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Socialism is not merely about the extension of the public sector. Socialism is about the effective use 
of public ownership to secure high productivity, more balanced distribution of income and increasing supply 
of raw material goods produced to supply need rather than achieve status distinction and express capacity for 
conspicuous waste. 

The importance of the public sector is increasing and its absorption of scarce capital supplies is very 
considerable —• around two-thirds of the total. Unless its contribution increases accordingly, the scarcest of 
all India's resources wilt be squandered and India's relief from poverty will be postponed. 

An alternative would be to allow greater freedom to the expansion of the private sector. Develop* 
meat must not (as it happened in coal) be hampered by the inability of the public sector to expand, combined 
with a dogmatic unwillingness to let the private sector do the job. 

The use of private firms for the management for a certain number of years of Iwgescale complex 
industries in the public sector would be another possibility. 

I am opposed to it because I-believe it is not capable of establishing a good society. But it can 
establish the solid basis for such an eventful transformation. 

The distinction between purely economic and social aims of the Plan is based on a fatal miscon
ception of the consequences of the failure to maintain a minimum rate of expansion. 

The only sound strategy involves the building up of steady pressure upto the limits of physical 
resources. 

[These notes were prepared during a brief assignment at the Indian Statistical Institute in the winter 
of 1960. / was much benefited from discussions with Professors Lefeber and Mahalanobis, as well as Messrs 
Pitamber Pant, Ramaswami and M J Solomon. The shortcomings of the analysis and opinions are my own res
ponsibility alone. The paper from which the present article is drawn will be published by the Indian Statistical 
Institute in a collective volume on the problems of planning in India. I wish to express my deep personal grati
tude to Professor Mahalanobis for his invitation.] 

THE T H I R D P L A N has an excep 
t iona l importance of its own. Its 

success or fa i lure w i l l i n fact decide 
whether the establishment of a social
ly balanced and increasingly pros
perous and integrated community is 
feasible wi thout compulsion. I t w i l l 
decide whether Ind ia is able to lay 
the foundations for an eventually 
self-sustaining growth . 

Whi le at the end of the T h i r d 
Plan fore ign help w i l l s t i l l be need
ed in almost undiminished absolute 
quant i ty , the decisively impor tant 
feature of the Plan is that in relative 
terms the importance of the foreign 
aid w i l l fal l at the end of the Plan 
as much as f rom 27 to less than 20 
per cent of total net investment, 
while total investment continues to 
increase both absolutely and even in 
terms of an expanding national i n 
come. 

In this way according to the pre
sent provisions, complete economic 
independence w i l l be reached by 
1970. After that date I n d i a is no 
longer to depend on foreign help at 
al l but wou ld stand ent i re ly on her 
own feet.* By cont inu ing to divert 
an increasing par t of the g rowth of 
income, investment would be further 

raised and expansion maintained, 
despite the cessation of aid. 

The conception of the T h i r d Five-
Year Plan is admirable. It is an 
earnest attempt to face up to the 
fundamental problem of social and 
economic inequali ty, the success of 
wh ich w i l l entirely depend on the 
determination and self-discipline 
w i t h which the execution is under
taken. Good intentions are not good 
enough. After al l , the basic con
ception of the T h i r d Plan closely fo l 
lows the o r ig ina l pattern of the 
Second. The Second Plan too reach
ed up to increase national investment 
and savings to a level at which self -
sustained expansion might be assum
ed to be secure, i e. roughly, a level 
of national savings of 1 0 - 1 1 per 
cent. This meant an increase in the 
rate of saving of some 50 per cent. 
It was hoped to accelerate the growth 
of the economy towards 5 per rent 

*Foreign private investment would, of 
frturse, still flow to India to utilise the 
greatly enhanced opportunities for pro
fitable expansion of the supply of con
sumer goods in the private sector due 
the increased well being of the popu
lation. 

per annum and divert an increasing 
part of the increment towards sav
ing . 

Second Plan — A Failure 
This has not happened. Public 

investment failed to reach the level 
prescribed in the p lan . The short
fall might be as large as 20 per cent 
in real terms. W h i l e most of this 
was made good by an unplanned ex
tra expansion in private investment 
(which was one of the causes of the 
foreign exchange cr is is) , the real 
fa i lure has been through the insuffi
cient level of the national effort. 
W h i l e consumption per head has 
increased by as much as 16 per cent 
in the last ten years and a good part 
of this increase was concentrated in 
the hands of a relatively small stra
tum of the populat ion, national sav 
ings have hardly increased at all— 
from 6-7 per rent of national income 
du r ing the First Plan to about 8 per 
cent du r ing the Second. The " s t r a in" 
of accelerated investment was taken 
not by the domestic economy but by 
foreign a id . From a national point 
of view the failure of establishing 
the basis of stable growth was com
plete. The impor tant advances in 
product ion and social development 
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must not b l i nd one to this basic 
weakness.' 

At this level of savings the national 
effort is to ta l ly insufficient by itself 
to sustain an appreciable g rowth of 
the national income. The obvious 
aspect of this fai lure is the continued 
incapaci ty of India to obtain by her 
own efforts the capital goods required 
physical ly for a process of cumula
t ive expansion. Whi le restraint on 
her consumption might enable her to 
impor t them, the measures which 
wou ld be required to accomplish 
such a curtai lment of censumption 
wou ld probably be incompatible with 
the survival of a democratic regime. 

