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INTRODUCTION 

.With the object of assisting study and implementation, the First 
Five Year Plan is being made available in the following sections: 

I. The Problem of Economic Development. 

II. Administration and Public Co-operation. 

III. Agriculture and Community Development. 

IV. Village and Small-Scale Industries. 

V. Irrigation and Power. 

VI. Development of Mineral Resources. 

VII. Industry and Communications. 

VIII. Social Services. 

The numbering of pages in the different sections is in accordance 

with the text of the Plan. 
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PART ONE 

THE PLAN 



CHAPTER I 

THE PROBLEM OF DEVELOPMENT 

I. PlANNING: ECONOMIC AND SOCIAL AsPBCfS 

THB CBNTRAL objective of planning in India at tlie present stage is to initiate a process 
of development which will raise living standards and open out to the people new opponu
nities for a richer and more varied life. The problem of development of an underdeveloped 
economy is one of utilising more effectively the potential resources available to the commu
nity, and it is this which involves economic planning. But the economic condition of a 
country at any given time is a product of the broader social environment, and economic 
planning has to be viewed as an integral part of a wider process aiming not merely at the 
development of resources in a narrow technical sense, but at the development of human 
faculties and the building up of an institutional framework adequate to the needs and 
aspirations of the people. 

2. An underdeveloped economy is characterised by the co-existence, in greater or less 
degree, of unutilised or underutilised manpower on the one hand and of unexploited natural 
resources on the other. This state of affairs may be due to stagnancy of techniques or to 
certain inhibiting socio-economic factors which prevent the more dynamic forces in the 
economy from !ISSerting themselves. Corresponding to each stage of development, there 
tends to grow a certain economic and social stratification which is conducive to the conservation 
of the gains from the use of known techniques. Such stratification has a part to play in social 
progress. But, beyond a point, it hampers innovation and change, and its very strength 
becomes a source of weakness. For development to proceed further, are-adaptation of social 
institutions'and social relationships thus becomes necessary. In planning for a better economic 
order, the close interrelation between the technical and social aspects of the process of 
development has to be continually kept in view. While there is need for concentrating 
effort on the more immediate problems, planning implies the readiness on the part of the 
community to view the social process as one whole tnd to take action designed to shape this 
process along desired lines over a defined period, 
/ 

3· In spite of considerable advance in public thinking on the subject, the acceptance of 
such an approach to the problems of economic development !J.nd social change represents a 
relatively new phase in policy-making and in administration. Planning involves the.acceptance 
of a clearly defined system of objectives in terms of which to rrame over-all policies. It also 
involves the formulation of a strategy for promoting the realisation of the ends defined. Plan
ning is essentially an attempt at working out a rational solution of problems, an attempt to 
co-ordinate means and ends ; it is thus different from the traditional hit-and-miss methods by 

7 
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which 'reforms' and 'reconstruction' are often undertaken. A planned economy has inevitably 
in view a somewhat wider time-horizon, to which the day-to-day decisions have to be related. 
And yet, practical policy cannot operate in terms of mere set doctrines ; it must satisfy certain 
pragmatic tests. In spite of the considerable developments in economic and social sciences in 
the last few decades, our knowledge of human motivation and of social processes is but 
limited. We cannot always say for certain that a given set of causes will produce a particular, 
clearly definable, set of results and none other ; we do not always know at what rate the effects 
of a particular change in a part of the system will be transmitted to the other parts of the system. 
Responses of individuals or of groups of individuals and of classes cannot always be predicted 
in advance. Even if the conceptual relationships between different aspects of the phenomena 
under study are clearly understood, there is often the lack of precise statistical data on which 
to base an assessment of the requirements of a given situation. It follows that a considerable 
part of the planning authority's task is to assess the significance of some of these indeterminate 
or partially known factors at work in the life of the Community and to recommend policies on 
the best judgment available. This is particularly so in India today. 

' 
4- The urge to economic and social change under present conditions comes from the fact 

of poverty and of inequalities in income, wealth and opportunity. The elimination of poverty 
cannot, obviously, be achieved merely by redistributing existing wealth. Nor can a programme 
aiming only at raising production remove existing inequalities. The two have to be considered 
together ; only a simultaneous advance along both these lines can create the conditions in which 
the community can put forth its best efforts for promoting development. The problerh, there
fore, is not one of merely re-channelling economic activity within the existing socio-economic 
framework ; that framework has itself to be remoulded so as to enable it to accommodate 
progressively those fundamental urges which express themselves in the demands for the right 
to work, the right to adequate income, the right to education and to a measure of insurance 
against old age, sickness and other disabilities. The Directive Principles of State Policy 
enunciated in Articles 36 to 51 of the Constitution make it clear that for the attainment of 
these ends, ownership and control of the material resources of the country should be so 
distributed as best to subserve the common good, and that the operation of the economic 
system should not result in the concentration of wealth and economic power in the hands of 
a few. It is in this larger perspective that the task of planning has to be envisaged. 

5· A process of all-round and orderly development, such as is indicated ab~ve must 
inevitably take time to come into full fnution. Large scale changes in modes of prod~ction, 
in commercial and induStrial organisation and in the institutional framework of corporate life 
cannot be seen through within a brief period offour or five years. In the initial stages of 

, development, divergence in the economic and social interests of different sections of the 
community may create special problems. While this fact has to be recognised, persistent effort 
must be made to give a new sense of direction and purpose to the community. It is important 
also. to ensure that in the process of development, the forces of growth from within are not 
stifled by ~ttempts ab~ptly to superimpose preconceived patterns oflife and activity. The 
strengtherung of these mner forces and the creation of new institutions must proceed side by 



side so as to facilitate rapid advance through a process of interaction. The modem world is 
changing so rapidly that it is not enough to think in terms of slow changes and marginal 
adjustments, a minor shake-up here and a little cementing elsewhere. An underdeveloped 
country which has suffered long from the effects of cramped development desires inevitably 
to progress rapidly and in many directions ; the aim of planning must be to make this 
possible. Political independence provides the needed opportunity. It is therefore natural 
that improvement in economic and social conditions through the acceptance of more 
progressive ideas and through suitable institutional changes is regarded as the practical test for 
judging the adequacy of the new political system. 

6. The rapid advances in science and technology over the last few decades have opened 
out new possibilities in the direction of abolition of want and the restoration of man to a new 
sense of dignity, but they also carry potentialities of harm and danger. Our knowledge of the 
socio-economic changes which utilisation of these techniques calls for is neither complete nor 
certain. In the nature of .the case, the problem does not admit of a generalised solution. 
Conditions vary as between countries, and each co~rntry has to evolve a solution in the light , 
not only of contemporary conditions but also of its traditions and culture. In planning for a . 
transformation along the right lines, there are many pitfalls to be avoided, and it is of the · 
utmost importance to strike the appropriate balance between various considerations so as to 
secure the optimum pattern and rate of progress. Parallels from past ~history or from , 
contemporary conditions in other countries are useful upto a point, but they cannot provide 
a complete answer. A nation, like an individual, has to work out its inner potentialities by a 
process of experimentation. All that can be said is that there is need, on the one hand, for 
clarity in regard to basic values and, on the other, for readiness to adapt practical solutious 
to the concrete problems arising in the process of transition to a different economic and social 
order. 

7. We should like in this context to stress the essential political and administrative 
conditions essential to successful planning. Briefly these are : 

(a) a large measure of agreement ~ the community :as to the ends of policy ; 

(b) effective power, based on the active c<H>peration of citizens, in the hands of the 
State ; and, earnest and determined exercise. of that power in funherance of these 
ends; and 

(c) an efficient administrative set-up, with personnel of requisite capacity and quality. 

1 A national plan has to be an expression of a basic unity of purpose in the community. It 
is this unity which would conStitute the ultimate sanction behind the plan, give it driving force 

\ 

and evoke the necessary sacrifice and effort on the part of memr>ers. (Joined to this unity of 
purpose must be effective power in the hands of the State to be exercised with the necessary 
persistence and dc:-termination in order to ensure the funherance of accepted ends. 
Constructive use of this power calls for inteJrity, efficiency and responsiveness in 
administration.) The creation and maintenance of these basic pre-requisites of economic and 
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social growth have to be considered as matters desening continuous and careful attention, and 
if we revert to this theme several times in this report, it is because we feel that the need for 
creating in the country an environment favourable to progress can hardly be overemphasised. 
The changes in administration appropriate in the context of the new role of the State are 
dealt with in detail in subsequent chapters. 

8. The task of organising a democracy for rapid and co-ordinated advance along several 
lines is one of special difficulty. The party in power has not only to carry public opinion wi_th 
it; it has to get the active co-operation of all sections. In a democratic country, every citizen 
is free to think and vote as he likes, and political parties have the right freely to canvass 
public support for their programmes and in the event of securing a majority in the legislature 
to form the government. Under these conditions, the greater the responsiveness of the party 
in power to trends of opinion outside, the greater will be its effectiveness for action. The 
smooth functioning of the party system rests on an underlying agreement as to objectives, 
though ·there may be differences as to approach or to the pace of change with reference to 
certain problems. These differences are a necessary concomitant of democracy; they ensure a 
·continuous re-examination and re-adaptation of governmental policies. The rights of free 
expression of opinion and of freedom of organisation in herem the very concept of government 
by .consent. Through these alone is a vigorous, creative political life possible. At the same time, 
it is evident that the problems of the modern world are 'too complex to be dealt with in terms 
of rival or opposing programmes of action. On various matters, different parties tend 
inevitably to come together and co-operate. For planning to proceed with the necessary 
momentum and continuity, it is essential that the country adopts a programme of action 
which reflects the unity of outlook and approach among the members of the party in power 
and draws forth at the same time the support and co-operation from shades of opinion 
outside the party. It is through enlargement of the· area of agreement that conditions can be 
created for the most effective ·mobilisation of the community's resources towards the 
common objective of all-round economic development. 

9· Democratic processes are complex, and they make large demands on the government 
as well as the governed. It cannot be assumed that the apparatus of democratic forms or 
procedures necessarily ensures the preservation of the basic values which a democratic way of 
life connotes. Real democracy means much more than adult suffrage and parliamentary 
government ; it means a reordering of social relationshigs in terms of new values. It is not 
without significance that in several parts of the world the emergence of a new leadership 
determined to carry through far-reaching economic and social changes in keeping with the 
needs and urges of the people has been accompanied by a great upsurge of public enthusiasm 
and a release of the pent-up energies of the community. The relationship between political 
forms and the spirit underlying'them is a vast and intricate subject iit which no easy judgments 
are possible. But, it must be emphasized that for democratic planning to succeed, it will have 
'to energise the entire community and to place before it a goal of endeavour which will call forth 
all its latent creative urges. Under pressure of crisis such as war, democracies have proved 
capable of effective action on a mass scale, and there is no doubt that once the community has 
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c6iiie to appreciate the vital significance of the tasks in hand, it will rise to similar heigh:s for 
constructive purposes also. The crucial factor in organising the community for action is 
leadership, and, in a democracy, not merely leadership at the top but at all levels. 

