in the early stages of development and
that they could be a significant factor in eliminating bottlenecks and in helping to avoid dis-
locations which may have far-reaching consequences. In the conditions in which the country
is placed today, however, a programme with relatively modest targets cannot be made inflexibly
conditional on the availability of external resources. Development is a process in which once
certain main lines of work have been commenced, supplementary investments have also to be
undertaken. Thus there develops in stages a rate of expansion which cannot be slowed down
without serious repercussions.

«Strictly speaking, public sector should cover also municipal corporations and other local authorities ;it has not
been possible, however, to include their development programmes in the present Five Year Plan.
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4. The outlay on development by the Central and State Governments in 1950-51, the
baise year for our calculations, was about Rs. 232 crores. The development expenditure in
1951-52 has been tentatively estimated at Rs. 285 crores. The budgeted outlay for the
second year of the Plan is Rs. 346 crores. In 1953-54, by when the expenditure on many of
the projects in hand will have reached their peak levels, the total will exceed Rs. 400 crores. If
external assistance is not forthcoming to the extent necessary there will undoubtedly be scope
for marginal adjustments, but a planned outlay of the order of Rs. 2069 crores over the five-
year period is necessary for maintaining the rate of growth of development expenditure visual-
ised by us. The need for attaining a rate of investment in this period which could form the
basis of more rapid advances in the following years and lay the foundation for balanced
regional development in the next planning period has been an important consideration in
determining the development programme in this Plan.

5. The problem of resources is basic to the whole question of planning. It is, therefore,
necessary to be clear not only as to the basis on which the Plan is built, but also about the
implications of the different methods and techniques which are visualised for meeting the
requirements of development in this period. The various aspects of this problem are

discussed in some detail under the following heads —
I. Taxation and public savings as a source of development finance ;
Il. Budgetary resources of the Central and State Governments ;

I1l. Deficit financing ;
IV. External resources and the problem of foreign exchange ; and

V. The problem of mobilising financial and physical resources.

l. T axation and Public Savings as a Source of Development Finance
Magnitute of savings in the economy

6. Though the outlay in the Plan itself relates directly to developmental expenditure by
public authorities, the problem of resources for meeting this outlay has to be viewed, as already
mentioned, in awider setting. For the country as a whole, the resources that can be applied to
development depend on the level of aggregate output that can be attained and on the consump-
tion requirements of the community. The larger the output and the lower the consumption
requirements, the greater would be the productive resources available for building up the
human and material resources of the country for the future. The precise division of responsi-
bility for development, between the public and the private sectors is mainly a question of
internal arrangement depending on the objectives in view and what seems to the community
the most effective and acceptable means of achieving them ; once this is agreed upon for the
period of the Plan, appropriate measures could and have to be devised for the necessary division
of resources. But an assessment of the total resources available to the country as a whole for
development is necessary for analysing the full implications of the arrangements proposed for

financing the Plan in the public sector.
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7. The data available in India for an analysis ofoutput and consumption requirements
by different sectors are altogether inadequate. There is only scattered information which
might be pieced together for forming an idea of the nature of the problem and of the orders of
magnitude involved. Some rough estimates have been attempted for this purpose in the
Appendix on ‘National Budgeting and the Plan’. These estimates place India’s national income
in 1950-51 at around Rs. 9000 crores. Of this, the savings available for net investment were
probably not much more than Rs. 450 crores. The Five Year Plan is roughly estimated to raise
the national product by about Rs. 1000 crores by the end of the five years. Over one halfof
this increase will be absorbed by the needs of the increase in the population in the meanwhile.
It is clear, therefore, that if capital formation from out of domestic resources is raised by 50
per cent in the course of this period i.e., from about Rs. 450 crores in 1950-51 to Rs. 675 crores
by 1955-56, it "would in effect be taking away about half of what is left over from the increase
in the national product for raising standards of living. But raising capital formation from
domestic resources by 50 per cent is not an excessively high target in view of the considera-
tions we have setout in Chapter I. As a proportion ofthe total increase in national output by
1955-56 the increase in resources devoted to investment would be only about 20 per cent. It
should be emphasised that this proportion ofreinvestment from the additional output, which is
involved in reaching the target, will be necessary to sustain the rate of development we
visualise in this five year period.