National Evasion of Strains 
and Stresses 

Perhaps the most d isappoint ing 
feature of the actual progress of the 
Second Five Year Plan was the f a i l 
ure—despite the immense extension 
of foreign help, which could not 
have been expected even by the most 
op t imi s t i c—of an appreciable acce
lerat ion in the rate of g rowth to
wards 5 per cent per annum. The 
foreign aid was used for no more 
than to main ta in the growth of the 
economy at the rate achieved dur ing 
the First Plan, of a l i t t l e over 3 per 
cent. No doubt d u r i n g that First 
Plan period Ind i a could rely on un
used productive capacity whi le in the 
Second Plan a large part of the in 
vestment e g, in i r o n and steel and 
large scale i r r i g a t i o n w i l l benefit the 
country only in subsequent periods. 
Nevertheless, the net result is dis
appo in t ing . In this respect too. the 
T h i r d Plan is a mere rei teration of 
the ambitions of the Second. A n d 
it should be realised that even the 
fulfilment of the target of a rate of 
growth of 5 per rent per annum, or 
some 70 per cent above the rate 
achieved, represents a per capita im
provement of less than 3 per rent 
per annum. It can ha rd ly be said 
to deal w i th the problem of pover ty; 
it cannot even provide employment 
for the g rowth of the popula t ion. It 
is the most modest rate of growth 
which is po l i t ica l ly tolerable. 

A l l in a l l , i t may be said that the 
national testing t ime, the great chal
lenge to I n d i a wh ich was to have 
been t r i umphan t ly overcome d u r i n g 
the Second P lan period has been 
postponed. Those who talk about 
the ' 'dangerous strains and stresses'' 
on the "economic system" on the 
basis of the experience d u r i n g the 
Second Plan period in fact, pe r fo rm 
c signal disservice to the nation. It 

would be more accurate to speak 
of a national evasion of the strains 
and stresses by re lying on foreign 
aid f rom both sides, made available 
main ly by the competitiveness in be-
nevolcnce induced by the cold war 
and by postponing the day on which 
an effective attack can be made on 
unemployment and underemploy
ment and the poverty connected 
wi th them. It w i l l be argued below 
that the targets envisaged for the 
Four th Plan seem insufficient. Un
less net investment is l i f ted towards 
20 per cent of the national income 
and expansion accelerated towards 
at least 8 per cent per annum, these 
fundamental problems of India can
not be alleviated.* 

Appreciable Increase in Consumption 
Even such a modest end requires 

a concentration of effort, the inten
sity of which does not seem to be 
f u l l y realised. When people in India 
talk about the strain and stress expe
rienced by her economic system, they 
seem to forget that the strain hither
to experienced was not more than 
an increase of the internal contri
bution to investment f rom 6-7 to 
about 8 per cent of the national in
come. The increase in taxat ion was 
so slight ( f rom 6.9 per cent of the 
national income to 9.3 per cent 
direct taxes r is ing only f rom 2.4 to 
2.7 per cent) as not to mer i t much 
consideration in this respect. This 
small increment measures the inter
nal effort made towards the increase 
in national income. To regard this 
as the l i m i t of effort is to accept 
fa i lure in advance and condemn 
India to stagnation and eventual re
volution-

No doubt the physical demands 
on the adminis t ra t ion as wel l as on 
the managements of various new un
dertakings were very great. This 
strain in some way is a measure of 
the fa i lu re to plan adequately the 
physical needs of the increased out
put and national income. Looked at 

* It should be remembered that Russia 
was unable to liquidate the past neglect 
for over 40 years after the revolution 
and that until recently her agricultural 
population was still increasing in abso
lute terms despite the savage efforts 
undertaken. As the population is pro-
bably increasing at an accelerated rate, 
the backlog threatens to become un
manageable. Time is not on the side 
of India. A much greater sense of 
urgency and of danger seems absolutely 
essential. 

f rom this view po in t the difficulties 
in the coal and steel sectors, repre
sent not a strain as a consequence of 
p lanning but a stress caused by the 
fa i lure of i t . 

What needs to be emphasised over 
and over again is that far f rom i n 
vo lv ing any sacrifice and more espe
cially i nvo lv ing any sacrifice on the 
part of those who were already 
above the poverty level, the Second 
Plan enabled a very appreciable in 
crease in consumption of certain of 
the urban classes of industr ia l and 
transport workers, and some indus
trialists and businessmen. Wi thou t 
any doubt it has also meant a very 
appreciable improvement in the 
standards of l i fe of medium and 
large size farmers who have begun 
to take what might be called an 
'entrepreneurial ' att i tude towards 
their work. As against these sec
tions of the community , there re
main large rura l areas and large 
ru r a l sections of the popu la t ion 
which have hardly been affected by 
the progress made. There remains 
the basic problem of ru ra l under
employment which has ha rd ly been 
diminished if it d id not increase as 
a result of the growth of the popu
la t ion and there remains urban un
employment. This is evident f rom 
the Rura l Labour E n q u i r y . 

Increase in Inequality 
A l l this means an increase in in

equality against the professed a im of 
the Government. The impression is 
very strong that in industry and 
transport wages have risen wel l 
above 100 rupees per month . The 
number of skilled and semi-skilled 
workers who get between Rs 150 
and 200 or more per month is appre
ciable. At the same time the bu lk of 
unskil led workers ' wages might be 
as low as 45 to 60 rupees a 
month for fu l l t ime work which is 
not always available- W i t h an 
average per capita income in the 
ru ra l areas below Rs 200 per year, 
and the degree of under-employment 
of the landless ru ra l workers r i s ing , 
the general extent of inequal i ty must 
on the whole have been increased. 

I am in no posit ion to assert that 
there are many in I n d i a whose situa
t ion may have actually deteriorated 
though this seems not improbable in 
view of the rise in prices, but it 
would be safe to say that a great 
number of people s t i l l remain press
ed down to a level which f rom all 
human points of view may be re
garded as to ta l ly insufficient. A n y 
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successful at tempt to cope w i t h this 
par t icu la r problem implies , as l shall 
argue, the maintenance of a m i n i 
m u m rate of economic progress mea
sured in conventional terms of na
t ional real income. Given the rate 
of increase in India 's popula t ion and 
the character of the I n d i a n economic 
system, the prevalence of unemploy
ment and underemployment , a f a i l 
ure to attain certain rate of expan
sion means that the degree of under
employment increases and wi th it 
the number of those who despite the 
g rowth of national income are un
able to obtain income. Thus the 
degree of inequali ty in the commu
ni ty also increases. O n l y when the 
increase in employment at average 
income increases more than the 
growth of the popula t ion can pro
gress towards greater equali ty be 
c la imed. 