, 

io. Under the Constitution, India is organised as a federation, in which the Central 
Gciverriment ahd the Governments of States have their assigned spheres of action. There 
are certain concurrent subjects in which the Centre as well as the States can undertake 
legislation. Economic arid social planning is in the concti.rrent list, as this is a subject in which 
the Centre as well as the States are interested and have to work in unisort. The Centre haS 
certaiD. emergency powers, but normally co-ordination of policies has to be effected through 
munial consultation. This system of consultation and of fom1ula!ion of policies on the 
basis of civei:-all national requirements will have to be strengthened in the interests of 
pianniiig. Care will have to be taken to see that the pllm is implemented throughout the 
colintiy as a sirlgle cci-cirdiriated whole. The National Development Council which has been 
set up recently and which comprises the Qibiriet, Ministers of States and the members of 
the Planning Commission; with the Prime Minister as Chairman, is intended to secure this 

' result. It is obvious that without complete co-ordination of policies and timely, concerted 
actiori, there is danger of waste and misdirection of effort, which may have consequences 
extending far beyond the area of responsibility of any single authority, and this, it must 
be recognised, places special respdnsibilities on the Centre. 

xt • A planned economy aimirlg at the realisation_ of larger social objectives entaiL~ a vast 
increase in govenimental functions. For these to be discharged efficiently, appropriate local.; 
regioruil and functional organisations have to be built up and strengthened. Each of these 
must have a defined sphere of action and responsibility, and must be able to function with a 
measure of autonomy. Arrangements for the necessary co-ordination between them must be 
made at various levels from the village upwards. The activities of all developmental 
institutions in the country, official and non-official, will have to be reorientated in terms of the 
requirements of the Plan, and in this process, due stress must be laid on the appropriate role 
of various local and functional organisations. The function of the Central Government is to 

evolve a national plan, to work out a co-ordinated policy for implementation of the same, to 
watch and assess the progress of major development schemes in the different parts of the 
country, and constantly to initiate and promote action in furtherance of the objectives and 
targets defined. 

II. 1im DETERMINAN"l'S OP ECONOMIC DIM!LOPMENT 

12. While developmental planning, as stated above, is an all embracing process, which cannot 
be compartmentalised, the accent of endeavour under present cond;tions in India has to 
be on economic development. The latter may in a sense be regarded as a consequence of 
intellectual, social ana cultural advance. It is true, nevertheless, that economic development 
of an unqerdeveloped country cannot proceed far uuless the community learns how to get 
from its resources"ofml!n and materials a larger output of commodities and serv·ces. 
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13. ln the last four or five decades, there has been considerable industrial development in 
India, accompanied by urbanisation and expansion of commerce. Large towns and cities have 
grown and uanspon and communications have developed extensively. ·The isolation of the 
village has been broken and the average citizen lives in an environment significantly different 
from the one in which he lived and worked fifty or sixty years ago. Indian enterprise has made 
considerable headway, and the country has now considerable experience in the fields of modem 
business, industry and finance. New economic and social relations have emerged, giving rise. 
in turn to a general desire for more rapid change. But the development that has taken place 
is panial and limited when judged in tenns of the country's needs and potentialities. 
Industrialism and the use of modem techniques have affected only· limited segments of the 
economy. Agriculture is still the mainstay of life for about 70 per cent of the population, and 
productivity in this sector is- exceedingly low. The size of agricultural holdings has 
progressively diminished ; the old cottage and small-scale industries have been decaying, and 
the rural population which constitutes about 83 per cent of the total suffers from chronic 
underemployment and low incomes. Population has increased by more than fifty per cent in 
the last fifty years, but the growth of alternative occupations either in the rural areas or in the 
towns has not been on a scale which could absorb this growing population. In the limited 
spheres which have registered expansion, the level of productivity and the level of incomes 
have naturally been higher. But, for the community as a whole, the economic development 
of the last few decades has brought no significant improvement in standards of living and 
opponunities for employment, and has perhaps accentuated to some extent inequalities of 
income and wealth. 

14. The pace of economic development depends on a variety of factors which constitute 
the psychological and sociological setting within which the economy operates. A major 
element in this setting is the community's will to progress and its readiness to develop and adopt 
new and more efficient methods and processes of produCtion. Basically, development involves 
securing higher productivity all round and this is a function of the degree of technological 
advance the community is able to make. The problem is not one merely of adopting and applying 
the processes and techniques developed elsewhere, but of developing new techniques specially 
suited to local conditions. Modem technology is changing rapidly and no country can hope 
to maintain a steady pace of advance.. unless it keeps abreast of current developments. 
Techniques in turn affect and are affected by economic and social organisation. Cenain forms 
of economic and social organisation are unsuited to or incapable of absorbing new 
techniques and utilising them to the best advantage. To some extent techniques must 
of course be adapted to economic anC. social organisation, but the latter has also to change 
in order to accommodate new techniques which need to be applied not merely in one or two 
isolated lines but in several lines of economic activity so that advance in one line could react 
on and stimulate advance in others. 

• 

IS. These are aspects of the problem of economic development which have to be constant
ly kept in view. Given these basic conditions of rapid a;td sustained progress, institutioital as 
well as others, the key to higher productivity and expanding levels of infome and emplOflllent 
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lies really in stepping up the rate of capital formation. The level of production and the 
material well-being a community can attain depends, in the main, on the stock of capital at its 
disposal, i.e., on the amount of land per capita and of productive equipment in the shape of 
machinery, buildings, tools and implements, factories, locomotives, engines, irrigation facili
ties, power installations and communications. The larger the stock of capital, the greater tends 
to be the productivity of labour and therefore the volume of commodities and services that can 
be turned out with the same effort. The productivity of the economy depends on other 
things also, as for instance the technical efficiency and attitude to work of the labour that hand
les the available capital equipment. But the stock of capital reflects in a concrete form the 
technological knowledge that underlies the organised processes of production, and while other 
factors are important and essential a rapid increase in productivity is conditional upon addi
tions to and improvements in the technological framework implicit in a high rate of capital 
formation. 

l3 

16. The conditions in which economic development was achieved in the course of the last 
century have naturally differed from co~try to country, but a common feature of almost all of 
them is the high rate of capital formation which characterised periods of expansion. In times 
when the whole capital structure of a country is being transformed, the normal replacement 
of existing equipment becomes itself to SOII_Ie extent a means for introducing improvements in 
the technological framework of production, so that, in assessing rates of capital formation 
achieved, the resources set apart for this purpose must be also regarded as a material factor in 
determining the tempo of development. For Britain statistics on national income and invest
ment are not available for the first half of the nineteenth century, which was perhaps the most 
significant period in its economic development, bot the available data for I87o-1913 show that 
net investment in this period was on an average more than 10 per cent of the national income 
and in prosperous years as much as 15 per cent. In the United States, the rate of capital 
formation was higher over the years 1869-1913; riet investment represented 13 to 16 per cent 
of the national product while gross investment ranged between 21 and 24 per cent. In Japan, 
new capital formation in the decade I9Qo-1909 is estimated to have. averaged about I2 per cent 
of the national income ; this rate app~ to have risen to 17 per cent in the following decade, 
though it declined again to 12 per cent in the period 192o-1929. More recently, the U.S.S.R. • 
furnishes an instance of a high rate of investment being achieved as a matter of deliberate State 
policy and action. The First Five Year Plan of the Soviet Union had a target of net investment 
amounting to "between a quarter and a third of the national income" ; the actual achievement 
was perhaps slightly lower. At any rate, though the Second Five Year Plan envisaged a some
what lower ratio of capital formation to national income, it would appear on a fairly conserva
tive estimate that the rate of net investment in the U.S.S.R. in the decade 1928-1938 was of 
the order of 20 per cent of the national income, if not more. 

• 
17. The data given above are not of a nature which 'Yould warrant any firm relationships 

being deduced between rates of investment and rates of develpment, nor C3l\. they be used for 
making comparisons as between countries or as between widely separated periods within the 



sanie ctiuntry. Even conceptually, the5e relationships are very complex. It is virtually 
inipossible to evaluate in quantitative ternis the psychological and social forces which have 
plliyed a part in shaping the pace and patterri of development under different circumstances 
Nevertheless, the available evidence, however scanty, may be used for judging broadly the 
saile of effort involved iri relation to the results obtained. In the United Kingdom, a rate of net 
iriveStnient which fluctuated between IO and I 5 per cent of the national income went hand in 
hand with an iricrease of over ISO per cent in the national income between I870 and I9I3. In 
the United States, with a somewhat higher rate of investment, which was accompanied also by 
large scale immigration and settlement in virgin territory, national income increased nearly 
five-fold between I869 and 1913 ; the increase in per capita income in this period is estimated 
at over Ijo per cent. I~ Japan, with the population growing at an average annual rate. of 
about I! per cent, per capita income is estiniated to have been doubled between I878 and ISli2; 
it was doubled again between 1913 and 1938. Varying estimates have been znade of the 
achievements of the Soviet Union in ternis of national income, but, taking again a 
conservative e5clrriate, it would appear that with a rate of net investment of about one-fifth 
(or probably a little more) of the national income the increase in the national product in 
the period froni 1928 to about 1940 was around 130 per cent. 

I8. These relationships are more suggestive than Conclusive, but it is fairly obvious that a 
doubling of per capita incomes within a generation or so (that is in 25 tci 30 years) required, ili 
riiost of these cduntries, a rate of net investment of the order of i2-I5 per cent of the national 
income. More rapid rates of development have required, apart from other things, still higher 
rates of investment as in the U.S.S.R It would appear on the whole that, in underdeveloped 
countries with low standards of living and rapidly increasing population, a rate of growth 
commensurate with needs cannot be achieved until the rate of capital formation comes up to 
around 20 per cent of the national income. 

