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Economic Growth in India, 1955/56-1960/61
A, Introduction

The Planning Commission of the Government of India is now formulate
ing the development program for 1956/57-1960/61, the Second Five-kar :
f;lan period. The draft Plan will not be issued unf.ﬂ. late 1955, hut
there are already meny statements which feﬂect preliminary ofi‘icia’i
\views on the size and structure of that program. In addition, there
are novw available the programs suggeéted,'by three responsible Indisn organ~
lzations, The "plan-frame" of Professor Mahslanobis was prepared at |
the request of the Government; it is based upon the work of the Indian
Statistical Institute (ISI) which is largely financed by the Government.
Though not "official", the ISI program can be expected to have direct
influence upon the work of the Planning Commission., The other two draft
plans are the research products of the Federation of Indian Chambers of
Commerce (FICC) | and the Indian Institute of Public Opinion (IIP0)., Both
these organizations are closely connected with Indian business, particuler-
ly its organized and large-scale wing. The views of these business groups
are bound to have important bearings both on the formulation and the
implementation of India's development program. |

The present paper wes initiated as an attempt to compare and perhaps
appraise these various proposals and suggestions. It ﬁurned out to be more
nearly an additional propqsal; the systematic comparisons of the Indian
drafts have been relegated to an appendix. This shift can be explained
essentially on two counts. First was the writert's belief that overall
output targets in the farious Indian plans were not matched by the pro=- .

vision of a scale and pattern of inputs == labor, capital, management
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and leadership -- adequate to t.heir achievement. Given the desirability
of targets at the levels suggested, it seemed worthwhile to attampt to
assess appropr..ate magnitudes for the input factors. In partienlar, there

" was the conviction that the additional employment provided in ’ohu Ind:lan

proposals necded to be stepped up: the economic argument for ‘Mzis :la

- buttressed Ly the social and political gains that might be obtam& through

a signific:nt reduction in the present level of unemploymento :
Secordly, the next five year period must do more than achiev@ a set
of output targets, however high their levels., By the end of thou f:l.ve
years, tiere must be established in the economy certain structursl char-
acterisiics which give pi-omise of assurinpg subsequent growth, India has
long h:/d a "static economy in progress", Vhatever the reasons for this, |
the ewonomic relationships conducive to growth are at best only partially

. preseat; some must be strengthened, and others must be newly established.

In pirticular, the static and declining sectors of rural India must become
betcer\ixrb’egrated with the dynamic industrial and urban parts of India,
Such & relationship is s pre-condition for a greater emphasis upon indust-
ralization. “ |
Some of the next plan proposals refer to this need, In the presént

ormilation it is given much greater emphasis. To the ambitious indust-
rial, transportation and pow‘e“r, program, there is_ sdded a special and
large-scale effort on rural development., This aspect of the program is
considered to be a very important one -- without which neither the total
income expsnsion for 1960/61 nor the future growth potential of the

country can be assured.
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In the present formilation, the point of departure is generally

some consensus drawn from existi.ng unofficial plans and prolimimry state-
ments on the official draft. Particular attention is given to the unemploy-
nbnt problem, The sugpested levels and patterns of the output targets are
discussed both in terms of the employient prospects they offer and their
requirements for capital. Alternative estimates are given in rough fipgures
“and for broad sectors of the economy taken together. It is believed that
this macro treatment is adequate for assessing the nature of the program.
At a later time, the proposal cen be spelled out — and modified ~- on the
basis of material for individual crops, industries, services and the like.
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B, Employment Goals for the Second ‘F.tvo Year Plsn

Basic data on "means of livelihood", as of March, 1951, were published
in the Census of India, 1951, Major groupings are shown in Tsble I. . To

make these comparable to estimates of income, the figures need to b.adjusted

Table I = Population and Working Groups, 1951

(millions) .
Total - E ~ Workers Non-uming
Population “Total Sell-supporting Farning depend. dependents
Urban 61,9 21.5 18, i 2.8 ’ wok :
m, » 16.6 = 1.8 ‘ - 15.2
fi 29L.7  120.8 8.7 2.1 1 1.3 173 25.2
Rure ° 00" ° 220 02
Mo ' . 7066 ‘ uo9 67."
£, ~ 15.1 23,2 06,5
Total 356.6 1L2.3 “104oL 37.9 - 21ho3

upward by a small amount, from s total population basis of 356,6 million to

361.2 million persona@1 Corresponding working force figures are ‘gi.vén by
the Nztional Income Committee. From these statistics rough projections

were made to approximate the 'working force in later years.

1., The Census tabulations exclude L.L1l million persons in Jamm snd
Kashmir., Omitted too were 229,000 persons in the runjab, where records
were lost in a fire at the Census Tabulation offices in Jullunder. The
final total (361,239,000) still excludes the Part B tribal areas of Asaam%e '
for which information was not obtained. (These areas contained app imately
600,000 people in 1951).
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Table II. Working Force (millions, as of March)

‘Potal viorking .~ Noneearning

Population Force . Dependents
Urban  62.5 1.7 Loo8
Rural 298.7 1 177.2

Av 1951 Total  361.2(%) | 3.2 2180
Urban  71.3 24,8 46,5 =
Rural 309,9 : - 126,h 183.5

Bs 1955 Total ;gl:;(b) E; -2-3-;
Urban 86,3 29.9 5601
Rurel }_2_122 _]22:2 191.6

C: 1961 Total L11,2(P 163.2 248,0

(a) Totals are given by the Hational Income Committee. Rural-urban
breskdouns are based on pertinent ratios of Table I,

(b) Population assumed to increase by 5 million persons anmually, the
sbsolute incresse shown in official estimates for the years through 1954,
and sugpested by the Indian Census Commissioner for the years through
1961, Vorking force has been expanded by 2 million annually, the figure
estimated for the years 19L48/L9-1950/51. Urbanization has been assumed to
increase from 17.3 per cent in 1951 to 18,7 per cent in 1955 and 21 per cent
in 1961. PFinaily, the ratio of urban working force to urban population
in 1951 was maiatained for later years.
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The assumptions of Table II yield a working force of 163.2 million
in 1961, 12 million more than at present, i.e. there will be 10 million
more people in the working categories over the Second Five Year Planr
period,} It may also be assumed that urben populations will contime to
have a higher ratio of non-earners, and that urban workers will contime
to include a smaller percentage of earning dependents (persons only
partially self-supporting) than do rural people.

The current unemployment situation, on which there are admittedly few
firm estimates, was summarized by the Finance Minister in December, 195k,
as involving "sore iS million people out of the total working forcof of
sbout 15 crores (vide Table IIB) who may be regarded as available for
- gbsorption in new lines," The bases for this estimate are preliminary
indications from surveys in érocesa that "in some of our urban areas 8 to
10 per cent of the employable population needs to be drewn into produgt:lvu
employment." Using the estimates of Table IIB, this would suggest some
2;5 million urban unemployed, There would thus be 12.5 million more in
the rufal areas, about 10 per cent of the rural labor force. If an
unemployed person is taken to mean one who actually is auére of his lack
of work, or of his small contribution to output on his job, and who s

prepared to accept alternative employment, this would appedr to be a high

1, "Official" estimates for the Second Plan occasionally assume an
increase of 9 million workers through natural growth over this period.
(See, for example, Mr. Deshmikh's statement in the Lok Sebha on Dec. 20, 195,
and Mr. Nehru's to the National Development Council en May 5, 1955). These
projections seem conservative, given recent experience, the growing absolute
size of the total population, and the possibility that population may increase
more r§pid1y as a result of declining death rates (with birth rates lagging
behind) . ' . )
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estimate of actual unemployment in rural India. (However, it is important

to remember that 18 per cent of r.ral workers are non-agricultursl; here
the unemployment ratio may be well above 10 per caxt.) On tha-oth&r hand,

the 10 per cent figux:e is probsbly a low estimate of underemployment,
defined as the number of persons that could be withdrawn fromr the C
labor force without reducing current levels of rurel output, productior
techniques remaining unchanged, Since it is important to reduce undar-
employment in India, it may be appropriate to use the 10 per cent f

(15 million persons) as the number of people in the present working lom ,
| ~ for whom new job opportunities must be OODISidOI'Odo’ B

The Finance Minister has approached the problem in terms of abserbing
these 15 million over & ten yeer period, beginning with the Sacord!'iw
Year Plan. Over the 1l years, beginning with 1955/56 (the last year of the
present Plan) and extending through iarch 1966, this means the cre#tion of
employment opportunities for some 22 million persons who will be addod to
the labor force by natural growth, plus the 15 million wio are cufrently
unemployed. 4An average of about 3.5 miilion new jobs is required eaeh
year, beginning nowc.1 vhile some allowance might be made for a gra&ual
expansion in the capécity of the economy to .absorb the unemployed, it would

appear realistic to plan now for such & rate of providing new employment

opportunities.

1, This figure differs markedly from lMr. Deshmukh's target of 2.4 million
new jobs each year. Partly this is due to his lower estimate of natural
increase in the labor force. Primarily, however, it is due to the fact
that he provides fie the sbsorption of only 3 million or the presently
unemployed ¢.=ing the Second Plan, (Urban unemployed essentially?) This
leaves 12 million of the present unemployed for the Third Plan period
(1961-66), an average sbsorption of almost 5 million persons annually in
those years. .
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Over the 6 year period from now until the end of the Second Plan,
therefore, what are the alternative possibilities for employing 21 million
sdditional persons? At the most general level, it might be observed that
there are now som 25 million workers in urban areas (of whom about 2.5
million are unsmployod)o If essentially urban employment were being
considered this would mean :mcreasing the employment opportunit:lcs ‘there
by more than 90 per cent-, It would also mean the addition of almost 19
million more workers to urben areas, as against the 5 million assumed in
Table IIC, and which already reflected a continuation in the acceleration
currently discernible in the rate of rurale-urban migration. Howaver,
instead of the urban areas atta:l ing 21 per cent of total populstion in

1,9619 they would need to incresse to 31 per cent (assuming families
with workers). This might of course occur through a more concentre

growth in towns and smeller cities, although the present trend is for the

larger cities to grow more rapidly. In any case, the asswnptiou:aoté’@éading
uﬁuan employment would n;ean ‘almost a doubling of the urbanocomentratibn
ratio in India over the decade 1951 to 1961. There would undoubtedly be
tremendous employnent opportunities in housing and in such social overhead

~ fields as the ‘supply of transportatiﬁn, water, sanitation facilii:lea, , 'atc.