The annual increase in popula t ion 
now is probably above 8 m i l l i o n and 
w i l l soon rise towards 10 m i l l i o n 
per annum. If these people are to 
be cared for, the necessity of acce
lerat ing investment and g rowth in 
the organised sector is evident. 
Otherwise the expansion in the orga
nised indus t r ia l sector w i l l show an 
ever-increasing sharp contrast w i t h 
the continued stagnation of the rest 
of the economy. The relat ionship 
between the attainment of other me-
r i tor ious social aims in India and 
the size of the plan and especially 
the size of investment in organized 
large scale industry on wh ich the 
hopes for an accelerated increase in 
the national income must be based. 
is thus evident. Any attempt to 
whi t t le down the p lan , and especially 
cut its product ive part , any attempt 
to short-cut solut ion by way of 
spreading work or t r y i n g to cope 
w i t h the p rob lem of unemployment 
th rough solutions such as the disper
sal of indust ry , or subsidising cot
tage industries wi thou t due attention 
to the p roduc t iv i t y of the proposed 
schemes w i l l therefore be self-defeat
i n g and in view of the relentless i n 
crease in the popu la t ion , might be 
worse than self-defeating, decidedly 
h a r m f u l . Any attempt to deflect 
attention f rom the relentless consi
derat ion of the m a x i m u m increase of 
the national income ipso facto re
duces the capacity for cop ing w i t h 
inequali ty. Th i s capacity w i l l depend 
either on the capacity to enforce 
saving or on the increasing ease w i t h 
wh ich saving w i l l be fo r thcoming on 
increases of income. The need for a 

strict regard for the capacity to 
create income of a given investment 
becomes evident if we consider that 
the value of increments to income 
decreases as income increases.* 

Regional Development 

This does not mean that rura l in
dustries should not be supported or 
that communi ty development pro
jects should not try to augment the 
standard of l ife of r u r a l popula t ion 
by "such means as mobi l isa t ion of un
employed through l inked publ ic 
works based on schemes which might 
increase p roduc t iv i ty (e g dams, 
i r r i g a t i o n and drainage cana ls )** or 
through handicraf t centres which 
m i g h t represent net addit ions to 
available supplies. But it does mean 
that the main consideration must be 
the most effective and largest possi
ble increase in the organised indus
t r ia l sector of the economy, the deve
lopment of which represents the only 
hope of being able to eventually pro
vide employment in industries to a 
g rowing part of the populat ion, at a 
rate of p roduc t iv i ty and remunera
t ion which compares favourably w i t h 
that in the r icher communit ies of the 
w o r l d . 

This, means that the problem of 
the less favoured areas must be tack
led for the moment by efforts to in 
crease ru ra l p roduc t iv i ty rather than 
by fo rc ing new industries to migrate 
and develop in unsuitable places, in 
unsuitable units . A n d it should be 
realised that in most cases even this 
might i m p l y a fal l in the efficiency 
of the investment wh ich must be 
offset by measures increasing its to
tal volume. A rather h igh degree of 
affluence wou ld have to be reached 
before social considerations might 
become sufficiently powerfu l to take 
measures deliberately cu t t ing pro 
duc t iv i ty rather than pe rmi t t ing 
g rowth and t r y i n g to secure equal i ty 
by taxat ion and by the extension of 
publ ic ownership. That time is not 
yet. 

M u c h more attention, however, 
should be pa id to as wide an increase 
of access to education as possible 

* There is no need, therefore, to specu
late on the metaphysical question whe 
ther the individual's preference of pre
sent over delayed consumption is justi
fiable from the social point of view. 
from that of the community as a whole. 
**cf My paper on Linked Public 
Works. Q E P 1961. 
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both as a powerful means to achieve 
equali ty of oppor tuni ty and also to 
accelerate g rowth through the crea
t ion of a background of receptive
riest for technical knowledge and 
s k i l l . The access to education, espe
c ia l ly technical and higher education. 
is still extremely l imi ted and (part
ly in consequence) the establishment 
of closed new privi leged minor i t ies 
is threalening' 

Thus the popular dist inct ion be
tween pure ly economic and social 
aims of the plan are based on a fatal 
misconception of the consequences of 
the fa i lure to mainta in a m i n i m u m 
rate of expansion. A n y claim to TRe 
achievement of a socialist commu
ni ty is inseparably bound up wi th 
the. size of the plan and the contem
plated rate of economic growth- The 
task is to a r r ive as qu ick ly as possi
ble at a position where productive 
employment can be provided not 
merely to the increase in popula t ion 
but also a beginning made to reduce 
the vast backlog. This is far f rom 
being the case. 

Economic and Social Ends 
If then under present Ind ian con

di t ions the popular d is t inct ion be
tween the economic and social ends 
needs to be scrutinised w i t h great 
care because the attainment of wider 
social aims is almost ent i re ly depen
dent on a m i n i m u m economic pro
gress, there is also the need already 
at this junc ture to envisage clearly 
the possible cleavage between social 
and economic ends when a measure 
of affluence w i l l have been achieved 
in India . 

l do not think that a long disqui
sition is needed on the g rowing un
ease in highly developed capitalist 
countries due to the dependence of 
continued h igh employment on con-
nued prof i tab i l i ty which in its tu rn 
drives an increasingly saturated eco
nomy towards the ar t i f ic ia l creation 
of wants. On ly if dissatisfaction is 
created can product ion y ie ld ing ade-
quale profits become possible. In 
contrast collective needs such as town 
planning, health, education etc are 
starved because they depend oh taxa
tion and a powerful p u b l i c i t y ma
chine is mobilised to appeal to im
mediate self-interest in fighting in
creases in taxation. Thus the afflu
ent society suffers f rom increasing 
social and psychological stresses. 

