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Savings and Investment in India

The information and argument of this paper concern:

(A) limitations on investment imposed by the demand as against

the supply of capital in India today,

(B) possible consequences of alternative investment patterns in

the next few years upon (a) national product, (b) employment, and

(c) subsequent investment. Particular attention here will be given

to the present underemployment position in India.
no

In posing (A) as a real problem, doubt is implied as to the long-run

need for larger amounts of resources for investment in India. We

can accept the general conclusion that this need does exist: if

national income per capita is to expand, savings-investment ratios

of h-6 per cent of national product are just inadequate for a low-

income country with a rate of population growth of almost 1.5 per

cent per year. This is not inconsistent with the possibility that

use, or effective use, is not now being made of resources available

for investment. Special factors may now bear .upon the decisions of

important investing groups in the society. Some light on these

should be thrown by the second part of this paper.

Any conclusions--both as to the facts of the present situation

and as to the policies that might be applied--are obviously prelimi.



-2-

nary. At best, they highlight areas in which more investigation is

needed.

A. Investible Resources

An earlier Project paperl showed, among other things, that the

Indian domestic savings projected by the Planning Commission plus

foreign resources already in hand or which could be counted upon,

constituted an investible fund which over the five-year period would

appear to permit the comfortable achievement of the Government's

Five Year Plan's investment targets. More specifically, if you ac-

cept (a) the pre-Plan savings ratio, (b) anticipated external as-

sistance, and (c) the Planning Commission's marginal consumption

propensities and its capital-output ratios, investible funds for

five years should aggregate some 3,500 crores, as against net invest-

ment in the Plan of about 1,750 crores, 2 plus organized private in-

vestment (net) of about 230-350 crores. The paper, however, also

showed that the achievement of the Plants investment targets in the

1* The Government in Economic Development in India, October, 1953.

2* The figure of Re. 1750 crores is in contrast to the familiar
estimate of Re. 2070 crores. The difference is due to the fact that
some Rs. 350 crores of investment under the Plan apparently refers
to development expenditures in the public sector which are recurring
and which are expected to show no counterpart in additional fixed
capital. These expenditures are appropriately charged to current
account, Hence, it is the government's development program minus
some 350 crores which mst be offset against net savings and other
investible resources available to the economy.



.,3.0

public and private organised sectors need not mean the achievement

of the objectives of the Plan, This latter requires that all these

Rs. 3500 crorea actually go into investment (this pointing up the

importance of the non-ocrganised private sootor) and that investment

in this residual sector combine with planned investnt to bring

about the overall capital-output ratio of 3 to 1 (ths stressing

the importance of the specific pattern of investment in the non-

organised sector.) Finally, I suggested in the earlier paper that,

despite the apparent statistical easiness, there was ample evidenne

that neither the public nor the organised private sector was achiev-

ing its investment targets, at least through the early years of the

plan period.

The experience of these past years needs to be examined in. more

detail. Let us first focus on the nature and location of domestic

savings and on their flow into investment in the pre-Plan years.

10 The Pfre-Plan Priod (

I assues a savings ratio of 5 per cent, and thus annual savings

of e. 460 crores from a national product of Res. 9,000 oores. 3 In

a pre-aPla year, public savings may be taken as 125 erores. The

bulk of this, perhaps 10P erares, represented governnt surplus on

current account, and the remainder consituted the surpluses of such

governmental enterprises as railroads and the post and telegesph

3 In current rupees, the 9000 crores is probably a low average for
the three years. With respect to the savings ratio, 5% is the usual
assumption. However, as the earlier paper pointed out this ratio
is documentable, more or less, for the years 1948/49-190/51, This
is actually so for real capital formation, rather than for the savings
flow. A significant part of the savings cannot be traced through
financial institutions.
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services.0 The remaiaing 325 crores are attributable to private

savings. Probably all these private savings occur in monetary (as

distinct from barter) transactions. Subject to the qualification

below, the entire 450 figure has -been included (I think) in the

official estimates of national income.

a. Some Rs. 40 (of the 325) crores represent corporate savings,

i.e. the profits of industrial enterprises after deducting taxes and

dividends. These are not distributed and normally move directly into

the financing of enterprise, primarily corporate enterprise, although

some undoubtedly go into other enterprise, perhaps through the medium

of the managing agencies. Under some circumstances and for some

period, these corporate savings undoubtedly were used for the purchase

of government securities and/or were injected into the banking sys-

tem, On the whole, however, or at least in the usual pre-Plan year,

these savings can be allocated to investment in the corporate sector.

b. There were about 45 crores of private savings mobilized

through small savings schemes and through various social security

plans. In the pre-Plan years, these could be separated roughly into

4* These estimates of public savings cannot be derived directly from
summary budget figures, since these figures do not permit ready separa-
tion of non-investment expenditure. They show, for the c mntral govern-
ment, an average difference between current receipt revenues and ex-
penditures of Re. 48 crores, and for the Part A States, an average
of Rs. 90 crores. Central revenues iindlude the "surplus" from the
profits of government enterprises, whiL h surplus is earmarked for
renewal and development.



