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THE COVERNMENT IN ECONOMIC DEVELOPMENT IN INDIA

The attached tebles present relationships and data whioch are important to
a discussion of this problem, By relsting the public and private plans to the
economic development goals of the Covermment, they may provide a better back-
ground for the type of work on govermment-private sector problems already ini-
tiated under this general heading of the India Project. In particular, the
data point up the importance of investment in what might be called the non-
orgaenized private sector of the economy. Ferformance in this area (indesd,
explicit recognition of its existence) seems to be essentially neglected-- in
the Flan (both public and private yarts), in official statements on progress
and prospects, and indeed any of the writing and research with which I an

, Table 1 attempts te quantify the growth model which apparently underlies
the Planning Commission®s work. Its immediate relevance is to relaste the tot::
new investment which is "essential" (if stated overall objectives are to be

- obtained) to anything the Covermment is doing, both in the public and private
domgins., Through the first two years (and to some extent for the current
1953/5L period) investment financed from abroed, public and private, are
asctuals; sterling "earmarked® for finsncing the import surpluses nseded for
development has been availebls. This puts the focus upon indigenous savings.
For what were they used? Why did Government have such difficulty in tapping
even a small part of them? In this latter regard, it seems reasonable to
oonclude that Covernment has actually fallen below its expected rate of per-
formance on its part of the Flan, (Evidence here is inferential, since the
Five-Year program was never phased explicitly. On the other hand, any dif-
ferent interpretation implies a tremendous rate of builde-up of activity in
the Govermment sector, Moreover, I do recollect many contrary early state-
ments to the effect that calendar 1953 would be the peak year for the public
sector.) Conceivably of course, the internal savings figure may just be

wrong. Direct evidence ageinst this possibility, st least in Pre~Plan ysars,
my exist in the "data" of Tables 3a and 3b,

Table 2 is a Planning Comxission product presented essentially in this
form in the official Flan document, It was constructed lirgely on the basis
of Plan targets in the field of agricultural output, transport and organised
industry. It therefore simply avoids the prodblems suggested by the considera-
tions above. On the other hand, underlying models notwithstanding, five-year
output prospects on the basis of experience by the end of 1952 might well have
Justified such an extrapolation. Industrial production was up some 25 per
cent above the pre-plan year., The 1952/53 agricultursl output looked pro-
nising indeed (as compared with the very poor two years immediately pre-
oeding-—and also 1948/L9, the national income year). However, the important
thing here is not the investment output sequence. There were specisl factors
(1ike the monsoon) in the sgricultursl area. More interesting is the fact
that the industrial sector was operating at higher levels of existing capecity.
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THE FIVE YEAR PLAN DEVELOPMENT MODEL*
(Rs. cre., 1950/51 prices)

Natl. Consttion™™ - Investment
e “mvwieem.._ . Feal  Intigovital  Private "Deficit  Total
""" Savings loans and grants For.Inv. Financing".. Inv,

IR U - T S S
5i/s2 9150 8670 L4180 62 - - 542
52/%3 933 881 516 s 12 - 573
55k 9520 8966 55k 0 15 7 .
sh/ss 9155 918k 601 76 30 85 792
55/56 10020 9366 6L 76 L 100 875

5 Yr.Plan Period 2605 319 w2 260 3486

# This "period analysis" is based almost entirely upon GOI plans and statements,
although the total picture has never been presented, at least to my knowledgs.
There is, on the other hand, good corroboration for the 1955/56 national ine

coms estimate,of the domestic savings over the S~yesr period, and somewhat generally

of the further investment thet could be made through deficit financing and foreign
assistance.

#% In this model, per capita consumption will increase by 3% over the plan period,
from 23 rs. to 241, This assumes a population of 365 million in 1950/51, and an
snnual growth of 1 1/L per cent to 383.5 million for 1955/56.

(1) 1950/51, an official approximstion. Subsequent totals are derived through a
capital income ratio of 3.0.

(2) Gol (1) mims col (3).

(3) 1950/51, average propensity to consums of .95. For the remaining yesrs the mar-
ginal propensity is taken at ,80.

