)

In g world rent with differing ideologies you cen still get a 'Yes' from almost
any person to the question as to whether they would subscribe to the objective of
increasing the sum total of goods mnd servicea, ancther term for which is economic
development or economic growth. When, however, the same people are asked what the
purpose of such economic development or growth should be the unanimity ends.

For most ordinary people, the purpose of economic development would be to provide
a higher standard of life for the mass of the people. "Life, Liberty and the Pursuit
of Happingss" is a purpose accaptables to most. There are others, however, who may bs
in favour of economic growth for entirely different purposes, such as the building of
a power and war machine in order to sustain themselves in authority and to impose their
way of life on the rest of the world. That economic growth is a means to an epnd and
that these ends may differ are facts that need to be stated at the outset.

Whatever, however, be the objective of economic growth, there are some basic
econcmic laws which demand mcceptance if such growth is to take place. The formation
of capital and its productive investment is onme such. Corollaries of this law are
that capital is required for increasing production and productivity; that capital hes
its basia in investment and investment in savings; that savings are the difference
between income and expenditure or between ocutput and input. When the first flush of
Hevolution had subsided, even the Communist regime thus came to realise the importance
of capital formation and investment for industrial development.

LCey to Lapital ¥ o

The question that I have been msked to enswer is: what are ths inducements to
capital formation and invesiment in imdustries, and in what way do the economic
prolicies of govermments affect such inducements? The question can be answered for
purposes of convanience under two heads, though these by no means constitute water-
tight comparimenta. First, the institutional framework and, secondly, governmental
pelicioa.

A. [The Ingtitutional Frsmework
(1) The Rule of Lew

The very fowsdation of the institutional framework that is needed for productive
activity is the preservation of the fabric of lew and order in society. In free
societies, order is presarved under the 'Rule of Law.' This means that all citizena
are equal in the eyes of the law and that nothing can be done to a citizen save by
due process of law. Tho Rule of Law 0l3o ensures that laws can be changed and altered
by the people through democratic processes. So fundamental is the reguirement of
soms framework of legality tlist even brigands srd robbers have their own code of
honour. Totalitarian dictatorships have shown how much they value verbal conformity
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to what is called ‘socialist legslity.'

(11) Stable Currency

hmmxtmﬂybathamlaafi-ﬂhﬁllmqnimaturaamﬂ'qﬂ__ 7
stable currency. Money, though ofter felt to be a necessary evil, ia yet the only .
satisfnctory means of exchange, mecasurs ¢f valus and link between past, presemt
and future in this mundsne work-a-day world of ours. The indispensability of a
suitsble currency is vouched for by a glance at history. It ia for the econemy, ¥
especially an industrial one, what the soul is % the body. It was none other than
Lord Keynes who observed that debauching a currency saps the foundations of a
soclety more subtly, swiftly amd permanently than any other conspiracy.

Grahsm Hutton in his Inflation ead Society (19€0) has dealt wilh great insight
into the problem that in thie context faces the developing ccuntyies:

"Tha modern democratic State has = duty to secure not the most
rapid growth, but Ehe moat rapld reasonable rats of growth. It
must be remsonable in relation to preservation of indiviius) and
corporate freedoms, to social and political stability, to avail-
ability of enough resources 'in reserve' to meet new situations
and techniques and demands, and to the stability of all money
valusa, coats and prices upon which caleunlations for the future
must be made. Continuocus inflation, earried aa a policy bsyond
that point, will make hay alike of democratic scciety and growth
itself. The State will then have to round on the trades unions and
other pressure-groups, instituting a compulsory ‘national wage
policy', Lreezing people in jobs and lines of business, and gener-
ally undoing the democratic system of free worker's assoclatien,
frae consumer's choice, and free producar's enterprise...

"From that point or stage there are only two rosds; ore leading
on to the overthrow of dsmocracy and parsonsl freedoms altogether;
the other leading back to sound mSney and & Teasonabhle bal=nce
betwean State and private economic sction, upon which personal
froedom depend....

"The fallacy that you can control inflation in a damncracy
through bureaucratic controls over prices, production and trade
persista among ua today. But only symptoms are removed; the lady
bas her double-chin removed by surgery, only to discover it at the
back of her neck. The State — today or in history — merely
removes one symptom and replaces it with another; favoura a new
clasa of person by inflation, while penalizing another; or, in
attempting to regulate social and economic life whils persisting
with inflation, runs the machinery of democratic government, the
currency itself, and the entiroty of soclial law and order heallong
into catmstrophe....

"Tha inflating modern democratic State faces this trilemma...
It must ambandon individual and social frecdoms if it is both to
form naw capital fast onough and to inflate. It must abandon
inflation if it is both to conserve freedoms and to form capital
fast enough. Or it must abendon hopes of rapid material progress
(new capital fomaation) if it is both %o inflate and to conserve
individusl freedoms.”

(11i) Security of Property

a4 third reguirement is ths institutlon of rrivate proparty, a phrase subject
to ench misuse and abuse. Property may be described as a muuit of savings



-

converted into productive means from which one derives continuing benafit,
forea of 'productive means' snd of ‘eontinuing benefit' baing subject tﬂ :
by government. for instance, the 'productive means' may take the form of a '
or a fare or induatrial scrip, and 'comtinuing benefit' may be in the fom of rent,
intersat or profit or some enjoyment arising cut of possession and use. m
right to private property is dended, it bocomes difficult, human natqn baing y
it is, to ipduce yeople to work, risk, save and invest. Even cmmlﬂ_: ng:l-u e
now beginning to spprecinte the importance of private property, which is being
smggled into the sociAllst seciety uwnder vericus guises. Indeed, in some of the

older of these regimes like Sovist Russie, there are today "Soviet millionaires®

who have inherited lerge proparties without paying any inheritance tax or estate
duty. dhile wost of the people are gubjectad to a low standard of life, low wages,

tnadequate housing, a denial of travel and a scarcity of consumor goods — the
inoore tax is shockingly low, the maximum being less than 20 per cent. On the col-
lective farms, the production from small patehes of land which 2o by the name of
‘private plots' is infinitely highér then from the giant collective farms.

The Yugoslav commnists have frankly turned their backs on this entire line of
developmsnt, Their return tp & competitive economy and the laws of the market were
discussed with great insight by the lefi-wing gocialist Barbera Castle in the New
Stateguan of Juns 2 & 9, 1961, under the titles “Pree Enterprise Socialism" and
"Tho Neutral Ecpnooy."

Demopratic socialists no longer look upon the nationalisation of industries
ag an essential part of socislism. The Cerman Social Democrats have dropped it
from their programme while British Labour hes come to realise that it has hecome
more & liability than an asset. As Professor W. arthur Lewis puts it: "The nation-
alisation of industry is not essential to planning; a government can do nearly
anything it wants to do by way of controlling industry without resorting to nation-
alisation. Nationalisation is meraly ons of the ways of achieving ends, better for
some ends and not so good for others."

Mr. R. Kelf-lohen, a great baliever in nationalisation till he was disillusioned
with the British experiment, refers to the wrong essumptions on which sccialists
worked:

"There was magic in the words 'Public Board' or 'Public Corpora-
tion.' They were to be staffed by selfless wen of outstanding
ability, devoted to ths national interest. We assumed that such
men were to ba found in large numbers....We also assumed that the
workers in the industries would be tranaformed by the Act of
Haticnalisstion and devote themselves to the natiamal interest.
Tius the conbinetion of selfless management and selfless worksTs
would bring abeut the brave new world of Socialisa — so utterly
differsnt from capitalism."

(iv) Profit and Reward

Closely linked to property iz she fourth fundormentsal institutionsl Factor —
the profit motive as incentive. HNelther cconsmic growth nor socisl justice ‘can
result unleas there are proper inmcentives to productisn. Incentives and social
Justice are, therefore, two sides of the same coin. Not all men are cqual in
their talents. The more talented, therefore, must get more for their exertions
To deny differential returns would be tantamount to repudiating social justice
andé productivity.