* Reference lo Professor Lefeber's forth-
coming paper. 
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What is perhaps less realised be-
cause of Professor Galbrai th 's exclu
sive concentration on the problem 
of the United States is that the pro
blem of affluence, the problem of the 
creation and satisfaction of wants in 
some respect is posed in a more 
acute f o r m in communities which 
combine a low average income 
w i t h grave inequal i ty in its dis
t r i bu t ion than in r ich countries. 
If the pattern of income dis t r i 
but ion and production in a com
m u n i t y undergoing a violent indus
t r i a l t ransformat ion is not directed 
towards the desired end but is left 
free to develop, there is grave dan
ger that the emerging indus t r ia l struc
ture w i l l be shaped by the current 
anomalous, because of extremely un
equal income d i s t r ibu t ion . Once the 
pattern of consumer goods industries 
has evolved, a strong vested interest 
among workers is created in the con
tinuance of the anomalous dis t r ibu
t ion of incomes for fear that a 
ehanjre in the income d i s t r ibu t ion 
would result in unemployment and 
distress. If a better society is to 
emerge f rom the indus t r ia l transfor
mation, either a balance between in 
comes must be created at the outset 
or licensing of pr ivate and the estab
lishment of pub l ic sector enterprises 
must take into account the end a im 
of the system. 

For Whom Is People's Car? 
The proposed establishment of a 

so- called "people's ear" factory in 
the public sector shows the extent of 
the fai lure to realise this simple t ru th . 
To call a motor car "people's car" 
when the product ion proposed is 
is some 10,000 per year for a popula
t ion of over 400.000.000 is. to begin 
w i t h , patently incongruous. By in 
t roducing the new model a new want 
is created, a social pressure to obtain 
a vehicle widened, savings decreased 
and credit control made more diffi
cult and an addi t ional social conspi
cuous dis t inct ion is created causing 
disharmony. Thus quite apart f r o m 
the unfavourable implicat ions on 
resource allocation and p roduc t iv i ty 
a posit ively ha rmfu l influence is 
created on the demand side. 

The control of product ive ac t iv i ty 
through licensing should closely 
conform to the desire to create a 
balanced socialistic society if that is 
really the declared po l i t i ca l desire, of 
the country. The creation of new 
wants is d i rec t ly hostile to saving and 
accumulation and thus impa i r s the 
growth of the economy. It must be 

kept under strict cont ro l . In par t i 
cular care should be taken now not 
to introduce into Indian society the 
social escalation of material desires 
which has led to such frustration in 
the h ighly developed indust r ia l coun
tries of the West. A better balance 
between work , leisure, mater ial in 
come and satisfaction and between 
pr ivate and collective consumption 
might be striven for . This w i l l not 
merely make India a better balanced 
society than now exist in the West 
but w i l l hasten the day (because of 
a concentration of effort and the 
avoidance of conspicuous consump
t ion) when a satisfactory m i n i m u m 
standard of l i fe for the great mul t i 
tude of the Ind ian people can be 

"achieve!. 

Land Values Escape Tax 
In pr inc ip le , taxation can be devi

sed—-such as the expenditure tax— 
which progressively l imi ts inequa
l i t y in consumption as income i n 
creases, wi thout in te r fe r ing w i t h the 
incentive to effort and investment. 
In combinat ion w i t h capital and ca
pital-gains taxes even a progress To
wards better d i s t r ibu t ion of wealth 
should be achieved. In practice the 
resistance of the major i ty of the 
voters to increased taxes even when 
thev are not personally affected bv 
the tax measures has been sufficient 
to l i m i t such attempts. Moreover 
the efficiency of the measures has 
been shown to be impa i red through 
various legal ways of avoidance or 
i l legal types of evasion. It is ex
ceedingly difficult to keep track, and 
prevent, the sh i f t ing of the burden 
of personal taxes on to the organi-
sat ions employing them so long as 
the organisations are p r iva te ly own
ed. New loopholes have always 
been found, and the attempts to 
make taxation effective and counter
ing the moves by the private sector 
call for the employment of increasing 
number of able and ski l led persons 
whose efforts should rather have been 
concentrated on increasing product i 
v i t y and product ion . 

In these conditions national own
ership and publ ic accountabi l i ty re
present one way of securing greater 
equality and an increasing share of 
the national income for collective 
purposes which is an essential condi
t ion for the establishment of a 
balanced and satisfied communi ty . 
Nat ional ownership could per form 
this task only if it does not result in 
inefficiency and waste and if i t can 
contribute to national accumulation 
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and investment. 
In par t icular the dynamism of 

Ind i an growth of populat ion arid of 
product ion necessarily creates a vast 
appreciat ion of land-value. In the 
social and economic frame-work of 
Ind i a* a large part of this capital 
gain has been a l iment ing consumpt
ion . Thus the fa i lu re to acquire 
land near cities and development sites 
represents an impor tant eause of 
the increase in inequali ty and of the 
insufficiency of domestic savings.** 
Public ownership of land acquired 
compulsori ly at pre-development 
value is an essential requirement for 
the success of the conception of the 
Plan . Land should then be leased to 
users on sufficiently long term—-10-
50 years—to enable order ly p lann ing 
and give material incentives, but not 
so long as to permit large specula
tive gains. 

Physical and Financial Planning 
A certain lack of c la r i ty charac

terises a great deal of the discussion 
on the requirements and implicat ions 
of p lanning. In par t icu la r a ten
dency is manifest to regard the pro
blem in global monetary terms and 
to calculate the resources in terms of 
various types of finance. The inf lu
ence of Keynes is manifest in these 
exercises. On the one hand the out
lay is fixed in terms of money and 
the estimates are made on the basis 
of various hypotheses regarding the 
growth of the national income, con
sumption, imports , etc. to cover this 
outlay by taxat ion, savings and the 
increase in the cash holdings the 
economy needed as a result of the 
expansion. 