" (L) The 1951/52 and 1952/53 figures are the actual use of foreign assistance as given
by the Reserve Bsnk. The subsequent figures have been allocated on the basis of
the foreign total assistansce.

109 crores already provided (51-53 by the IBRD, U.S. and
Colombo Flan countries).
from U.S, for FY Sk ' :
from other Colombo Plan countries, FY 5k
IERD (new steel mill) '
m Colombo Flan countries'5h-56.

(5) Only 52/53 figure is reasonsbly accurate (largely oil refineries), Subsequent years
are estimated, but coincide with the Plamning Commission’s total foreign private
investment for the S-ysar period.

(6) Estimated on the assumption thst the 0OI will draw down sterling balances as they
have indicated for the S-yr. period taken together.Thers has been essentially no

drawing down to date,
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clusion of Tabls 2. Perhaps-<to taks a
development which mests the objectives, especially in the short-run, of the
Covernment is ons which exploits to the maximm such favorabls output responses.)

To return, however, it does sesm trus that net capital formation in 1950/51
was of the order of 5 per cent of national incoms, (Table 3a) On the savings
side (3b) the picture is undoubtedly stretched, since the money flows for which
. there is direct evidence seem: to cover only the organised investment (Govern-
ment and most of industry--perhaps some 250 crores out of the total). On this
showing slone, there might be real doubts about the “acoepted" savings ratio,
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bunds,
and of courss, goverrment records. Of interest too is the fact that their
method suggested the need to expand their estimate of monetised -investment by
an additional amount for "rursl constructirm" whose gross value they impute at
165 crores, 90 net. This capital formation reflscts use of underemployed re-
sources; it is not of course encompassed in nationsl product accounts. The
90 crores adds about 50 per cent to their estimate of (monetised) investment
in the private sector. ind of course, it adds about 80 per cent to the private
investment of a none-orgsnized nature., (This again suggests aress where capital
income ratios are low.

Since 1950/5) was not obvicusly :.atypicel yses wi
4t can be presumed that it contimues st some rate through the
unorganised investment must £i1l most of the gap between the
private) and savings in India, The bulk of it apparently goes into housing
construction, I don't know whether this deserves the priority claim it seems
t0 exercise upon nonegonsumpticn resources in India, I would think this should
be a private investment problem of major concern to the Govermments, Efforts
mmuehmlmofmmmaorgmhdmmt-
lets~=perhaps by ths Flans or at least by fulfilling the stated goals.
Supplementary (or alternitive) efforts are needed toward influencing investment
mmmamummmsmmuuppdmm”mmw
investment ocouls be of a significant magnitude.

Both subjects require investigation. Tsbles 5 and 6 are starting points
mam:mmmmndwmgmﬂmotmu'amnnibhu-
sources through Government (or organised business). More data will be forth-
coming. As they tike form, I suspect that they will point up the stickiness
of the nonewonstized (largely the small enterprise) sector of the Indian
econoxy. The discussion will hus naturelly merge into the second subject,
a pattern of development in India which, at least for a short period, focusses
more directly upon the vast urderdeveloped parts of the country.



Ao Primarily Housshold

1. agric. (excl. plantations) LO.
o fishery

'3. suall enterprises
b, professions, arts
5. domestic service
6. sub-total

Bo lLarger Enterprises

7. sgrie. (plantations)
8. forestry

90 ui.ning

10, factory estsblishment
11, railways
12, commnicatlion
ﬁ: organiszed banking, ins.

sub=total

Ce Others

15, other commerce and
transport ~

16, govit services (admin,)

17. house property

18, sub=total

19, Net Dom, Product

20, Net foreign inconmes

21, Net National Output

0.2
9.4
3.2

.2
87,1

b

(62,2)

(10.9)

(ggli’:; 0.0+

(62.5)

(12.3)

(25.1

(200.0

# On the assumption that per capita prodnet was unchanged from 1948/49. Perhaps
211 sub=categories of (19) can also be treated in this way.