Profit is a yard-atick of efficiency, and ecomromic progress would come to a
stendatill without it. Regimes that started by dencuncing rrofit as wicked have
learnt this truth through bitter experience. AMddressing the Twentysecond Congress
of the Communist Party of the Soviet Union in 1961, Hr. Khrushchev is reported o
bave warned against recklesa heste in lesping into communist practices in the fied
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stimilus to work for a long tise to come and &h ¢t the rewards of labour sk

distributed according to the work done.

Writing about the Communist regins in Yugoslavia in april 1961, tha cex
of the London Times reported!

"profitability, productivity and compstition are mo longer ideas 9
on paper but are beginming fo affect and change individuals as much 5
as they are affecting the entorprise they work in. It is this, the %
recognition of econamic lncentive end the free formation of prices
through competition and market comlitions, which distimguishes Yugo-
alav Commmunism sharply from that of the Soviet bloc.”

In urderdsveloped countries the need for incentives is all the greater since
initiative, entarprice and the taklrg of risk are the ossence of repid industrial
development. The primary concern of this interest in rapid economic growth must
therefore be the maximimation of output. Where the level of living of the people is
sub-gtandard, it is not posasible to atask savings up by reducing consumption. The
bast method of accelerating capital fermmtion in underdeveloped economies is the
lif'ting of the curve of productions The limited rescirces should be invested in

sectorg where they yield the highsst outpat.

These thoughts have obvioua implications on the limits of taxstion. In a
developing economy, these limita are somewbat narrow. Perkinson's book Thg Law and
the Profits has an admirable discussicn of how taxation carried beyond a point
defrats its very purpose.

The latest report on taxation by the Committee of Bconomic Develommmt in the
United States, a very high level research and intellactual body lasys down the
principles of sound taxation in s form which is difficult to improve upon:

"Taxes must be high snough to covar the expenses of Government
over the years, but not so high sms to repress growth, or to inhibit
riak-tiking and irdividusl initiative; high enough to creste a
surplua in preospercus times, that provides funds for private invest-
ment through retirement of government debt, gnd helps restrain
infiantion but not so high as to preveng the attainment of high
cmployment.”

Professor J.K.Galbraith, currently U.S. imbassador in India, Yas alsc something
pertinent to say on this subject In his book The Affluent Society, which is often
overlooked by his gushing sdmirers:

"To give peopla income and then rewove it by taxation, inflation
or appeals to thrift is an ipefficient pnd self-limiting procedure..
In poor and ill~governed socisties, private goods moan comfort and
life itself. Food, clothing and shalter, sll technically subject
to private purchase and sale, have an urgency greater than any public
service with the possible eaxception of the provision of law and
order. The burden of proof is on any step that diverts resources
from the satisfaction of these simple bdiclogical requirements to
the almost invariably spendthrift services of the State.”

B. Govermmentsl Policies

Having enunciated the four fundamentsl requirements of economic development,
let us turn to the role of the State and the consequential requirements in the realm
of governmental policies.

Thare arg, of course, divergent views on the role of the State. In totalitarian
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countries, the ruling party, the monopolist in political power, uses WS““
weapon through which to control the pecple by means of State owncrpship of
ments of production, distribution and oxchasge. Thers is nothing sew or modern
such a diaposcation whick is known to every historian to heve prevailed inamt
Bgypt, Sparta and Inca Peru. In the free socisty of today, on the othor hand, the

State has by aod large two roles to play. Thafirstisth:tuanmw :
the ring and blows the whistle to prevent foul play and anti-soeiel practices. _
secord is that of minisum direct participation in the economic process by uwcing

the institutioral and economic infra-structure on which the enterprise of the peopla >
can bulld and an envircmment favoursble to growth. )

Dr. Ludwig Erbard, the crestor of the ‘West German Miyacle', describes the
firat role as [ollowsi

"Pacple are like football playery, eleven on cech side, playing
the game to the best of fheir ability, competing with each other
according to rules alreedy fixed. The umpire watches the game very
carefully to sea that it is played according to the rules, but the
umpira does not himself atart playing football."

Professor Walter Lucken, described as tha founder of the "social market econcmy,"
has the following ¢bservation to make in regard to the second role in his book,

Ihis Unsuccepsful Age:

"The State should influence the forms of economy, but not itself
direct economic process. Concluding trade tremties, previding for
an adequate monatary systea, froming laws of petent and contract — all
this lies within the purview of the State The State should also
decide tha goneral nature of the cconcmic snd political order and
thua meaningfully integrate the variocus sectars of economic policy;
but it should not take upon itself the issue of production orders
regulating the daoy-to—dny mamufacture, import and exsort of machines,
textiles, whent or other commodities, nor should it attempt direct
control of labour.

"State Flanning of foima - Yes; State planning and control of
the economic process — Nol! The essential thing is to recognise
the difference between form and procass, and to act accordingly."

While the building of nn infre-structure through the provision of transport,
comunications, water, fuel and power, ond technicel education sre universally
accopted us among Ui State's functions, in a developing economy the perticipation ’
of the State in the processcs of iMdustrial development is, to a limited extent,
plse justifiable. Thus, where an essential comzodity or survice cannet be msde
available by private enterpriss, it should be open to the State to enter thet fied.
Such o mixed economy presupposes, however, the absence of monopoly and the prevalence
of free compatition betwwven the State and free enternrises functioning on the basis
of autonomy and equality in any given field of endeavour. Such a mixed economy was
ndvocated by the present writer for India as far back as 1947 in A Plea for the Mixed
Econony long before it was accepted as a model for poat-Indepondent Indiz's economic
advance.

What Kind of Planning?

A congideration of tha role of the State in ths cconmomy brings us face to face
with that bone of contention among the economists of the day - Planning., Much of
the controveray comnected with planning is due to the term being smbiguous. Even a
cursery glance at various economic systems shows that there is always, of coursoe,
scue surt of plamning, Tho issue therefore is: what sort of planning and how much
of it? Widle cach country and emch system devises its own pattern of planning
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and the veriations sre mumersus, perhaps it is possible to drew g line botween
democratic plaming apd totalitarisn plenning by asking the question whather the
sodel that Tesulte is & comiand economy or ome where "the consumer 13 king."
Where thu lzw of supply and desend or consuner proference predominates, thmtlt
uarket michoniss is by °ad large allowed to function, there is o frec ac
such a aystae of econosy, the ballot clist every four or five years for ihis
of » Member of Parligment or n Deputy is supplemented by e dsily ballot of ibe
merket place where avery Son has his hand in shaping the pattern of productior
the freedom of cholco he exercises daily over what he buys and what bo declimes to

buy . e

. e |

Plarming urder such conditions may take various fcrms, such as Honnet Plnmﬂw - ';-’_'1

in Prance, the planned ecuncmy of Molland, and ths new cxperizent in Britain Wity TR0
the egtnblisiment of en mdvisory Hationel Sconomic Development Council, mostly '
non=official in its compéaition. F
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Professor Thomas Wilseon, sdem Smith Professor bf Political Bconomy in the
University of Glasgow, aptly demonatrates the limits of such plapning in a supplenent
to Croagbow (New Year 1962) entitled "Plamning and Growth™:

to ba

"If industricl output isfoentrally plamed, this will have to be rlon'é
in an vconony where 4the marlst still operatea snd the freedom to bhuy and
scll and molce privete coptrscts remaing in-tect over a wide renge of
notivity. The problem then is to seo how planning and the price
syotem can be mede to work together...... It is worth yeverting to the
old description of the price systen as a continuing plebscite designed
to mscertain people's preféerences......Production is responsible not to
n centrnl planning committee but to the judguent of those vho buy the
goods on the market. It is not easy to see how any other arrangement
could ensure a0 large a degree of economic dewocracy.”

Planning in a demecracy, os Barbara Ward, the Fabian Socialis%, has put it,
"muat know whare to stop.”