I9. Very little information is available on the rate of investment and on the trends in 
national income in India in the last few decades. Rough estimates based on scattered data 
suggest that;as in other underdeveloped countries, the resources devoted to net capital forma
tion today probably amount to about 5 per cent of the national income. It is true that, where 
manpower is plentiful relatively to the land and other capital equipment available, develop
ment has to be based to a great extent, at least in the initial stages, on labour-intensive processes. 
Even so, without a big increase in the rate of investment and through it in productive capital, 
substantial and progressive improvement in the level of incomes and of living standards cannot 
be secured. India has considerable resources of water, minerals and power still to be harnessed 
or exploited. Large areas of the country remain undeveloped for lack of basic services like 
transport, communications, irrigation and power. The use of machinery is limited to narrow 
spheres of industry, and the bulk of the country's labour force works with tools and implements 
which add little to the productivity of labour and thus keep real incomes low. There is also 
shortage of buildings for residential purposes as well as for schools, hospitals, welfare centres, 
factories and the like. All these liave therefore to be built up, side by side of course with the 
tmowledge of how to ~se the capital equipment thus built up to the best advantage. It has 
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been estimated that for a population growing at the rate of If per cent per annum, the rate of 
investment needed for maintaining per capita incomes constant is generally between 4 and s 
per cent of the national- income. Such a generalisati~:m cannot obviously be interpreted 
literally, but the nature of the relationship suggested may explain broadly the failure of the 
Indian economy in the last few decades to respond adequately to the needs of a growing popU
lation and of higher standards of living and employment. 

20. A somewhat low rate of capital formation might have been adequate for countries like 
the U.K. and the U.S.A., in which modem industrialism took root early. The underdeveloped 
countries which make a late start have to aim at comparable development within a briefer 

. period. Japan and the U.S.S.R. are instances in point. Some of the countries in South East
em Europe which are now planning for rapid development have also envisaged high rates of 
investment. In Hungary, IO per cent of the national income was devoted to net investment 
in I947, the first year of her planning, but this appears to have been stepped up to I8 per cent ih 
I949· In Poland, gross investment in the post-war period has ranged between 20 and 25 per 
cent. Outside this region and under more normal conditions, Norway is known to have attain.; 
ed a rate of net investment of I 5 per cent and Finland a rate of I 8 per cent even before the 
Second World War. The question therefore is not whether a high rate of investment could be 
aimed at or achieved by relatively underdeveloped countries, but rather under what condition$ 
and in what stages it could be attained. 

2I. Investment implies applying productive resources to the buildmg up of capital eqwp
ment. These resources could come either from utilisation of resources hitherto unutilised or 
by way of diversion from the production of consumer goods. An underdeveloped country 
has a certain advantage in that it has large resources of unutilised or underutilised manpower. 
By utilising these, capital formation can be stepped up without drawing away to any larger 
extent resources employed in the production of consumer goods. Idle manpower thus consti
tutes a large investment potential. But it must be recognised that, in . the initial stages of 
development, the scope for directly utilising such manpower tends to be somewhat limited. 
For one thing, the unutillsed labour available for productive work is often also unskilled 
labour, which would have to be trained before it could be recruited for the new works to be 
undertaken. Some of the problems involved in direct investment of under-employed man
power could be overcome by efficient organisation. Still, in practice, mobilisation of idle 
manpower on a large scale cannot but result in the generation of considerable money incomes 
in advance of a corresponding increase in output. This is likely to create inflationary pressures 
which might be felt strongly at particular points in the system, impinging more heavily on the 
real income of some sections of the population than on others. A measure of privation to 
start with and austerity for a fairly long period are thus unavoidable under conditions 
of rapid development even in countries with vast unutilised resources. The strain of 
development on the economy might be felt in a vanety of ways : scarcities, high prices, 
disparate movements of incomes of different classes, bottlenecks in production, strain on 
transport, etc. To some extent, this strain can be moderated through appropriate measures 
Gf policy, but the fact of strain on the economy will remain. In determining the tempo o, 
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development, which, as has been indicated above, would mean raising the rate of investment 
from about 5 per cent of the national income to a level of somethillg like 20 per cent, a view 
has therefore to be taken as to the pace at which the required organisational and institutional 
changes can be made without engendering. too much economic and social instability. 

22. The level of saving is to a great extent dependent on the level of national income ; 
the higher the national income the higher normally should be the proportion saved. However, 
this is not always true. In the United States, considering the rate of increase in income per 
capita and the high level of this income even to beg~ with, the ~te of net saving achieved in the 
period 1870 to 1913, viz., 12 to 15 per cent, was relatively low. On the other hand, Japan 
with a lower level of incomes was able to attain a remarkably high rate of investment out of its 
own savings. The proportion of national income that is saved and made available for invest
ment depends upon psychological and institutional factors. Social customs and habits, the 
distribution of incomes, the rates at which incomes of different classes go up and the efficacy 
of banking and other institutions for mobilising saving~ these-play a part in determining 
the rates of saving attained. The high rate reached in Japan has be~n explained by the fact 
that "the Japanese capitalists spend very little on personal consumption, that the rural popula
tion and urban working proprietors are exceptionally thrifty and, indeed, the wage earners 
themselves save a substantial proportion of their incomes". There i, also a further factor which 
may be noticed here. Between 1878 and 1940 the price level in Japan rose by about 400 per 
cent while, in the United States in the corresponding period, the increase was less than 100 
per cent. Rising prices tend to enforce rates of savings which would not otherwise be possible. 
This factor has probab1y played a not insignificant pan in the l,J.S.S.R. also where it is clear that 
prices of consumer goods went up sharply in the decade 1928-1938. 

23. The programme of investment that can be undenaken at any particular time depends 
primarily on two factors : the rate of saving in the community, and the volume of unutilised 
human and material resources which can be used for direct investment. In the earlier stages 
of development, as already mentioned, though the unutilised resources would be considerable 
the cope for using them for stepping up the rate of capital fonnation might be restricted by 
either lack of technical skill or shonages of specific commodities and services. In this period, 
ther .fore, the reliance on savings has to be correspondingly greater. A3 capital formation gets 
under way and the basic framework of services like transpon, communications, irrigation and 
power is built up, the scope for utilising underemployed resources will expand rapidly. The 
problem is to get the right stan. Once this is secured and fresh capital formation staned on a 
significant scale, it increases the ability to undenake further Complementary investments, thus 
creating also new opponunities for employment. Further investments then get the benefit 
of 'external econ mies' which lower costs and increase the profitability of still further expan
sion. 1t ill thus that the vicious circle oflow output, low savings and low investment is broken 
and the economy started on an upward couroe • 

• 

24· In the initial stage-which is the criti:al period in development-there are clearly two 
alternatives open. One is to impose on the community a high rate of saving through taxation, 
loans, price inflation, or by any other means and to utilise the resources thus made available for 
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a sharp increase in the rate of capital formation. This has certainly its merits, as, in this way, 
not only would development be rapid but there would be immediately a large increase in 
employment. But, this increase in employment will not lead to a corresponding increase in 
spendable incomes ; the community as a whole will have every little more to consume than 
before and there would be set up severe infia•ionary pressures. This is the price for more 
rapid development later. The other alternative is to step up the rate of capital formation 
more gradually, but this would mean that progress would be correspondingly les~ rapid. 
Since the objective of planning is, in fJct, to promote rapid development, the problem is- one 
of stepping up the rate of investment by defined stages, so as to minimise the hardships in 
the initi~ period, but taking care at the same time that the community does put forth within a 
relatively brief period the big effort needed. 

25. On this analysis, the question is in what manner and how quickly the rate of capital 
formation in India can be stepped up, consistently with other objectives, from about 5 per cent 

. of the national income to, say, about 20 per cent. The answer depends upon the rate at which 
the national income increases as development proceeds and the proportions of this increase 
which can, so to say, be ploughed back into investment. The larger the proportion of the incre
ments to national income that can thus be ploughed back into investment, the greater is the 
pace at which development can be accelerated. The principle is, in essence, simple. If, for 
instance, a community starting with a 5 per cent rate of saving increases its total output by, 
say 10 per cent, and if in the following period capital formation is stepped up by an amount 
equal to half the additional output, the rate of saving would almost get doubled in the process. 
If it is not desired to secure a high rate of capital formation right at the start at a cost of 
excessive privation which a reduction in the initial levels of consumption would entail, the goal 
of policy must be to ensure that a high proportion of the additional incomes that accrue as a 
result of development is saved and invested. · This will, no doubt, mean that the rate at 
which the initial levels of consumption can be allowed to go up will rise only slowly, but the 
pressure on consumption standards will at least be no worse than before and it might well 
become possible to permit moderate improvements. In other words, such a programme for 
stepping up capital .formation calls for sustained austerity rather than any excessive degree 
of privation and suffering. 

26. It is necessary to visualise the problem of development over a period or twenty-five or 
thirty years and to view the immediate five year period in this broader context. In formulating 
a plan of development for a particular period, an estimate of what is feasible must, no doubt, 
carry more weight than abstract reasoning as to a desirable rate of growth. But, there is 
clearly need for looking beyond immediate possibilities and for taking a view of the problem 
even from the beginning in terms of continuing and over-all requirements, and for preparing the 
ground in advance. Precisely for the reason that the development of a country is a somewhat 
long-term process, the institutional and other factors which affect it can be changed to the 
desired extent and in the desired direction through conscious effort. Moreover, a programme 
of development even for the short period would fail to have direction and perspective unless 
it is in some way linked to certain long-term targets and objectives relating to the kind of 
economy and social framework which it is proposed to evolve. In other words. while it ia 
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important to preserve throughout a pragmatic and non-doctrinaire approach, and also to bear 
in mind the limitations involved in any calculation of long-term development possibilities, it is 
r.>f the essence of planning that it must have a wider time-horizon than immediate require
ments and circumstances might seem to indicate. 

27. In estimating possible rates of development in India, what they would involve in 
terms of effort required and what they would achieve, there are two or three major factors to 
be taken into account. We have already referred to the central role of capital accumulation 
in economic development, and how it can be stepped up by, so to say, ploughing back addi
tions to national income. The proportion of the addition to the national income in each period 
which it is decided to plough back is thus one of the major determinants of the rate of develop
ment. But this proportion cannot itself be fixed in a given situation without reference to 
two other factors. These are :(a) the rate of growth of population, and (b) the increase in 
national output and income likely to follow a given increase in the capital stock. 