-5-

some 30 crores which took the form of purchases of national savings

certificates, treasury savings deposits certificates, postal savings,

and the like, and some 15 crores which represent the deposits in

various provident funds, to which contributions were made by govern-

ments and their employees as well as by private enterprises. An im-

portant part of the small savings comes from the rural areas, and,

as a result of the efforts of government, these have tended to in-

crease during the Plan years. The savings in provident funds, on

the other hand, represent primarily the savings of urban people.

Sooner or later, payments from these funds will reduce the surpluses

being built up in the early years. Almost all the private savings

in this category are available for government investment0

a. Savings through insurance companies aggregated about 40 crores

a year. The insurance business is primarily urban. While these

companies are important investors in government securities, they

also invest in real estate and in the capital market formally.

d. Some 25 crores of private savings go to increase the share

capital of cooperative societies and, in pro-Plan years, toward the

general purchase of equities in corporate enterprises. The first

of these categories~took some 15 crores and represents to a considered

extent savings from rural activities. The 10 crores used for direct

purchases of various forms of shares on the private market generally

come from savJngs of the upper-income classes, both rural and urban,



e. There thus remained 175 crores of private savings, for which

sources and channels (and, to a smaller extent, end use) are less

certain. This is essentially a category of savings for direct in-

vestment, although some part of it was undoubtedly made available

to the banking system. On the whole, it represents that part of

dorestic savings which are least mobile in the sense that they can

be tapped as sources of investible funds by other entrepreneurs,

public as well as private. The figure permits rough separation into

two general categoriess

1. Direct savings-investment in the urban areas, Primarily

these accrue in the professions and to the owners of unincorporated

enterprises. Importaat la this latter field are trade, finance and

transport as well as small industry. Average savings of such unin-

corporated enterprises and of people in the professions may have

aggregated some 65 croreb, some of which, of course, went into the

savings flows b-d above0 In addition, this category would contain

pome of the savings of urban workers. Investment is made directly

into the unincorporated enterprises and in urban construction.- The

direct savings.-investment flow (urban) is estimated at 100 crores

per year in the pre-Plan period.

2. Direct savings-investment in the rural areas. These

savings aberue primarily to land-owners and to rural entrepreneurs

in cottage and other types of rural small-scale industry. It aggre.
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gates some 75 crores and can be taken to represent the bulk of

private monetary investment in the rural areas.

This savings-investment picture is summarized in Table 1.5

While it must obviously be considered a crude approximation, the

general structure seems to be commonly accepted; with slight varia-

tions--reflecting in part the different situations in the various

years 1948/49-1950/51 this breakdown of source and channel can be

constructed from statements of the Five Year Plan publication and

from the published work of National Income Unit economists,6 Table II

shows the pattern of investments, based largely on the same sources.

One further observation mist be made. It seems certain that

the above statements and tables understate significantly the net

investment in the rural areas, both in agriculture and small-scale

enterprise, and in construction. This underestimate may be of the

order of 125 crores, thus indicating total investment in the rural

areas in excess of 200 crores. A very large part of this is in

5* There exists some raw material which will permit a rough break-
down of rural and urban savings (and total tax payments) by income
categories. It may be worth attempting to put this together--at
least as a starting point for later work.

6* See for example the First Five Year Plan (mimeographed), Appendix
to Part I, pp. 13-18; see sT"1~ Eier3 and A. K. Ghosh, The
Pattern of Income and Expenditures in the Indian Tnion A Ten iMve

Stdy B ll rof~EMe -Internation a ~iisTIEMi tf~oii"3
PartmIII, pp. 63-670 The Planning Commission estimates appeared in
the mimeographed edition of the Plan. They are not contained in the
printed edition available here.
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Table , Annual Pre-Plan Savings--z "Institution"

(Rs. Cre0 )

Savings General Area of Investmaent
Institution Total " iiI~"

Urban Rural

Govt. (Current Acct
and Operating Surplus) 125 125

Corporate Savings .40 4o
Small Savings Schemes
(incl. Provident Funds) 45 45

Insurance Companies 40 25 15

Cooperative Societies 15 5 10

New Issues 10 10

Private Direct: Urban 100 100

Private Direct: Rural 75

450T l.-Total 170 85
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Table I -ual Pre-Plan Investment

(Re. Crs.)