No such economic demborscy exists in a system where the government, through a
National Plamning Commission or otherwise, dictates what shall boe produced, by whom
it shall be produced and ai what prica it shell be sold. In such an economy, Leon
Trotsky lived long encugh t0 conclude, "The old alogan, 'he who dosa not work, neither
chall e eat,' is replaced by the new alogan, 'l who dovs not obey, neither ahall
be eat.' "

fillaire Belloc anticipated this sad copelusion of the veteran communist by
many yeara when he wrote that "the control of the production of wealth is the control
of human life iteslf"

There woo n time whefy those whe advocated the syctem of total, coaprehensive
planming of the Soviet type argued thnt the sacrifice of frecdom could be justified
by the rapid achievemeut of prosperity and oquality by such mesns. ifter forty
years of this experiment, many of its cariier protagonists have now coze avourd to
sen that the smerifice of freedca has yielded neither equality, sisce disparities
of income exceed in many respects even those in copitalist countrios, nor prosperity,
since housirg and consumer goods sre still in short supnly at the end of the sixth
Five Yoar Plan. The elovetion of the primacy of heavy inductry over light and
consumer industry into an cconcmic "law™ in the U.S.S.R., despite its cbviously
retarding offect, is beginning to be understood as a political priority unrelated to
the needs of developmont. The failure of total plamning to deliver the gooda to
tha poople may, therefore, be taken to mark the exploding of the Tslse dilemma of
‘Bresd or Preedos' hitherto posed by some. It has now been demcnstrated that bread
can cnly be cbteined inm and through freedcs. -

00---..1
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the voriatlons are maerpus, porhaps it is possible to draw a line bolwes
:imnﬂ.c plamning and totnlitarisn planning by asking the Mrm ﬂl‘ﬂ;ﬁjﬁ“ﬁ
zodel that results s a ¢owuend economy Or ome where "the consuder is ldng."
Where the law of supply nnd dsesed or cdnsumer yprefarenca paduimh&.m'ﬁ'
mapcet mechanisn is by and large allowsd to function, there is a free econcay
such & system of econcmy, the ballot chst every four or five years for the
of a Besber of Farligient or & Deputy is supplementsd by o daily ballot of the
m;tutplmewhereovew-mham-hmmmmthepttmofpm&mgg
tho freedoa of choice he exercises daily over what bo buys and what he declines to ;

buy.

Plamming under such conditicns may take various forms, such as Homnet Planning =
in Prance, the plemned econsmy of follw, and ths new cxperiment in Britain with
the catablisboent of =n pdwisory datipnsl Beonomic Development Council, mostly s
non-officizl in its composlition. o

Professor Thomas Wilson, aden Smith Professor bf Political Beonomy in the
University of Glasgow, aptly demongtrates the limits of such plamning in a supplement
to Crossbow (Now Yunr 1962) entitled "Planning and Growth™:

[to ve
"If industrisl output ‘cenitrally planned, this wlll have to be done
in an coonomy where the t still operates end the frecdon to buy and

8¢l]l and moke private contracta remains in-tact over a wide rengs of
activity. The problem then is to sec how plamning aud the price
system can bv mede to work together...... It is worth reverting to the
old description of the vrice systen as a continuing plebscite designed
to mscertaln people's preferences......Production is responsible not to
a centrnl planning committee but to the judgment of those vhe buy the
goods on ths market. It is not easy to see how any other arrangement
could ensure so large a degree of ¢conomit democracy."”

Planning in a democracy, &s Barbars Ward, the Fabian Socialist, has put it,
"muat know where to stop.”

No guch economic demboracy exiets in a systen where the govermwent, through a
Hational Planming doomission or otherwise; dictates what shall be produced, by whom
it shall be produced and ot what price it shall be sold. In such sn gconomy, Leon
Trotaky lived long enocugh to comclude, "The old alogan, 'he who doun not work, noither
ahall he eat,' ls replaced by the new slogan, 'he who docs not obey, neithor shall
be aat.' "

Hillaire Sellec anticipated this sad conclusion of the veteran communist by
many years whan he wroto that "the control of the production of wealth is the control
of human life itszelf"

There wsa a timo whe those who advocated the system of tutal, comprehensive
pdanning of the soviet type argued thst the saorifice of freedom could be justified
by the rapid achievemoit of prosperity and equality by such means. after fordy
years af this experiment, many of its aarlisr proiegonists heve now come arcund to
son that the sacrifice of freedom has yielded reither equality, since disparitice
of incems excoed in many respects even those in copitalist countries, nor prosperity,
eince housing and consumer goods are still in short supsly at the end of the aixth
Five Year Plan. The elovetion of the primacy of heavy industry over light and
consumer industry into an econcmic "law" in the U.S.5.R., despite its cbviously
retarding effect, is boginning to be understced as a political Priority unrelated to
the nesds of develcpmont. Tho failure of totel plamning to deliver the goods to
tha pecple may, thoretore, be taken to mark the exploding of the Calse dilermma of
'Oread or Presdou' hitherte posed by same. It has now been demcnstrated that broad
can only be obtained in snd through Freedom, ' .
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in irdustrics, it might perhaps be wortlwhile to review the exporienca of India
the achisvement of ita Independemce fifteen yesrs sgo in 1947 and to test the ! ;
expuriment against the touchstons of the cardinsl pripciples of economic dmlmtw >
alresdy enunciated. ‘ | o

Sojectives ’

The objectives of Indian economic policy ere to be found in the Constitution of
the Republic, in the framing of which the writer of this peper had a small hand as a
Hembor of the Constituent Assenmbly of India.

In the Constitution, the basic objectives wers get forth mmong "The Directive
Principles of State Policy." Thl!u "Directive Principles" inter alia enjein that —

"Iho Stute shall stMdve to promote the welfare of the people by
socuring and protecting, as effecctively ms it may, a social
order in which justica, scciaml, economic and political, shall
inform all the institutions of national life."

Further, that —
"The State shall, in particular, direci its policy towards sccuring —-

(a) thet the cifisens, men and women equally, have the right to
on adequats meoans of livelihood;

(b) that the ownership and control of the material reacurces of
the commurdty sre no distributed as best to subserve the
cormon good;

(c) that the operation of the econcmic system docs not result in
the concentration of uenlt;h and meana of production to the
common detrimgnt.™

The Third ¥ive Year Flan publiabed in 1961 says on its opening page:

"The basic objeuctive of India's development must necessarily be o
provide the msasses of the Indian people the opportunity to lsad a
auoﬁ life. Thot indeed is the objective of all countries for their
peoplas, even though the good life may be defiped in mENY ways."

k. i tutdo Fropework
(1) Rale of Lew

It is genorally acknowledged that, among the newly independent countries of
Asin ard ifrica, Ind.itc.'s record in regand to the maintenance of civil order the ths
Fule of Law is highly praisewortly. D

Ve onjoy freedos of expressiom, Enedan of opposition and freedem of the press.
Our courts of justice are supreus. El:;-muﬁ.uim is, by ond large, honcst amd
independent of the erxetutive of the . There aro, of course, occasional lapses
— ae whon an Qrdinance is isswed to the erfect of a judgement of the Supreme
Court. A fuw hundred of our fellow atti.-u are still hold in Preventive Detention
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The position in regerd to this requiresent is, by contrast, not a happy one.

Since 1955-56, the value of the rupee hams been falling at sn anmial aversge
rate af 6.5 per cent, the fel) in five years aggregating 39 per cent. Coming &3 it
did on top of the inflaticn acowsmilating during World Wer II and after, the Tesult
has boen to reduce the value of the rupee to 20.6 nP (or centa) in terms of the pre-
wor rupe6 - or just over ome-fifth. The family of a hend clerk drawing about
B.300 (§63.15) before the Wer was thus as affluent s that of a Deputy Secretary of
the lndisn Government is today on a salary of eround Rs.1,440 ($303.15).

The sad prrt of the story is that this debssing of the currency —— with its
anti-social and anti-socialist effoct of transferring money from tho pockets of
industrial and agriculturnl workers, selaricd employoes mnd others with fixed inomes
bo those of 2 thin layer of businessmen, speculstors, spiva end corrupt >oliticians
and sdministrators ‘— is not an unsveidable accident but the result of a deliberate
resort to pelicice whose resdlte could have sasily been foreseen. Among such policies
are the light-hearted resort to deficit finance - the printing of curroncy notes to
mout budget deficlita. Then there is the levying of excise duties on industriel
raw matorials, componsnta nnd intermediates, resulting in a rise in the prices of
articlas of daily use by the common men like soap, vegetable oils and fat for cooking,
tin plate for packaging a multitude of articles of daily use, aluminiun for the
cooking utensils of the poor, electric bulbs and batteries, and pig iron required hy
blacksniths, carpenters and agriculturists.