8. In comparing the total domestic resources that might thus be available— say about
Rs. 2700 to 2800 crores over the five year period— with the development expenditure in the
public sector proposed in the Plan, it must be borne in mind that net investment is a restricted
concept which covers, in the main, only net additions to capital equipment and building
construction. The outlay of Rs. 2069 crores by public authorities in the five year period will
include not only such additions but also expenditures of a recurring nature on agricultural
extension services, health, education, community projects, etc., which may amount to about
Rs. 400 crores over the period of the Plan. The net investment in the programme, compar-
able to the estimate of savings referred to above, will therefore be of the order of Rs. 1600—
1700 crores, which means that the Plan would require channelling through the public sector
about 60 per cent of the savings of the community in this period.

9. The releases from India’s sterling balances together with other external resources
that may become available in this period, will reduce the share of savings to be channelled
through the public sector to about 50 per cent. Normally, even halfofthe investible resources
of a country being diverted in this way would be considered a high proportion. But this we
regard as inevitable in India at this stage considering the urgent need for investment in spheres
like irrigation, power and transport which do not normally attract private agencies but which
are pre-requisites to the further expansion of the economy. Moreover, the State is not as it
were drawing from a given capital fund ; it is in a position, through fiscal and other measures,
to regulate consumption standards within limits and thus release for investment resources which
might not otherwise have been forthcoming. As mentioned in an earlier chapter, enlargement
of public savings through taxation and through the earnings of public enterprises is one of the
major means open in the present state of our organisation to raise significantly the level of net
savings in the country.
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Narrow coverage of tax revenues

10. India’s total tax revenue in 1950-51 (including the tax revenues of both the Central
and the State Governments) amounted to a little over Rs. 625 crores, nearly Rs. 50 crores of
which was on account of export duties. As a proportion of national income i.e., about 7 per cent,
this level of revenue represents one of the lowest in the world. Taking the revenues of the
central governments alone (that is, excluding revenues of local authorities in all cases and of
State governments in the case of federations), the proportion oftax revenue to national income
is as high as 35 per cent in the United Kingdom, 22 per cent in Australia, 23 per cent in the
United States and in Japan, 27 per cent in New Zealand, 19 per cent in Canada, and 20 per
cent even in Ceylon. Too much should not be read into this comparison as yields from taxa-
tion depend not only on the facilities for collection afforded by particular structural factors
(as when corporate incomes are a large proportion of the national income or foreign trade
accounts for a considerable part of the transactions) but also on the absolute levels of per capita
income. Much also depends on the importance of monetary transactions in the economy ;
when a large part of the production is raised by the labour of peasant families and directly
consumed by them, the scope for organising taxation would be obviously smaller than if the
operations were being conducted through markets and result in monetary transactions. Yet
the comparison has its significance, for if the proportion of the national income covered by
taxation is as small as it is in India today the public sector cannot, in the immediate future,
increase its savings to any significant extent and thus either raise the level of investment in the
economy as a whole or provide social services on an adequate scale.

11. A striking feature of the present structure of taxation in India is the relatively narrow
range of population affected by it to any appreciable extent. About 28 per cent of the total
tax revenue comes from direct taxation* which directly affects only about half of 1 per cent of
the working force in the country estimated at 133 million in 1948-49. Another 17 per cent
is accounted for by import duties, a considerable part of which is derived from taxation of
commodities like motor vehicles, motor spirit and oils, high-quality tobacco, silk and silk
manufactures, liquors and wines, etc., which affect but a relatively small section of the popula-
tion. A large proportion of the excise duties on tobacco and cloth, which yield about 8 per cent
of the total tax revenue, is also probably paid by the limited number of consumers who use the
better varieties. Given the structure of incomes in the country it is of course inevitable that
the coverage of direct taxation should be narrow ; it is also right that an element of progression
should be introduced through higher taxes on commodities which, relatively to the general
pattern of consumption of the community, may be regarded as luxuries. In fact, ways and
means for raising the revenue from these sources must be constantly explored. But ifas much
as one-third or more of total tax revenue is derived from certain limited strata of society it
implies that the burden of taxation spread over the rest of the community is correspondingly
lighter and that relatively small increases in the rates of taxation on the latter will help to add
significantly to total tax revenue.

<+ Whether lind revenue is a direct or an indirect tax is a somewhat controversial point. For the purpose .-fts.0
jlculation here it has beeu treated as an indirect tax.