Public

Irrigation (including Multi-purpose
Program--Agriculture and Power) 75

Railways, Roads, Communications, etc. 40

Construction (residence and other) 40

Industries 15

Other (including Social Capital) 25
195

Private

Agriculture, aral Industries 35

Rural Construction 40

Rural Transport 10

85

Urban Transport 15

Corporate Industry (indlucing Mining) 60

Other Industry 40

Urban Construction 55
170

Total 450



various forms of construction activity. The additional Rs. 125 cro

is essentially non-monetary investment, in the sense that its largest

inputs are labor and "free" lumber, cement, thatch, ad, etc. Its

order of magnitude is derived primarily from spot village studies and

from the findings of the Sample Survey. Unresolved is the question

of whether this additional capital formation should really comprise

an increment to current national income estimates, or a reduction

from current estimates of personal consumption in existing national

income totals. It has great significance. On the one hand., it

suggests the quantitative importance of the investment that could

somehow be mobilized and channeled perhaps through organized community

development activities. On the other hand, it may help to explain

past changes in the growth of capital (and income) in rural areas,

despite the low level of "official" savings estimates, Finally, it

should be noted that the computations of the Planning Commission do

not make use of these 125 crores of non-monetary investment. The

Commission does, however, count upon the direct savings-investment

(in item d above)--the 40 per cent of India's monetary savings

which I have termed as relatively immobile.

II. The Plan Period

In the original plan for the public sector, some Rs. l260crsa

were to be provided from domestic savings, while at least 200 crs.

more would be needed from the same source for the organized private
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sector, "Mobile" savings at our pre-Plan rates (275 crs.) would

provide 1375 ore. over the five years. This suggests that the program

implied at least one of the following during the plan period:

(1) direct expansion of mobile savings above the pre-Plan levels,

(2) a shift from the immobile to the mobile category,

(3) a higher level of foreign aid or deficit financing than was

originally proposed0

In addition, the closeness of these figures must have provided the

basis for the oft-expressed concern about the competition between

private and public demand for the savings rupee07

The public program (2068,7 re.) was divided into development

expenditure by the Centre (1240.5 ors.) and by the States (828.2 crs.).

In response to pressures arising from growing unemployment during 1953,

the Plan was expanded in Jaruary, 1954, by 150-175 cre0 to a total of

some Re. 2225 cre. 8 Overall performance for the first two years is

7* These possibilities would be mitigated if the Plan of 2070 cra
really required new savings of only 1750 cre., as was indicated above.
I cannot be explicit on this point, since there is no way of examining
the Plan expenditures in the requisite detail. Until I learn more
about this, I propose to treat the whole Plan as new investment which
makes demands upon net savings.

8,* Details on this expansion are not available. The allocations
indicate a general increase of 70 crs. in the Centre's program of
25 cre. in those of the States. The residual involves funds for a
series of loans--0 cre0 of which are expected to be taken up by 12
States for work projects in important food deficit areas, and 15 to
40 crc. more of which are being allocated for special projects in
high-unemployment urban centreso



indicated by the following data (crores of rupees).

TotalX 6o5-Year Totel $ X 5-Year
(original) (original)

Center 33.5 10.7 165.h 13.3
States 1280 15,h 572 19.0

Total 261.5 12.6 322.6 15.6

For 1953/54, budget estimates anticipated outlays of 236.9 crs. and

176.1 crs. for Centre and States respectively. This is essentially

the average rate originally required in each of the years. While the

overall Plan was not explicitly phased (at least for public informa-

tion) the performance of less than 30% for the first two years is

generally considered to constitute a short-fall. Comparable data

for the fiscal year ending April 1, 1954 are not yet available. The

recent Budget message indicated revised (current and capital) ex-

penditures for 1953/54 vhich were down more than Rs. lO era. from

the estimates of a year ago. If it is assumed that lower expenditures

on the Plan accounted for R. 50 ers. of this decline, we have total

outlays in the public sector of just under Re. 950 ce. In the first

three years, 46 per cent of the original program (43 per cent of the

expanded Plan) has been achieved. Budget estimates for 1954/55 call

for outlays of 600 era,, a significant rate of expansion from the

average rate for 1953/54.

In the private organised sector, new investment of 233 crs. was

called for, in addition to specified levels of maintenance expenditures

and working balance increases. Performance here is not known, and
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the estimates are controversial. The Government Is report on the

first two-years of the Plan listed total new investment of 52 cro.,

about 22.5% of the five-year figure. It seems clear that much of the

shortfall was due to the slowness with which major projects in petro-

leum refining and iron and steel were launched. These industries

accounted for almost half of the planned. new expansion in this

sector, and achieved actual investment of only 8 cra. in 1951*53.

Hence the remaining industries were probably meeting their average

rate of investment for the five-year period. It could be expected

that iron and steel and petroleum would accelerate rapidly in the

years ahead, While this makes the apparent shortfall more under-

standable, it has some bearing upon the supply and demand of investible

resources during the early Plan years. Data for private investment

in the organized sector over the past 12 months are not available

her% as yet. (Through the imimle of calendar 1953, the investment

goods available in India, both through imports and domestic production,

continued to decline. Given the general upward course of public

investment, this would suggest that the private sector had not, at

least as of July 1953, increased its consumption of such products.)

II. a, Investible Resources: _ l-ga/

Domestic pcoduct in current prices (total and per capita) con-

tinued to move upward from the pre-Plan years (See Appendix I). With

the exception of food prices, all other groups of commodities had



higher average prices in 19515/2 than in any earlier postwar year.