This procedure is thought to safe
guard the stability of the system, 
avoid inflat ion and secure balance. 
Even the experience of h igh ly inte
grated and f u l l y developed economies 
w i th f lexible product ion structure 
buttressed by h igh rates of accumu-

* The importance of this powerful en
gine of inequality is shown by the sur
prising lark of impart on the distribu
tion of wealth of the steeply progressive 
tax system in highly developed coun
tries. Capital gains in land values were 
one of the most fruitful ways to preserve 
and increase wealth. 
* * I t is surprising that even in the ease 
of new towns e g Chandigarh land was 
sold and the public authority undertook 
to furnish public utility connection with
out any planned schedule of develop
ment- Large capital pains and an un
due increase in investment requirement 
was the inevitable consequent „ 
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lation and international reserves as 
well as f a i r ly elastic exports possi
bil i t ies enabl ing a freeish impor t 
pol icy has not borne out the hopes 
imp l i c i t in this attitude. In the first 
place the impact of taxation on sav
ings and consumption is not easy to 
forecast. Secondly modern econo
mies have shown themselves prone 
to sharp bouts of instabi l i ty due 
part ly to changes in the demand for 
durable consumer goods and part ly 
(perhaps even more impor tan t ) 
in the demand for stocks of 
commodities for w o r k i n g capi
tal . The ant ic ipat ion of price 
had an extremely destablising 
effect, because it brought for th the 
fluctuations which were anticipated 
and thus proved self- just i fying. 
The experience of M r . ( ia i tskel l in 
Br i t a in in 105)1 when he tr ied to 
balance the nation's economic ac
count by cut t ing social services by 
,110 m i l l i o n and was then confront
ed w i t h an increase in commodity 
stocks of roughly £600mill ion 
shows the difficulty, in an unplan
ned economy, of achieving a neat 
global balance. Similar difficulty 
was experienced by India in 19558 
when the unplanned increase in the 
capital good- imports by the private 
sector resulted hi a dra in on ex
change reserve. 

No doubt the physical controls 
now in being in India can he used 
to prevent such strain. .Nevertheless, 
reliance on global balance would 
seem to be both ineflective and 
l iable to hinder the attainment of 
the professed objectives of the plan. 

Futility of Global Balances 

In the first place, global balance 
is l i ke ly , in present Indian condi
tions, to be quite insufficient in as
suring stabil i ty. the Indian eco
nomy is not an integrated system. 
The subsistence agr icul tura l sector 
and small handicraft is only tenu
ously l inked wi th the organised 
money economy, and remains ex
tremely r i g i d . The elasticity of the 
economy is further l imi ted by the 
lack of foreign reserves and the 
unfavourable outlook for the bulk 
of t radi t ional exports. 

The lack of detailed physical 
p lanning for each sector might 
under these circumstances result in 
awkward par t ia l unbalance which 
might put a very severe strain on 
supplies and prices in that sector 
and, radia t ing f rom that sector, 
start an inflat ionary general rise in 

prices and prevent the physical in 
crease in output. The gap cannot 
be br idged by imports . Failure of 
careful and detailed physical bab 
lance i n vi ta l sectors w i l l also result 
in a failure to attain the hoped for 
rati1 of expansion, for no idle re
serves in productive capacity and 
useable manpower are available It 
would be essential, therefore, to move 
f rom the simple global calculation to 
a more detailed conception and super
vision of the p lan made at each stage 
of the product ion process. 

The economic meaningfulness of 
the global balance is further impair
ed by the character of foreign 
finance which tends to increase rather 
than decrease the r i g id i t y of the in-
vestment .process, fo re ign resources 
are more easily available for certain 
specific projects rather than for ge
neral balance of payments purposes. 
In consequence, whi le the need for 
complementary imports increases the 
capacity to pay docs not rise and a 
further unbalancing factor is in t ro
duced into the picture. 

Sectoral Balance 

In these conditions the fai lure to 
plan sectorially on a physical basis 
may. result in the loss of valuable 
opportunit ies and depress the maxi
mum attainable rate of expansion. 
Ind ian national income has been 
shown in the past 10 years to be 
st i l l subject of the influence of the 
vagaries of the weather. Unless de
tailed p re l iminary physical plans 
are prepared well in advance and 
possibly beyond immediate imple
mentation possibilities. against the 
chance of increased foreign aid or 
unforseeable increase in harvests 
such opportunit ies cannot be fu l l y 
exploited. Not only wi l l resources 
thus be wasted but incalculable harm 
w i l l be done to the psychology of the 
producers. 

These seemingly self-evident pro
positions do not appear to be f i r m l y 
grasped. Nor is the close relation 
between sectoral balance and the 
size of the plan realised. The 
"Dra f t Outline" for instance fore
sees an acceleration of agr icu l tu ra l 
growth to over 6 per rent per an
num to attain accumulative expan
sion of over '30 per cent in the five 
years.* Yet assumes that national 
income is to rise by over 5 per cent 
per annum only, though industr ia l 
output is expected to increase by 
well over 60 per cent;** just a round 
10 per cent per annum, If agr icu l -
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tura l output is in fact to increase by 
over 0 per cent per annum, incomes 
would have to rise far faster if an 
agr icul tural crisis is to be avoided 
which would put a slop to any 
ordered expansion. These relation
ships are either not understood or 
deliberately neglected. 