10, 470 PC/91.
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12. In this connection it may be recalled that, in countries which are largely agricultu
and in which transactions involving money are a smaller proportion than in more industrialised
systems, land has been traditionally an important basis for taxation. In Japan, when its

programme of industrialisation was being initiated in the 1870’s, taxation of land yielded as
much as 13 per cent of the value ofgross agricultural produce ; even thirty years later, when
other forms of taxation had developed, land tax accounted for nearly half of the total tax
revenue of the government. Thus, in asense, it was taxation of land which in Japan provided
the initial resources required for development. In India also land taxation was high before
the last War and, in the depression years, it weighed heavily on the farmer. In the last decade
prices have moved in favour of primary commodities and, since in most parts of the country
land revenue has not been raised upwards, the burden ofthis tax has been considerably light-
ened. It is reflected partly in the fact that land revenue contributes at present only about 8
per cent of the total tax revenue as compared to about 25 per cent in 1939. The rise in
agricultural prices has however benefited significantly only producers with sufficiently large
marketable surpluses ; it is also true that costs of production have gone up in many cases.
The improvement in prices cannot therefore by itselfbe made the basis for a substantia™
upward revision of the tax on land. But within the context ofa development programme
designed as much to raise agricultural prosperity as to promote all-round economic develop-
ment, a programme towards which all sections of the community have to contribute to the
maximum extent possible, there is a case for moderate upward revision ofland revenue. At
the moment the capacity of the agricultural sector to bear further additions is limited, but this
will no doubt improve as the programme of development gets into swing and, with additional
irrigation and other facilities, agricultural productivity is stepped up. Betterment levies
designed to draw into the public exchequer a proportion of the capital gains that accrue to
private parties as a result of development are a recognised device for strengthening public
savings. It is the essence of rapid development that, consistently with the need to raise the
standards of living of the poorer sections of the community, as much of the additional
incomes generated should be ploughed back into the system by way of investment for still
more rapid increases in output.

13. Apart from the question of legal coverage, there is the question of actual coverage .vhi
is a function of the administrative arrangements for securing that those liable to tax do in fact
pay. In India it would appear that there are considerable leakages on this account. The
following table shows estimates of income assessed to income and super taxes as well as the
amounts paid by way of these taxes in the various income ranges in 1950-51.

No. of Assessees  Total income Yield of income
Income range (thousands) assessed to tax* and super taxes
(rupees) (Rs. crores) (Rs. crores)

0-5,000 . 2368 8i-0 2-3
5.000-10,000 . 134°4 93'2 501
10.000-40,000 . 8619 152-9 24-9
40.000-100,000 . io-i 599 233
100,000 and over 4-2 187-7 99'4
472’4t 574'7 i55-0

sIncome assessed to tax is after allowing for depreciation allowances of business enterprises, earned income relief, ¢
fThe number of assessees on the register at present is about 850,000. Partof this increase is accounted for by 1

inclusion ofassessees in Part B States, but there has also been considerable improvement in the reportingof assessa
incomes in the lower ranges.
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It will be seen from this that, though there is undoubtedly a strong case on grounds of equity
for making the higher income groups bear a larger share ofthe burden of development, fairly
large proportions of the incomes in the higher ranges, in so far as they are covered by the
administrative machinery, are absorbed by direct taxation even at existing rates. Over a wide
range, there is, however, evasion of taxation. The reports of the Income Tax Investigation
Commission show that such evasion takes place in the middle as well as higher income ranges.
The fact that the corporate form of organisation is confined to a limited sector of business
renders the problem of checking evasion difficult, particularly in regard to trading operations.
Even where the corporate form exists, the close inter-locking of managerial and other
controlling interests in industry, trade and finance offers to the unscrupulous opportunities for
evasion. If such evasions could be stopped, it might make a considerable addition to the
receipts under direct taxation.

14. Where the scope for direct taxation is limited, the incomes of the greater part of the
population can be reached only through taxation of commodities. As mentioned earlier, an
element of progression can be introduced through higher taxes on commodities which, relatively
to the general pattern of consumption in the community, may be regarded as luxuries. In the
United Kingdom direct taxes on incomes cover a large sector and the need to rely on indirect
taxation is correspondingly less ; import and excise duties, however, are still heavy enough to
account for a sixth of the total personal consumption expenditure in the country.* In India,
apart from these two sources, it is clear that increasing reliance will have to be placed on sales
taxes. 'Through sales taxes can be reached commodities not covered by either import or excise
duties ;’ hey have also the advantage that they can be adjusted to particular regional conditions.
The problem here is again one of administration ; it has to be ensured that those liable to tax
do in fact pay so that progressively the legal coverage of sales taxes could also be extended to
cover a larger range of trading activity.