made by Planning Commission and

by

Such use has been
statisticians of the National Income Unit.
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" CAPTTAL FORMATION®
(1950/51 m, Rs. 390 cﬂo)
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# Bstimates based partly on Planning Commission (Five Year Flan, Vol.I, Appendix,

Part I, pp. 10=15; and partly on Makherjee and



Public Savings
Surplus, current revemss 1683
m:wmﬁou(nﬂm) g %g
Private Savings
Insurance o 2ko
8uall savings 3 260
Shlrouphllotooopmum 32.55 150
Deposits in scheduled banks ) 23503
Direst investment -« agrie, ocon=- o
struction, small scale industry,
trensport : 150
Direst investment - corporsts 10 (1467)
Balance item 12
woasl i3 B

*

p

3.

Public savings are derived from the Flan. Total private savings are a residual,
with unbracketed figures those for which some direct evidence is suggestive.

Actually recorded as 122 crores. However, the recorded surplus on current account
conceals a collection of items aggregating L7 crores. These represent expenditures
of a recurrent nature and hence cannot ® matched against the net capital formation

tal the Government borrowed some 77 crores in 1950/51. While there was
a decrease of 3 crores in the funded debt, the Govermment obtained some L2 crores
state provident funds. It obtained
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crores for Seyesr plan purposes, How-

: }
According to the Flan, the Goverzmment anticipates borrowing sbout 520 crores frpm
this ‘total, (115 crores through incresse in the funded debt, 270 crores from i
various types of small savings and 135 crores from various deposits.) In the °
' more Or less oorresponded with this
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SUMMARY, BUDGETARY FOS

I, Total
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Surplus (+) or Defieit (=)
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1950/51
(actual)

410,66
294.37

23.38
798,41

~ 357.00

a1.5
58,09

626,60 (80%)

3514k
293.08

.93
736,18

59.22
1.29

61.96

ITION, CENTRE ARD STATES

1951/52 1952/53
(actual) (revised budget)
515.36 128,64
+»60 336.96
108,70 110.22
93?0“ 366.51
459.99 312.29
218, 23h.22
S8 S£1:2%
729.89 (19%)  67h.05 (78%)
387.27 h22.43
309.11 340,06
100.53 111.18
796.91 873.67
123.09 - 3079
6.” - 3.10
6.1! - Ogl
110.75 - 7016 '

1953/54
(budget) -

137.76
350,51

903.56

370.Lk
24437

68.13
683.2k (76%)

h38.8
362.93
118.62

- 920.36

- 1.05
«12.4i2

- 202
«16,80
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TABLE 6

Indias Percentage Distribution of the Major Heads of Tex Receipts in Consolidated Accounts
of the Central Government and the Gove:mments of Class A States#

RE TE
Heads of Revenue 1928/29 1933/34 19368/39 19L1/L2 19L6/L7 19L8/L9 19L9/50 1950/51 1951/52 1552/53
Customs duties 32 3L 33 23 20 2L 23 26 3L 28
Income and Corporation tax 1 12 12 25 35 37 3 30 26 2
Excise and sales tax 20 18 23 22 23 23 25 - 25 2L 26
Stamp and registration duties 9 9 7 6 I 3 L 4 3 4
Others é S 6 8 1 8 12 9 8 9
Total tax revenue excluding 7t 78 81 8L 93 95 95 ok »5 $3
land tax

Land Revenue 22 22 1y 16 7 5 5 6 S 7
’.ch.al consolidated tax

revenue . 100 100 100 100 100 100 " 100 100 100 00

» Figures up to 1946/L7 (inclusive) are those of former provinces of undivided Indias from 1SLE-LS they are of
Class A Sietes of India, namely, Assam, Bihar, Bombay, East Punjab, Madhya Pradesh, Madras, Orissa, Uttar Pradesh,
and West Bengal.

Source: Absolute data compiled from India’s Statistical Abstract, Budget Documenis, and Reserve Bank of .ndia's
Report on Currency and Finance. Taken froms "The Operation of the Land Tax in India end Pakxisian,"
Fiscal Division, United Nations (New York, May:1553)