In 1951, for example, there were 10,31 rillion houses in urban Indis. On
the averupe, these accomodated 6 persons, i.e. more than an zverage family
unit. (A povernmental committee had estimated an urban shortage of 1,84
million houses in the pre=-Plan periode-a figure which corresponds reasonébly
with the doubling=up ratio.) Programs for slum clearance were given considerable
sttention in the First Five-Year /lan. With at least a doubling of urban
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population, therefore, it is reasonable to assume that there would be -
need for at least 10 million more urba;n’ housing units in 1961, as
compared with 1951, On the basis of the information svailable Here, it
seens unlikely that as many es 4 miilicn of these had been constructe

both by private groups as well as public zuthorities, by April 1,5 1955¢
Conservative cost estimates for the housing which the Central Gomt
believed would meet minimum standards were Rs. 2200 per tenement in
smaller towns, and Rs. L500 in the milti-storied buildings of larger
cities, It has Been noted tnat populstion growth has been most whd in
the latter group. Even if the average cost were taken at the figure:if
Rs. 3500,1 new :’gnvestment for urban housing alone, i.e. apart from :Lmeat—
men_t directly’in productive faciiities, would aggregate Rs, 3150 croms for
the 6 years from now until the eﬁd of the Second Five-Year Flan, | :

Employment might be sought more generally i; the non—agriculturd |
field, There are currently some L5=50 million persons whose means of
livelihood fall in this sector, and 20-25 million of)' these are now in
rural areas, Twenty-one million new non-agricultura} Jjobs mean an ai;’;’:anaion
in employment opportunities over the six-year period by about 50 pex' mt
(since’ this takes into account the 5 million non-agricultural workers who
are now unemployed)., If it is assumed that 6 or 7 of the 21 million new
Jjobs arw provided in the urban aress (thus approximating the urban

concentrationge postulat‘ed in Table IIC), rural non-agricultural employment

1. Some figures by private industrial concerns on the averzge cost of

housing for their workers show a range of Rs, 2700 to Rs, 5200 for the
minimumecost units. These expenditures are frequently exceeded. (See, for

example, figures for the paper industry cited by Eddison, The Indien Paper
Industry, Center for International Studies, 1955).
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would have to increase by morc than 70 per cent, It might be observed
thatk a large part (perhaps 35 per cént) of the present mn-agricultu.ul
employment in rurael areas is in cottgge and handicraft enterprm.k " These
. enterprises, as the Pinance iiinister points out, are currently ﬂtming

a somewhat uncertain battle for existence."” The immediate problem

preventing more unemployment. On the housing front again, even if upbar
population expanded more moderztely, as shown in Table 1ic, housing;%%éyest—
ment in the urban areas would need to aggregate about Rs. 1000 crom
(3 million houses at Rs, 3500). In addition, of course, rural housi.ng
for the expanded population would be needed. In 1951, rural housinké’:i/‘ns
on the whole already overcrowded, although not to the extent of tmnrban
position. On the other hanc.l,' rursl housing of minimum but adequate
standards can bev built at a cost of about Rs, 300 per unit, providéd no
account is taken of direct labor ,mpuf.ao |

Given the present estimate of unemployment in agriculture, and
perhays even larger figures, if account is taken of underemployment, it
is penerally considered that tie new employment opportunities ought to bek
found outside of agriculture, as in the' assumptions above. Howeve:-,'i the
Government of India thin%s in terms of produbing its food requireménis,"
rather than depending upon imports. Growth of population (by 30 million
people in the next six years) will therefore require expanded output--at
least by 1 1/2 per cent per year., While such an expansion neeci not require
a corresponding increase in the number of persons effectively ermployed in
égriculture, ‘it seems reasonable to expect at 1east: partial absorption

of the currently unemployed in ‘agriculture over the period. The number of
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new noneagricultural job opportunities needed over the six years might thus
be reduced to closer to 3 million per year. This is perhaps the most .
conservative of the three alternativee-and general-—employment possibilities
in a program to eliminate hnemplbyment by 1966, n rough calculation can
be readily made of the (minimam) expafxsion needed in Indian output. Assuning
that pioductivity per worker in non-agricultural fields remains unchanged,
non-agricultural output mst be increased by L2.5 per cent over the next six
yéarsol Agricuitural output would need to increase by about 10 per cent.
Such increases, in 1948/L9 prices, imply hh5‘crores of income per year,
on the average, over the néxt six yesrs. In these prices, this would mean
for 1960/61 a comestic product of Rs. 12,665 crores, of which Rs. 5360
crores (L2.5 yer cent) would arisc from ag-icuiture, and Rs. 7305 c;*braa
from the res! of the ecohomyo Comparative figures‘are shown in the fbllowing

table,
TABLE III

Domestic Product, 1948/L9 prices, Rs., crores

9my/@d)  a9sy/siP)  agslyss®)  1geo/61)

Axioiture  13L0 (19%) 730 (L8.7E)  L6TO (L8.TE) 5360 (L2.5K)
Other L530 (51%) L970 (51.3%) 5130 (51.3%) 7305 (57.5%)
Total 8870 (100%) 9700 (100.0%) 10000 (100.0%) 12665 (100.0%)
a) Finsl Report of the National Income Committee, New Delhi, p. 143

b) . - -~ . . See Malenbaum, "India's Comestic Product," Indian
Feonomic Journal, Jan., 1955, po 2LB. (Figures have been converted to a
Tactor cost basis, to make them comparable). In the text above, calcula=-

tions are based on 1953/SL relationships, although the argument applies
to 195L/55, for which estimates heve not yet been made. Official estimaces

for 1951/t have recently tecome availeble, The new total is Rs. 9950 -
crores. Secotorsl components are not aveilable for this totsl. They would
undoubtedl: raise the uresent estinates for 1960/61,

e) bssuned, bt e ebly fae, povec v o 70icial TMigure for i))HB/Eho
d) o oper eyl

cheop omeciorg 13 o lncrease,
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In per capita terms, allowing for population as in Table 1IC, the fullere
employment objective would show a product of Rs. 308, as against Rs, 2L6
in 1950/51, a minimum increase of 25 per cent per capita over the decade, ™
In the sbove, particular attention hes been focussed on the employment

objective, and along the lines suggested by the government. Grow:lng

unemployment (and indeed maintenance of the status quo) providaa«e‘,k ,.
threat to the strengthening of democratic institutions as they'were”
visualized in the Indien Constitution. From an economic point of view,
underutilization of available labor would appear to constitute at_ : ’
temporary loss of resources that might be used for economic growth. m

the other hand, employment as an objective in itself may well be self- |
defeating in the pursuit of accelerated income growth. Each unit of lsbor
tends to be morc productivg as it is combined with increasing amounts ‘of
other resources. Given the relative scarcity of some of these other
resources (land, capital), it may well be that a larger increase in domestic
product can be aciiieved by the appli;:ation‘ of available capital, say, with
only a limited part of the umitilized labor. A maximum increase of output
in 8 given period may thus be inconsistent witi a maximum incresse in
employment, (The gap between maximum output and output with more "labor
intensive" methods may be even larger, if the latter method in fact turns
out to be more capital intensive per unit of product than is the labor

saving alternative), 1hile dangers of such inconsistencies can be exaggerstedee

1. This calculation assumes the same product per employed man in none
agricultural sctivity as in 1953/5L, and a somewhat higher productivity in
sgriculture. The over-all increase in output per man is of course due to
the higher output per man figures in non-agriculture, and the relative shift
in the labor force awsy from agriculture,
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st least 4in an econony like India's —they should be borne in mind in
discussing alternative possibilities for using ndia‘'s additional la\bor
;nd other resources. |

. Before looking into the needs and poésibilities« of sectoral eﬁcpansion
in output and employment, it may be of interest to examine genarally again
the investment implications of a growth in output to Rs. 12,665 cmﬁs in
1960/61. If use is made of the 3:1 capital-output retio of the Phnning
Commission's First Five Year program, the Rs. LL5 crores of addit:l.oml
income each year would require new investment of Rs. 1335 crores, or
8000 crores for the next six years., 1955/56, the present year, is :l;tcluded
in the First Five-Year Plan period, If it is assumed that about 750 crores
of new investment (private, as well as pubiic) matgrialiﬁe during thia
year, a Second‘Five Year Plan which hopes to mske an apprecisble dent in
current unemployment levels would appear to require a total investment of
Rs. 7250 crores, more than twice the level estinsted for the first pmp'amo
On the average, this would mean net investment of sbout 13 per cent of
domestic product during the five years after 1955/56. (Some of this invest-
ment might of course be financed from abroad, thus reducing the ,~,'im§8tmnt
burden on domestic product over the Second Five Year flan years). |

It is difficult, however, to state definitively that these employment-
outp\fb goals could in fact be acoompiished with a net investment prég*am
of R8. 8000 crores over the six years. The Flanning Commissioh's cepitale