However, prices reached peak levels in the early part of the finan-

cial year. Over the 12-month period, prices in all categories staged

a marked decline, particularly so in agricultural raw materials (in

contrast to foodstuffs) and in related processing industries0 In

general, prices either did not fall (or fell least) in food pro-

duction proper, and in the industries which were given highest

priority for expansion in the organised private sector (steel, petro-

leum, engineering, etc.)

There is no direct information on what happened to savings. The

"industrial origin" breakdown of the domestic product estimates (Table

II, Appendix I) suggests (money) increases in domestic product in

all sectors but that of small-scale industrial enterprises, the

most marked increases occurring in large-scale industry and in

services. Officially reported "taxed income from business and

professions" was significantly above the levels of earlier years,

with increases from 1950-51 particularly impressive in'the trade and

transport field as well as in manufacturing. 9 There would seem to

90 Taxed income from business and professions:
(Rs. crores)

1949/5o 361.7
1950/51 3377
1951/52 455o9
1952/53 4o8.4

These figures are of course gross of taxes, dividends and proprietory
income (of unincorporated enterprises).
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be some evidence of a shift of income to groups which were propor-

tionately higher savers, The Planning Commission's "model" had as-

sumed that the savings rate for 1951/52 would be above the 5% of the

pre-Plan years. Expanded government revenues (and surplus on public

account) would suggest movement in that direction. At the old rate,

money savings would be in excess of 500 crs.

An outstanding aspect of the savings flow in 1951/52 is the

high level of savings on public account. The total (Centre and

States, including operating surpluses of the railways) was Rs. 227.6

cra., as against the 125 crores figure for the pre-Plan years (and

145 for 1950-51).3-0 These were abnormal receipts, primarily through

increases in export and excise duties. They were short-lived, and

10* While these data are from official sources (Reserve Bank), "sav-
ings of public authorities", (the 227.6 crore figure for 1951/52, for
example) is not readily related to the surplus of the actual revenue
(and capital) accounts of the Centre and the States0 In general, this
is a classification problem: the revenue account includes certain
development expenditure, etc. A special tabulation has been made by
the Government in order to set forth the public savings available
for the Five-Year Plan and these are the figures quoted I raise
this matter here only because of our concern about the possible
inclusion of current outlays in the Five-Year Plan figures. Thus,
in another tabulation (for Colombo Plan purposes) the GOI gives the
current surplus available for public development expenditure as
259.5 cra. for 1951/52. I think these figures are consistent, the
latter assuming that certain railway rehabilitation outlay (of 30 crs.,
roughly) are "development expenditures". If they are--if railway
depreciation is included in the 2068 crs. Plan figure-then some
current expenditures are properly offset against the development
plan. In any precise study, this classification problem will have
to be gone into.



were not maintained in 1952/53, for example. The bulk of the increase

in 1951/2 was in the indirect tax category. Customs receipts alone

were up 75 crs. from 1950/51 while corporation and income tax yields

were up only 15 crs. over the previous year. Furthermore, the

government 's anti-inflation policy placed a restraint on public ex-

penditures.

In the private sector, the small savings program yielded 48.6.

crores. (This is significant, given the usual source of these fands

and the suggestion above that these may have been income shifts ad-

verse to the lower-income groups.) From information on tax rebates

for profits which are not distributed, these may have amounted to

20 crores in 1951/52,. (This corresponds fairly well with the

volume of private investment in the organised sector mentioned

earlier.) I have no information on other savings channels. It is

generally recognized that new issues were negligible. However,

there is no reason to believe that savings mobilized through insurance

companies fell drastically. In any case, public savings plus the

two components of the private flow for which some data are available

already aggregate Rs. 300 crs. If direct savings-investment was

near the pre-Plan figure of 175 ers., this would suggest that savings

in 1951/52 were not completely out of line with earlier experience.

* In contrast to a higher figure for 1950/51, and a much higher
one for 1952/53.



On the investment side, firm information is available for the

public sector. Public savings (227.6 crores) fell short of develop-

ment expenditure by 33.8 crores. This deficit was financed as

follows:
Domestic borrowing (net) i 41.6
Foreign borrowing (and grants) 61.7
Decrease in cash balances 13,7

Deficit 33.8

It should be noted that foreign borrowing (and grants) reflects,

more or less, the actual use of foreign resources; that is, they were

associated with part of India's import surplus of that year. Hence,

public investment attributable to (real) domestic resources was

Rs. 199.8 era. (261.5 minus 61.7). This is essentially the same as

the comparable figure in the pre-Plan period. If our conjecture on

savings for 1951/52 is a reasonable one, private investment, however

financed, would have been possible at least to its pre-Plan level,

without inflationary consequences. Since, as was indicated above,

there was significant lending of private savings to the government

(by small savers) there was room for a significant expansion in

commercial credit for investment. Indian banks do little long.

period lending howevero*

One final point: the return flow from the government took the

form of substantial reductions in both long-period loans and in the

* There is a gap in the (monthly) statistics available in my files and
hence I cannot give the change during 19515/2 in advances by the scheduled
banks. I think the most marked expansion was in "inland bills discounted."
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floating debt. Despite the decrease in government cash balances

(which occurred only in the States, not in the Centre), there were

substantial increases in various "funds" (including the government as

Special Development Fund).