15. The narrow coverage of taxation is responsible to a great extent for the relatively small
propi rtion of the national income absorbed by the government in the form of tax revenues.
It also accounts partly for the existing level of taxation appearing to be heavy. Both ways it
restricts the extent of public savings. The narrow coverage of existing taxation has the further
indirect effect of increasing the dangers of deficit financing. For the smaller the proportion of
the additional incomes mopped up by taxation, the greater would tend to be the pressure of
demand on output arising from a given measure of deficit financing.

Scope for higher taxation

5i

16. These are matters which cannot be overlooked in framing a programme of development,

especially when it is clear that with net savings ofabout 5 per cent ofthe national income the rate
of progress that can be attained will be extremely limited. In the initial stages of planning,
however, the size ofthe programme as well as the sources of finance will have to be fixed keeping
in view what can be achieved through existing institutions and the available administrative and

*Much the greater part of this revenue comes from tobacco and alcohol.
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fiscal machinery. Taxation has also its limitations within a given political and economic
structure. Turnover taxes on the scale in evidence, for instance, in the Soviet Union involve
a degree of organisational control over production and internal trade which again cannot be
realised in India in the near future. While, therefore, taxation policy in India must be designed
to raise the level of tax revenues to meet the needs of development, it will have to be adjusted
also to the economic and social framework within which development has to start.

17. According to present estimates, by the end of the Five Year Plan, the tax revenues
the Central and State Governments are likely to be about Rs. 70— 80 crores higher than in
i95°-5i ; if there are unexpected receipts on account of items like export duties the increase
may be ofthe order of Rs. 100 crores. This estimate covers the normal increases that might be
expected at the existing rates of taxation as well as the estimated yields from a variety of
measures like increases in the taxes on land, higher irrigation rates, death duties, betterment
levies, better administration and wider coverage of sales tax, higher taxes on luxuries, etc.
Some of these, it will be noticed, are taxes on capital transfers and capital gains and not strictly
taxes on current income. But assuming normal conditions, the increased rates of taxation,
together with these levies on capital transfers and capital gains, will only enable the level of
tax revenues to be maintained at about 7 per cent of the national income even at the end of
the Plan. If conditions abroad are favourable for raising larger revenue from export duties
than has been assumed in our estimates, and if it is also found possible to raise direct taxation,
total tax revenues could be raised by about Rs. 30 crores per annum, but the difference it would
make to the above percentage would be small. Apartfrom this, we should emphasize that
unless fiscal policy and the machinery of taxation are re-orientated so as to obtain a significantly
wider coverage the tendency will be not only for tax revenues to fall as a proportion of further

additions to national income but to make the sharing of the burden of development increasingly
iniquitous.

Budgetary Resources of the Central and State Governments

Classification of sources

18. The financial resources available to a government for development can be broadly
distinguished as of two kinds : (a) the savings it can make from current revenues and from
the earnings of State enterprises after meeting its non-developmental expenditures, and (b) the
private savings it can draw upon through loans, small savings, deposits and funds, and other
miscellaneous channels. A grouping of the resources ofthe Central and State Governments,
which follows strictly the distinction between these two categories of savings and also adheres
to a definition of ‘ net savings ' corresponding to that of net investment referred to earlier,
would require considerable reclassification of budgetary accounts. From the operational
point of view also, such a rigid analysis has its limitations. For the purposes of our analysis
here, a some-what looser grouping has therefore to be attempted.

19. The Five Year Plan treats as development expenditure not only additions to fixed
capital equipment and building constructions figuring in the revenue and capital accounts of
the Central and State Governments but also initial recurring expenditures on social services,
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agricultural extension services, etc., which are almost invariably financed from current
revenues. On the other hand, capital expenditure on items like defence is non-developmental
from the point ofview ofthe Plan, The savings of the public sector, corresponding to
this definition of development, are therefore the surpluses of revenue over such consumption
expenditures of the government as have been treated as non-developmental in the Plan*.
As for estimates of private savings which the Government might draw upon, the net receipts
from loans, small savings and other unfunded debt, deposits and funds, etc., would obviously
come under this category. But there are a number of transfers within the Government
budgets, from the revenue to capital accounts as well as between the capital accounts of the
various federal units, some of which may represent additions to public saving and should really
be included under that head. These items cannot be traced without detailed scrutiny. They
are therefore apt to come under our estimate of private savings channelled into the public
sector through ‘ deposits, funds, and other miscellaneous sources’!-

Growth of public savings and ccpital receipts

20. Classifying in this way the budgetary resources likely to be available to the Central
and State Governments over the period 1951— 56, public savings, it is estimated, will finance
about Rs. 738 crores of the expenditure visualised in the Five Year Plan. Capital receipts are
expected to contribute another Rs, 520 crores, The two sources will together meet about
Rs. 1,258 crores of the planned outlay of Rs. 2,069 crores.