1. See below, pages 29-~3l.
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output ratio of 3:1 was not based upon experience in 'India.l

while it

was applied throughout a 25 year period in the Commission's model for
Indian growth, i.e., a period over which the pattern of Indian output was'
expected to change significantly from its pre-Plan agricultural concentration,
the argument for the"low figure stressed the rural and écricultura1~ ;
possibilities contributing to low ratios., Vith the rather dramatic gh@fta
out of agriculture suggested for 1960/61 (Table III)-=and thevimportééce

of housing construction in the program=-one might appropriately questi;n
whether the 3:1 capital-output ratio is not too optimistic. Certainly the
Rs. 3600 of capital stock per employed worker in noneagricultural sctivities
(the figure implicit in this assumption) would seem to beylow'even for
relatively light,industrial activity. On the other hand, Mr. Deshmukh has
‘suggested a 2.5 3l ratio for new investment in non-agricultural activity
(and even here, apparcntly in 9£her pursuits thén those characterized as
"small entcrprises"). However, the Finance sinisterf's over-all investment
Jtargets also include a sizeable allocation for agriculture. For the economy
a8 a whole, hevimplies a capital-output ratio of bolis1.? On this basis, ﬁho

1. On the other hand, such a rutio is reasonably consistent with a) the
facts that per capita product in real terms had not changed between 1931 and
1951 (see V.K.R.V. Rao in Capital, Supplement, Dec., 195L, p. 15), and that
population has been increasI%E by about 1.k per cent per year in that period,
and b) the belief that savings and investment ratios have been about 5 per
cent of domestic product. | ,

2, From Mr. Co D. Deshmukh'’s statement in the Indian farliament, Dec. 20,
195L, as reproduced in Indian Trade and Industry, Feb. L, 1955, pp. L2=k3.
It may also be noted t:.at the L.L:1 figure, rather than his 2.5:1; or the
older 3:1, has been used by other planning authorities, Thus, the Finance

 Minister of ‘est Bengal, in his budget speech of February, assumed that
Rs. 700 crores would need to be invested in that state to generate an income

flow of Rs., 160 crores. Actually (and for reasons not clear in the reports
available here), Dr. B. C. Roy doubles the investment estiiate thus derived,

It is not kiown whether the Rs. 1400 crores figure is due to the "big-industry"
nature of ‘est Bengal, or (as is wore probable) to the fact that provision
must bLe made in Bengal for large iLmmigration from other provinces over the
period of the Second Plan, In any event, a Rs. 1400 crores investment seems
to correspond to an increzsed flow of income of Rs. 160 crores.
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investment of Rs. 7250 crores suggested sbove would be increased to Rs. 10,600
crores for the Second Five-Year Plan period, 1956/57-1960/61. (On assumptions
coﬁparable.to those of pags 10 sbove, this investment would average almost
18,5 per cent of domestic product). -

It should be noted that the Rs. 7250 crores stand in some contrast ‘
to the rznge ¢f Rs. 5000-6000 crores suggestéd by the Finance Mini&é;r.l There
is at least the possibility that’the present figure, based as it isﬁhpon‘tha
3:1 ratio, is too cconservative, As has been indicated, the shift out of
agriculturﬂ and the rural areas means not only more industrisl job opportunities,
but also some expansion in housing and overhead facilities (education,
‘transportation, in public health, etc.) in relatively concentrated population
areas. Here, caéital-outbut ratios might well be hiéher° On the other hand,
ratios below 3:1 are being applied in the provisional programs suggested
by various Indian organizationso2 The point here is merely that experience
provides no clear case for lower figures, If such ratios are pertinent for
the Indian economy over the next five or more years, their use should be
justified on. the basis of a specific pattefn of investiient needs in uhich

3

relatively low réquirements for inputs of capital can be demonstrated,

1. Given the higher capital-output ratios in his calculation, his
lower estim:tes are attribuiable to differences in employment targets. As
was sugcested above, (footnote, page L) the figures used here appear to be
consistent with employment objectives for the next decade.

2. See below, page 39 and Appendix,
3. As in pages 19-20, 29-L3, below,
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C. Output Targets for 1960/61

The prepedihg estimates of income (and Mvestment) were based upon
en employment objective, Despite the fact that output per worker in India
i8 today higher in noneagricultural activities (taken together) thanin
sgriculture, it still is low, relstive to productivity levels in eemrias
with rore developed economies. The assumptions :mada night thus be cannidered
incompztible witn the objective of a program of economic growth. Inany
event, an income target of Rs. 12,665 crores for 1960/61 éertainly cénstitutes
a conservative poal. Furthermore, only general categofies of employﬁéht
opportunities were considered--agriculture vs. non-agriculture, urban vs.
rural, Neither employment possibilities nor the achievement of a necéaaary
and desirable bill of final products cen be sssessed without a direef»'appréach
both to over-all expansion and to relstive emphasis in different sectors.

The employment foals must clearly fit into s total development program.

The vreconciliation of requirements for labor, for goods and services,
and for investment is obvicusly a major task now before the Indian Planning
Commission as it finalizes a draft of the next five-year plan. | As of now, |
. there afé only genersl official indicat‘ions of thg pattern end magnitudc
of the Second Plan, with occasional mention of a specific goal in individua‘l
sectors. Rccent statements, both by the Prime liinister and the Finance
Minister, suggest that the final draft will plan for én increase in output
of sbout 5 per cent snnually, and for new employinent for 10 to 12 million
additional persons. These are consistent with estimates published in
April by Professor lahalanobis of the Indian Statistical Institut.eol In

1, Althougt the Indian Statistical Institute is prisarily engaged in
rovernmental rescarch, its estimstes are not official. (Only surmary figures
of the Mahalencis plan are availsble here as of midebay.)
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~ addition, there are estimates prepared by other private orgahizations—-

notably by representatives of Indian business groups--~which will inevitably
influence the final form of the next plan., Thus, the Economic Intelligence

Unit: of the Indian Institute of Public Opinion (ITP0) has outlined a program,

88 has also the Federation of Indian Chambers of Commerce (FICC). Minsotnr

‘@8 the latter two are based on the views of members of the privateb;sinese»

community, they probably reflect analysis from roughly the same output
objectives for 1960/61.,1 (See Appendix) |

There 1s available here only occasional information on the detailed
targets of output over the second five=year plan period. On the resource
sidé, there are some indications of the extent té which it is 'anticipated
that public ssvings can be expanded (whether through surpluses on current v‘
account, borrowings and foreign grants, and ovoﬁaall budget deficits).
Thile there are some rough approximations of the structural interdependence
of the Indian economy in recent years, there is little on the input
requirements for expansion of capacity in those sectors where this may be
necessary. On this last point there is for India the important question of
whether cei'tain forms of capacity expansion (some blacksmiths as against
a modern machine shop) msy permit a more efficient flow of production, over
a decade say, given the abundant labor and limited capital that will be
available to the country in thst period. For India too, the very fact that
current output leaves significant labor and capacity unutilized (and the |

fact that this unemployment has presumably been increasing over time) suggests

1. See Quarterly Economic Report, IIPO, Vol. I, No. 3, Oct., 195k,
pp. 17=223 Vol. I, Ko. L, Jan., 1955, pp. 13«30, The FICC estimates are
from 2 preliminary nanuscript of Dec. , 1954, This has already been modified,
perhaps extensively, but the ncw version has not yet been received here,




the need to examins the possibilities for altering the inputeoutput
coefficiznts alreaay estimated for the econnmy.l Under present conditions,
it would thus appear the systematic/use of inputeoutput analysis or of
lirear programming to oblain an{appruximation to the investment program may
be either impoSSible or questionable. Pending further information on the
‘work now being done in lndia, it may nonatheless‘be worthwhile to examine

" more c:refully the pertinent data and relationships which are availsble for

such light as they can throw upon the scope and pattern of the next rlan.

1. The Output Terget for 1960/61

| Officisl statements, and most of the unofficial plans, anticipate an |
anmal increase of domestic product of at least 5 per cent esch year from
1955/56 through 19€0/61l. Specific rates are shown in Table IV, along with
comparative figures, » |

Tabie IV, Annual Rates of Growth of Net Domestic Product

Pre-ilan First Plan Second Plan

1930/31 - 1950/51: 1.h4% |  Actual 3% A8 given in 2.3%
: First Plan:

1948/k9 - 1950/51: 1.,1% | Plan . 2% | As in Taeble III'  3.9%

- above:
‘official 5.0% ("about")

statements:

Mahalanobis: 5.0%

a | Facee , 76%

! 11P0s Y

# Yor 6 years, beginning in 1955/56.

o

1., For example, through significant shifts in techniques .involving
vory 1ittle caoitel (rice production, road construction) and/or through
Atering the relative importance of different commodities in the final
i1l o f rocds (khadi vs, millmade clodh, bicycles vs. cars).
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There is a clear contrast with pre-Plan performance of the Indian economy.
Ther: is also a striking contrast with the iodel of growth anticiba‘bed
when the First Five Year Plan was formulated, |

If actual performance over the pas‘!'f Plan years is combined m.tﬁ the
5 per cent figure being suggested for the Second Plan, the growth model
implied would indicate a doubling of per capita net product by 1967/68
(rates of population growth remeining unchanged), Such a performance would
ccmpare most fgvoraoly with rates of growth in the U.K., the U.S., and
Japan in the first stages of itheir development progress. It may be comparable
«Ath schievenent in the U,S,S.R. in the years from 1928, although the
Second VWar app:rently delayed a doubling of per capita income until about
1950. iovement along such z curve would imply for the Third Five Year Plan
years an annual increé;sé in net domestic product in excess of 6 per cente-
the levels currently prevailing in the Soviet Union.