This brief account does suggest that neither funds nor resources

need have accounted for any shortfall in private investment in 1951/52,

despite the unusual levels of public savings and public investment,

Government was not bidding savings away from the private sector On

the other hand, such a presentation in no way implies that (other)

actions of government were not a deterring force upon private enter-

prise. Whatever the cause, the investment side of the Indian economy

contributed to the general deflationary picture of that year.

II.b. Investible Rescurces: R5.1

My estimates suggest a reduced national product in current rpes

in this year. In real terms, it was the best post-war year(Appendix I).

Prices were reasonably stable, and for all major sectors of the econony.

In particular, favorable weather (and to a smaller extent more irri-

gation and fertilisation, improved seeds and cultivation) yielded the

first good postwar crop. Despite the reduction in average prices

(and the apparent reduction, relative to other sectors, of the domes-

tic product originating in agriculture), it was undoubtedly a period

of considerable improvement in the real incomes of at least the lower-

income groups in agriculture,



Again, direct evidence on savings is incomplete. The small

savings program heavily dependent upon rural areas, was at least

maintained at 1951/52 levels.1 While professional and business

incomes showed declines (mostly in trade and services), undistributed

profits of corporate enterprise were apparently much higher than in

1951/52e An estimate, based again on the tax rebates, gives 92 cr80

compared to about 20 in the previous yearo The most notable change

in recorded savings was in the public sector, where surpluses from

current revenues and from certain government operations were about

Ra 82 crse, about one-third the previous yeargs figure. The decline

arises. from a number of changes, notably the very large reduction

in customs receipts and some expansion in defense expenditures, The

decline was concentrated almost entirely in the Centre, as against

the States.

Public investment totaled Rs. 322.6 crs,, indicating a deficit

of Rs. 260o8o13 In sharp contrast to the previous year, the govern-

ment development program depended heavily upon domestic borrowings

120 "Revised estimates" for 1952/53 showed a large increase (to .o4
crores)o However, the actuals, available in the recent Budget state.
ment, showed only 48.7 crores, Without the complete budget material,
I donvt know that these are comparableo. All data for 1952/53 pre-
sented here will therefore require some modificAion, but nd: such
as to change the general picture,

13* This is somewhat exaggerated, since the ne.4 data for 1952/53
seem to show smaller expenditures,



Domestic borrowing + 128o6
Foreign loans (and grants) + 444
Decrease in each balance + 8708

+ 26048

During the year, Government secuities held by the Reserve B&nk, and

the volume of treasury bills (and other forms of floating debt) out-

standing declined by more than the small increase in holdings of

these assets at the commercial banks. Domestic borrowing reflected

primarily lending by the publicol14 If, as seems probable, the net

borrowings did represent actual private savings, 1952/53 was again

a year in which governments were able to use for investment some

200 crs of national savings0

While part of the deficit was financed by the use of past re-

serves, the effect of this upon the economy may have been countered

by a reduction in lending by the commercial banks. (Indeed, revised

figures for the change in reserves during 1952/53 may be about 60 crs.,

the amount by which scheduled banks reduced their advances, primarily

to the private sector0 ) Finally, foreign financing was accompanied

by imports, although the current foreign exchange account as a whole

14o Loan issues by both States and Centre were successful0 There
were special selling efforts, attempting in particular to reach
rural savings0 Thus two separate issues by Madras, one in 1952/53
another in the following year, were oversubscribedo



showed a small surplus for the year. There was an almost steady

decline of the quantum of total imports for 9 months of 1952/53,

with only a small expansion during the first quarter of 1953.

Despite the governmental deficits and the trade surplus, prices

did not rise, and total money supply continued to decline, there was

certainly little evidence of a general resource limitation which

deterred private investment. Unemployment was increasing, foreign

exchange reserves were expanded-despite the Plan 's anticipation

that they would be drawn down by more than 55 crso anreally over

the five-year period and while it is not known just how the specific

savings of different groups were utilized, there is no reason to

doubt that the savings level would have permitted maintenance (and

expansion) of the rates of private investment which took place in

the pr .Plan yearso

IIO c, Investible Resources: 954

Absence of information on State budgets and the summary nature

of the material at hand on the Centregs accounts prevent a comparable

presentation for the year ending April 1, 1954. In general, however,

an increase by about 30 crores in development expenditure on the

Plan coupled with negative savings on current account (at least for

the Centre) meant that the "deficitt" expanded significantly,, It may

have been about Rso 300 crores, as compared with our calculations of

33 crs0 and 260 crs. for 19515/2 and 1952/53 respectively. In gene-al



private savings mobilized through bond sales to the public and through

small savings programs played a much smaller role than in 1952/53.