Finally, ond perbaps most decisive of all, there has been the predominant
concentration of ruaources on capital-intonsive, low-return and low—employment
irgluatries which has resulfed in pumping money into the uconomy without the volume
of pgoods and services catohing up with it.

(44) Security of Proverty

‘- Under the Comstitution of the Republic as it was criginally drafted, the Right
to Property, which is a Fundemental Right, was adequntely safeguarded, and it was
provided thet no mem's property could be touchsd without due process of law and
reasonable cosmpensation in regand to the quantum of which an appeal to the Courts
was provided.

dmendnent of Conatitution v

Unfortunately, an smendoent made to irticle 31 of the Constitution in 1954
reduced the constituticonnl guarantee of private aroperty to a shadow of its former
self by denying the citizen . a recourse to the Courts of law on the issue of com—
Penaation paid by govermsent for properties acquired, nationalised or confiscated.
Unly the empty shell wea left and fhe mibsisnce taken away. The assuronces given by
the spokesmen of the government ot the time when the Bill was to be adopted in |
Parlisgient have not been respected. To give only one example over a period of B3
years a large nueber of stmll shareholders had put in around B.§,000,000 (s1,895,000)
into the Port Canning & Lend Improvesent “ompany in Calcutta. On scquisition of
this property by the Government of the State of West Bengal, only Bs. 6,000,000
($126,000) was providud for thes by way of compensation. Thus, only ona~fifteenth
of the criginal investuent was roceived back by the shsrcholders. In point of fact,
since the wvalue of the property had appreciated, the market value of the promorty
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wes choul aixty timee the compensation given,
Kptigralisation
The policy of reticmalisstion, which forms pert of the socialist pattem od

by the present governsent In uffice, has saturslly ebskes the faith of investa
in the seourity of his property. The saticaslisation succsssively in the fifties }
of demestic and intsrnational Adr Tramspert Companiss, of the Imperial Bank of Ma,
of Life Insurmnce Csmpenics in 1956, the continuing nationniisation of road transpart
services for passcengers in one Stnte after enother, the eatablishmn_t’ of the State
Trading Corporation and its ever increasing encroachments in the sphere of private
trading, and the threat of nationalisation of the food grains trade affecting nearly
300,000 dealers all over the country since 1959 — all these have had 2 very o
deleterious influsnce on the pubdic confidence whick is essentinl for saving and
investment es also for tho coming in of foreign equity capital which is so badly
required by India. "

In the last two os three years, thore has been an increasing awarcness of the
harw that has been done to the cause of economic development by the policy of nation-
alisation and, from the Prime Hinister dowrwerds, soms remssurance has been held out
that while the Government would start mew enterprises, it would, as far as possible,
desict from taking over existing omes.

Ferhaps the wost far-reaching critician of natiomnlisation to come recently
from official quarters has been froo Mr. S.G.Barve, & former member of the Indien
Civil Bervice and now Finance Minister of the State of Mahmrashtrs, who observed in
& recent boak:

"Nationalisation, taking over to the public sector, is cbviocusly
no universal nostrum — if the Board Rocms of Dirsctors bucams
lnrgely the stamping grounds of bureaucrats, you may be subjecting
the fortunes of industry, instead of to the judgement of the market-
place, to the tug-of-war of political log~rolling mnd the heavy
hand of depsrtuental wire-pulling.”

The reports of the Estinstes Committeec of Parliament nre replete with instances
of colossnl waste and mismanagement of State enterprises. The returmn on the
¢apital — scarce resourcea of the nation — employed in those undertakings is,
deapite the prevalence of monopoly conditions enjoyed in many cases, poor. The
Tederal government bulgets presented in 1961 and March 1962 revealed that, for the
gsacond year in succession, the return was less than 0.9%. The ecurrent year's budget
reveals a sharp drop in profits of State enterprises. While investmont by Government
in these projects went up from Rs.6,050 (%1,275) million teo %.7,090 (51,490) millien,
during the year, the protits dropped from Bs.20.1 ($4.23) million in 1960-61 to
5.19.5 (84.1) million in 1961-62. An official review of 75 State enterprises show
8 net roturn to the country on its capital/no morc than 0.3% in 1961-62. i3

1f the lcans given by the Govermment to these enterprises at ridiculously low
rates of inturest of 2.5%, a8 against sarket retes of three or four times ss much,
are taken into account, then the State enterprises may be said to run on losses!

Despite these warnings, the rake's progress threatens to contimue. It is
propased t0 spend B.15,200 (83,200) million on State enterprises in the field of
industry ard comorce during the years 1961-66 a3 ag=inst k.740($155.7) million
spent during 1951-56 and &.9,000 (.1,300) million spant during 1956-61.

Collgotivisation of Land

The biggest threat to private property case In the yoor 1959 and still remnim
in the alr. This was the proposal to impose collings on the holdings of land,
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1 be subowcded im dus courss by the satsblishment of ‘Joint Co—operative Famil
anich, in practice would be indistinguishsble frou the aysten of colleotive farmiir
in Soviat Gussin. already, the first part of that proposal has been carried aut
with the result that today no former is ollowed te retsin more of bis land %
Zive bim a misersdly incceo of i.300 ($63.15) per month for = Tamily of gin._-.._ ;
veat of his land has beem taken away and has been given either to ca-nmﬁ%.’é.
Gollective Parming Societies or distributed in uncconomic slices to landléss
sgricultural labourers.

-

*

The sscord proposal, namely, that of removing tho boundaries and pooling the
lamd in co-gper-tive famms, leaving to the farmor o mere scrap of paper in place of
‘the actual posscesion of his land, Mas fortunately not made much progross, since it
is obvious that any attempt at forcibls co-operstivisation or collectivisation as in
Rusaia or China would lead to civil wer ond the shodding of rivers of bleood throughouk
the Indian countryside. The governueat in office has, therefore, wisely declared
that the pooling of land shoyld b a voluntary progess. This in turn has meant
that, npurt from a fow 'model' co—operative famms thnt are socught to be set up as
pilot projucts under pressurs of aaterial incentives held out by goverrment, the idea
hos rerained on poper. The danger, howsver, that the administrative pressure.of
governuont and of discriminetory econtmic penslties levied on those who do mot join
"oo-operative” farms may, at some later stage, be brought into play in an offort to
coerce the pessants cannot be ruled out, with the dire consequences of fanine and
¢haos that would inevitably result.

Perhape the fact that two political parties frontally oppesing the 'Joint Co-
oporative Forming' edvocated by the ruling party secured betwsen them no less than
no lgas than 15 per cent of the populsr vote in ghe General slactions that tock
place in India sarlier this year will have a restraining influence on any rush steps

in this dirgection.
"

(iv) Profit endflewart

The overall effect of governmental policies on the rate of cepital formation
is n somowh:t complicated wetter difficult of accuratec sssé#ssment. While somewhat
differont considsrations may apply to tho investment of foreign capitsl in a country
Mig-n-vis thosc that operate in regtrd to domestie investment, it is possible to say
that, by and large, whare the omte for domost ¢ investment is unpropdtiocus,
foreign capital can hardly be expectedwts foeol \faim.

The sources of internal investment are, of cdurse, domestic Ssvings which in
India oan be divided into thres interdependont sectors - (a) individusl, (b) corporate,
wd (o) governmental. Of thesc three sectars, the curporate Hboter has the higheat
savings-income ratio in India, averaging 30 por cent during tho period between
1946-49 and 1957-58. This sector, however, occupios only = minor place in the
geonomy agcounting only for two to three pér cent of tolal natiopnl sawings. What
is worse, the rate of capitel fermation in this seotor hns been dwindling en account
of the crushing burden of taxation gnd excessive governmental controls. According
to a study of 1004 companics msde by the Reacrve Bsnk of ladis, the rate of capital
forwation declined sharply from 16.8 peér cent in 1956 to 6.1 per cent in 1959.

Thy savings-incoms Tatio in the individusl sector has, on the other hend, risen
from 5 per cent Yo bgtwean 8 and § per cent.

The savings-income ratic in tho govermmentsl sactor was 7 per cont between the
yours 194549 and 1950-51, while between 1956-57 and 1957-58 it was 10 per cent.