The desirability of such ratés of growth for India in the next five
years cannot be questioned, and a gr,ovemmental decision to sttempt thém
would be hcarteninpg. Two groups of considerations are relevant here.,k First
s the question of the extent to :iich the pre-éonditions for such rapid
rates of growth alfeady exist in Indis, or are about to appeur. Second
are the possibilities for growtl inherent in the present state of the Indian
economy, with its relatively larg;a reserves of underutilized lauvor and,
perhaps to a smaller extent, of physicsl plant,

Indiats domestic product has expanded more rapidly than would have

heen sugpested by the rate of new irvestment over the past few yedra.l

1. There is, however, suie questicn sbout the actual level of new
investment, sarticulsrly in the rivete sector, On this latter, see
Hud, Hrlats s.eecl to the 28th Amwal reeting of the TFICC (Hareh 5, 1955) and
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The Planning Comriission itself has attributed a major share of the income
expansion to fuvorable weather conditions. Voluntary savings do not appear
~ to have prograssed along the lines postulated by the Government of Ind_ia in
the formulation of its (less ambitious) development outlook in 1951, Public
invesﬁxnen‘b in recent years has been financed to a greater than antiei,pated
extent (over 50 per cent) by foverament deficits. Greater reliance is
expectes to be placed on this rethod of financing in 1955/56, and perhapa
over the Second Plan per:.od. The channeling of resources into nweamnt
by t'ds process is desirable-nat least so long as it does not compete with
prirate demands for the same resources for consumption or for private
irvestment., There is no assurance, lowever, that competing demands may not
«rise; these might necessitate the introduction of new procedures to make
'possible the required volume and pcttern of investment. Finally/, 80 long
as the Indian investment program remains a combination of private and
public investment efforts, the climate of opinion in the privste sector can
be expected to influence the future course of privite investment. The
"degree of mix" problem does not yet scem to have been resolved to the
matual sstisfaction of both secto:c's.l |

These observations suggest both the importance of fortuitous events
in the level of income already attained and the ability of the Center to

convert a larpge share of these gains into real capital formation, The

(cont*nued from p. 16)
similar statements of the FICC, as well as of other bLusiness organizations,
On the view above, see Planning Commission, ss Report for 1953-Sk and
Malenbaum, "India's F.conomic ;’rogress Under m%m;“g%e Economic Weekly,
Sept. 11, 195k,

1. See discussions following the Prime iinister's Avadi address to
the All-Indis Congress Committee, the reaction to the Tax Enquiry Commission
Report, the Fourth Amendment, etc.
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public investment program has increased impressively to a rate almost
%wice ihe pre=7lan level by early 1955. But it scems clear tiat governmental
arganization and administration for development have not yet been stepped
up to the point where full advantage has been taken of the resources
available for .nvestment, or even to where investment has reached the lavels
planned. Morecuver, the problems of a more active private sector, both with
respect to consumption and invesiment, have not yet been fully ret, On
both the resources and the .se side, pre-=conditions for scceler:tee growth
have still to be institutionsglized,

Despite the progress already achieved, there has not been s reduction
in the level ¢f unemployment. Measurement is not possible, but a growih
in unemploymeni is generally belleved to have teken'placeo In addition,
underutilization of industrigl capacity apparently persists. A recent
study91 using ¢ata frem 1946 through 1953, reports that throughout this
eight=year periudy and particularly in recent years, existing industrial
capgcity has bLeen idles

Detsiled figures of capscity sre available for all four
years betweaer 1950 and 1953, for 76 industries. Out of
tuis, 28 industries were throughout working at iess than
60 pevcent of gapacity; 12 industries wers working at
less than &0 percenl of capacity for a period of thres
years. Thus, in all LU industries ocut of a total of 78
were working &t less than 60 percent of capacity for a
pericd of three years or more, In other words, about 57
percent of the industriss worked for a period of three
yearz or more at less than 60 percent of -apacity,

The expanding rovernmental develo.ment program seems to have had relatively

little sffect u.on these, and perheps other, "reserves"” of resources that

1. CoNo Vskl)l, "Indian Indusiry’s Installed Capaeity and Present
rroduction Levelis," Cagpital, Dec. 16, 1954, p. 19, The deota given do not
list the specific industiries ror their size, but information on these must
be obtainable. {[ have writtern Frof. Vakil for details)
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might somehow be mobilized for investment. Conceivably, a development

effort might be organized which could, on the basis of fuller use of such
resources, bring about a dramatic increase in rural product, both

agricultural and other, and to a lesser extent in urban industrial output.
This would without doubt require an inténsification of government participa-
tion in orgenizing change in rural areaé, as well as larger direct | )
participation in msking possible the use of specific industrial installations.
If successful, the results achieved should be ,considered as a discontimous

upward movement of the level of output, rather than as one stage in a longer-

period pattern of contimous growth along some smooth curve. After a five
(or ten) year period of revolutionary changé in the organimation o.‘t tp!rh

in sectors where underutilization has tended to become chronic, ammlrm

of growth might then proceed at a more normal and initially slowar pace. o '
It is difficult to venture on how much of a contribution might be mads to

output. On the surface, however, an average incre.se of product by 5 per )

cent over each of the next five years would seem rore attainable if such
an inténsive ( one-éhot). effort were added to existing plans for orderly
expansion,

On this basis, it is assumed that a net domestic product of about
Rs. 13,250 crores (1948/L9 prices) will be achieved by 1960/61 an expansion
of 32,5 per cent in six years. This figure is in lieu of the Rs. 12,665
crores suggested in Table III above. If, as seems probable, 1954/55 product
is somewhat higher than the Rs. 10,00Q crores assumed in that Table, the
1960/61 target would be correspondingly raised. Per capita income would

reach R8s, 325, with an increase of some 3.5 per cent in each of the six
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years, Over the period of the second plan, domestic product would thus
expand by about Rs. 3000 crores, an averaga 1ncrease of almost Rs. 600

 CIores per year.

2. The Sectoral Pattern of Output

| With the large upwerd movement, there would also be important shifts
in the sectoral composition of product. In general, agriculture and allied
activities would incresse less than cther sectors; industry, mining, etc.,

would increase much more, The tertiary sectors might also contribute a
differené share of the total output. The new sectoral ‘pattern of oﬁtpht _

in 1960/61 (and the relative amount of income generated in the different
sectors from now or) would need to be markedly different from those of the
past. Tables V and VI show broad categories of income, and of changes in
income, from 1931 and for some First Plan years. o

. | It is clear that a shift to new patterns for ﬁhe expansion in income
must counter long-time trends in the patterns of growth, Over scme twenty
years, both agriculture and 1ndustry have tendsd to become less important

L ,'m the Indian econm, while the relative importance of services, t.nanaport

and trade has grown, In this last respect, Indian development over thoae
years seems to parallel economic growth patterns in the West. The sole
difference is that, instesd of the tertiary sectors expanding with per
capita incomb, in India they grew while mme scarcely matctnd the rate
of population growbh '

1. V.K.R.V. Rao adjusted hia 1930/31 figures for British India, thus
making the 20-year comparison possible, He characterizes India as a "static
economy in progress."” This experience warraents careful study., The population
movement to the cities was encouraged not only by a declining agriculture

(and cottage industry), but also becsuse these sectors were increasingly less
- efficient, Modern industry!s rural markets were limited. Urban labor found
limited employment opportunitles in the factories. Service sectors expanded
because of the facility of entry. The larger share they contributed to the
national product probably meant that, on the average, people could acquire a
less desired basket of goods for a rupee of the same value in 1951 as in 1931,
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Table V. Sectoral Jomposition of Income Growth
Rs. crores = Past Periods

Increase in: 1931/32- 1950/51 | 1948/L9= 1950/51 |1950/51- 1953/5L
Agriculture, etc.| 1090 bzg - | 90 Ls% lao L6z
Mining, Industry| 2600 1% | 0 0O 230 27%
Trade 580 5% | 60 303 | 10 1%
Services 380 17¢ 50 | 25% 100 124
Total Increase | 2310 1003 | 200  100% 850  100%
Average annual 116 100 283
increase N

Capital, Dec. 15, ISSL. :
1948/L9=-1950/51, Nationa.:. Income Cormittee
1953/5kL, Malenbaum, op. cit.

Source: 1931/32, V K.R.V. Rao. Changes in India's National Income,

Table VI. Income by Sectors (Percentages‘)

1930/31  1948/L9  1950/51  1951/52  1953/5h
Agriculture, etc. 52,7 L9-0 51.3 50,0 L8,7
Industry’ Etc:: 17@7 17a0 1“)@0 17 0l 1766
Other , 29,6 34.0 32.7 32,8 33,7
Totat ' T L0 L0 00,0 100.6
feediarelig FIRTR T RN T Op . At N
}.9 é ’“143 - 1951/ 52 - “ at r’ar'f.u sme Comudttee Z
1953 /Sh Malenbaum, opg cito !
O e L 23 T e PO TR S ~runm ::vu.w-n-_n-~ he l_
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'The evidence for 1951 through 1953 oes siow a relative growth in
the contributicn of industfy té national income. Un a pe;centege basis this
sector had almost regained tue importance it had in 1930/31, although it
is reascnably certain that, within the total, large scale industry had
increesed relative tbismallkindustries and handicrafts. Two factors sre
obviously sasociated with Lils cuanged pattern. first is tie cireumstance
of higher per capita incoues {up about Le5 per cent from 1950/51)=~stimulated
in large part by the favorable developments in agriculture in these years.
Second of course 1s thé fact. that Irdia had embarkeq‘upon a conscious effort
to expand naticnal income., This last did contributé}alsm to the improvements
in the agricultural sector, although wajor credit is aspparently due to
favorasble monscons. While opinlons differ on the "shortfall" of investments
in the private industrial scetor in the early ples jears, it is in no case
argued that such investment exceeded the levels of the pre=plan period. It
seemsiclear that the Lﬁéreased,perCﬁntage in fable V¥ reflects iwore the
greater utilizstion o) existing industrial capaciiy‘than it does a relative
growth, in new facilities for manufacturing.