Actual use of foreign loans and grants may have fallen well below

the 44 crs0 level of that year. Most important were drawings from

special funds,15 a large expansion in Treasury bills, and a reduction

by about 50 crores in cash balanceso Thus, distinct from earlier

years, emphasis was placed on methods of financing which would tend

on the whole to be inflationaryo Very roughly, these three categories

for Centre and States together may have contributed the following

amounts to a 300 cre deficits public borrowing, (net) 75; foreign

loans and grants, 25; other, 200,

If the level of development expenditure was actually below the

360 figure I assumed, this would reduce the inflationary (other)

sources of funds. I make this obvious point only because Reserve

Bank data through February 1954 give little indication of an increase

in floating debt, or decrease in cash balances of an order of magni-

tude at all consistent with what would be needed, by the end of March,

if "other" financing were to reach the 200 crs. figure. There may

have been a smaller deficit, and a smaller development contribution

15o These are mostly listed under "Other Deposits and Advances" in
the Budget. This includes a Discount Sinking Fund' funds covering
prepayment and refunds of taxes, and a so-called "Government 's Cash
Balance Investment Account", among others-
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In any event, there were few external evidences of inflationary

developments in the economy. This was true again despite the excess

of government outlays above real income, and despite the fact that

foreign exchange reserves may have increased (by as much as 40 crs0 )

during the year as a result of international transactionso Domestic

savings mobilized by government fell below pre-Plan levelso There

is little evidence of what happened to investment in the private

organized sector, but there is little reason to believe that it

expanded above the low levels of the early Plan years.

IIlo Some Observations

Plans for the present year involve a very large expansion in

public development expenditures. They must average at least 600 crs.

in the next two years to approach fulfillment of the program This

total exceeds significantly the pre-Plan levels of savings in the

economy, to say naught of those savings which tended to flow through

public or private institutions. If it is to be accompanied by ful-

fillment of programs in the private sector for which plans have been

announced, the investment drain on national product will be even

larger. In addition, the requirements of savings, or of resources,

for public and private organized investment have not been so great

during the past three years that shifts were required from the less
(ba'

mobile savings categories. There is no reason to question jm much

of this self-financed investment, in urban and rural housing, for

example, will not continue. This means a total net investment in
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the Indian economy of perhaps 900 ore0 each year, i.e. at least

8 per cent of national product, Fulfillment of the Plan and of

its total investment objectives therefore requires a new spurt in

private investment, during a period when savings and resources are

apt to be tighter than in the earlier years. It also places new

importance on large import surpluses, whether financed by foreign

aid or by a reduction in sterling balances0

For the increased government expenditures, emphasis is being

placed upon inflationary forms of financing0 Treasury bills will be

issued in an amount almost double what was planned ("revised estimate,"

-though probably not achieved) in 1953/54, The Finance Minister

expects this in part to provide a "correctivo to deflationary trends"

now evident in India; it may provide an environment more conducive

to private investment.

The doubling, or near-doubling, of public investment over a

three-year period was in itself a tremendous achievement0 Targets

may have been too high, if not relative to the need, then at least

with respect to the possibility of implementation, Even though

resources for investment, both of domestic and foreign origin, might

have permitted a greater volume of capital formation, this was not

anticipated in advance. Concern about the shortage of domestic

savings and possible competition with the private sector--and the

general inflationary environment of the postwar periA4d-cmn themsel-e

explain caution on the part of Government, In addition of course

there is the fact that the public program is implemented not only



through Central government departments and institutions, but also

through the governments and administrative units of more than 20

states. Problems of implementation may be more acute when they are

compounded by problems of resources that seem to lie aheado

It appears that the real short fall in investment over the

past three years was in the private sector, and most probably in

the organized part of the private economy. Here, the levels were

low both with respect to targets and pre-Plan performance. While

earlier explanations of this tended to center around the nature of

the "mix" in the Indian economy, more emphasis is now placed upon

the apparent unattractiveness of the inveetment opportunities, and

more specifically upon the "limitations of the market", Given the

need for higher levels of consumption and of investment in India,

does this problem actually exist, and, if so, how can its effects

be minimized?

Be Patterns of Investment
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AppendiX I Variation in Indian Domestic Product

I have constructed some rough estimates of Indian domestic

product from 1948/49, the year for which an official estimate is

available, through 1952/53. The National Lncome Carnttee has

completed its final report, which is said to concentrate upon

1950/51, the last pre-Plan year. This report is not yet available

here, and I do not know whether the 1948/49 estimates, perhaps

altered, have been carried forward, or whether improved methods,

etc., were applied only to 1950/5l. Until better series (or better

bases for construction of a series) are made available to us, the

present estimates may be helpful for work currently in progress

here. They are obviously not suited for broader distribution.*

The results (Table I) are given both in current and in 1948/49

prices. (The official General Index of Wholesale Prices was used

to convert to constant prices.) The constant price series has been

transferred to a per capita basis, using the population data of the

1951 Census with yearly adjustments on the assumption of a rate of

population growth of L.35 per cent per annum.