Global planning thus has a second 
and even more unfavourable conse
quence. In order to be successful 
it has, at least subconsciously, to 
pay attention to possible physical 
l imitat ions. Thus the global balance 
must be struck on the basis of the 
anticipated narrowest bottleneck to 
be on the safe side and avoid infla
t ionary pressure. Hence the discus
sion is usually conducted by refer
ence to the need for mainta in ing 
sound financial pr inciple , i e, by res
t r i c t ing the plan to the rate of least 
progressive sector of any impor
tance. At this level of pol icy-making 
this is. indeed, the c r i te r ion of sound 
financing. Development is restrict
ed to the rate at which bottlenecks 
are no longer anticipated, i e. at 
which no concentrated administra
tive effort is needed or special res
ponsib i l i ty is th rown on to the bu
reaucracy. The great advantages of 
this procedure are patent f rom the 
point of view of the '"planners", 
even though it means that the eco
nomy is held back well below the 
possibilities which could be achie
ved by an appropriate mobi l izat ion 
of resources (especially rural re
sources) in terms of human labour 
and sk i l l and productive capacity. 

Global planning in India thus 
means, for the reasons already dis
cussed, not merely a loss of poten
t ia l income— difficult as this would 

*Outline Pp 32, 33. Foodgrains being 
by far the most important part of the 
total, are expected to go up by 33-40 
per cent. It is surprising that the 
growth of oilseeds and sugar, though 
demand for both is far more likely to 
rise faster, is expected to expand less. 
Even within the agricultural sector the 
view of prospective balance seems un
certain. 

**The industrial target belongs to the 
imaginative school of statistics. it is 
assumed to he 362 (1950-51 = 100) 
by 1965-66. But its level for 1960/1 is 
stated to be 221 on the same basis 
(P 22ft). As industrial production in 
19.7V60 is said to have been 151.1 
(p 18) a growth rate for the last year 
of the Second Plan is rouphly 50 per 
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be to bear in Ind ia in contrast to 
more pr iv i leged societies, where no 
positive hardship may arise f rom 
stagnation- but also a threat to the 
character of balanced social deve
lopment because it results in an in-
sufiicienl provis ion of employment at 
average wages relative to the in-
crease in the populat ion and thus 
increases, inequal i ty between those 
who are pr ivi leged to obta in em
ployment and those whose needs, 
both for work and income, necessari
ly remain unmet. Once, ibis is real
ised, the meritoriousness of a "con
servative"1 financial policy and 
' ' sound" global resource-utilisation 
p lanning vanishes. Il is revealed as 
a k ind of mental laziness and lack 
of determined courage which tries to — 
shirk exertion at the cost of perpe
tuat ing or at least pro longing the 
agonizing transition period in which 
Ind ian p lann ing w i l l not be able to 
provide a substantial equali ty of 
oppor tun i ty for the populat ion. 

'Sound Finance'  
This does not mean that the strain 

should be permitted to make itself 
felt th rough an uncontrol led infla
t ionary pressure, through an increase 
in prices. The consequences of such 
an inf la t ionary process i n " Indian 
condi t ion would be most unfavour
able both economically and socially. 
Saving habits are f r a i l and the dis
t r i b u t i o n of income is very un
equal. Inf lat ion would undermine 
the former and worsen the latter. 

Pushing the economic system to 
its l imi t s means that the purchasing 
power created through investment in 
as much as it is not offset by the 
rise in income associated w i th the in
vestment must be either intercept
ed by taxation or deflected by direct 
controls into savings or innocuous 
expenditure (i e, expenditure which 
does not impinge on scarce resources, 
especially which does not burden the 
balance of payments but makes use 
of excess capac i ty ) . It means, there
fore, a need for constant vigilance 
and great f l ex ib i l i ty . It represents 
'sound finance' in a true sense of the 
word . A communi ty can w i t h i n 
wide l imi t s set its target for national 
expansion and main ta in monetary 
s tabi l i ty . Each acceleration of 

* The fact that an increased producti
vity of the investment is likely to raise 
savings (including the increase in money 
holdings) does not seem to he appre
ciated. The efficiency of investment 
thus is an important factor determining 
the limits of safe deficit financing. 

g rowth w i l l , other things being equal, 
only demand greater vigilance and 
greater effort. To accept the status-
quo as the cr i ter ion of the extent of 
the effort means the acceptance of 
a deficient standard determined by 
historical accident and misfortune-
11 is not good enough. 

Forward Planning 
A further point needs to be made 

w i t h some force. Global monetary 
planning is based really on the p r in 
ciples governing budgets, only super
f ic ia l ly modified to lake into account 
"economic" or "overalI-national-in-
come"' changes. It is in essence a 
disjointed operation which is entire
ly legitimate so long as the State im
pinges on the economy only on the 
marg in . Physical p lanning on the 
contrary necessarily deals wi th the 
continuous stream of the physical re
quirements of materials, men and 
power needed to obtain final pro
ducts. The end of a Five-Year Plan 
does not mean nothingness. It means 
that the intermediate stages of the 
final pattern of output due in the 
next live years has to hp prepared 
and partly put into being. The fact 
that in each of the past two five-year 
plans a certain vacuum opened in 
the last year, depressing investment 
below the level which could physi
cally have been maintained (especial
ly as on both occasions the harvest 
was excellent) show how incomplete
ly this self-evident max im has been 
acted upon. The present uncertain
ties about the rate of expansion of 
the steel capacity shows also that the 
cont inui ty of the physical expansion 
process is not altogether compre
hended outside the divis ion directly 
responsible for long-term perspective 
p lanning . It is essential that the 
plans should be elastieally ro l led 
fo rward over longish. 10-15 year 
periods, for otherwise the rationale of 
the p lan is l ikely to be lost sight of. 

This forward p lann ing is also 
essential because the exclusive con
centration on a relatively short fix
ed per iod is l ikely to lead to un
balance and a deterioration in the 
qual i ty of projects. I f . for instance, 
regional '"balance" is striven for in 
each Five-Year Pram or indeed in 
each annual budget period this w i l l 
inevi tably entail pressure for decen
t ra l is ing projects in order to share 
them out. w i th attendant loss in pro
duc t iv i ty , for in each short per iod 
and on the basis of the relatively low 
volume of annual investment region
al ' 'balance" can hardly be attained 
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otherwise. Thus short-term budget
ing far from ensuring "fiscal respon
s ib i l i t y and "soundness" under
mines the effectiveness of planning. 