Tnxation

The tax struoturo in Imdin, which is Known in govermental circlds as the
‘Intagrated Pattarn of Taxation,' hes unioubtedly plaved n retanding role in so
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sav ard tsl formation are concerned. Ths tax burden om top ingome
{::nﬁ ll:-?s 100 ;:gimt of the income. At *h. lewel of incomss sbove B.26,660 .
(#5,600), tihe tax burden is higher in indis then in the most advanced countries lile
Wogt Germany, France, U.5.4., U.K., Canada axd Jepsn. A man with on ml_ oone
of .106,000 (422,300) is taxed at the rate of 53.1%. This iz highsr than in
other country with the solc.exovption of Norway. The comparable rates of texati
othor countriss are Norway 62.9%, U.K.46.2%, Japen 36.68, West Serweny 35.5%, C
2‘7-1’. France 25.%= and U.S5.4. 25-1*-

"4e operate in 30 countries”, says Mr. fichard Perkins, Chairmen of the ﬂnouj;iw
Coigmittes of the First Hational Clity Bank of Hew York, "end I find the tax rate here

in Indis is the highest." n

The National Planning Cosmisaion when framing tho Second rive Year Plan, had
itsolf estimated the limits of the additional taxaiion that could be safely raised
during the coming five years. It is now posaible to sey thnt during that pericd that .
safe margin has been grossly exceeded.

The saddest part of the story is that the procsads of this killing taxation
have beon going predominantly towandis wnproductive, non-developmental expenditure.
The Estimates Committee of Parliament has pointed out that a large part of the
additional taxaotion levied during the Sccond Five Year Plan has in fact beon diverted
to mon-Plan expenditure. The cost of the Administrative Sorvicesphas gone up in the
last docade by B.370 ($77.89) million. Ganersl Administration £3st R.10(32.1) million
in 1951-52, in 1960-61 R.19(84) millien. Audit cost was B.40(§8.45) million ten years
ago; todny it costs R.85($17.90) million, Federal expenditure on police was Rs.38($8)
million ten years ago; today it is R.190($40) million. External Affairs cost k.40
(88.45) millicn ten years ago; today it costa R.110{$23.2) million. In this way
.370 (377.59) miliion more have buen added to what may be called parasitic expenditure
reflected in a large amy of underpald and underworiked clerks. Parkinson's Law has
nothing to show comparsble to this process.

dccording to a paper that was placed before n meeting of the Nationsl Development

Council prupared by the flmnning Commission early in 1961, the developmental
expenditure in the various States of the Indisn Union was Rs.4,204 (8885) million in
1961-62 and it is estimated to be B.4,716(8993) million in 1965-66 —- an increass of
®.512 ($108) willien, The corresponding figures for non-develomsental expenditure
given by the Planning Commission was &.3,759 ($796) million in 1961-62, compared

to ks,4,637(§975) million in 1965-66, that is, an incroese of R.S78(§155) millicn in
non=-devolomental expenditure.

The lLational Council of Applied Economic Resgarch, an orgenisation approved and
aided by the lndian Governsent, published lsst year a study of the impact of direct
taxation on productivity inm India. Some interesting trends were disclosed by the
Council's Report. The first was that the rate of growth of Corporate entorprisesend
the rata of profit were declining:

"Tha rate of growth of paid-up copital of cperating registered
companies has fallen from 10,4% in 1951-52 to 3.6% in 1959-60....
Hor is it corroct to say that the rcate of profits in tha industriel
sector hns gone up since 1951. The index of profits after tex as
A percentage of net worth for all industries worked out by the Reserve
Bank of India (9n the basis of a sample of coapeniss) has actunlly
shown a declining trend. The index (with 100 in 1950) stood at
124.7 in 1951 and B4.1 in 1957.7

The second trand to emergs is that the rate of saving is stegnating: "Over the
Sccond Flan period the rate of savings in the cconomy has not risen at all, but has
stagnated around 86 of the nationnl income .

Praving certain conclusions, the Report says:
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"It has of ten boen suggested thet in India ]uqhir uﬂﬂmh an

method of fipancing public investsents. Whatover may ba

the thootelicsl cerits of this proposition, im practice 1t is found 3
that current expunditure under the Flans as well =s cutside them is Vo

rising so faat that over substantisl iscresses in tox ryvenucs cre - S
alncet wholly absorbed by the z-i.aainuﬁqhmt expenditure; with | _awl‘_'

thummltb;futhmhrpﬂﬁwbﬁﬁimn&mthahh ._ e
financed ‘'xough a draft on private sawings and foreim aid....In this

situation the nmeed to ta n higher rate of privete ssving deservos

the Government's closest attention.”

The report comas to the concluaion that "individumls must be allowed,even
encouraged, to accumulate sufficient amounts of wealth...We rscoumend that the
pace of progression of super—tax be reducad so that the highest morginal rate will
bocoma operative at a higher lowsl than at present.”

In flat disregarg of such saplent advice, the ~musl session of the ruling
Congresa Party in Jamuary 1962 adopted as part of its Election Kamifoato the
startling objective of & colling on urbmn income which would be effected by tazation
and oLheT masna.

B. gGovgrnmuntal Policice

In 8o far as the role of the State and governmental policies Tlowing from it are
concorned, one has regretfully to note the subordination of economic growth to
deotrionaire and ideclogicel compulsiona.

Instead of playing the role of an unpire Bolding the ring, the government has
in many sphares eoughit to be a participent in the gome.

Inatead of concentrating on the building of the infra-structure through the
provision of transport, telc-commnications, chesp electric pewer, irrigation, a clean
witer supply, education and techniesl fraining, nll of which are greatly neglected,
the State in India has chosen te stick its finger into s groat many economic pies,
nat excluding the putting up and running of hotuls and tle mapufacture of pressure
cookers in urdnance feotories! Thus, while the State Railwny system has singulerly
failed to transport the coal that is required for industrisl eatsblishments and is
unable to provide the required wagons, the government has been busy toking over
catering establishoents at railwey stotions nnd on the trains from the private con—
trectora who were hitherto running thes!

Neglect of Tranaport .

A striking exasple of this failure to perform its Primery functions, while
chasing irrvelevant mbiticna, is provided by tha position in the field of transport.

In the Tield af tronsport, the Indian Covermment's policy of favouring the
State-owned railways at the expunse of other agencies of transport has resulted in
the dislocation and stultification «f its Five Year Plans. about 12 per cent of
Governmant's “plan sutlay” during the Fivot Five Year Plan onding 31st March 1956
and nearly 20 per cent of st in the Second Plan ending 31at sarch 1961 were spent
on the railways, but #he transsort shortego has becn inoreassing in its intensity
frea Plan to Plan. While in 1955/56, tle country's traffic capacity was 5 million
tons shart Of actual demand, the traffic which ropmined unlifted in 1960/61 rose to
a9 outh ns 16 million toms. 1Ia the latter ybar, the traffic offering ia cotifinted
at 192 million tons mod the quantity moved by all modes of transport — rail, rosd
and wnter - at 176 nillion. a

In tho paat twelve wontha, transport bottlonscks Nsve bocows Tﬁn‘ more ssrious
than in the provicus decade. Mq,_thumiuhmﬂyminﬁuatzyubichiamtm
ut of gear by the lack of transport. The productics and distrsbueion of ceal,
Jute, cement and steel, in cemmon with thoso of dogens of other industrics, ero
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hampored by leck of sdequate transport fueilities. The Government, clinging to eﬂn i
cutuoded sgoncy of railway transport bocsuse it ia a State sonopoly, aro denying tha
roads and waterwaye their lagitivcts roles in the developing cconomy of the count B
The railweys arv being given, in the current Third Plan, the same lorge alloeation for
developuent as during the second Plen. It has bsen unofficially estiuated that by =~

4

1966 the tranaport shortage will rise to pearly 70 millien tons. R
o | -,-

Swift mction noeds to be tokep té expend road transport. India can easily
remove ite tronsport bottlenuck by ploughing back inte rond improvements the huge
revenus collected from the taxation of road transport and by removing the many
restricticas deliburately imposed om the us¢ of ropd vehicles. Operating at more than
thrice the apeed of railways sad transporting geods from door to door, road bramsport
is a hot faveurite with the public in Indig &8 it is in other osuntries but, by failing
to improve the rosds and thereby to encournge the use of heavy vehicles and tractor-
treiler combinations, the cost of road trensport is lm?t high in comparison with that
of the railways. Evon at thoss high rates, the advsntages of rond transport have
cruated p huge public demand for long distance services but there is a singular
reluctance on tho part of the suthoritiss, because of objections reised by its railwey
monspoly, to encourage such traffic.