I. Method Used

The estimates were obtained by applying national price and/or

quantity indexes to basic magnitudes derived from the NIC wgork for

* See note at end of Appendix I



1948-49. In general, the procedure involved:

(l) Reconstruction of gross values corresponding to the

"values added" in the different sectors of the economy The sec-

tors are those used on page 31 of the NIC study; at best, I recon-

structed an approximation of what must be obtainable more precisely

in NIC files. (See Table III.)

(2.) Extension of gross values (by sector) over time by the

use of basic price and quantity indexes. This was possible for

agriculture, with the crop and lirestock components treated sepa-

rately, and for large-scale industry (i.e. for 58 per cent of gross

value in 1948/49). Small-scale industry, trade and services for

other years were estimated from various sources, but were particu-

larly influenced by component series used by the Eastern Economist,

(3o) Extension of costs (by sector) over time by the use of

the same series. Here, however, some "judgment" was used to take

account, at least in a rough way, of stickiness and suchv

(4.) Taking the differences between 2 and 3 as domestic

product estimates at market prices. (See Table II:)

It should be noted that the estinates can readily be extended

back at least one year, maybe two, and carried forward for 1953/54.

I simply have to find pertinent . which are or will soon be

availableo

II. Some Observations on the Results

Where there is overlap, the series do correspond with other

estimates available (1949/50, in current prices by Mukh erjee; 1950/51,



Table I

RuhEstimates, Indian Domestic Product

In Current Prices

(billions of Rs.)

1947-48
1948-49
1949-50
1950-51
1951-52
1952-53
1953-54

91.6
96.8
100.3
101.4

97.4

In 1948/49 Prices
Total Per Cal5"ta

(billions of Rs.) (Rs.)

91.6
94,5
92.1
87.8
96.2

268
272
262
246
266

Table II

National Product Estimates bZ Industrial Origin

(Market prices, billions of current rupees)

1948/49 1949/50 1950/51 1951/52 1952/53

Agriculture

Industry
Factory (and Mining)
Small Enterprise

Trade

Services

91.6 96o8 100,3

42.8

7.4
9o2

46.7

7.6
9.2

18.8

114.5

48.7.

7.8
90

19418.1

1.14

48o6

905
8.14

18.8

.161

43. 2

907
8.9

16a2

Domstic Product 101.4 97,4



Table III

Gross Product and Costs, l9/49

(Billions of Rs.)

I. Costs Incurred in: Agriculture

For goods and services
from:

Agriculture l0.27

Industry 2q08

Trade 046

Services 003

Total

Trade Services Total

9050

5,2U

6~oo

5J0

21.5

o72

1. 40

011

20

4,4

035

.70

u28

~00

20o84

9,38

9035

13 4oo

II. Value Added: 428 16o6 18.1

III Gross Product: l

14l f 1.6

154 33l.638<,1 22o5
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presumably in 1948/49 prices, used by the Planning Commission). It

is generally accepted that 1952/53 was a "good year". This is also

suggested by our estimate, at least in real terms. 1 While this is

comforting, I have real doubts about the usefulness of the series.

As of the moment-and subject to wiser opinion--I attribute these

doubts less to the crudeness of my own estimates (at least for years

pretty close to my base year) than to the limited value of a total

national income figure for analysis of many problems I'm interested

in with respect to India.

The following comparisons may be of interest.

Wholesale Prices Cost of Li
General Index 750: 3 c1es All-!ia~Wor g Class

Urban-Industrial
1948/49 100 100 100
1949/50 l02.5 102.4 103
1950/51 108.9 109.0 103
1951/52 U5.5 104.5 106.7
1952/53 101.2 93.4 106.o
1953/54 105.7 101.2 o10 (8 months)

(10 months)

The general index was the one used for deflating the domestic

product figures. The food index is a component of this series. The

* The Eastern Economist series is available for all five years showr
Wit respect toevel ad/or year.-to-year fluctuations, these do not
correspond with other estimates (including the NIC3S for 1948/49, as
well as those shown here.) While the Eastarn Economist figures are
av a ilable in detail (on a "net va"u of out basis), the procedures
used are not Imown. In particular, the most variable component of the
series--the fluctuations in which are of prime importance in the fluc-
tuations of the Eastern Economist national income estimates--is what
the Eastern Economis FTerms "the tertiary sector", i.e. government
salaries, earniFgiTn commerce and insurance, in house property, and
net income from abroad. While the internal evidencc suggests cautent
in the use of their estimates, I have taken refuge in a few of their
component series for obtaining somre of my estimates. Ne l
Note to this Appendix.,