28. If population is growing at a certain rate, the total national output has to be raised at 
the same rate merely to maintain existing standards of income and consumption ; this means 
that not only will so much less of further additions to national income be available for 
ploughing back into investment but a part of what is ploughed back will be taken up by capital 
equipment required for maintaini_ng per capita incomes constant in the following period. It 
is true 'that a growing population increases the manpower potential of the country and also 
bas the effect, in some ways, of stimulating investment. It is also true that the effect of an 
Increase in population cannot be judged solely in terms of the effect on per capita incomes ; it 
affects the whole pattern of production and consumption. It is not possible to judge whether, 
on net, an increasing population is favourable or unfavourable to development. In the past, 
periods of rapid economic development have also been periods of rapidly increasing 
population, but whether there is any causal relationship between the two or how it works one 
cannot say with any certainty. In Britain, between the commencement of industrialisation and 
now-a period of about 180 years-population has increased roughly five-fold. Japan had by 
1939 a population fbout twice as high as when it ~mbarked on industrialisation. In periods 
of rapid development and changing techniques it is questionable whether the concept of an 
'optimum' population can have any precise meaning. But in the short run-and we . are 
concerned here primarily with the earlier critical stages of development-there is no doubt 
that, given a situation in which shortage of capital equipment rather than of labour is the 
main limiting factor in development, a rapidly growing population is apt to become more a 
source of embarrassment than ~f help to.a programme for raising standards of living. 
In other words, the higher the rate of increase o(. population, the larger is likely to be the 
effort needed to raise per capita living standards. 

29. The relationship between additions to capital stock and increases in national income is 
also one which by its nature, would vary with circumstances. There is no unique capital 
output ratio applicabl~ to all countries at all times. Much depends not only on the stage of 
economic developme~t reached but also on the precise forms of further expansion. Japan 
provides the instance of a country where, in about a generation (i.e., roughly between 1885 and 
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1915), labour productivity in agriculture was doubled with very little additions to capital equip
ment and mainly through the use of fertilisers, better seeds, improvements in water supply 
and pest control, etc. Though climatic and other differences might require larger investments 
to produce the same result under other conditions, the capital-output ratio is likely to prove 
favourable in most countries where agricultural yields are low and where they can be stepped 
up by relatively small improvements in technique and -organization. Industrial development 
naturally requires more capital, but here too there are differences from country to country 
depending on the capital intensity of the industries concerned. Before the War, for instance, 
capital per occupied person in manufacturing industry was about three times as high in Canada 
as in Australia, while in the relatively more undeveloped countries of South Eastern Europe 
it was a quarter to a third less than even in Australia. As a rule, basic industries like iron and 
steel, heavy chemicals and power, and services like railways are more capital-intensive than 
others, and therefore, in the stages of industrial development where these are being built up, 
the capital-output ratio is likely to be less favourable than when more attention is being given 
to light consumer-goods industries. As development proceeds, external economies also become 
more evident, and this has the effect of reducing the amount of capital required per unit of 
output. The capital-output ratio also depends in a given period on the extent to which installed 
equipment in indi.!stry and transport is utilized ; if it is used more intensively, say by multiple 
shift working, the output as a proportion of the capital invested would naturally tend to be 
greater than otherwise. An outstanding· case of a given capital stock yielding larger output 
was furnished by the United States when the exigencies or war required fuller employment and 
longer hours of work. Then, again, the likely increase in national income consequent on capitat 
accumulation depends to a great extent on the share of residential buildings in the additions 
Inade to the capital stock. In the pre-war Five Year Plans of the Soviet Union, it would appear 
that the share of the new residential constructions in capital formation was relatively small ; 
~ entailed austere standards in regard to housing, particularly in the urban areas, but it made 
possible a greater concentration of resources on industrial and agriculrural development and, 
therefore, a more favourable capital-output ratio for the country as a whole. It must also be 
noted that the efficiency of investment depends upon a great many other factors besides the 
size of the investment. 

30. It will be seen from the above that one can assume a capital-output ratio only in relation 
to the pattern of development visualized for a particular country, the capital stock already 
at its C(lmmand, and the extent to which the available capital resources are being utilised. In 
some of the relatively more developed countries of the world, a unit increase in national income 
has apparently required, in the last few decades, something between 3 and 3l times as much 
in terms of additions to capital stock ; in limited periods and in particular instances the ratio 

• has of course varied. These relationships are subject to the various qualifications mentioned, 
but they indicate the range within which the capital-output ratio may fluctuate. In making 
any assumption about India for the future, we have to take into account several diverse factors, 
e.g. the possibility of raising yields in agriculture with relatively small additions to capital 
equipment, the need for expanding basic industries and services like irrigation and power which 

• 
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are highly capital-intensive, the lack of technical skill which is likely to be reflected in lower 
productivity of labour in the initial stages, the scope for intensive use of equipment in at least 
some industries through full utilisation of capacity, shortage of housing in urban areas need
ing early attention, the 'external' economies likely to follow development of transport, power, 
marketing and credit, etc. 

III. INVESTMENT, INCOME AND EcoNOMIC DEVELOPMENT IN INDIA : A BROAD Oun.INB 

31. For the purposes of our calculations regarding possible rates of development in India 
in the next few decades, w~ have made by way of first approximation the following assumptions 
in regard tO the three relationships mentioned : I 

(i) population will continue to grow at the rate of about 1 I/4 per cent per annum (which 
is the rate recorded in the last decennial period) ; 

(iJ) a unit increase in national output and income will require about three times as much 
by way of additions to capital stock, and the increased output will materialize in 
the third year from the date of investment ; and 

(iiJ) in regard to additional income in each period ploughed back into investment, there 
is scope for choosing the proportions according to the rate of development desired, 
the measure of austerity involved, and the organisational and institutional changes 
necessary. 

On these assumptions, the alternatives in regard to investment targets can be set out in 
terms of the increases in national income that can be achieved and the repercussions that 
particular investment targets would have on consumption standards at each stage in the process 
of development. 

32. The national income of India might be estimated as approximately Rs. 9,000 crores in 
195o-51. Starting from this level, the calculations we have made indicate that national income 
can be raised by over 160 per cent in about twenty-two years, and per capita incomes doubled, 
if capital formation is stepped up from the beginning by as much as two-thirds of the additional 
income each year. Apart however from the organisational difficulties in stepping up invest
ment at such a rapid rate, this rate of development would involve-particularly in the initial 
stages-considerable pressure on the resources available to the community for consumption and 
in fact necessitate a reduction in per capita consumption standards for a period of 10 to 15 

. years. If, on the other hand, capital formation is raised more gradually, say, by 25 per cent 
of the additional income in each period, no significant fall in present consumption standards 
would be necessary, but the rat.e of growth of national output will be very much slower-in 
twenty-two years it will have gone up by hardly So per cent and per capita incomes even less; 
the rate of improvement in consumption standards will also be correspondingly low. We 
have therefore to think in terms of stepping up capital formation by somewhat less than 
two-thirds but by more than a quarter of the additions to national output in each successive 
period. 
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33· In the present Five Year Plan, capital formation is estimated to rise by about 20 per 
cent of the additional income each year. The internal resources thus generated by the process 
of development would be supplemented to some extent by external resources. By 1955-56, 
national incoine, it is estimated, will have gone up to about Rs. 10,000 crores, that is, by about 
II to 12. per cent above the estimated level for 195~51. Proceeding from the level of Rs. 
10,000 crores reached at the end of this five-year period, the graph attached shows the rate of 
progress in regard to national income and consumption standards that could be attained if, 
from 1956-57 onwards, investment is stepped up each year by an amount equal to 50 per cent 
of the additional output. This means that the rate of saving as a proportion of total national 
income will have to go up from 5 per cent in the base year 195~51 and 6 3/4 per cent in 1955-56 
to about II per cent by 1~1, and 2.0 per cent by 1967-68. After 1968-69, though the 
resources devoted to investment will continue to go up in absolute terms, capital formation as a 
proportion of national income, it is assumed, will not be raised beyond 2.0 per cent of the national 
income. On these assumptions, it will be seen, per capita incomes can be doubled by about 
1977, i.e., in about twenty-seven years, and consumption standards raised by a little over 70 
per cent over the 195~51 level. 

34- These calculations, it must be emphasised, are illustrative and are intended to indi
cate only broadly the implications, in terms of effort and return, of alternative courses of action. 
The projections of national income, investment and consumption are to be interpreted with 
due caution. For instance, a fair proportion of the investment required could be drawn from 
the beginning from unutilised manpower and other resources, and to this extent the attainment 
of the investment targets would not require a corresponding decrease in the resources avail
able to the community for current consumption. There are a variety of ways in which idle 
manpower and the spare hours of those partially employed can be canalised into a nation
wide programme of developmental activity. In the digging of canals, repair and renovation 

. of tanks, construction of roads, bridges, and bunds, in rural housing, in improvement of sanita
tion, in the imparting of elementary education and technical training, and in several other 
activities, there is scope for participation by all sections of the population. The problem is 
essentially one of organisation. We have stressed throughout this Report the need to 
mobilise resources for local works and have also made provision in the present Five Year Plan 
for assisting and initiating the process. A3 organisational deficiencies are made good, and supply 
of construction materials like cement, bricks and timber improve, the scope for ~direct 
utilisation of idle manpower for building up capital will undoubtedly widen. Thus, the 
targets of investment suggested might, in fact, prove less difficult to attain than would appear 
when stated in financial terms. Correspondingly, the pressure on consump ~on standards 
of a development effort of the order indicated might also turn out to be less than the 
estimates given above suggest. 

• 
35· Development effort, it must be emphasised here, is something more than investment 

defined in the technical sense of additions to capital equipment. When the levels of education 
and health are as low as they are in India today, measures designed to raise them-which might 
require only moderate amounts of capital equipment-would yield larger returns than many 
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forms nf investment in the narrower sense c.f the term. , The potentialities in this direction 
are immense. The scope for raising agricultural productivity in the lountry by relatively 
small outlays of money on agricultural extension services is an instance in point. Technical 
education and training, together with slight improvements in methods of production may have 
similarly the effect of increasing productivity substantially in small-scale industries. The 
doubling of national income in Japan between 1878 and 1912, referred to earlier, is perhaps 
explained more by factors of this nature than by high rates of investment as such. In other 
words, while it is imponant not to base our assessment of future possibilities on unduly optimis
tic assumptions, we should not ignore the scope for increasing productivity subst!!ntially in 
lines where they are now exceptionally low and thus achieve a more favourable capital output 
relation than 3 : I . assumed in the calculations above. 

36. It will be seen from the graph that the rate of increase of national income will tend 
to gather speed after the first 10 years or so by when capital formation per annum will have 
reached a level three to four times as high as in the base year 1950-51. If this order of 
increase in capital formation could be brought about earlier,' either through direct utilisation, 
of idle manpower or by larger savings, the target of doubling pet capita national income can 
be achieved earlier. In judging the feasibility of attaining high rates of investment and saving 
in India, it is also essential to bear in mind that only a little !JVer 2 per cent of the national 
income is absorbed by defence expenditure. Considering the resources that some of the other 
countries had to diven to defence in periods of development-perhaps 10 per cent of the 
national income and often more-this must be regarded as a factor conducive to rapid 
development, provided conditions are favourable in the future for maintaining this 
relatively low proportion. 