4 oommittee known as the Hond Traneport Reorganisstion Committee appointed by
the Govarnment of Indim, of which I had the honour to ba the Cheirmon, rccommended
garly in 1959 that the various factors inhibiting the development of road trahsport
ghould be vemoved. The Comnittec's recommendationa were accepted by Govermment and
Parlisront but, instend of implenenting theu, govermtbent heve appointed a new
Commi ttee to formulate a scheme of transport "Bo-ordination® to protect the ip=
efficient State wmonopoly of railways. Ponding the subsission of the final report
by this body, the railways are allowed to cxpand but romd tranapert is kept cruelly
crippled.

The claim is often made in India that this is the only democrstic country to
attempt the unigue expordment with what is describ.d as "comprelwnsive planning.!
It 1 undoubtedly true that the structure and pattern of Indian planning is differcnt
from what hna boen attempted in other free societies such as those of France, Britain
or Hollamd.

One casenticl difference comsists in the position of the Hational Plarming
Conmission which, far from being sm expert advisory body, is overlosded with Ministers
of tho Unicn Government and officials. Such experts as there are are in a hopeless
ninority among the eloven mewbers of the Nstional Planning Commission. Thus, at
the time of the signing of the Third Five Yenr Flan last year, the Chairman of the
Planning Commigsion was the Priwe vdnister, the leputy Chnirmnm was the Hinister of
Planning and asong lta members wore two Cablinet Ministers - the Ainlst.r of Finance
ard the danlster of Defence. Four others, including the Secretary, wers officials
of government, two othors came from political life, and only one was an academic
flgure concerned with atatistics.

a second point of difference is that the Planning Vommission ia not only an
sdvisory body but also one that participates in the process of policy-meking. The
Plaxming Coisisaion, albeit with the nppraval of the Cabinct, includes smong its
functicns the laying down nmot only of targets for production in particular brenches
of the ¢conomy but mlso tho task of enforeing tlese targets, even thotgh this Loy
1.21:1::.. the distortion of the proferences of the consumer ond the wishes of tie

ST0T .

The result of this pattumn of plamming, largely lifted from the institutions
of Soviet dictatorship, is thsat a concentration of Power hea teken place in a wery :
fow hands. Whothor such authority, which begins to «pproximate to a 'command economy, !
is consistent with the Federal structuré of the Indian Constitution, or indecd with



v

Parliosentary icstitutioss; ls o question that bas been. Immd@-rlgiw
ligent cbservars in Indin. Thus RKr. K, Senthonas, o prozinent member of the rul
Congressarty, refers in his bosk Descgratic Plgnuing and Pitfalls (1961) to the
“practical supersession of the State govermscnts by the Flanning Commission and

Mational Daveloment Council for purposes of policy and finance." !

In @0 far ms the implications for parlissentary democracy are concernad, the
these are no longer scadowic was sade clear when, in Haoy 1960, Mr. Ajit Prased .
who had shortly before resigned from his peaition es Hinjster of Food and mr!.
in the Union Goversment, revesled in the eourse of an academic lecture in Foona

"The lemlership of the Prime Minister as its Chairmen gave the ' b
Plonning Commission a ‘position cf prestige which rivals the Cabinet,' : |
Secondly, the system gave rise t3 dunl responaibility at the top lewel |
wiih twe highly placed persoms tackling the ssme subject, one as a
Minister s the other as a mesber of the Planming Commission. There
ere cccasions of rivalry ond frictiop and cases are not unknown when °
the Planning Commission hns éncruached on an area which by all
stendards is reserved Trom the executive. This widening gulf botween
our policy ueking and departmental working has already given rise to
various types of difficulties....”

Mahatma Gandhi, who was s great deal alend of his times, had stated his funda-
mentsl position in this wustter many years ago whan ho wrote:

"I lock upen an increasse in the power of the State with the
grentost foar becsuse, although while apparently doing good by
minimising exploitation, it dcos tla greatest harm to mankind by
destroying individuslity which lies at the root of all progress...

"What I would persomally prufer would be, not s centralisation
of power in the hands of ihe Stote but on éxtension of the sonse of
trusteeship; ns, in my epinion, the violence of private cwnership
is less injurdious than the violence of the Stato. However, if it
is unavoidsble, I would supuort a minimum of Etate-ownership.”"

[+ the Jinte

Unfortunntely, tho wernings of the Father of the ¥ation have, during the past
fifteen yoara, buen forgotten aldl socialist dogma has tsken priority over the nseds
of econamic growth. Spokeamsrn of the prevelent pattern hove mede no bonmes sbout
thoeir pesition that besic industries should be in the State sector end that the State
sector should ocoupy the "atrategic heighte" frow which it can dominate the entire
economy. The professed purpose of this sitompt is that monopoliss would be pre-
vented mnd the concontratiom of ecenomic powar frustrated. These reasons are,
however, on closser inspection not fouml to be very convincing.

48 the President of the Federation of Indian Chombers of Commerce and Indusiry
pointed out at the Anpual Seasion of thnt organiasstdon in Delhi last Moreh, “in no
major consuner industry iz therc a single industrial group which ouns moro than
three to four per cent of tho national wroduction." On the other hand, it is in
the State scetor that monopoly haa raised its ugly hoad. Thus, the Life Insurcnce
Corporation enjoys ¢ monopoly in the cntire fleld of life insursnce, Air-India
Intemational and the Indisn Rirlines Corparation have e similar monopoly in the
field of sir tronspert, end the State Trading Corporation, though not yet a monopoly,
ia in the eyes of many engaged in the process of establishing a monopoly in certain
fields of trade.

If the nouds of ccononic development were to be e test in a pragmotic
approach to the balance of the mixed economy, thére would be a strong case for the
fostoring of the free seetor in order to obiain the warisus gxpansion of production.
Wherons the outlay of the State sector in tha Pirst Plan period fell short of the
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target Yty sbout 15 per cemt and the inveatsent ia the State sector wns short by 40
T uﬂn:,ci' I:h: :i_ﬁé':c, the targets in respect of the free sector werec more ‘Bﬂl
roalised. Sizilarly, <8 againss it target of B24,000($5,050) million fixed for
the froe sector in the Secord Plan, the actual investment by the ond of mm.n
wns 3.51,000 (86,525) miilion. Tt is found, howover, thot far froa drowing the
aperopriate conclusions, the offort persists to curb pecple's vaterprise while forcing
artificislly the developoent of the Stote sector. The Third Flan siates that "as
compared to 1950-51, by the end of the Third Plan, the contribution of tho public
pactor will inerease fro loss than 2 par cent to wearly a fourth in organised mame=
facturing iodustries and from less than = tanth %o over a third in sinerel producHion.®
The Governor of the Reserve Banlk has given craparable figures. BHe says that the z
porcentage of total inveatment in the State sector wes 21 yper cent in the First Plan,

53 par cent in the Second Plen, and it will now be 58 per cent in the Third Plen.

Thus, that part of the economy that functioned beyond expectations through the
first two Plan pericds is o be curbed and punished while thet part of the economy
that failed to deliver the goods is to ba artificielly bocated.

{ority for Biavy Indugt

Another respect in which the needs of econsmic growth are found to be subordinated
to dogma is in the priority given to heavy and basic industry as opposed to agricul-
ture and consumer goods industry.

Anong the Secord Plan papers published by the Indisn govermeent is to be found
a doouwsmt entitled "Tha Draft Flon Frame." In that decument, tha firat two
objectives of the propesed Second Plan were indicated as follows:

"to attain a ropid growth of the national economy by increasing
the ascope and importance of the public sector and in this
way to'advance to'a socinliat pattern of society;

"to develop basic heavy industries for the manufacture of producer
goods to strengthen the foundntions of economic independence."