cost-of-living series is a combination of 24 indexes which are main-

tained for individual industrial centers. Food constitutes over 50%

of urban consumer expenditures, and a larger proportion of urban work-

ing-class expenditures. (Prices of other components of the general

index declined even more during 1952/53, for example.) 1952/53 was a

year of relatively large urban unemployment. It is suggested that at

least the urban working class group benefited little from the general

improvement reflected by the expanded real domestic product of that

year. One might add to this the fact that agriculturegs contribution

to national product declined sharply from 1951/52 to 1952/5342 Agri-

culture is of course the main source of income for India's rural popu-

lation. This line of thought can lead to conclusions about income

shifts in favor of savers and investors0 Perhaps this was the case,

and the evidence in terms of bank deposits, government securities sales,

etc., is corroboration, but more work is needed on the actual income

flows, certainly for the rural areas,

On another matter, it is interesting to note that the domestic

product series shows, if anything, an inverse relationship to

imports. It is frequently argued that income incrcssen in an under.

Real Domestic Product Imports (quantity)
1948/49.~~-0 100-
1949/50 103 94
1950/51 101 83
19515/2 96 108
1952/53 105 74

* From Table III The domestic terms of trade turned against agri-
culture.
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developed area (with its relatively inelastic supply relationships)

spill over disproportionately into imports. This suggests either

grave errors in the income series, or the inapplicability of the

general argument to India at least in these years. The inverse re-

lationship might of course be due to the fact that agriculture looms

large in the national product. 3 When income is high, it is usually

assoc iated ith favorable agricultural conditions. There is then

less need for imports of food, which bulks large in India's total

import picture. The income elasticity of expenditures, at least for

the large low-income component of India s population, needs direct

investigation. 1here is some suggestion that working class groups

maintain consumption patterns identical with those of their rural

brethren, despite the shift to the cities.

In general the economy of India is ridden with institutional

rigidities. I refer not only to the broad scope of production for

direct consumption in rural (and to some extent in the household

activity of urban) areas, but also to the role of intermediaries,

tradespeople, moneylenders, landlords, etc.--in "absorbing" varia-

tions in output and prices. For a very large component of India 's

rural population (even for those producing "for profit") the system

of short-period advances for consumption or production purposes

3 Import controls played some role in the level and pattern of
imports. Examination of the detailed data--and for years with
different degrees of restrictions--does not suggest that they explain
the relationship observed.
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assures that agriculture's gains tend to be absorbed by the riOrle-

men; agriculture's losses are partly reflected in increases in

peasant debt. It sooms clear that if we are to trace variations

in incone over time, and in the comeumption and investment uses to

which income is put, some form of sectoral breakdown of the total

product iLs essential. With the possible exception of the relatively

homogeneous "factory enterprises" and perhaps "government 3 components,

use of donestic product breakdown by industrial origins does not

advance us too far either. Some functiona ly-mneaningful components

must be fond.--t 3 east for the rural areas-and their output, con-

sum, til and investment behavior studied, For this, the national

account material helps little (except in allowing ones through foot-,.

notes, etc., to return to the original data). The nonexistence of

a price (which was imputed) or of a distributive margin (which was

added) is of basic importance. Such adjustments, to make the data

"comparable", may have some value for per capita international

coparisons, or for general statements that income in real terns has

grown or declined. They may also serve to conceal the forms in

which transactions occur, and the different groups which participate

in thon
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Note to Appendix I

Since riting this appendix, I received a summary account of

the final N.I.U. estimates (Indian Trade and Industry, Vol. V, No.23,

April 9, 1954). The earlier 1948/49 figure has been revised and the

estimates for 1949/50 and 1950/51 added, The comparable data are

(billions of current rupees)z

1948/49 90.6 91.6
1949/5o 94.6 96.8
1950/51 100.3 100.3

In view of the fact that the 1948/49 figure has been altered, I

would have to change my estimates for subsequent years. The corres-

pondence would be closer for 1949/50 and less so for 1950/51. On

the whole however, the comparison is encouraging with respect to

preliminary use that might be made of my estimates for years .subse-

quent to 1950/51. Indian Trade and Industry reports that the esti-

mates were also provided in terms of 1948/49 rupees. I am particu-

larly interested in the deflator used. The observation that "per

capita incomes in real terms show no appreciable change during the

period" is generally consistent with my figures, I suppose.

Comparisons can also be made of components by industrial

origin. The official estimates are at factor cost; mine at market

prices (billions of current rupees).

Again, these differences reflect (in addition to indirebt

taxes) the revision of the estimates for 1948/49. Of general



Official
(factor cost) (narket price)

O f ic t (ITkG
(factor cost (arket

Agricultu1re
Industry
Factory (and !tining)
Small enterrise

Trade, et, -

Services, Oetc.

Domstic Product
Factor Cost
Market Prices

44.9

6,o
9.0

16.6

903
94.6

(46.7)

(18o8)

96.8

4.8o9 (48,7)

6.2
9.1

16.9
1"/

7,.

(19o4)

95.5
100.3 1003

interest may be the fact that the new official ser5 i>s increases the

inportance of agriculture and -:a scale enterprise, reduces the

contribution of 2actory enterprise,

--0-