21. What these estimates imply can be seen with advantage in the light of the actuals for a
past year. |Ifwe take 1950-51 as the base, public savings estimated on a comparable basis work
out to about Rs. 145 crores. The estimate for public savings for the five-year period thus only
about maintains on an average the level reached in the base year. The fact that no significant
increases over this level are visualised in the estimates in spite of the anticipated increase in tax
revenues over the period of the Plan is explained mainly by two factors. In the first place,
wind'.all revenues from export duties and from arrears of income tax had helped the Central
Government to develop a substantial revenue surplus in 1950-51. In 1951-52 there was an even
larger surplus, but the subsequent recession abroad makes the recurrence of such surpluses
problematic. The maintenance of the level of public savings on an average at the level reached
in 1950-51 therefore itself presumes additional revenues from other sources. Secondly, the
outlay on defence has risen substantially since the base year, the budgeted provision for
1952-53 being about Rs. 215 crores as compared to the expenditure of Rs. 168 crores in
1950-51. The growth in defence expenditure is accounted for by the needs of the infant

*While expenditure on defence and administration, whether on revenue or capital account, would thus be deducted
from current revenues, development expenditures in the Plan met from revenue would be excluded. In other words
public savings would be equal to total current revenues minus expenditure of a non-developmental nature on revenue
account and also minus any non-developmental expenditures on capital account other than capital transfers which as
explained below, are deducted appropriately in calculating the net capital receipts of the government from the private

sector.

fN et receipts under these heads are calculated after deducting capital transfers from the Government to the private
sector on account of refunds of excess profits tax and income-tax deposits, loans by Government of a non-deveiop-
mental nature, etc. Receipts under these heads by way of withdipwals from reserves are also deducted.
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services (i.e., the Navy and the Air Force) and by the large scale replacement of equipment
throughout the defence services which has been found necessary. Under these heads it is at
this stage difficult to visualise any substantial economies in the Plan period. There is also
urgent need for establishing defence industries of key importance, though the sums that
can be provided for these are at present only a small proportion of the investment needed.

22. The main improvement expected in the resources position of the Central and State
Governments from the point of view of development is in respect: of capital receipts. In 1950-

51, the net yield from loans, small savings, deposits and funds, and other miscellaneous sources
amounted to about Rs. 77 crores; of this Rs. 16 crores was however in the nature ofextraordinary

receipts under state trading. Over the period of the plan the some sources are estimated to yield
Rs. $20 crores, showing an improvement on an average of the order of Rs. 43 crores per annum.
In 1950-51 the Central Government had no net receipts from deposits, funds, and other
miscellaneous sources mainly because of large refunds of excess profits tax and income tax
.deposits and certain extraordinary items of payment which fell due. The revised estimates for
1951-52 and the budget estimates for 1952-53 show that the net receipts of the Centre under
the same heads would amount to about Rs. 31 crores in these two years. The estimate for the
Plan period also takes credit for receipts of the order of Rs. n crores from certain capital
accretions on account of the Plan*. In addition to the above the subscriptions to government
loans are expected to register substantial increases. Investment in Government securities from
out of the proceeds of the newly constituted provident fund for industrial workers is estimated
to yield Rs. 36 crores. As will be explained later, the absorption of securities by the market
was exceptionally low in 1950-51 for much the same reasons that account for the high level
of public savings in that year.

23. The financial programme as outlined here does not presume any radical changes in the
machinery of taxation or in the techniques of borrowing. There is no doubt that there is
considerable scope for improvement in both. Techniques of borrowing, in particular, have to
be adapted so as to convey to the people the larger purposes for which the loans are being
raised and to facilitate their participation in the development programme on the largest possible
scale. Ways and means of checking the growth of non-developmental expenditures have also to
be continuously and unremittingly pursued. To these we shall come back at a later stage.

Responsibility for raising resources : division between Centre and Statesf.