37· What has been said in qualification of investment estimates is also true by implication 
of the estimates regarding resources · becoming available for consumption. As incomes 
increase, the whole pattern of consumption would change and so would individual and social 
valuations. In periods when the constituents of the national output are changing rapidly, 
the notion of a ~oubling of standards of living does not by itself convey any precise picture. 
Doubling per capita consumption does not, for instance, mean doubling of cereal consumption. 
A rising standard of life is likely, in fact, to result in reduced per capita consumption of cereals, 
and a substitution of other foods, such as fruits and vegetables, eggs, etc. Raising of nutri
tional standards has to be an imponant aspect of development in India, but improvement in 
these standards cannot be gauged solely with reference to any panicular item or items within 
the food group With extension of irrigation over large parts of the country, increasing use of 
fenilisers and better seeds, and the use of power for certain agricultural operations, a new 
pattern of intensive agriculture which provides a more complete and balanced diet may be 
expected fo evolve. Rising standards of living will also be characterised by greater demand 
for the secondary essentials of life like education and health facilities, travel, entertainment, 
etc. A doubling of consumption standards is, therefore, more a question of planning for and 
meeting chang~s in. t~e pattern of consumption and in social valuations than of doubling the 
prod11ction of Jts ex1stm2 component~. 
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38. In the calculations of inve:stment and income giVen in the earlier paragraphs, it has 
been assumed, as a first approximation, that population will continue to grow over the next 

, generation at the_ rate of I! per cent per annum. This would mean that the population of the 
Indian Union at the end of 25 years from now would be of the order of 500 million. This 
assumption might or might not be legitimate. Trends in population growth cannot be-altered 
quickly, and any reduction in birth rates may well be neutralised by a corresponding reduc
tion in death rates. On the other hand, with family planning on a nation-wide scale, there is 
no reason why the rate of growth cannot be brought down to, say, about I per cent per annum 
or even lower. The pressure of population in India is already so high that a reduction in the 
rate of growth must be regarded as a major desideratum. To some extent, improvement in 
living standards and more wide-spr~d education, especially among women, will themselves 
tend to lower the rate. But positive measures are also necessary for inculcation of the need 
and techniques of family planning. Elsewhere in this Report we make recommendations in 
this regard. 

39· In view of all these considerations, we regard the rate of development indicated in 
the graph as not only the minimum that the cpmmunity will have to aim at over the next few 
quinquenniums but as something which must be exceeded. With planned conservation and 
utilisation of resources, it should be possible to double per capita incomes in 20 years or so. 
Doubling national income per capita in this period is by no means an overambitious rargct. 
Yet the scale of effort that it calls for will be obvious from the broad calculations set forth 
above. This scale of effort can be secured only through organisational and institutional 
changes affecting sever.U aspects of economic and social life, and beginnings in this direction 
have to be made even during the period of the First Five Year Plan. 

IV. EMPLOYMENT IN RELATION TO DEVELOPMENT 

40 Th_ere are one or two problems of particular importance and interest in tl:.e earlier 
stages of development to which we would like to refer briefly at this stage. The first is the 
problem of employment. In a country with vast reserves of unutilised manpower, the 
problem of employment has two aspects in relation to development. There is, in the first 
place, the need to make the maximum use of idle labour for the purpose of development. 
Here it is not so much a question of providing employment at existing or higher real wages 
but rather one of effectively mobilising all the available resources at minimum social cost. 

I The second aspect of the problem is that of increasing the productivity oflabour so that larger 
employment can be provided at rising levels of real income. This is obviously linked to the 
whole question of capital accumulation and technical efficiency to which we have al!eady 
referred. There may be, in the initial stages, an apparent conflict between the need for 

1 

making the maximum use of idle manpower and the need for ra1sing productivity, but it is 
essential to recognise that, over a period, progress in one is apt to be checked by insufficient 

1 

progress in regard to the other. In the initial stages of development, newly mobilised 
labour will not be able to contribute significantly to total output and, therefore, larger 
!pOney incomes will tend to exert pressure on available supplies and cause 
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sectional rises in prices. This process is apt to cause a redistribution of available 
supplies leading probably to a rise in the real incomes of those newly employed 
and a fall in the real incomes of those who were already employed. To some extent 
such redistribution may be necessary and desirable, but there are obviously limits to this, 
particularly as the pressure is likely to be felt on commodities like foodgrains. In promoting 
higher levels of employment, it is necessary, therefore, to see that the newly mobilised labour is 
able to raise total output. If productivity oflabour cannot be increased in ,the short run, and 
particularly if the availability of basic essentials like foodgrains cannot be increased, a 
programme of full employment, designed primarily to put to work all idle labour, runs the r!sk 
of breaking down on account of excessive pressure of money incomes on available supplies.. It 
is for this reason that we emphasise throughout this report the need for relying as far as 
possible on voluntary labour, and using money mainly as a means of attracting and organising 
such labour. In other words, the accent in these first few years of development has to be on 
mobilisation .:~f idle manpower, with as little increase in money incomes as possible, rather 
man on full employment as such which, to have any "meaning, should be able to provide 
higher money as well as real incomes all round . 

. 41. A programme of full employment, with assurance of at least the current level of real 
wages to the newly employed and with no reduction in the real wages of those already 
employed, can get into swing only as capital formation in the community goes up. During 
the period of the present Five Year Plan, considerable progress will have been made in 
expanding irrigation, power, basic industries, transport and other services and these will 
provide, directly as well as indirectly, new avenues of employment. After the five year period, 
the pattern of priorities may to some extent change, but since aggregate investment will be 
continually stepped up, employment opportunities win expand rapidly. Through progressive 
increas~ in irrigation facilities, the scope for double-cropping will be enlarged and seasonal 
unemployment will diminish. Rural electrification will open up prospects for the establish
ment not only of large scale but also of cottage and small scale industries. As commodity 
production goes up, the scope for employment in services will also grow. There is at present 
a large measure of disguised unemployment in the spheres of services ; the tendency at fir&t 
will be to eliminate this element of unemployment. but gradually the proportion of the total 
working force engaged in services will also begin to rise. The elimination of unemployment 
in an under developed economy· is by its nature a somewhat long-term problem which calls for 
steady and persistent effort. In fact, development is," in a sense, but another name for 
employment opportunities. The larger the increase in national output aimed at, the greater 
must be the demand for labour, especially if care is taken to adopt labour-intensive processes 
to the maximum extent possible. This means that expansion of employment opportunities 
at rising levels of real income will proceed side by side with the development of the economy 
and, like the process of development itself, will become cumulative as soon as there is a 
marked improvement in the t~chnical equipment of the community. 

42· In ~he interim period there are likely to be difficulties of adjustment In some cases, 
there might appear a certain conflict between the need to reduce the social cost of maintain
ing unemployed labour and the need to raise the productivity of labour, To some extent, 
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tnobiiisation of idle manpower for the development programme-will ~:enerate new money 
incomes, divert larger quantities of essential commodities like foodgrains into the hands of 
those with the additional purchasing power, and thus create problems for those whose 
incomes remain more or less fixed. In the nature of things there cannot be clear-cut solutions 
to these difficulties. Unemployment is not merely an economic problem, it is a social problem 
involving human values and has to be approached from a broader view-point. In framing 
employment policy in relation Lo development, the following criteria need to be kept in mind : 
(a) unemployed manpower should be drawn upon to the maximum for the development 
programme ; (b) money incomes in the initial stages should be expanded as little as possible ; 
(c) capital formation should be speeded up and technical efficiency improved so as to increase 
productivity of labour ; (d) the rate at which equipment in established indigenous industries, 
especially those which employ large numbers, is allowed to be competed out and discarded 
must be adjusted so as to safeguard against excessive unemployment in the process of 
technological change ; and, lastly, (e) the distribution of capital in new lines should be 
planned keeping in view the need to increase employment opportunities in the short run as well 
as the larger pattern of development necessary for an expanding economy. · 

43· A comprehensive development programme over a period of years alon& the lines 
outlined above will bring about a significant change in the occupational pattern of the country. 
At the rates of investment indicated it will become possible to divert, in stages, an increasing 
proportion of the annual increase in population to non-agricultural occupations. In a country 
in which even a moderate percentage increase in population means a large total to be found 
employment, the change in the over-all occupational pattern is likely to be slow at first. At 
the present rate of growth of population, the working force in the country goes up every year 
by about I· 8 million per annum. On an average, factory industries like cotton textiles, sugar 
and cement would seem to require per worker capital equipment costing (at current price8) 
anything between Rs. 3,000 and Rs. S,ooo. Heavy industries like iron and steel, fertilisers and 
petroleum would probably involve capital investment of the order of Rs. 100,000 or more per 
employed person. Industries like ship-building, locomotive manufacturing, etc. are also 
highly capital-intensive. It will be seen from this that the possibilities of increasing employ
ment in large-scale manufacturing industries directly are limited, especially when the emphasis 
has to be on expanding producer-!oods industries. For absorbing all, or a large proportion, 
of the increase in working population each year in non-agricultural occupations, reliance will 
have to be placed mainly on small scale and cottage industries involving comparatively small 
capital investment. If these industries are to afford employment at reasonable rates of wages, 
their technical efficiency will have to be increased and every effort will have to be made to 
see that the producer's reward is not intercepted by middlemen. The scope for developing 
and expanding these industries will increase further with the development of power, communi
cations and other ancillary facilities. Once the disguised unemployment in tht: tertiary sector 
(i.e., in services) is eliminated, every increase in commodity production~particularly in 
manufacturing industries-will lead to the absorption of a considerable part of the additional 
working force in transport, trade and other services. But, again, the stage when expansion of 
services req~& less capital would absorb a growing population of the workin& fi·,lce is likely 
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to come fairly late in the country's development. In the immediate future, therefore, ati:endoil 
has to be concentrated primarily on diverting the increases in working population to large and 
small-scale industries and the supporting Jervices rather than on changing in any drastic way 
the over-all occupational pattern. The change in occupational pattern will no doubt follow
perhaps faster than can be foreseen now-but this is not an end itself and should be regarded 
more as _a corollary of development rather than as a direct objective. 