Improve.ent in the apricultural sector bears .iorc or less directly
upon over 80 ver cent of lﬁdia's population. Theat tiis should provide a
stimulus’to the industrial sector, botu rural and urban, is not surprising
(slthough it would be pood to anelyze this in terms of denand elasticities
in rural aress), ‘'het is surprising is the absence'in these su. mary data
of any obvious effects of the industrialization process in India since

1930/31;, The information readily available is rnot adequate for chreful

study of the siorter=period develop.ients since 1930/31., Fxpasnsion and

diversification in large scale iud.stry were taking place; people were
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moving from the rursl areas. Productivity in 1érge-scale industry, as
in non-agricultural activities generally, appears to be higher than in
agriculture, In themselves, these, one might expect, would have provided
the stimulus for over-azll income growth relative to population; and for a
greater importance of net industrlal output in total product., Apparently,
they did not.

Increases in industrial inccme in the last few years again point up
the underutilization of capacity ix Tndien industry. The persistsnce of
underemployed resources does guggest some answers to what the data of
Tables V and VI reveal. It does not explain the growth in industrial
capacity over the past decades or the fact that this expansion was not
fully used to meat the needs of a poor country.

Presumably, the next Plan will show significantly different sectoral
patterns from those in the preceding tableaol In the past, expansion of
industrial capacity was not accompanied by a growth in the relative importance
of this non~agricultural sector, Trade and services have grown disproporticn-
ately. In the future, the relative importance of tertiary activities, as well
as of agriculture, must decline asthe broad category of mining, industry,
etc,, expands., Given the historical evidence, it is reasonable to assume
that the new patterns will not just happen. The need for direct actior tc¢
this end must complement the direct action nseded if total product is to

2
expand by about 5 per cent each ysar,

1. This is clearly suggested in the plans outlined briefly in the
Appendix,

2, See page 19, As was suggested above, there is room for careful
analysis of the factors which brought about the pattern of development in India
over the past decades. Such study might provide helpful guides to the kinds
of action needed on the part of entreprensurs and consumers, of the government
and private sectors, if the changed patterns are most readily to be brought. about.
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A possible pattern for 1960/61 is shown in Table VII, along with

the changes from 195&/55°1 The specific patterns assumed are consistent
with the general considerations above., Wherever possible, use was made

of the proposals in plans which have become available in India over the
past months (See Appendix, and discussion of some specific sectors below).
Table VIII corresponds with the past materials of Tables V and VI, and with
that of other plans as shown in the Appendix.

The over-all domestic product target in Table VII is of course the
estimate discussed in preceding pages. It assumes essentially the 5 per
cerl anmial rate of inciease suggested by Nehru and Deshmukh. It is also
congsidered a fuller—employment.targeto In other wrds, the 1ifference
between Rs. 13,250 crcres and the earlier estinate of the minimum increase
compatible with cert:in employment objecti.vea2 is taken to bes a gain through
higher productivity per worker, The sectoral breakdown of Table VII wa:
constructed in part on the assumption that employment opportunities would
somshow be found for 21 million persons over the six year period. It has
been argued above that a larger amount of direct participation by government
was probably . pre-condition for assuming a 5 per cent anmual increase in
domestic prcduet. In particular, "small enterprises" and to some extent
nconstruction®, served as residual categories in the construction of Table VII.
They provide the residusl income (for a total increase of Rs. 3250 crores)
and thz residusl employment (for s total of 21 million new job opportunities).

1. For that year, the total product was taken at Rs. 10,000 crores,
with sectoral breakdowns as given in the CENIS study for 1953/54. This
corresponds with the treatment in Table III above. (The official estimates,
hy sectors, now available for 1953/SL hsve not yet been received here),

2. See pp. 7 = 9 above,
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TABLE VII

Comestic Product by Sectors, 1954/55=1960/61
Rs., crores, 1948/L49 prices

} 195L/55 Increase 6 Yaesrs 1960/61 |
e % Amount
| Agriculture 4870 (16.5) 800 5670
Industry, eico 1760 (96) 1550 3310
Fining B [7%) T80 150
Faetory Gstab. 110 {(7%) 530 1240
Smeli Daterp. g¢ o oy (1L30)
Sonstrs Lion 200 {1003 700 (L50)
§
Trade and Lommerce 1830 {2365) L 2260
WY, and 0 ommr ) Te5y i7% .30
tanks znd Ins, 80 . o
Cormeraoc, Other Transp., 190 (16.5) 260 1830
Services 154L0 30 470 2010
Frof. 520 %IB% o] “B00
VL. Lo (50) 230 €90
Domestic L0 (neg. ) 10 150
House Frope 120 (3%) 150 570
Lo

Total

(32,%)

13250
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Table VIII. Domestic Product, 1960/61; Sectoral Composition
of Increase 1956/57 - 1960/61
(Rs. crores, 1948/L9 prices)

A, Domestic Product

B. Sectoral Composition
of Increase - Second
Five-Year Plan

Rs. Crores| Percent R8, crores | Percent
{:griculture 5670 L2.8 740 25
g, Industry 3310 25.0 1430 L8
(and Construction)
Trade 2260 17.1 Loo 13
Services 2010 15.1 L30 1
Fotal 13,250 100.0 3000 100,0
(AV. 600)

The figures of the tables inevitably suggest a precision which they

cannot have, even as projections.

information available here.

The argument is based upon the limited

M reover, given the incomplete nature of

these, no attempt has been made to go below the categories listed in

Table VIIL.

and the interrelations among their parts may condition

The composition of agricultural output, of industry, etc.,
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the output of the sectors as a whole. &f Lest, ibs sujgesiions ere
are preliminary orders of mapgnitude, wiiich srpeer tw be coasistent with
general demand (including investment) possibilities, and with employmenk
requirements,

Agricu{turux Income growth in agriculibure was taken at twice the rste
of population increase, If the entire increave were in food alone, this
would provide for about a 10 per ceni expansion in per capita food
consumption (as against a 23 per cent increase in per capits productls
Actually 87 per cent of India’s agriculiural output consisis of food
items; this ratio will probably decline wiih increased incustrial demand
for the products of agricultur:. Thiz wuld ean ¢ amall:r percentage
increase in per capita feod consunpticn-spsriape 7 per cent or 8 per cont
Admittedly, thLis is a low increase, given the muiritlonal cave that can
made for an expanded and improved dietary. On the other ':ind, thers ia
soms basia for assoclating an Ancrease of 7 4o 10 per cent in food
consumption with a 20-25 per cent increase in domesiic prmductol

Indian plans scem to envisage a larger axpansion in agricultural
product by 1960/6l==with increases ranging from 20 to 25 .r cend abuve

current levels (See Appendix), Presunably, therefors, 1! cun be espeeted

g

that the lower incressns assumed hers ore aspabls o coank,  Lwwoler

as expansion in capacity for agricultural cutput does vavy wivi the

w-e o

1, On the basis of the figures in this paper, doresiiz procuct would
increase by Rs. 60 per capita over ths six year period, consemplicli 8psng ie
ture by sbout Rs, LS. If LO psr cent of this increase wee to go o fuod,
food consumption would increase by 9 per cent per capita. (Statisiiosl
demand relationships in India are currently being etudie by the Jadiw
Statistical Institute,on the basis of the sample survey materisl
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investment of goods and services in relatively short supply in India, there
would appear to be a case for a heavier concentration in the noneagricultural
ares.t

Trade and Services: The relative growth of these sectors in past

years has already been noted. As is seen in Table VIII, these two sectors
show relatively small contributions to the expansion in income over the
six year period. In 1960/51, their share of domestic product is below the
1950/51 level. However, important components in trem (and mostly those
whicﬁ di7 not participate in the past general growth of the trade and
service sectors) are shown with relztively large expansions. Notable here
is transport and communications {65 per cent increase),home property

(35 per cent) and government services (50 per cent). The first of these
wed assumed to increase at iwice the rate of domestic product as a whole.
This is consistent with the expansion suggested by the FICC and the IIPO
(but smsller absolutely, given their larger expectations for increasses in
total output). House property income is expanded iore or less with total
product; it reflects also the increase in urbanization.

*ith respect to government services, earlier discussion has made clear
the emphasis placed upon a greater role for the public sector, It is
assumed that community activities will have to be stepped up, both with
respect to coverape and depth. If the anticipated levels of output from
construction srv small scale enterprises are to be achieved, additional
public employes:s in Indian rillages would seem to be essentisl. The

specific increase selected is an arbitrary one, and is meant to give

1. Sece below, pp. 3,40
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dramatic content to the importance attached to the governmentts role in
a major develooment push over the years until 1960/61.(The increase has
been calculated from a figfure of additional employmentgl) Finally, other
components of the trade and services sectors have been increased little,
usually by half the rate of growth of total domestic product.

Industry: For the organized components of this sector, the 75 per
cent expansion in income over 8ix years may be compared with a 67 per cent
increase for five years in the llahalanobis proposalj it is significantly
smaller than the absolute (and relative) expansion for these activities
contemplated by the FICC and the IIPO, Given the need for larger outputs
of investment goods and for increases in per capita consumption of
consumer gouds produced by factory establishments, s large expansion is
obviously in order., In the published plans enough detail is given on
possibilities of expansion and rise of output to justify incresses of this
order of magnituie.

Estimated increases in the other sectorse-small enterprise and constructionee
are residuals, although a rough approximation to the construction component
is attempted below, It is really assumed that, through & large orranizational
effort, output from smell enterprises can be extended significantly. Moreover,
such expansion offers the only possibilities, in India's present economic
situation, for increasing total product to the desired levels. Expansion
here will be relztively labor-intensive: it is eesential both to provide
employment opportunities =nd to begin to create a Lroader and deeper market
in Indis for the products of industry. GCrowth in small enterprises will be
in the urt:an arece, largely to complement large industries through the

production of corponcnts, perhaps through subecontracts. Growth will be

1. BSee below, pag® 354
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even more marked in rural areass, especially where nonemonetary transactions
are still important. Here they will produce consumer and simple producer
goods for local consumption. The argument is that where there are unfilled
needs--for shoes, clothing, housing, furniture, pots and pans, etc., or for
wagons and carts, simple agricultural toéla, village roads, more schools,
and the like; and where there are iucal under-utilized resources--men,
work space, loci:l raw materiels-«there, incentives, organization and an
essential increment of capital goods and raw materials can sxpand output
that will be absorbed. Initially, at any rate, government must supply the
necessary leadership and such hard goods as are required.