24. The above assessment of resources available for the Plan, in so far as it concerns the
Central Government, has been made in the light of the revised estimates for 1951-52 and the
budget estimates for 1952-53. In the case of the States we have retained for the present the
estimates made over a year ago and have also provisionally assumed that, corresponding to
certain increases in net outlay proposed by some of the State Governments, the additional

‘These receipts are from land reclamation and from the development of the Andamans.

tin this chapter, Part C States have beenincluded under the Centre, and ‘ States’ refer only to Parts A and B States
and Kashmir.
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resources necessary would also be found by them from current revenues. Some part of these
increases is of an accounting nature since they arise from inclusion of development schemes
which were being implemented out of the resources of the States but had not been previously
treated as such. It is clear however that a reappraisal of State finances will be necessary in
the near future, particularly in the light of the recommendations of the Finance Commission.
The following table, which gives the breakdown of the estimates, for 1950-51 aswell as for
the Plan period, shows the division ofresppnsibility between the Centre and the States for rais-

ing resources as it is now visualised.

Base year Plan Period
1950-51 1951-56
Centre Parts A Total Centre Parts A Total
(including and B (including and B
Part C  States and Part C States and
States) Kashmir States) Kashmir
Public Saving from
(a) current revenues . 71 5§ 122 160 408* 568
(b) railways = = 23 23 170 170
Private savings absorbed
through
(a) loans from the pub-
lic . . . —1 8 -3 3«t 79 115

(b) small savings and
other unfunded debt 42 42 270 270

(c) depoiits, funds and
other miscellaneous

sources (net) ) 38 38t 90 45 135
T otal 125 97 222 726 532 1258
25. According to the financial programme drawn up last year in support of the State Plans,

the State Governments were in all to raise about Rs. 213 crores of additional revenue over the
five years. This would now have to go up to Rs. 232 crores on account of the further addition

*IndudesRs. 3crores estimated as available from the current revenues of Kashmir for financing the State Plan.

fRepresents estimatedinvestmentin government securities from out of the provident funds ofindustrial workers;
taking thisinto account provision is made in the Plan for loans and grants for industrial housingofthe order of Rs. 38'5

crores.

iJOf this Rs. 16 crores was on account of state trading through reduction in stocks. Some of the accumulatjes
in theSontatesis also perhaps due to delaysin transfer ofamounts due to the Centre.
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of Rs. 19 crores by some of the States to the outlay in their Plans. Measures to be adopted
in respect of about three-fourths of this amount were settled in consultation with the State
Governments concerned ;the nature ofthe measures contemplated will be evident from the

following table :

(Rs. crores)

Revenue from taxation on land (covering land revenue and agricultural income tax) . 34.0
Revenue from irrigation (covering irrigation rates and betterment levies) . . . 29-5
Revenue from other commercial ventures of the State (i.e., forests, electricity and
minerals) . . . . . . . . . . . . . 4.8
Revenue from capital transfers (i.e., from Estate Duties) . . . . . . 21.3
Revenue from taxation of general commercial activity (i.e., Sales Tax) . . 25.5
Revenue from other miscellaneous sources (including taxes on luxuries) . . . 37-5
Revenue from economics in non-development expenditure . . . . . 124
165.0*

26. The estimate of the total additional resources to be raised by State Governments for the
implementation of the development programme was based on preliminary estimates made early
in 1951 which indicated an overall deficit in the State budgets of the order of over Rs. 30 crores
in the base year 1950-51. The final accounts for the year show that the budgetary deficits of
State Governments were in fact much smaller. Compared to the revenues realised in 1950-51,
therefore, the States would not have to raise additional resources of the order estimated earlier
if expenditure not covered by the Plan under administrative as well as developmental heads like
education, health, etc., were not allowed to exceed the original estimates. In practice, as will
be mentioned later, the revenues of State Governments have continued to rise even above the
1950-51 level— without the measures contemplated for raising additional resources being taken
on any significant scale— but non-Plan expenditures have been rising even faster with the
result that the original target in regard to additional resources has to be still more or less

maintained.