V. EXTERNAL RESOURCES FOR DEVELOPMENT 

44· Another problem to which we would refer is the role of foreign investment in relation 
to development. How much of the resources needed to raise national output and incomes 
should come from domestic effort and how much should come from external sources cannot, 
of course, be determined in advance or on any a priori basis. Very much depends upon the 
circumstances in which a country is placed and upon the general conditions affecting the flow 
of capital from surplus countries. The United States, for instance, relied a great deal in the 
initial stages of its development on foreign capital. This is probably explained by the shortage 
of manpower and the consequent heavy capital investment required for opening up the conti
nent ; partly also it was conditioned by the policy of protection followed in the United States 
and the free movement of capital between countries which characterised the nineteenth 
century. On the other hand, Japan depended very little on external resources ; the State played 
an active part in financing industrial development and introducing new forms of organisation 
needed for industrialisation. The Soviet Union provides another instance of a country which 
developed rapidly with its own resources ; in this case it meant even greater hardship and 
suffering than in Japan. That a plan of development today must, in the main, rely on domes
tic resources can hardly be over-emphasised. In the first place, the conditions governing 
international investment are no longer what they were when some of the highly 
industrialised countries of today like the United States, Australia and Canada began their 
~.areer of development. Secondly, external assistance is acceptable only if it carries with it 
no conditions explicit or implicit, which might affect even remotely the country's ability to take 
an independent line in international affairs. There are also obvious ris~s in excessive reliance 
on foreign aid which depends on the domestic political situation in lending countries and 
which might be interrupted by any untoward international developments. And yet, external 
resources at strategic points and stages can be of so much assistance in a period of rapid 
development that it is desirable, consistently with other objectives, to create conditions 
favourable to their inflow. 

45· Priority will no doubt go to such external investment as is available from institutions 
organised on an international basis. The resources of such institutions are however limited, 
and it would be short-sighted to exclude without good reason investment of funds from 
advanced countries, either on an inter-governmental basis or on the basis of negotiations 
between individuals or corporations in the countries concerned. The terms and conditions 
on which foreign investment ~ay be received will of course have to be judged in the light 
of the basic objectives of national policy and also in the light of the contribution which the 
proposed investment will make to development along lines accorded a high priority in the 
country's development progranune. 
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THE PROBLEM OF DEVELOPMENT 

46. As will be seen from subsequent chapters, India has a programme of development 
hrger than can be financed from the resources internally available. To a certain extent, the 
volume of domestic resources available for investment can be augmented through appro
priate fiscal and economic policy, through compulsory savings, and through drawing on 
unutilised manpower. There will, however, still remain certain shortages which would tend 
to restrain the whole pace of development, and it is in meeting these that external resourc~ 

can be of help. The precise role of external resources in relation to the first Five Year ·Plan 
is discussed in a later chapter. 
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CHAPTER Ii 

• 
OBJECTIVES, TECHNIQUES_AND PRIORITIES IN PLANNING 

· lN DEPINING the objectivts, priorities and techniques of planning in India, it is necessary to 
bear in mind the scale and dimensions of the problem as outlined in the preceding chapter as 
well as the basic values which must find expression in the economic and social pattern to be 
evolved. It is no longer possible to think of development as a process merely of increasing the 
av&i!able supplies of material goods ; it is necessary to ensure that simultaneously a steady 
advance is made towards the realisation of wider objectives such as full employment and the 
removal of economic inequalities. Maximum production, full employment, the attainment 
of economic equality and social justice which constitute the accepted objectives of planning 
under present-day condition~ are not really so many different ideas but a series of related aims 
which the country must work for. None of these objectives can be pursued to the exclusion of 
others ; a plan of development must place balanced emphasis on all of these. For instance, 
even the limited objective of increased production cannot be attained unless the wider objectives 
of social policy are constantly kept in mind and steadily pursued. On the other hand, equality 
and social justice will have little content unless the production potential of the community is 
substantially raised. Development, thus conceived, is a process which calls for effort and 
sacrifice on the part of the entire body of citizens. For such effort and sacrifice to come forth 
psychological conditions have to be created which provide an incentive for all to give of their 
best. 

INSTITUTIONAL AND STRUCTURAL FACTORS IN DEVELOPMENT 

2. Reference has been made in the previous chapter to the limited and partial development 
which the Indian economy has registered during the last few decades. Judged in terms of per 
capita incomes and standards of well-being, the economy has, on the whole, remained more or 
less stagnant. This is primarily because the basic conditions under which an economy can 
continuously expand have been lacking. The impact of modern industrialism in the latter half 
of the 19th century was felt in this country initially through imports of machine-made goods 
from abroad which reacted adversely on the traditional patterns of economic life, but did not 
create the impulse for development along new lines. The transition that followed was character
ised not by expansion of industry and a diversification of the economic structure but by a decay 
of India's traditional arts, crafts and industries, and by an increasing pressure of population 
on the land. This retrogression led to a decline in productivity per person engaged in 
agriculture, the adverse effects of which were perhaps softened to some extent by the shock
absorbing capacity of the old institution of the joint family. The result was a continuous 
increase in ~<der-employment and the growth of an attitude of "pathetic contentment" on 



the pan of the people. In such an environment there could be little economic or social progress. 
Whatever surpluses might have been available in the system under these conditions were 
directed to the purchase of imports, partly of better finished products from abroad and panly 
of equipment for the new transportation system designed primarily in the interests of foreign 
commerce. The responsibility for promoting modem commerce and industry came to be 
concentrated in the hands of certain classes in the urban areas, and up to the end of the 
nineteenth century the only major large-scale industries which had taken root in the country 
were cotton and jute textiles. Little attention was paid to improvement of agriculture or 
to the needs of the rural areas. After the turn of the century and especially after World War 
I, it came to be recognised that without rapid industrialisation significant economic advance was 
not possible. The inter-war period witnessed the establishment and growth of several indus
tries in the country. A more positive policy on the part of the Government and a change 
in the terms of trade in favour of the producers of manufactured goods and against the 
primary producer in the period of the depression materially assisted capital formation in 
the industrial sector. There was, however, little overall economic improvement as conditions 
in the agricultural sector deteriorated sharply. 

3· The backwardness of the Indian economy is reflected in its unbalanced occupational 
structure. About 68 per cent of the working population is engaged in agriculture, about 14 
per cent in indUstry (large and small scale), some 8 per cent in trade and transport and the 
remaining IO per cent in professions and services including domestic service. Even with this 
large proportion of the population engaged in agriculture, the country is not self-sufficient in 
food and raw materials for industry. Productivity per worker in organised industry, commerce 
and transport is about three times that in agriculture, but this sector of the economy has not 
been expanding rapidly enough to absorb the surplus population on the land. The large
scale underemployment in the rural areas which these conditions have given rise to constitutes 
a big economic and social problem. A change in the occupational pattern in the direction of 
greater employment in the indUstrial sector and in services is clearly necessary if the associated 
phenomena of mass poverty and unemployment are to be tackled effectively. 

4· It follows' from all this that the problem is not merely one of making the existing 
economic institutions work more efficiently, or making stna11 adjustments in them. What is 
needed is a transformation of the system so as to secure greater efficiency as well as equality 
and justice. The central objective of planning is to create conditions in which living standards 
are reasonably high and all citizens, men and women have full and equal opportunity for 
growth and service. We have not only to build up a big productive machine-though this is 
no doubt a necessary condition of development-we have at the same time to improve health, 
sanitation and education and create social conditions for vigorous cultural advance. Planning 
mUst mean co-ordinated development in all these fields. • 

S· In this task of securing simultaneo..~s advance along several fronts, it would be 
unrealistic to hold out the hope that rapid and spectacular progress can be made in the initial 
period of planning. ' Within a limited period, there is always a measure of conflict between 
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one objective and another and, in the formulation of a Plan for a given period, it is necessary 
to proceed in terms of priorities as between these objectives themselves laying more stress on 
some and less on others. This problem of balancing competing objectives is implicit in all 
planning and the quality of a plan depends upon the soundness of its judgments regarding 
the relative emphasis on the various objectives. Only to the extent that the Plan succeeds in 
striking a right balance can consistent policies be formulated and pursued. There is, to begin 
with, the problem of choosing, on the one hand, between a moderate increase in the standard 
of life in the near future with relatively small additions to capital equipment and, on the other, 
a substantially higher standard of life perhaps for the next generation at the cost of continued 
austerity and privation to the present generation in the interests of rapid capital formation. 
The implications of this choice have already been discussed in the previous chapter. 

6. Secondly, while a fuller utilisation of the idle manpower in the country must be a major 
objective, and every effort must be made to create opportunities for work in the rural areas 
through improvements in agriculture, development of cottage and small-scale industries and 
extensive programmes of public works, especially in the slack season, the lack of the necessary 
equipment and other materials needed for improving labour productivity limits the rate at 
which idle manpower can be absorbed. There is, under these conditions, the risk of creating 
or perpetuating pseudo-employment, which might result in a rise in money incomes without 
a corresponding increase in the supply of the goods needed for sustaining the newly employed. 
The problem, as has been shown earlier, cannot be solved satisfactorily without a substantial 
increase in the productive equipment of the community,which, in turn, means more investment. 
While plannin~: for fuller employment, it is also necessary to keep in mind the distinction 
between a pattern of employment which can be sustained after the development.process has 
gone some way and a pattern that has to serve for the transitional stage. Rigidity of the 
occupational pattern is incompatible with rapid economic development. Steps 'llUst, 
undoubtedly, be taken to ensure the fullest possible utilisation, in "furtherance of develop
ment programmes, of labour power now running to waste, but the long-run objective must 
be to encourage rather than discourage the mobility of labour, geographical and occupational. 

1· The problem of unemployment among the educated middle classes in the urban areas 
is an instance of a failure of co-ordination between the system of education and the needs of the 
economic system. f'!s a proportion of the total population, the number of educated men and 
women in the country is very small, and there is dearth of trained personnel of the requisite 
quality in business and industry as well as in public administration. Unemployment among 

' the educated classes is to some extent a consequence of the extessive bias in the present 
educational system towards general literary education to the neglect of specialised, techmcal 
and vocational training. To some extent, the difficulties experienced by educated young men 
in finding employment are tl'l!-ceable to a certain reluctance on their part to take on occupations 
which involve hard manual work or work in somewhat uncongenial surroundings either in 
cities or in rural areas. The problem has m~ny facets. Unemployment amongst highly 
qualified and trained personnel may, to some extent, be frictional or transitional in character, 
but it may also be due to a lack of adjustment hetwee'l demand and s~pply of ~ucb speci.amecJ 



personnel. Employment exchanges, closer contacts between educational institutions and 
employers, private or government, and other devices to encourage a better adjustment between 
demand and supply can alleviate the problem of middle class unemployment up to a point. 
But a large and continued increase in the demand for educated men and women can come only 
from a quickened tempo of development in the economy. As planning proceeds, there will 
be demands for personnel with various types of qualifications and training and meanwhile it is 
necessary to take steps to diversify and reorientate the educational system in keeping with the 
needs of a developing economy. 