Unfortunately, ns hos alresdy btoen demoustrated, the first of these two dognas forms
part of the Secomd and Third Pluns, and the secoml, namely, the streagthening of the
foundations of "econumiec independence,” continues to be ns much a port of official
policy na the other.

Among examples of thie lopsided pattern of planning is the building of the
three giant steel plants during the Sceond . lan poried swallowing a tremendous pro-
portion of the total developmentel eyperditure. an even msre striking exzample is
the nllocation in the Budgut for 1961/62 of no less than &.114.8 ($24.2) million
for o Nuclear Energy Pewer station so tragically remote from the current nosds of
the Indian people and the Indimn cconomy,

lect

In a country where 70 per cent of the pecple live gn the land md work on it,
more than half of the totel sutlay on development is being spent on industrisl enter-
prisea in the State soctor. This neglect of agriculturs, which is the foundation
on which the entire vconomic bdifice has to be rearsdy also becomes clear when it
is remeubered that, while the average rise in the nstiupel income during the past
decade hog been 1.8 (based on the 1949/50 level), the corresponding rise in
sgriculture hua boen 1.4. Indeed in so far as sgrioultursl lsbour is concerned, the
Seoond agricultural Lebwur Inquiry Report presented in Ducomber 1960 showed o mnterdial
decling in wages and an incroase in wnemployment and indebtednoss on the part of
sgricultural labour between 1950/51 sad 1956/57. The Third Plen in ¢ way concedes
this when It anyaet

"As it procseds, scopomic developuent may widen disparitics between
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rural ool urban aress, increose differences in lovels of
developmont in different parts of the ccuntry, and accentuate
the prublems of ecenosic ivequality.”

The cencentration of rescurces an steel mud other haavy industries to the _ ‘
neglict of such 4 basic peed ms education and tochnical training has also to hn'qm.,. &
The totel expenditure on primary.and sscondary education during ths Second Flan v
perici was 1,350 (3284) nillion, while the three steel plents together have cost
2.5,260 (§1,110) million, which ia nearly four times aa much. T lock at it from
another angle, the expenditure on pri=ary and secondary edacation in India was only
0.96 por cent of the Bulget cutlay at the Contre and in the Statea. Over large
parts of the world, the corresponding percontsge spent on ecucntion varies from T
to 12 times the Indian figare. .

Thepe lopaided policivs are ap imjuricus te employment as to production. Thus,
the Third Pive Year Plan has to concede that, on top of the nine millien unemployed
at the boginnirg of that Flan, there will be pnothor three willicn or so unsmployed
by the time the Third Plan has run its course.

A further consequence of investment in eapitel-intomsive and low-return industries
like stesl is the emergence of a high cost eoonomy. The implicstions of this in
terms of India's capacity e export, which is considerad to be a vital need, are all

too obvious.

Finally, the implications un the rate of growth have also to be conaidered.
The rate of growth of the Imdian economy for 1950-59, covering the periods of the
first twe Fivae Year Pimns, scoording to z World Zconomic Survey by UHESCO in 1360, was
around 3 por cent, one of ths lowest in the world. During the First Plon period,
nccording to the figures provided by the Centrol Stotistical Orgardsation of the
Indian Governsent, the nmticnal inoccze (at constant prices) had riaen by 18.4 per
cent and, in the firet four yeers of the Sgccond Plan, by 12.2 per cent. The rate of
growth during the Second Plan wns thus siowor, faliing conaiderably short of the
axpected rise of 25 per ccat in nationsl income which wna the tanget of that Plen.
dven this little improvesent in the national dincome wos more tham offset by the fear—
ful rise in populntion aince 1951 for the chocking of which not evem 1 per ceat of
the putlay of our Plans is nllocated. The result is that, on the basis of tha 1961
conpua igures, the overall rise in the per crpita ine¢me in torms of 1948/49 prices
was 10.2 por cent between 1951/52 and 1959/60. Since 1956, the por ecapita income
had remained sore or less atagnant till last year. As a rosult, neither in the real
wages of industrial Ur sagricultural labour ner in living standsrds of the lower
niddle ¢lassea hos thers been anything but stagnation at oppressively low levels.

Contrgdictions

Professer FuT.Bauer, Professor of Econcamies (with spoeirl reference to Economic
Development and Under—developed Countries) in the University of London, has in his
" bl ion Boonguic Policy and Doveloprunt (1961) endesvoured to anawer the
queation why, in the lignt of these facts, plamning in Indin has folleeda pottern
which he sumcrises as fallows: 3

"Thore is the ramasive expenditure on heavy industry, when the
economic demsnd for its products is highly problewaticsl; at the
sane tise thure is the moglect of cducation where the moods. are
evidint and pressing and con only be met by Governrent. Thoro is
the comparatively scsll oxpenditure on sgriculturs, and also the rus-
trictions on the rovenent of agricultural products, in the faoe of
the wanifest, wrgent asd indecd dosperate neod to incresse agriculs
tural productivity and to extend production for the market. There
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are the severe restrictions, or couplote pmhibiﬂm, an ﬂu
supply of cortain eatezoriss of both izported and oven locally
produced consu.er goods, in the face of the urgent need both to i
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production for the parket. There nre the restrictions om ttu L i
oxtension of officient industrial capecity and the subsidisation v
of irefficient cottage industry and of co-operative preduction TR,
and distribution, in the face of = manifest need to econodise s
resources and satisfy wants at low coats, and in the face also *
of official stntements on the icportonce of industrial progress

and the raising of living stondnrds. There is ths exclusion of

private Indisn and foreign enterprisc and investoent fron a wide ‘E
rapge of industrisl mnd commercisl nctivity, in the face of the e
urgent noed to oncourage viable econcuic activity. There 1is -

the neglect of roads, the official restrictions on the establish-
ment of rond travisport enterprises, and on the moveuont of
ngricultural products, in tha face of the urgent nced to widen
paricoty and to facilitate the wovement of oen, ideas and commedi-
ties. There are the sovere restrictions on the satnblishment of
all enterprises, in the face of the meed to widen opportunitics.
ind these moasures ond policies not enly affect adversely the
stendard of living but also restrict tho potential demend for

the output of the expensive capnoity created under the hee
industry progrones." .

L]

Hhy?

Proffessor Bauer's snawey in regard to the notivation of these policies is
thnt priority has been deliberatoly given to ideological and doctrincire concepts
over the nueds of developuent. Ha guotes the yenarks on the Second Five Year
Flan of Mr. amirew Shonficld, -then gconouic corrcspondent of Tho Observer, at o
conference in Londom of thu Royal Imstituts of Intermatiomal Affairs in 1957:

"It is n Soviet-tyre plan. I do not use that label in any pojorntive
sonse, but sisply to indicate that it is a heavy-industry plan.

And it is n Soviet-type plad which erra towards Ehrushchev rather
than Malenkov: the consumer gata a very s=all look-in."

According to Profoascr Bauer:

"The actions of the Goverment, and its major policy statgments,
makte it perfectly clear that it means tha altainuent of an
econouy in which nll major branchee of eccnomic asctivity are
governnent-owned and operated, snd the reat is subject to close
and apecific direction by the Government." .

Professor Bauer thun procseds to cume to hia conclusion:

"Thas in asiople language the —erit of industrislisation is
primarily palitical, in that it emablos the Government to
douinate the economy chiefly to expedite socialist transfor-
mation; nnd socialist translormation is s stendard tern of
cormunist literature to desceribe tho establistugnt of =
communist Goonomy. This aspect of industrislisstion is
famliar froo oxporience in the Soviet countries.n

Autarety?

Perhape Professor Jeusr has not given enough weight to yet another facter of
°n ideslogionl nature - ecuncmic mationalisc. He apoenrs te hrve overlocked the
desirs to attain self-sufficiency. On a cursory resling of the Plan, I have
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for the econy to Bte “self-ruliant" mﬂmﬂmﬁm'ﬁm:m
or fifteen yoars i stroased. e

The question arises na to whore this idea of self-sufficleney or
coxwa from. The nagwer is foirly clear — that it is derived from mw
In the proocas of thin adoption of sms of the fundriental nwa.:ar.Sdm%
ths far-resching diffvrences in Ehe pisition of the Soviet Umion ns it was
birth anld that of the independent Indin tolny oppsars o have been owerlodked,
Wnilo Scvict Rusein at the start was isclated froo an unfriendly worll, India ds =
fortunate oncugh to have sa "Aid to India Club" to minister to ita econanic nhﬂﬁ!r'- L
The Soviet dictatorshlp hns unswervingly kept ita wyes on the goal of world docine-
tion; the country of Gandhi hns no such ssbiticuns. }

The questiof that nrises io how Indiz onn duvelop its economic nolicies on
sutorehic lines rmd ot the sssw tiso expect to obtmip foraign copitol on the on
hand and to exsort in order to Inintain its balsncy of pryncats on tha other.