The borrowing programme

27. The borrowing programme of the Centre and the States involves in all raising an
amount of Rs. 385 crores over five years. This includes loans, as well as small savings and
other unfunded debt, but excludes possible net receipts from treasury bills and other floating
debt. In 1950-51 loans, small savings and other unfunded debt yielded a net sum of only about
Rs. 39 crores ; in respect of loans there was in fact a net outflow. Over the period of the Plan,
investment in government securities from out of the provident funds of industrial workers is

&The need for raising the remaining Rs. 67 crores has arisen mainly cut of the proposals made by some
of the State Governments, subsequent to the consultations with the Commission, for raising the size of their
State Plans. The upward revision in the targets of expenditure have been accepted provisionally on the condi-
tion that the resources corresponding to these would be raised by the governments concerned.
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expected to yield about Rs. 36 crores. The scope for government borrowing has also to be
judged in the light of several other factors. During the war, when money was plentiful
and the general level of liquidity high, the market was naturally more receptive to long and
medium term loans. But to the extent that the holdings oflong and medium terms securities
at the end ofthe war were higher than what the community would normally have held, they were
(along with the large holdings of money) part of the latent inflationary potential in the country
left by the war. Since the end of the war there has been a marked shift in favour of more liquid
assets. The large scale liquidation of securities in the post-war period may therefore be
regarded in a sense as part of the adjustments involved in the return to a more normal
pattern of asset holdings. It is difficult to say to what extent this process has been completed
or in which direction the preferences of the community might move in future, but it would
appear that at least the market for short term and medium term loans is more favourable than it
has been for some time.

28. In 1950-51 there were exceptional factors, following the outbreak of the Korean War,
which encouraged sections of the community to move away from holdings of money to hold-
ings of commodities. The large scale liquidation of government securities by the commercial
banking system, which was a major factor in depressing the market for these securities, was a
feature resulting from this movement. In that year the Central and State Governments also
sold fairly large amounts from their own holdings of securities. The net absorptive capacity
of the market in regard to Government loans cannot therefore be assessed with reference to
1950-51, though it is noteworthy that, even in that year, the non-banking sector of the economy
did probably absorb a considerable part of the securities thrown on the market.*

29. In estimating the resources ofthe Central and State Governments, it may be emphasis m
ed, we have nottaken credit for the possible receipts from sale of government securities held in
the Cash Balance Investment Accounts. It follows that the entire savings of the community
likely to go into Government securities could be taken credit for as available for fresh issues.
The new links that are being established between the Reserve Bank and the commercial bank-
ing system will also furnish the latter with the means of preserving liquidity in times of heavy
demand without having to unload securities on a large scale. Two factors which affected
adversely the absorptive capacity of the market in regard to fresh issues m 1950-51 are thus
likeiyto be less prominent in the future.

*The following statement shows the changes in holdings of Central Government rupee loans (excluding Treasury
Billsmi Treasury Deposit Receipts as well as Ways and Means Advances) between June 1950 and June 1951 :

(Rs. crores)

June June
1950 1951
Total current rupee loans : . . . . . . - | >447 1.447
Of which held by :
(1) Reserve Bank of India :—
(a) onits own account . . . . . 247 330
(6) on account of others . . . . . 217 203
(2) Commercial and Cooperative Banks . . . . . 358 299
(3) Insurance Companies . . . . . . 113 113
(4) Part A and B States . . . . . 209 148
(5) Non-residents . . . . . . . . . 61 60
Others . . . . . . 242 294

I1. 410 fc/91.
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30. The outlook in regard to small savings is also distinctly better over the Plan period than
it was in 1950-51. From Rs. 33 s crores in that year the budgeted figure for 1952-53 has gone
up already to Rs. 44 <5 crores. Together with other unfunded debt the average annual rate of
Rs. 54 crores visualised as part of the financial programme should be therefore relatively easy
of achievement. The objective must in fact be to surpass this target. It has been agreed
recently that proceeds from small savings collected by the States in excess of the present level
of Rs. 44.5 crores will be retained by the States responsible for raising them, the amounts thus
retained being treated as loans from the Centre. This arrangement is designed to promote the
small savings campaign more effectively by helping the State Governments to link up small
saving with schemes of local development in which the people are directly interested.

Sharing of resources between the Centre and the States

31. Over the period of the Plan, there will be a flow of assistance from the Centre to the
States under a variety of heads. Apart from grants-in-aid of a statutory nature, the States
will receive assistance in the form of loans for river valley schemes, minor irrigation, rehabilita-
tion of displaced persons, community projects, cottage and small scale industries, and other
schemes of development included in the Plan as well as grants from the Central Road Fund for
construction of roads, grants for relief of displaced persons, grants for raising food production,
etc. For operational reasons, many of the schemes of development for which the assistance
mentioned above will be given are included in the Plan as part of the development schemes of
the Central Government, and so the estimated assistance for the State Plans as such works out
to only about Rs. 193 crores.* But this, we must emphasise, is only a matter of presentation
and the share of the States in the development programme of the public sector, as well as the
magnitude of the transfers which will be necessary from the Centre to the States, "are both very
much larger than would appear at first sight.