Relationship between Social 
Framework and Output and 

Productivity 
The outline of the T h i r d Plan 

shows l i t t le , if any, awareness of the 
need to consider measures of econo
mic pol icy, indeed the whole pro
cess of economic p lanning in their 
social and pol i t ica l setting and 
framework. This lack of aware
ness, is surpr is ing because both the 
successes and failures experienced 
du r ing the first two plan periods 
point clearly to the importance of 
these factors in the development of 
a country such as India , a develop
ment which w i l l clearly involve a re
volut ionary change in both. 
Rural Areas 

The emphasis in the plans for 
rural mobil isat ion for agr icu l tura l 
progress seems to be based on the 
development of co-operatives and the 
mobi l isa t ion of idle m a n p o w e r for 
communal progress. The concep
tion of the plan is admirable. Un- 
fortunately, as the I N Commission 
of Evaluation of the Communi ty De
velopment Programme has clearly 
shown, these plans and proposals 
were in no way matched by actual 
performance, 

The change in the philosophy of 
community development schemes 
from welfare measures to the orga
nisation of product ion must, as we 
have already s a i d obviously be re
garded as a great step fo rward in 
the fight against poverty. It is un
clear, however, that this progress 
in basic concept has in fact been 
matched by adequate changes in 
policy planning. The Plan very 
r ight ly envisages {Outline pp 08-71. 
especially para 30) that a much 
greater cont r ibut ion is needed by 
the beneficiaries of various schemes 
and also that a regular labour con
t r ibu t ion for the bu i ld ing of com
muni ty assets for increased produc
t iv i ty and product ion should be or
ganised on a "large enough scale 
w i th the max imum consent. In 
view of the fa i lure in large areas of 
connecting major i r r iga l iona l works 
to the feeders and the fa i lure of in
t roducing improved product ion me
thods shows the just i f icat ion of the 
new and stronger emphasis on pub
lic in i t ia t ive in this matter. It is less 
clear whether the Central Covern-
incnt realises that the very fai lures 
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shows that the social f ramework has 
not been very clearly considered 
w i t h i n which such plans can he suc
cessfully launched and carried 
throughs. 

It is possible to launch a scheme 
based on voluntary par t ic ipat ion if 
the participants are fanatically con
vinced of the metaphysical impor
tance of their sacrifice (e g, the 
Israeli Kibhutdzim). It is also possi
ble to launch a scheme on the basis 
of total indoct r inat ion buttressed by 
police (or only social) compulsion 
( C h i n a ) . It is much less easy but 
st i l l possible to cajole par t ic ipat ion 
by appeals to self-interest if some 
measure of penalty (social or taxa
t ion) is kept in the background. But 
in a village riven by differences of 
status and interest it is difficult to en
visage success based on exhortat ion. 

In Madhya Pradesh for instance 
the lapse of the Malguzar i system 
resulted in a fai lure to mainta in the 
tanks and in considerable decrease 
in the i r r igated areas, offsetting the 
such ( l imi t ed ) favourable result as 
was obtained f rom the immensely 
costly major i r r i ga t i on schemes. On 
this basis the effectiveness of capital 
investment cannot be safeguarded and 
the rate of progress accelerated. 

If the solution is to be mainly 
based on the small peasant through 
the format ion of co-operatives its 
success must be ensured pa r t ly by 
tax-measures which enforce the sale 
of tenanted estates combined w i th 
suitable incentives through guarantee 
of price, l inked publ ic works, and 
other means by which increments of 
income are reserved to those who 
j o i n the co-operative and carry out 
the works needed to introduce mo
dern product ion techniques. Exhor-
tat ion alone w i l l not work. 

Such increase in agr icu l tu ra l out
put as was achieved seems to have 
come by way of an increase in the 
i r r iga ted and crop areas rather than 
improved techniques, though the use 
of fertilisers has become widespread 
w i t h good success. Progress seems 
to have been faster in areas in which 
the medium and rich peasants play 
an important role. They have both 
the means and the incentive to in
crease product ion and, as far as sta
tistics are indicat ive, they have made 
some use of the oppor tun i ty , though 
Touch faster progress is needed. 

I f the T h i r d Plan is to succeed in 
increasing the rate of expansion of 

' ag r icu l tu ra l output f rom the 2 1/2 or 

3 per cent per year achieved in the 
Second Plan to the envisaged 5½ 
or 6 per cent of the T h i r d , a 
much more realistic attitude to the 
problem of rural social organisa
tion w i l l have to be adopted to 
achieve the object. The Govern
ment can either fu l ly back the 
successful owners of a viable type 
and hope for a bourgeois-entrepre
neurial type of revolution on the land 
or it can energetically push the rise 
of a new co-operative rural organi
sation through determined leader
ship. On ly in exceptional regions can 
both methods be attempted simul
taneously, leaving out, perhaps, the 
r i ch peasants f rom the communal 
e f lor t s to organise modern produc
t ion, counting on their self-interest 
to make up for the lack of technical 
knowledge which can be channelled 
to indiv iduals less easily than into the 
co-operatives. The oscil lation bet
ween the two policies or rather 
pious declaration in favour of socia
l ist ic/co-operative solution while 
actual reliance is centred on p r i 
vately ini t ia ted improvement is 
l ikely to continue hamper ing accele
rated g rowth . In par t icu lar in those 
areas (especially in the South) 
where the so-called voluntary re
sumption of land has been, heavy, 
continued uncertainty caused by 
suggestions of further reform of land 
tenure is quite incompatible w i t h 
substantial improvements in produc
tion which have to be achieved. If 
further land-reform is to be carried 
out. it should be carr ied out without 
any further delay and be accompani
ed by energetic steps to increase 
produc t iv i ty on the land. 