Tho nouds of nuterchic plorming inavitably lend, as has boun explained, to a
high cost sconouy. BHow then will it be possible for India to dewelopn its oxpert
mrkots as ite Governsent is at presont enmgaged in doing? Todny the comsumer in
Indin has to pay whet sh Indian ectnocist has reconily described as "mear-ransos
prices."” He cites thy gap betwesn the prices in the warld parket and the prices
in India of products like penigillin, The lupirt price of ponicillin ie 10 naye
paige (conts) ($0.02) per million units. The cost of penicillin produced at
Hinduston antibictics Limited, which is g State corperaticn, is B.1,25 ($0.26) per
million units. The consumer thus has Yo pay over twelve times as puch for this
gpeentinl drug as he would howve Gonme if it hed not been‘ioposed on hin by the aysta
of ioport control. To tels ancthor ewample, the price of Indinw sugar is fs. 700($147.3)
por ton, wharons the world price of sugar is Bs.400 (884.2) per ton. How then is Indin
to couputs in the world parket?

Copit o

The need fer foreign cnpital is cbvious and in recent years its role has been
incrensingly spprecinted. In 80 far ss Governsentnl pelicies in rogard to foredan
capital are concermed, thure has undcabtedly boen n welcome change. Froa uncaupro-
nising heatility, there has bven n progressive twn towards a warm welcose to foreign
participation in inluatrisl develomment. Assursneces have been given to investors
abrond that nationclisation will not throaten thyir investments. In order to encournge
the f1ew of fopelgn oapital, o Intematicnal Investoent Centro hns been scti up in
Delhi which ia intended to stimudate the intercst of foreign investors in the Indi-n
industrinl scene, furnishing thes with relevant particulsrs and putting them in
touch with appropriate Indisn csseciates in scarch of forsign coliaboration.

i a result of the current pattern of plannming, the Torcign exchange position
of Indin is deplorable, and the country's foreign oxchange ressrvea have gone well
below the snfety point. The tetnl credits so far obtained by the Indizw Govermuont
as = result of all sgrooments sigued by it are of the order of M.17,500 (§3,685)
million. To this colossel sue, it is proposed during the Third Plan to add furthr
foreign indebtednesa to the tuno of B.22,000 (§4,630) =illicn. It is felt by many
that, in the offort %0 ropay thuse muoants and t» pay intercst =nd service charges,
the future of the country is being vortgiged fur ceny years to come. On tha other
hond, fur rensons slresdy nontioned, exports through which alome we could posaibly
pay back our foreign intoke of lomns mro stagnant.

dzportance of Intemational Trade

In thia context, twe things ar¢ clear. Tic first is the meed to dovelop India’s
internntional trade both in the way of exports and icports. & continued offort o
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educe or slisinate tymda dorriers whish bowve bost bull® up in tho futile:
mitsrohy would pay diwiderds in terus of econcole growth.

Sceondly, the taring of loans frou forcigm governscnts, om which we af
predsoinantly rely, deeds to he Teplaced to A 1arge oxtent by sotting j.u.’h
country » mach larger moasure of equity espital. Gowernent-to-governnent
o into sur country 7t the country's yisk. The copitel and interest hove to
repeld, bowevir vissly or westofully the foreim capital may be utilised. m d
othur hami, if Poreign eguity capital csues in, the question of dts being taken out
of the country or yielling = roturn only nrisce when 2 profit is actually mode. I
the Poreign copiinl invested 20¢s 00t toke 2 profit, the loss is that of the foreig
invegtors s not of Indin. iio toney thus caios in, not at the Tisk of the countyy,

» L
¢ =

but ai the risk of foreig inveatura. .

Tig Pirst Primity

The gencral conclusion thut emergos from this surviy is thot the Indimn ex~
perlence presents » nixed picture. To the sxtent that the principles cutlined in
Part I of this piper heve boen obsurvod, the Indisn econcny hos nade an advonce. To
tho oxbent thnt those considexniions imve boen ignsred, the country's progress haos
boon petarded. If Indis iz to ndvanco much faster than ghe bna been “ble to do in
tht last fifteen yoapa, certnin rudicsl changea in policy will ' cnlled for. The
pattorn of plamming will have to disenrd ita dectrinnire bias in favour of Statism
snd wutarchy ond Tuplaco it with the battersant of the living conditions of the people
of Trdi~ gt present in existence &8 ite prive tapget, while meking redoubled efforts
to keep the populstion froo ingrenaing further.

In thia contoxt, it is encournsing to note that a seuinnr orgrnised in Delhl
in April this ye'r by ths Gandhicm Instituto of Stuldies, the Gokhnle Institute of
Politics nnd bconomica, the Institute of Boonomic Growth, the Indian Statistical
Institute and the Delhl Schoul of Econordcs came to the conclusion that "soong tle
shjectives of planning, the Tiret priority should be given to tho securing cf o
naticnal minisun of besic comsumption guods and socinl nuenities for pll the house=
holds in the country." It proceoded to oping that "it is necoesary to define the
winimum level of inecse, and o {ix = definite period within which every attizpt
ghould be unde to secure this Linitew; ingove Tor nll the hougchelds in the country.”
The Seminnr sppointed a Working Group to study thia problow and formlnte o nodel of
voonomic growth thot would secure this cbjoctive. 1 comnnct help fecling thot this
Tepresenta n significant stort towards 2 new trend in develonmntsl policios in our
country, nud 1 feel privileged to have participated in the Seminar and to be a ember
of the Working Group st up.

4 coandid appraisal of tie Indi-n expapdiunt in cocnoale development hos been
atteupbed in the course of this paper. In gome ruspects we have dome well, In
cortrin cthers, wo imy have procesded with our experiment to the brink of dangar but,
an of now, nothing ‘ms hnppencd which is irrepnreble or irreversible. The spirit o
our peuple amd the vitelity of the productive forces hove t-leon the country forward
despite errors in policy and ploaning. The encournge. nt and holp we recoive in
the fom: of technicel kmowhow and of capital frum the rest of the world will hova
their own impect on the chenging patiern of our duvelupuent. dccording to Profeascr
Bauer, it is to the interest of the wholp world thet developing countries should be
helped to avolve:

"A socioty resistont o the appenl of o totslitardan recine and ex-
periencing economic rdvancs in the semse of enjoying a gencral rise in
living standords. Such & Socicvty would gonerally be ome with the
follwing chnracteristics: thy cconciy is devoloping; people have wide
nocess to altemntives both oa consumers =nd os producers; decision-
Boking is decentrolised snd widely disporsed; the power of individunls
over others is limited; people du awt experienco viclent =ud discon-
tinuous disintegration of <Jeir somunitics;large mmbers of poople own
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self-interust point the scag way and that the ridke of ipaction cutweigh those of
action. 4in imerican ptudent of agimn has writtea in this context: "We
oannut bu surs of thi outcous owen if we atrongly help. Wo cen ressdunbly ond
peosluistically sure of tho cubcome if we do not help.”

Tho dosire for profit gpd for guerentess on the part of tho intemmationsl

invegtor is undorstond=ble. Ome would like to feel, howsver, that lendership in .
business ond enterprise in the wore sadvpnced industrinl countries lies in loskcing 4
beyund profits »nd guarsntecs. The challinge that the hovels of Africa and Asin &y

prosents is = very rual and itrudiste ome and, in such » context, no better mivice
could be given then thai advenced by Proressor B.F Schumacher in his book Roots of

Econguic Growth when he saye: .
"Perhape the best — perhnps even th oply effective slogon for

aid ist 'Pind ut what the people mre trying to do and help them
to do it better.' "
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