32. In the * Central assistance ” as estimated for operational purposes, referred to above,
has been included assistance only under the following heads : bonuses on food procurement
(now discontinued), grants and loans for the Grow More Food Campaign, special grants to Part
B States for development, and loans for ‘ miscellaneous development 'f. The contribution
which these would make to the financing of the State Plans will be evident from the following
statement which compares the position in 1950-51 with the estimates in the Plan :

(Rs. in crores)

1950-51 1951-56

Resources of Part A and B States and Kashmir . . 97 532
“ Central Assistance 31 193t
plus 4
Total Resources available for Development Expenditure . 128 729
Development Expenditure as in the State Plans . . 118 796
Surplus (+) or Deficit (—) . . . . . . + 10 — 67

O fthis Rs. 10 crores will be for Kashmir.

tLoans for' miscellaneous development’ isabudgetary head whichincludesloansforirrigationandpowerprojects,
industries, etc.

tincludes assistance of Rs. 10 crores for the KashmirStatePlan ; in addition Rs. 4 crores is to be given by way of
statutory grants for scheduled tribes which will be available for part of the development expenditure on scheduled
tribes in the Assam State Plan.



ASSESSMENT OF RESOURCES

33. From a preliminary review of the working of the State Plans in 1951-52 and the
budgets of the State Governments for 1952-53, it would appear that the task of organising
finances to the pattern outlined in the above paragraphs has by and large yet to begin. In
1951-52 the developmental expenditure of the States was about Rs. 135 crores, which is about
Rs. 24 crores lower than the average annual rate contemplated over the period of the Plan; the

“ Central Assistance in 1951-52 amounted to a little over Rs. 34 crores, and the States were
also able to raise nearly Rs. 11 crores by way of loans from the public. The short-fall in
resources was still as high as Rs. 68 crores, and this had to be met by drawing down reserves.
The reserves of the State Governments are limited and this process cannot go on for long.
There were of course special factors in 1951-52 to account for the pressure on State finances, like
famine and flood;, in several States and a marked accumulation of food stocks. It is also true that
larger deficits were anticipated in the State budgets in the initial years of the Plan than in the
later years. The magnitude of the short-fall in resources in 1951-52 is however still too large

to oe explained by these considerations alone.

34. As mentioned earlier, the revenues of State Governments have been rising over the
last two years, but expenditures outside the State Plans have been more than absorbing these
increases. The increase in expenditures is not only under administrative but also under other
heads like agriculture, education, health, etc., where any major expansions should be normally on
items included in the State Plans. It would appear that there has been a tendency for schemes
outside the Plan to be taken up in addition to those already in it. To the extent that this is
done and a close check is not kept on non-developmental expenditures of all kinds, the implemen-
tation of the State Plans is bound to suffer. It is probable, that, in the case of certain States, the
need to bring up the level of administration, as well as the increased demands that are being
made on the administrative machinery even for preparing the foundation for development
planning, will require some expansion in ‘ non-developmental ’ expenditure. These considera-
tions, as well as the relative merits of the schemes which are now being added on as compared to
the schemes which were originally in the State Plans, are matters which deserve close examina-
tion. But we must emphasise that the capacity of the Centre to give additional assistance is
limited. As will have been evident from the earlier paragraphs, there is a short fall in resources
even for the commitments which it would have to undertake under the Plan as now visualised.
The whole scheme of Central assistance, as now worked out, may have also to be readjusted in
the light of the recommendations of the Finance Commission. All these would have to form
part of the re-assessment of State finances referred to already in paragraph 24 of this chapter.
It seems inescapable in any case that the measures contemplated for raising additional resources
at the initiative of the States must be regarded as an integral part of the programme of develop-
ment set out by us.

IIl. Deficit Financing

35. The above assessment of the resources of the Central and State Governments brings
us to the question of the scope for deficit financing for development. The term * deficit finan-
cing ' is used to denote the direct addition to gross national expenditure through budget
deficits, whether the deficits are on revenue or on capital account. The essence of such a

59



60 THE FIRST FIVE YEAR PLAN

policy lies therefore in Government spending in excess of the revenue it receives in the shape
of taxes, earnings of State enterprises, loans from the public, deposits and funds and other
misc