It is true that some such rural activities are now carried on in the
community development programs, and others are contemplated under expanded
small industry programs. The former effort, while impressive, still needs
to be stepped up markedly. Its shift in emphasis to agriculture needs now to
be balanced by equivalent priority to other aspects of rural life--and by
the repid increase of personnel assigned to these tasks. Unlike much of the
new smallescale indusiry effort, there is here less intention to develop
urban or foreign markets for the new production in rural areas. Essentially,
all of it is for local use. Indeed, it is assumed here that the large-scale
organized sector will meet any demand which it can fill. In principle, there
should be no attempt to limit activity of the large, lower-cost sector,
either with respect to its present rarkets or those which it can develop.
The goal here is to reacl necds not now being met by the orgenized sector,
needs that will not be met, given the limited real incomes and the low
growth potential in many rursl areas under present conditions, As output

from these smaell establishments expards, it can be expected that demands
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which it begins to meet will gradually shift to the product of the
organized sector, Again, an attempt should not be made arbitrarily to
interfere with the "more industrialized" forms of output for which there
is effective demand now and as over-all development progresses. Ideally,
the expanded output from the small sector should be considered transitional
to a period when the organized sector is better able to fill India's need
for industrial product. In the Third Plan, for example, there might thus be
scope for a much greater relative increase in output and employment opportun-
ities in modern industries (and a tertiary sector which will need to grow).

Table VII ventures an admittedly arbitrary breakdown between "small
enterprises" and "construction". Apparently this latter category -- reflect-
ing at least some components of new factories, public buildings, service
establislments, railwey track extensions, dams, houses, etc., -- is contained
under & mumber of heads in Indian national accounts. Here, the bulk of
them Las been assigned to the broad industry sector; the items to cover
labor and entrepreneurial returns in construction are assumed to have been
jneluded under the National Income Committee's "small enterprises" (and
are here separated out); the lumber, cement, steel, glass, machinery, etc.,
are assumed to be covered under income from factory establishments. More-
over, there are no official estimates of investment (neither net nor gross).
Estimated output of the construction sector -- whether for maintenance,for

1l
new factories and houses, etc., -- 1s not available from official sources.

1. Some support for the present treatment is provided in the Mahalanobis
plan document (or insofar as it is availsble here, i.e., in the April 22, 1955
jssue of the Eastevn’Zconomist). Here, for the first time to my knowledge,
ngmall enterprises" appear as "household enterprises and construction,"
(cont'd. next page)
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Unofficial estimates of capital formation in pre~Plan years (as well
as "illustritive® data presented by the Planning Commission) are available
in some detnilol In pre-Plan years, these sources suggest that the construction

component ¢:’ net capital formation may have aggregated some Rs. 200 crores.

(footnote ‘rom p. 31 cont.)
A single fiture iz available for hoth, and at a level which suggests that
it is in fe#3t the old "small enterprise"™ category.

The trevatment of "construction" in Indian accounts is not readily
followed, ‘hus, the 1951 Census reported about 1.6 million workers under
nconstruction and utilities.” These constitute 5 per cent of all the non-
agricultural (and self-supporting) workers. In the National Income
Committee "working force" table, which 1s broken down to correspond with
the "industri.l origin" table used in Nationel Income Committee income
estimates, these workers are allocated among different sectors. Thus, about
757,000 of these construction workers have been returned by the Census under
nconstruction and maintenance-<bulldings.” The Wational Income Cormittee,
after estimatin; that scme 10 per cent of these construction workers may be
indirectly in tle employ of government (via contract arrangements, etc.),
allocates this ;ercentage to "public administration” and returns the rest
in the industry sect<r. Presumably, then, private housing and factory
construction are included under the industry category(?). Almost 149,000
construction workers are returned under the Census cztegory of "constructien
and mainéenance-=road, bridges and other transport works.® The Nationsl Income
Committee allocstes 1’3 of these to railways, 1/3 to public administration
and 1/3 to industry. There is no specific reference to "construction and
maintenance-<irrigetitn and other agricultural works® (114,000 workers).
Presumably, they have been allocated to agriculture, which would be unders
standgble if the bulk of their work was maintenance, as distinct from net
additions to the irrijation system, etc. Similarly for other construction
worker categories whisa are specifically reported by the Census,

A tentative infcr:nce is that the product of the construction sector,
so important as & corjinent of capital formation, is allocated among the
soctors to the expandei capacity of wnich the construction sector contributes.
For new factory and hcising construction, however, the sector is apparently
nindustry.® This tentitive inference, drawn from the working force alloca-
tions of the National (ncome Committee, is not at all confirmed in the
National Income Commitieeis derivation of net product in the industry sector,
for example, (It is rlear that more guidance is needed on the appropriate
allocations.)

1. See Mukherje: and Ghosh, Bulletin of the International Statistical
Institute, Vol. 33, Jart I1I, ppo L9-68; also Rirst Five Year Plan, pp. 107-108.
e also the Indian nput-Output table prepar y the n Institute of
Pulbic Opinion (Quarerly Economic Report, Vol. I, No. 3, pp. 26=27).
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(This figure would be increased by about Rs. 160 crores if sccount is taken
of rural construction which was non-monetized, and presumably undertaken by
farmers, small industry owners, etc., in their spare time, and without any
significant outlay for materials.,) The first figure itself is about L5 per
cent of total net monetized investment in those years. (All constuction
would be more than 60 per cent of the larger investment figures, i.e.
including the non-monetized component.) There is little doubt that this
construction figure increased during the First Plan period. While data are
not availsble on this point, it seems clear that private investment (other
than that in organized industry) went up in the early Plan years. Construction
is a large part of this non-organized imvesiment. The Plan itself called
for increases in public construction activity, in agriculture, industrisl
enterprises, railways, etc.; it is not known here how much did in fact
occur, nor the direction of changes from the pre-Plan level of activity,
In its inputeoutput table for 1952/53, the Indian Institute of Public
Opinion indicates a domestic product from construction of Rs. 251 crores;
it suggests in addition some Rs. 250 crores for "rural non-money investment."
These estimates asre certainly in the right direction.

In Table VII, the construction estimate of Rs. 200 crores for 195L/55
is to be taken ss exclusive of hard goods used in the building of cagital structures.
By 1960/61, this item is assumed to increase to Rs. L50 crores, with a total
contribution to net product over the six years of Rs. 2000=2400 crores.

This estimate encompasses not only housing (annual construction of about
800,000 new urban dwelling units for an urban population increasing to

levels suggested in Table IIC, and some 700,000 new units in rural areas),
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but also factory buildings, hospitals, other public construction, OtCe:l

D, Employment, 1955/56-1960/61

Two important aspects of a program along the above lines require some
consideration. Will the volume of investment be availsble, and in the form
required (foreign exchange, for example), to permit creation of the
additional capacity needed for the final product of Table VII? First,
however, what are the possible employment implications of such a program?

In Tables IX and X are presented whet are considered to be some
plausible possibilities on the employment side. The starting point for
the calculations, the 1954/55 estimates shown in Table X, are no more than
careful guesses. Totals are consistent with \“.he figures of Table IIB
and the unemployment picture described in psges 4 and 5. Allocation of
working force by sectors follows the general pattern given by the Nationsl
Income Committee for 1950/51, with adjustments mide in the light of the
growth of product during the early Plan years and of occasional employment
fipures (for factory establishments, for exampla). A rough indication
that these guesses were not wholly out of line i3 given by the correspondence
between average net output per man employed in 195L/5% (colﬁmn 2 of Table IX)
and the official computation for 1950/51,2

1. The Rs, 2000-2400 crore range, augnented by the cement, steel,
lumber, etc. used in construction (and output of which is included in the
factory establishment sector) probably imply total new construction of
Rs. 32C0-LO00 crores over. the six year period. :

2, National Income Committee Final Report, p. 108. Adjustment must be
nade for (1) the fact that present estimates exclude the unemployed, while
the National Income Committee®s refer to the entire working fcrece, and (2) the
1948/L9 prices of Table IX, as against the current levels for National Income
Committee. Vhen adjusted, the 1954/55 figures reflect the upwird movement
due to economic improvement since 1950/51.
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Table IX .

Tneromental Labor Productivity, 195L4/55-1960/61
(A11 values in 19L8/49 prices)

44d'1, Lavor || Net Output/ten Employed || idd'l, Output, 1960/61
‘millions) ____ (Rs.) (Rs, crores)
Average | lncremental
! 1954/55 6 Years ‘
o (1) (2) (2) (L)
- I ¢

Agriculiars 520 495 1425 8oo
Industry, etco 10,0 1200 1550 1550
Mining o5 11,0 1200 60
Fact, Este ol 2625 3750 530
Small Ent, 5.6 835 1270 710
Constr. 2.5 1000 1000 250
Trade and Commerce 245 1740 1740 430
Rys. and Commo 1.0 1730 1730 170

Banks and Inso. “}
Commerce, }. 1.5 1740 17L0 260

Other Transpo
Services 2.9 Boow 1100% 470
Prof, ol 870 1150 80
Cov?t. 2,0 1100 1150 230
Domestic 02 S60 560 10
House Property = = = 150
Total 21.0 735 1550 3250

*Fxcludes income from "hawe property," wiere employment negligible.