Industrial Organisation 

M u c h the same observations apply 
to the industr ia l development. The 
anodyne statement about peaceful 
coexistence of public and private 
sector in a mixed economy and their 
continued paral lel progress must not 
deceive any one about the existence 
of a sharp d i lemma. Actua l pol icy 
fol lowed tends to l i m i t accumulation 
not merely by price fixing but also 
by tax measures which do not suit
ably discr iminate in favour of maxi
m u m capital investment. I t also 
discourages mul t ip le shift w o r k i n g . 
In addi t ion , pol icy aimed at a greater 
equal i ty of income is often conducted 
through restrictions which interfere 
w i t h efficient product ion in the p r i 
vate sector, e g, through regional 
dispersal of industries in unsuitable 
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units, pressure to establish facto
ries in, less favourable area. 

The establishment of a balanced 
society pre-supposes a considerable 
expansion of the publ ic sector. A 
more equal d is t r ibut ion of income 
and consumption, the l imi ta t ion on 
the ruthless condi t ioning of con
sumers to cut their saving and in 
dulge in conspicuous consumption 
can be more easily solved if the 
way of l i fe is determined by the 
publicly-owned sector, not necessari
ly subject to compulsion of profit 
motive, than if it is determined by a 
private sector dominaed by the urge 
to secure profits. I f , however, the 
pub l i c sector is to take a vigorous 
par t in the national expansion much 
closer attention w i l l have to be 
given to the supervision of the effi
ciency of its management, the t ra in
ing of the man-power f rom the 
highest to the lowest levels and care 
must be taken that it should shoulder 
its due part in increasing the rate of 
accumulat ion. Much more careful 
thought w i l l have to be given to the 
need for substi tuting non- material 
incentives in the publ ic sector for 
the material ones which in the p r i 
vate sector have been able to provide 
not merely incentives but also p e n a l i 
ties through the e l iminat ion of the 
ineffective or unlucky. Yet if a 
greater income equali ty is one of 
the aims of the establishment and 
expansion of the public sector, then, 
the positive incentive w i l l be 
weakened, but the e l iminat ion of 
the goad of penalty of loss of capi
tal or income w i l l in these condi
tions be a serious threat to efficiency. 

The publ ic sector is stil l extremely 
small in India . It s t i l l represents 
less than 10 per cent of total output 
and less than 5 per cent of total 
commodity product ion. Rut its im
portance is increasing and its absorp
tion of scarce capital supplies is, of 
course, very considerable — around 
two-thirds of the t o t a l Unless, there
fore, its cont r ibu t ion to income 
creation and capital accumulat ion in
creases accordingly, an indefensibly 
squandering of the scarcest of a l l 
India 's resources and an unforgivable 
postponement of India's re l ief f rom 
poverty seem the unavoidable con
sequence. 

Thus the strengthening of the 
supervisory organs, the elaboration 
of- strict pr inciples of cost-account 
ing in the publ ic sector, e l iminat ing 
all unconscious subsidy are essential 
basis for the success of the declared 
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policy of the Government. Socialism 
is not merely about the extension 
of the publ ic sector.- Socialism is 
about the effective use of publ ic 
ownership to secure high producti
vi ty , high and more balanced dis
t r ibu t ion of income and a way of 
l ife in which collective, cultural and 
aesthetical needs, consumption and 
leisure is balanced w i t h an increas
ing supply of material goods pro
duced to supply need rather than 
achieve status dist inction and ex
press capacity for conspicuous 
waste. 

An alternative possibili ty would 
be to allow greater freedom to the 
expansion of private sector. Deve
lopment must not (as it happened 
in coal) be hampered by the inab i l i 
ty of the public sector to expand, 
combined wi th a dogmatic un
willingness to let the private sector 
do the job . The use of private firms 
for the management for a certain 
number of years of large-scale com
plex industries in the public sector, 
either on contract or on a profit-
sharing basis would be another 
possibi l i ty . T am opposed to it 

because I believe it is not capable 
of establishing a good society. Hut 
it can establish the solid basis for 
such an eventual transformation. 
The one method which is wholly 
in imical to Indian prosperity is the 
present seeming hesitancy between 
the two solutions which is explained 
by the lack of clari ty of thought 
about relationship between social 
framework and the economic trans
formation of the country. 

Japanese Credit 
T H E Government of Japan have 

established a l ine of credit 
amounting to 18 b i l l ion yen (appro
ximately Rs 23.8 crores) in favour 
of the Government of India through 
the Expor t - Impor t Bank of Japan. 
Under the terms of the agreement 
which was signed on the 4th Febru
ary, 1058, the credit was to be uti
lised over a period of three years 
f rom the 1st A p r i l , 1958 to the 31st 
March , 1961 for the impor t of 
capital goods f rom Japan including 

equipment for the railways, hydro 
and thermal power generation and 
transmission, dam construction and 
coal and ore mining and processing 
besides ships, port equipment, in
dustrial machinery for rayon. pulp, 
ferti l izer and caustic soda plants, 
machine tools and such other items 
as might he mutually agreed upon. 
The credit wi l l carry interest at the 
normal rate of interest charged by 
the Wor ld Bank. The repayment 
commences after the expiry of three 
years and is to he completed over 
the succeeding seven years. At pre
sent the rate of interest charged is 
5 - / 4 per cent. 

The entire amount of the cre
dit has been allocated to various 
programmes and projects in public 
and private sectors. Up to the 18th 
November 1060 loan agreements of 
the value of Rs 11.70 crores have 
been entered into wi th the Export-
Impor t Bank of Japan for financing 
projects under the Yen credit. Loan 
applications of the value of Rs 5.21 
crores are pending with Export-
Import Bank. 
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