8. The decisions that have to be taken in regard to the reduction of economic inequalities 
within a given period also involve a weighing of diverse considerations. While it would be 
wrong in this sphere to think in static terms and to condone the existence or accentuation of 
sectional privileges, it is no less important to ensure a continuity of development without which, 
in fact, whatever measures, fiscal or other, might be adopted for promoting economic 
equality might only end up in dislocating production and even jeopardizing the prospects of 
ordered growth. 

9· There are risks in going too far or too fast in these matters, but the risks of not moving 
fast enough are no less serious. The decision as to the measure of risk to be undertaken must 
turn primarily on an appraisal of the capacity of the community to hold together under the 
stress of major structural changes and of its various sections to maintain a high standard of 
discipline and restraint while the necessary adjustments are taking place. 

DEMOCRATIC PLANN!NG ANO THE ROLE OP THE STATB 

10. The question of the techniques to 0e adopted for planning is linked up with the basic 
approach that a community decides to adopt for the realisation of its objectives. It is possible 
•o have a plan based on regimentation and on immediate measures for levelling down in the hope 
ultimately of being able to level up. It is possible to take the view that mass enthusi~sm 
cannot be created except on the basis of reprisals against those classes which have come to be 
associated in the public mind with the inequities and deficiencie.q of the old order. But the 
basic premise of democratic planning is that sodety can develop as an integral whole and that 
the position which particular classes occupy at any given tim~ product of various historical 
forces for which no individual or class as such can be held responsibl~n be altered without 
reliance on class hatreds or the use of violence. The need is to secure that the change i4 
effected quickly and it is the positive duty of the· State to promote this through all the measures 
at its command. The success of such planning no doubt depends on the classes in positions of 
power and privilege respecting the democratic system and appreciating the rapid changes 
it ca!Lq for. • 

II. It is clear that in the tr'!nsformation of the economy that is called for the State will 
have to play the crucial role. Whether one thinks of the problem of capital formation or of 
the introduction of new techniques or of the extension of social sen ices or of the over-all 



re-alignment of the productive forces and class relationships .within s~ety, oile . ~~es 
inevitably to the conclusion that a rapid expansion of the econormc and social responsibilities 
of the State will alone be capable of satisfying the legitimate expectations of the people. This 
need not involve complete nationalisation of the means of production or elimination of private 
agencies in agriculture or business and industry. It does mean, however, a progressive widen
ing of the public sector and a re-orientation of the private sector to the needs of a planned 
economy. 

Rm.ATIVE SHARES OF THB PuBLIC AND PRIVATE SECTORS IN OWNERSHIP OF PRODUCTIVE CAPITAL 

12. We should like to emphasise here that, as far as the ownership of productive capital 
assets (other than in agriculture, small-scale industry and transport, and in residential housing) 
is concerned, the share of the public sector is already large. The book value of gross fixed 
assets owned by the Central and State Governments, together with the working capital in the 
enterprises concerned, amounted to over Rs. 1,200 crores at the end of 195o-51 (as compared 
to about Rs. 875 crores at the end of 1947-48). The distribution of t~ese was roughly as 
follows:-

Railways . • • • • • • . . 
Irrigation works (including multi-purpose river valley projects) . 
Communications and broadcasting . . . . . 
Electricity undertakings 
Industries · . . . 
Civil Aviation 
Ports . . . . 
Central Tractor Organisation 

TOTAL 

(Rs. crores) 
837 
230 
53 
40 
44 
10 
8 
5 

1236 

The above estimate excludes the investment in motor transport. ' Strictly speaking, 
account should also be taken of the productive capital assets owned by port trusts, municipalities 
and other semi-public agencies which probably amounted to well over Rs. 100 crores. 

13. The value of productive capital assets in the private sector (again excluding agri
culture, small-scale industry and transport, and residential housing) in 1950 was not perhaps · 
mare than about Rs. 1500 crores. According to the Census of Manufactures for 1949 the net 
productive capital employed in twenty-nine groups of factory industries amounted to only 
about Rs. 510 crores ; for the factory industries not covered by the Census, as well as to allow 
for depreciation (so as to make the estimates comparable with those for the public sector which 
give the gross value), an additional provision of Rs. 6oo crores might be made. The break 
down of the estimate of the value of total productive capital in the private sector, referred to 
above, would thus roughly be as follows :-

. (Rs. croresl 
Factory establishments 
Plantations 
Electricity undertakings 
Mines 
Shipping and Aviation 
Motor transport . 

• • 

TOTAL 

IIIO 

100 

70 
30 

32 

130 

1472 
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14. These estimates are necessarily rough, and relate to historical and not replacement 
value, which will be considerably higher in both cases, but they show·that in the building up 
and maintenance of basic services essential for organised industry, and to some extent in indus
trial development itself, the State has already been playing a not insignificant part. It also 
suggests that the productive capital in industry and in services essential to it is so small 
compared to the needs of the country that, in the further accumulation of it, the two sectors 
can well supplement each other and need not necessarily expand at the expense of the one or 
the other. 

RELATIONS BI!TW1!l!N THE PUBLIC AND THE PRIVATE SECTOR 

15. In the industrial sphere, the respective roles of the State and ofprivnte enterprise have 
been enunciated in the Industrial Policy Statement of 1948. In term~ of this Resolution, 
the principle of Government ownership and control has been accepted in regard to a segment 
of the economy comprising arms and ammunition, atomic energy and railways. It has also 
been stated that in regard to certain key industries like coal, iron and steel, aircraft manu
facture, ship-building, manufacture of telephone, telegraph and wireless apparatus, etc., the 
State is to be responsible for further expansion except to the extent that it considers the 
cooperation of private enterprise necessary for the purpose. In the rest of the industrial 
field the initiative for development and the responsibility for management will rest on private 
enterprise. Government have, however, the right to acquire any undertaking in the public 
interest and to intervene in cases where the conduct of industry under private enterprise is 
not satisfactory. 

16. The distinction between the p·.1blic and the private sector is, it will be observed, one of 
relative emphasis ; private enterprise should have a public purpose and there is no such thing 
under present conditions as completely unregulated and free private enterprise., Private 
enterprise functions within the conditions created largely by the State. Apart from the 
general protection that the State gives by way of the maintenance of law and order and the 
preservation of the sanctity of contracts, there are various devices by which private enterprise 
derives support from the Government through general or special assistance by way of tariffs, 
fiscal concessions, and other direct assistance, the incidence of which is on the community at 
large. In fact, as the experience of recent years has shown, major extensions of private enter
prise can rarely be undertaken except through the assistance of the State in one form or another 
The concept of private enterprise, as, indeed, of private property, is undergoing rapid change, 
and the view that private enterprise can function, only on the basis of unregulated profits is 
already an anachronism. The process of reorientation should and is certain to continue arid 
gather speed, and the problem is to see that the transition is smooth and orderly. Already, 
in certain spheres of industry, units owned publicly and units under private enterprise are 
functioning side by side. The points of interaction b"etween priyate and public enterprise 
are multiplying rapidly. In the maintenance of industrial peace and the promotion of a 
cooperative outlook between capital and labour, the State has necessarily to play a vital role. 
All these are indications that the private and the public sectors cannot be looked upon as 
anything like two separate entities ; they are and must function as parts of a single organism. 

3! 
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17. Agriculture is traditionally a sphere in which the organisation of economic activi y 
centres around the individual, backed by the cooperation of the members of the family. In 
a static subsistence economy this form of organisation was probably adequate to the limited 
purposes then in view. Under modem conditions, it is proving more and more inadequate. 
Here, again, whether we regard agricultUre-and associated Industries-as falling within the 
private sector or the public sector is more a matter of nomenclature than of substance ; for it 
is almost impossible to secure the desired development in these fields without a great deal of 
initiative and active assistance on the part of the State. Not only must the State assume the 
responsibility for providing the basic services such as iriigation, power, roads and communi
cations ; it must also undertake direct promotional work by providing finance, marketing, 
technical advice and other assistance to agriculture through appropriate agencies. If the 
State undertakes these responsibilites, this will mean certain obligations which the 
agriculturist will have to undertake. 

18. For the State to be in a position to discharge efficiently the varied responsibilities that 
it undertakes, it is neeessary that all producers, agricultural as well as non-agricultural, accept 
certain obligations. For instance, since the State has to guarantee a fair distribution of the 
limited supplies of food, the farming community has to make available to it on reaso.nable terms 
the necessary supplies for distribution to non-producers. For similar reasons controls 
might be necessary on essential consumer goods like cloth and basic producer goods like steel. 
Jn a planned economy, thus, the private producer has to work, in essence, as an agent for utilis
ing economically and to the best advantage of the community the productive resources at his 
dispos~l. 

ORGANISATIONAL AsPECTS -OF ECONOMIC CHANGE 

19. Our conception of the public and the private sectors and the direction in which they 
ought to move _is closely related to the problem of competing objectives we referred to earlier . 
.This problem arises in an acute form in the early stages of planning mainly on account of 
deficiencies in organisation. The necessity for making a choice between reducing inequalities 
of income and raising the level of capital formation would not, for instance, be so serious if 
there were available at hand alternative channels for efficient mobilisation of resources. The 
limitations to a policy of full employment are similarly to a great extent on account of defici
encits in organisation in regard, on the one hand, to the supply and distribution of essential 
commodities, and, on the other, to the possibilities of directly mobilising manpower. The 
institutional changes that are now initiated have to be framed with two aims in view : first, to 
progress as far as possible even within the period of the Plan towards the social objectives in 
view, and, second, to remove deficiencies in organisation which will make possible faster 
progress in the future. 

• 
20. In a country which is primarily agricultural and in which the pace of development 

in other sectors depends to a great extent on progress in agriculture, the system of ownership 
and management of land within which agricultural producers have to function is obviously 
of the highest significance. Large areas of the country have emerged only recently from forms 
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of feudal organisation. Though a fair measure of progress has been made in protecting 
the cultivator against intermediaries in land, money-lenders and traders, a great deal has still 
to be done in order to enable the cultivators to function as an efficient agent of produ'-'tion in 
command of a rea~onable size of holding and with access to productive credit and other facili
ties such as supply of seeds and manures. The question of ownership of land has also a wider 
social aspect which makes the reorganisation of the agrarian system a matter of prime national 
importance. Our detailed recommendations in respect of land policy to be followed in the 
period of the Plan have been set forth later in this Report. The organisational chanr,cs 
necessary in this sector do not relate merely to land ownership but cover a wider field 
including agricultural marketing and rural credit. The problem here is one of making& 
simultaneous advance along several lines and this, as we have emphasised elsewhere, involves a 
strengthening of the co-operative form of organisation for purposes of marketing, credit and 
production. 