39

Table X

Adcitional kmployment, by Sectors, 1960/61
(million persons)

195L/55 Additional 1960/61
Erployed Jorking Force (6 Years) Employed vorking rorce
. Lo e s | Moo ffh,
Agzricog ete, 98l 109,31 (901 _‘3_6_ 101&00 10800 (96)
Industry, etc, 6 16,3 (90) 10,0 24,6 25,5 %97;
Mmjiﬂg c:i ot ‘(FBT og Io! Iog
Fact, Tst, 2.7 3.0 (90) loh llol ,-102 (98)
Small Ent. 9.2 103 (39) 506 1‘-108 1503 (97)
Constro 2,0 2.2 (v1) 2.5 ko5 Lo?7  (96)
Trade, Commerce 10,5 11,8 {89) 2.5 13,0 13,5  (¥6)
Ry'So and Cormi, 1@5 106 ((jh) 1.0 205 206 (96)
Banks, Ins,
Commerce and 90 10,2 (48) 1.5 10,5 10,9 (96)
Other Trans.,
|Services 12,7 O (91) 2.9 15,6  16.2  (96)
Prof, 60 608 {98) o7 6.7 7.0 (96)
GOVt Lo?  Lo2  1100) 250 6.2 6,2  (100)
Domestic 2,5 3.0 (8) 02 2.7 3.0 (90)
Total 136.2 151.2 (97) 21,0 157.2 163.2 (96,5)
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Twenty-ons million persons--12 million new members of the labor force
and 9 million of the currently unemployed=--are then allocated among the
ssctors of the sconomy, as shown in the first column of Table IX, Consistent
with the preceding discus:ion of income expansion and of the historical
development of the tertiary sectors, only sbout 25 per cent of the new labor
force is assumed to find employment in the trade and service categoriesa1
{Moreover, incrmmental productivity in these sectors does not show significant
" increases.) Also, almost half of ithe new workers are in mining, industry,
ete., with 60 per cent of these in the unorganized sectors.

If the entire increment of product, Rs. 3250 crores, is taken to be
associsted with the newly employed, their incremental product works out to
Rs. 1550 for the economy ag a wholse-gomewhat more than double average
productivity in 195h/5592 However convenient such an association, it is
more true with respect to factory establishments, for example, than to
small enterpriscs and agriculture. The development program would more
nesrly tend to broaden the first sector, The increase of almost 50 per cent
in the cutput per man in modern industry could be assumed on the basis of
the new and more modern factories that will be established. For the other
two sectors, capital and orgenization would serve importantly in raising

productivity of all the persons engaged, as well as of the newly employed.

1. This treatment differs gre:tly from that of the FICC and IIPO
formilations, where, as the Appendix shows, labor is allocated generously to
the tertiary sectors, (Mater available here on the ISI formulation does
not include allocation of additionzl labor.)

2, A comparable computation for the first three plan years gives an
jncremental product of Rs., 20L0 per worker, (See Appendix). Here, however,
there was the nujor ¢ein from the favorable weather, Morsover, estimates
of astual additional employmant in these years are essentlally assumptions,
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For ggriculture, for example, an incremental product of about 3 times the

average simply reflects the progress to be made on all the farms in the
country, Similarly, to some extent, for small scale industries.

General considerations such as these, technological information on
the labor components of expanded producteeand zvasonable guesses--permitted
some approximation to a sectoral figure »ither for new employment or for
incremental productivity. ¥ith the breakdowns for incremental output
already available from Tsble VII, columns (1) and (3) could be completec.

The final employment estimates for 1960/61 of course reflect the
reduction in unemployed by 9 million persons. As might have been anticipated,
there is actually a small reduction in the agricultural working force
(despite an increase in employment, and the large natural growth). Vhile
the rurale-urban components of Table X are not shown, this movement from
agriculture is to a much smaller extent a movement from the rural areas,
Opportunities there are created in smallescale industry, in the many phascs
of construction, in trade, and in government and other services. By
1960/61, the rural-urban employment breakdown would approximate the ratiou

of Table IIC.
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s¢»- Investment, 1955/56 - 1960/61

At the usual ratio of 3:1, the expansion of producf to the level of
Rs. 13,250 crores would involve a net investment of Rs. 9750 crores over
the six year period., The draft plans currently being discussed in India
generally use much lower cspitalpbutput ratios: 1,03 for the IiPO; 1.7 fbr
the FICC (preliminary draft); and appsrently 2.2l for the iMahalanobis
program. However--again, from what may be the limited documentation
available here--the case for such low ratios does not seem to be argued
fully in the proposals.1 In any evant, a low ratio for the Second Plan
with its hezvier concentration on industry scarcely seems defensible on
the ground "that the return on industry is considerably higher than that on
agriculture, and this return is available in a much éhorter time .2
Simltanecusly, tie Mahalanoﬁis program provides for a five-year increase
‘of income in "agricultural and allied pursuits" of Rs. 1060 crores, with
~an investment in Magriculture and irrigation" of Rs. 1150 crores. This
implies a sectofal réiib for agriculture of 1.08:1, for investment which
includes the expansion in irrigation works,

There would appear to be little body of agreed thought and experience
on the difficult problem of "how much investment for how much income.®™ The
more one looks; the more impressed one is wiﬁh the case for higher rather

than lower ratios. Increased steel capacity and output feature large in

1. See above, pages 10-12.

2, IIPO Quarterly Economic Report, Vol. I, No. 3, p. 19. The IIPO
gives a 1,2:1 Tgure, but actually seems to have reversed the ratio in its
computations,
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the industrial expansion of all the programs. On the roughest basis, an
additional million tons per year adds some Rs. 30 crores to product and
requires about Rs. 150 in new investment. Even more, India's growing
product over the next years must include a relatively large volume of
output inthe form of structures--the houses, factories, shops, dams, etc.,
mentioned earlier (in the discussion of the needed expansion in construction]')o
The total of this output must be matched by investment. This line of
reasoning leads to high investment requirements relative to the new income
flows.

On the other hand, the type of program visualized here does attempt
to exploit underutilized resources. Insofar as these exist in the modern
industrial sector, this would serve to moderate the (high) requirements for
new capital that would otherwise prevail, For the less organized sectors,
and especially the non=monetized parts of these, such & program should serve
both to increase product with relatively little monetized investment and
perhaps slso augment the application of non-monetized investment; i.e. more
labor inputs can be obtained "free" for .ombinatien with cement provided for
new construction, and more clay and lumber might be available for investment
which would not otherwise have been used, These considerations work toward
lowering the ca;ital-output ratio., They also suggest that the ratio computed
with only monetized investment may be significantly lower than one in which
monetary and non-monetary investment is combined. However artificial from
a technological point of view the former ratio is, it may be the relevant

one for an economy which keeps account only of monetary investiment.

1. See above, pages 31-3L,
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Table XI = Net Investment, 1954/55 - 1960/61
(monetized and non-monetizod)

Rs. crores

Total Monetary | Non-Monetary

- (1) (2) —(3)
Construction 3500 2000 1500
Agriculture 800 500 300
Mining 25% 250
Fsctory Est, 1600 1600
Small Ent,. 1400 700 700
Transportation 850 750 100
Other 300 300
Total 8700 6100 2600

The figures of Table XI represent soms first (and crude) efforts at
approximating the investment requirements for the output program discussed
earlier. The construction item is not co=terminous with “construction® as
shown in Table V1I, since it includes hard goods a8 well as expenditures
on labor and management, Factories and houses are in this total, as are
new roads, new dams and power stations, etc. And expenditures for these
structures are excluded from the investment shown for agriculture, trans-
portation, manufacturing, etc, (The sectoral figures are thus not comparable
at all with those presented in the various draft plans.) For agriculture
itself, the capital-output ratio assumed is 1:1; for mining, L4:1; for

factory establishments--even after allowing for increased use ‘of existing
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capacity -- 3:1; for small enterprises, 2:1; and for transportation and

commnication, 5:1. Again, these figures are not directly compsrable
with other capital-output ratio computations, since these do not reflect
the large investment in construction activities, which bears upon all of
them.

For the economy as a whole, the capital-output ratio works out to
2,7:1. Using monetized investment only, the computation is 1.9:1, Over
a six year period, some Rs. 8700 crores would be needed, Of this total,
Rs. 6100 crores would need to be mobilized in monetary form. If the above
approximations are at all within plausible ranges, such money investment
can achieve the income and employment targets, provided it is combined
with an intensive program to put underutilized resources to work. This
1attef'phase of the program =- involving an additional investment effort
4O percent as great as that of the monetary program, and providing major
employment and income possibilities -~ may be essential, not only to the
targets for 1960/61, but to create conditions for subsequent growth in
the Indian economy,

While the monetary component of this investment program (about
Rs. 1000 crores per year) is comfortably below the investment requirements
suggested by governmental officials and by other groups in India, little
guidance is available on the specific program which these groups have for
mobilizing investment resources. Thus material here does not provide
savings-investment flow estimates for India during the period until 1960/61.
(Firm Indian statistics are not available on such flows -- planned or
actual -= for the First Plan period.) One finds occasional insights into

the problems of raising sufficient funds for development in the public sector
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during the next five years; and there is considerable discussion of the
lack of realism in assuming a marginal savings rate of 30 per cent or so,
and of the inflationary dangers in a five-year program involving invest-
ment (at least monetary investment) aggregating Rs. 5500-6000 crores. But
the information is not comprehensive, Accordingly, the discussion here
will sketch very roughly some lines along which a six-year investment pro-
gram of Rs. 8700 crores -- of which almost one-third, Rs. 2600 crores
are non-monetary -- might be financed. In such a discussion use will be
found for most of the guides on financing available in specific Indian
proposals, ‘ |

The 1955/56 domestic product is taken at Rs. 10,300 crores, and the
consumption ratio at 93 per centol If income grows at 5 per cent anmally,
and consumption takes 60 per cent of this expansion, the domestic output
available for investment would be about Rs. 7700 croreso2 Add foreign

loans, other foreign aid, reduction of ste}ling reserves, etc., aggregating

1, The Union Minister of Planning indicated a current savings rate
of 7 per cent (speech by G. L. Nanda, May 25, 1955).

2, Savings ratios would increase to 1l per cent of total product
in 1960/61. This contrasts with Nanda's suggested expansion to 11 per
cent (for a program in which capital-output ratios have been assumed to
be significantly lower), and with the Planning Commission expectation
ig 1922452 that by 1955/56 50 per cent of additional income might be
ves o :
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Rs. 1000 crores, and these domestic savings would be sufficient for the
six-year investment program.

In the absence of savings information by income or occupational
groupings, there is little firm basis for indicating the source from which
Rs. 7700 crores (an average of about Rs., 1285 crores annually) might
srise and their probable destination. In the pre-Plan-I years monetary
savings and investment averaged Rs. L50 crores, and non-monetary about
Rs. 150 crores more., These can be separated very roughly into categories
more or less in accordance with the institution which inobilizes the savings
and channels their investment.2 First is government savings: surpluses on
currenﬁ account and net profits from current operations of such public
enterprises as railroads., In the pre-Plan-I periods, these provided somes
Rs, 125 crores annually, 28 per cent of monetary, and about 20 per cent of
all savings, About Rs. 150 crores of private savings (one third of all
monetary savings) were mobilized by corporate industry, insurance companies,
the stock market, small savings schemes, cooperatives, etc. These public
and private categories essentially exhausted what might be celled "mobile
savings", non-consumed surpluses which either went to public institutions

or which were (or might have been) handled through financisl intermediaries -~

1. This figure has been suggested in discussion of the plans.
It compares with an expectstion of sbout Rs. 800 crores during the first
plan. (Sterling reserves are not appreciably different from what they were
then; the rate of foreign aid has been somewhat expanded; possibilities for
international lending (and investment) are probably more favorable; in the
U. So Agricultural Trade and Development Act of 195 offers some prospec
for appreciable foreign assistance,)

2, See text above, pp. 31-33, including footnote references.
Also, Cenis, No. C Sh-1 (May 17, 195L), pp. 6~1C. This categorization
has few advantages beyond being available,
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banks, insurance companies, etc. These Rs, 150 crores represented more
nearly the savings of larger economic units and wealthier peopls, but they
undoubtedly included a part of the savings of other groups, both urban and
ruralel

Finally, Rs. 175 crores of monetary savings (LO per cent of the total)
were invested directly in small-scale enterprise, and probably did not move
at all through financial institutions., These represented the direct
investment, mostly of the small entrepreneur (who might of course also be
investing some of his savings through the institutions above). Since non-
monetary investment is clearly non-mobile, it is assumed that all Rs, 150
crores of it fell into this category; non-mobile savings thus represented
55 per cent of all the pre-Plan-1 savings.

In the years 1955/56-1960/61, the average savings will need to be more
than twice the level of the earlier period (Rs., 1285 crores, as compared
with Rs, 600 crores). Public savings will increase to Rs, 200 crores. It
can be expected that private mobile savings will increase more than
proportionstely -~ from Rs. 150 crores to almost Rs. 525 crores in i1lustrative
computations, In part this is due to the growth in the role of financial
intermediaries in the economy. This still leaves about Rs. 560 crores for
the non-mobile category, as against Rs, 325 crores in the pre-Plan-I pm':i.ocl»2
This includes Rs. 135 crores of non-monetary investment (the Rs, 2600 crores

over six years), up steeply from the earlier level of Rs, 150 crores, The

1. A large component of mobile savings was assembled through small
savings schemes, which are important in rural areas and among lower income

groups.

2. Despite the conscious stepping up of non-monetary investment in
this program, non-mobile savings are a smaller part of the total of Rs. 1285
crores than they were in 1948/49-1950/51.
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remaining non-mobile investment is Rs. 135 crores, reduced from the

previous figure of Rs, 175 crores as a result of the larger flows to
government, through financing institutions, etc.

How plausible is such an increase in savings, i.e., the L0 per cent
marginal rate allocated roughly in these categories? On direct public
savings (and on domestic borrowing from private mobile savings of about
Rs. 185 crores each yesar through public loans, the small savings schemes,
etc.) such magnitudes are consistent with "official" expectations, and
generally below those of other Indian groups.l They imply a stepped up
tax program and a2 major effort to induce more lending or saving through
government channels, as well as the more favorable prospects for them
arising from growth of per capita incomes. On expanded savings in the
private sector, it must be pointed out thst a major expansion is to occur
in the non-monetary form. Insofar as this uses resources that would
" otherwise be unused, or labor that society would maintain in any case, the
total increase in output might be saved and invested. In any case, marginal
sévings rates from such expansion in product will tend to be high. For
the rest, there will be large increases in income in expanding industry --
a circumstance which should encourage heavy plowing back of profits; there
will also be very large expansion in such sectors as small industry, where
consumption propensitiss gppear to be low.

Channeling these savings into the investment patterns indicated in the
proposal will be helped both by the large amount of resources moving

1, Figures of at least Rs. 1000 crores for five years as public
savings, and again as such public borrowings from private sources, have
been given by Mr, Deshmikh, as reported in Indiagram, No. 697 (liay 12, 1955);
the FICC in its preliminary document, pp. TI-BL; and the IIPO in its
Quar’terly’ Vol. I’ No. h’ PPe 28""300
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through government channels, and the major participation of the public

sector in the entire development effort., Thus, public savings and public
borrowing of actual private domestic saﬂngs will themselves yleld
Rs. 2200-2L00 crores in six years on the basis of the figures given above.
In addition, government could count upon Rs. 1200 crores more (mostly
from private mobile "savings") by maintaining an appropriate over-all
budget deficit over the periodol This would mean an average level of
deficit financing below what prevails today. This reduction is to be
expected -- and desired, since it is hoped that consumption inelasticities
vhich facilitate the current high level of such borrowings will gradually
be removed. Finally, foreign resources for investment of Rs. 1000 crores
would either accrue to government account or could be used only with the
cooperation of the public suthorities. Together, these agrregate Rs. LSOO
crores available for development expenditure over six yeea\rs.,2

Since the public (monetary) investment in the proposal was to total
between Rs. 3300-3L00 crores, there would be sufficient funds (Rs. 1100-1200
crores) for loans to the private sector, joint undertsekings, etc., -- opera-
tions for which India has already established a number of institutions. These
resources would go to supplement the mobile savings still in the private

1. On deficit financing, the Finance Minister has used a Rs. 1000
crores total, over the five year period. (The figure here is for six years).
He is reported to have remarked (May 22, 1955) that such levels were "safe
in present circumstances" according to economists whose advice the government
was inclined to accept (Indiagram, No. 705).

2, Public savings and domestic loans and savings Rs, 2300 cr.
Domegtic borrowing via over-all budget deficits 1200
Foreign capital inflow 1000

R8s, hSOO CI's
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sector, particularly in modern industry. They could be of particular

value in government programs to encourage construction, agriculture and
small-gscale industry where private resources are primarily available through
the direct investment of small entrepreneurs. They would assure that amount
of "monetized" goods and services needed to bring out a maximum effort in
non-monetary investment, both on public and private account.

In the illustrative computations underlying these figures, the private
savings left could be allocated to investment on a scale and in a pattern
which parsllels (what is known about) the uses made of such resources in the
past by these sectors. The new areas would largely be on the non-monetary
side, Here the leadership role of public authorities is, again, the key
element,

0f course, this exercise in arithmetic proves nothing beyond the
proposition that the savings goal (Rs. 7700 crores domestically, monetary
and non-monetary) and the pattern of investment, public and private, along
lines of the text proposal can all be made to add up., However, it has
also been argued that thé compenent elements on the savings and investment
side are plsusible -~ where they are not what experience suggests might
happen anyway. Moreover, many of the "plausible" 'propositions are based
upon estimates and observations of officials and other Indian groups
intimately concerned with development over the next years., After sll, these
people were confronted with the problem of raising Rs, 1000 crores or
so anmally, and in monetary form only. This is not a very different task
from what would be a major concern in ﬁnplementing a development effort

along the lines sugpgested in the present paper. One may conclude, therefore,

1. Indeed, some argument might be presented to the effect that only
through the much greater effort called for here (especially in the non-
monetized sector) could there be assured that pattern of output under which
monetary savings and investment of Rs, 1000 crores a year would be possible
without inflationary consequences. ,
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that finances should not be considered an a priori deterrent to a

development effort of the scale proposed.
F. Conclusion

The prsent proposal has been formulated only in broad outline,

The program is directed at the achievement not only of the stated out-
put objectives of the Govermment of India, but also of employment targets
which are believed to be more in keeping with the requirements of the
present position in India, Moreover, it focuses on a rural development
effort which might succeed in expanding appreciably the resources put to
investment purposes, without impairing consumption levels. Indeed, the
argument has been made that some such focus is necessary if India is to
create the conditions of greater internal economic interdependence which
is essential for subsequent development of her economy.

In the course of the presentation, frequent reference has been made
to the various Indian formulations of a Second Five Year Plan -- at least
insofar as pertinent information is available here. Xey aspects of these
programs are presented in comparative form in the Appendix below. While
each of these Indian drafts does pay attention to the need for mobilizing
underutilized resources, the key role of the unorganized sector, the
possibilities for non-monetized investiment, etc., there ap,ears (in the
abbreviated versions available here) no over-all assessment of the magni-

tude of the task nor of the nature of the key responsibility of the public
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sector in its fulfillment. . Study of these plans suggests that the
various proposals are unrealistic in their employment objectives, in
their assumption as to the gains from new investment, and in their
assessment of the kind of program required if the conditions for rapid
and long-period growth of the Indian economy are to be established,

1. In the discussion of the present program, there was no nced to
define precisely the specific activities which fell in the public or
the private sector. Again roughly, almost 50 per cent of the total
investment of Rs. 8700 crores would be in the public sector, as would
55 per cent of the monetized investment of Rs, 6100 crores. Private
non-monetized investment in construction, agriculture, and small
enterprises would be large.

Whatever the specific separation between the two sectors, the
important matter is the leadership role of the public authorities. The
more decisive this, the greater the prospects of success in the total
effort, l.e, in both sectors.