21. In the development of countries like the United Kingdom, trade and banking played 
a great part in mobilising resources for development. Mercantile profits, in fact, were the main 
source of funds for industrial expansion, while the growth of commercial banks provided the 
necessary working capital. Apart from the fact that there were special historical circum
stances which favoured the accumulation of large profits from commerce in the initial stages 
of economic development in many of these countries, these means of promoting capital 
formation are not consistent with our other objectives. The expansion of trade has, under 
our conditions, to be regarded as ancillary to agricultural and industrial development rather 
than as an initiating impulse in itself. In fact, in view of the urgent needs for investment 
in basic development, diversion of investment on any large scale to trade must be viewed as 
a misdirection of resources. Similarly, banking development and provision of credit facilitieS 
in an under-developed country raise ~pedal problems. To these we shall return presently. 

22. The distributive system needs special attention under planning. In an economy 
subsisting on small commodity surpluses scattered widely, there is a tendency for capital to 
flow into trade in preference to production. Apart from the opportunities which a loosely
knit economic organisation gives for small trading establishments to spread themoelves over 
extended lines of distribution, investment of capital in speculative trade giveS better returns 
!han in almost any other sector. The former may be regarded as another manifestation of 
under-employment but the latter is apt to become an obstacle to development. From the 
larger point of view of controlling relative prices and profitability as al;o for g1in'ng control 
over the economy at strategic points, state trading at the wholesale level in respect c f · 
selected commodities could be used as a potent instrum !nt of planning. In a system ir. 
which profits from production are closely linked to marketability of the product government 
operation of the distributive system at selected points is, prima facie, capable of producing 
even better results than direct control over production. The cost of living of the large majority 
of the people depends, for instance, on a relatively few commo.-lities like foodgrains, cloth. 
: ugar, kerosene and salt. Through state trading in these commodities, it would be possible 
to operate directly on the cost of living and to aim at a rate of development which wou!d 
otherwise be difficult. Public enterprise in the field of distril:utive trades, is however. likely 
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to raise complex organisational problems. Our knowledge of the present distributive mecha
nism, its composition and structure and the way the various links in the system are related 
is at present inadequate, and it is therefore difficult to visualise fully the administrative problems 
involved. But the direction in which we have to move is clear, and a beginning has to be 
made during the period of the Plan. Before decisions can be taken, there is need for clearing 
up the fac;tua.l position regarding the amount of capital involved, the profit margins, costs 

• of operation, the number of people employed, and related aspects of the question. A Census 
of Distribution designed to throw light on these crucial aspects and covering a few selected 
commodities in the first instance would be of value in this context. 

23. The limitations and deficiencies of organisational structure from the point of view 
of economic change can be made good, not necessarily by displacing private agencies but 
through supplementing, them. Our conception of the private sector comprises not only 
individual and corporate but also co-operative forms of organisation with special emphasis 
on the last. It includes the vast fields of primary production, of cottage and small scale 
industries, of marketing of agricultural produce, of residential housing and of wholesale 
and retail trade in which there is scope for rapid expansion of cooperative enterprise. The 
extension of the cooperative form of organisation to these varied activities has hardly been 
initiated in this country, but it appears certain that such extension holds out promise of 
securing the best results by way of increased production, the reduction of rent and profit 
margins, and the buildin~ up of investible surpluses in the economy. If planning is to avoid 
excessive centralisation and bureaucratic control and is, at the same time, to hold in check the 
self-centered, acquisitive instincts -of the individual producer or trader working for himself, 
the encouragement of cooperative enterprise must be given the highest priority. We should 
like to stress in particular the importance we attach to the progressive socialisation of agri
cultural marketing and of processing industries in the r'ural areas through the agency of 
co-operatives. The problems arising in this connection and the ways and means by which 
the State is to foster such development are referred to in appropriate contexts in the later 
chapters of this Report, 

ALLOCATION OF REsOURCES AND PluCB POLICY 

24· The raison d'ecre of a planned economy is the fullest mobilisation of available 
resources and their allocation so as to secure optimum result~. The problem of how this has 
to be brought about when the economy functions partly through private enterprise motivated 
by profit expectations and partly through Government ownership and direction deserves care
ful consideration. For the private sect?r, the prevailing price relationships are the· prime 
factor in determining resource allocations. · In the public sector, the direction of investment 
need not always and necessarily be guided by the profit-and-loss calculus. Nevertheless, 
the relation between costs and returns even in the public sector has to be judged, at least a8 
a first approximation, in terms of market prices. It follows that the maintenance of a struc
ture of prices wluch brings about an allocation of resources in conformity with the targets 
defined In the Plan must be the consistent aim of economic policy. 
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25. Over a longer period, and particularly in a period of rapid development, the structure 
of prices is bound to change. Even the level of prices is likely to go up. But such changes 
must as far as possible keep in step with improvement in th level of incomes as well as with 
shifts in their distribution ; if they move in advance, they are likely to cause considerable 
hardships and lead to results which are the negation of our objectives. 

26. Price policy, being partly a problem of allocation of resources and partly a question of 
ensuring reasonable equality of sacrifice among the different s!:ctions of the peopl~, requires 
financial as well as physical cOntrols. In the early stages, a development plan necessarily 
increases money incomes more rapidly than production. If these incomes are allowed to raise 
current consumption expenditures, they act immediately on prices, especially of articles like 
food which are in short supply. Such price inflation distorts the relationship between 
sectional price levels and encourages a diversion of productive resources to purposes which 
militate against the requirements of development. If continued for a long time, it generates 
economic inst.1bility and social unrest. To the extent that idle manpower and oth~r resources 
can be used productively without any significant generation of additional money incomes 
the inflation potential of a development programme can be minimised at the very start. But, 
to the extent that money incomes rise, the probl2m of holding inflationary pressures in check 
has to be faced. 

27. Monetary and credit policy is a powerful instrument for securing the de$red result. 
Du.-ing the war and in the years immediately following, credit policy as an ir.strument of overal 
economic control had fallen into the background, but in recent years there has been a gene
ral tendency to revive its use. That credit control can exercise a healthy restraining influence 
on speculation and can assilt in bringing about a bette-r balance between aggregate demand 
and aggregate supply has been demonstrated by the distinct improvement in the price situation 
in the country since the raising of the bank rate and the adoption of a tighter credit policy by 
the Reserve Bank in November, 1951. The downward trend in prices in India had started 
before the announcement of this new policy, and it is evident that international factors have 
also greatly influenced the course of domestic prices. Nevertheless the credit and financial 
policy of the Government have been a significant factor in the situation. About the middle 
of 195 I, the index of wholesale prices was around ·450 ; ·it went down to 367 in May, 1952_. 
and has, of late, been around 390. The cost-of-living indices have not shown a comparable 
fall, and it cannot be said that the fall in wholesale prices warrants any relaxatiou of vigilance 
and caution in the matter of overall price policy. Effective credit control must therefore 
remain an essential instrument for regulation of investment and busi~ss activity. 

WORKING CAPITAL REQUIREMENTS AND ORGANISATION OF THE CRIIDIT SYSTEM 

:z8. Having emphasized the role of credit policy ill keeping the economy on an even level 
we should like to refer also to another, somewhat different and more long-range, aspect of the 
matter in relation to developmental planning. A persistent upward•trend in production and 
trade· cannot be sustained without an expansion ill the supply of money and credit- Over a 
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period, therefore, it will be found necessary to expand mone}! supply in the country in response 
to tlie increased volume of transactions in the economy. This must come about through 
extension of credit institutions which will impart the necessary elasticity to money supply 
without generating inflationary pressures. The large credit needs of agriculture and of 
industry, especially of cottage and small scale industries, cannot be met except through _a 
network of crfdit institutions which will mobilise savings in the rural areas and disburse credit 
on a large scale to productive enterprises, individual, co-operative or joint-stock. In this 
process of development, the &couragement of larg~r savings from current income and of 
a productive use of them in place of rrtere hoarding will have to play the major part. But, 
at the same time, judicious credit creation somewhat in anticipation of the increase in produc
tion and the availability of genuine savings has also a part to play, for it is conceivable that 
without this kind of an initial push, the upward process may not start at all or may fail to 
gather momentum. The overall credit policy to be followed by the central bank in an under 
developed country launching upon a process of development has, therefore, to be adapted to 
these requirements. 

29. There is no doubt that the Reserve Bank of India, which is a nationalised institution, 
will play its appropriate part in furthering economic development along agreed lines. The 
Bank has succeeded in bringing the organised sector of the money market well under its control. 
It has recendy initiated measures for the development of a bill market in India which will impart 
greater elasticity to the credit system. The Bank is also playing a more active role in the 
provision of rural finance and is devoting special attention to the problem of promoting 
banking development in parts of the country in which it has hitherto been lacking. These 
developments will strengthen the credit system materially. Under the Banking Companies 
Act, the Reserve Bank has wide powers for regulation and supervision of the credit policy 

• of banks. More than these legal powers, it is, we feel, the moral prestige of the Reserve Bank 
and the close understanding between its management and the management of private bankr 
that is of special importance in the alignment of the banking system to the need$ of a planncrd 
economy. 

30. The process of economic development, once started, will make new demands ;n the 
banking system, and this may necessitate changes in organisation and structure. Central bank
ing in a planned economy can hardly be confined to the regulation of the overall supply of credit 
or to a somewhat negative regulation of the flow of bank credit. It would have to take on a 
direct. and-active role, firsdy, in creating or helping to create the machinery needed for 
fina_ncmg developmental activities all over the country and, secondly, in ensuring that the finance 
available flows in the ~irections intended. For the successful fulfilment of the Plan it may 
become necessary to dtre~ _special credit facilities to certain lines of high priority. Banking 
dev~lopiJlent: through the normal incentives of private banking, is apt to be a slow process, 
parncularly m a country in which deposit banking and the use of cheques is likely to take 
root only slowly among the masses of the people.* In this field, the profit motive may stand 

ther:i~i:~:~:~~fi~ ea~nings ofbanks ~re related to the ratio between their cash hOt dings and their loans and advances 
a reasonably high p~~~~~::i~a;~~~~:;:~~~~~~the P:Pblatior:- w~o a de familiar with the use of cheques and will enabl: 
motive-force behmd extension of ban kin nces o e malnta ne on the same cash base, On account of this, the 
deposits rather than distribution of credft %:ess ~eve~oped areas also :nds to be il_l the ~rst i~st~nce collection of 
pre~existing savings'to be ta ed h' pro. ucuve purposes. here there Is a fatr)y BJgmficant supply of 
b1kcredit ;in blckwJr~i are1f~o;•~e~s ~h~~C:i~i;r•IJ tsoon leadhtothebno~al cumulative growthofbank deposits and 
teapectofproductivecredit. , w ' s artrnay aveto e g•ven throu~ham.ore-.~t~ve loans policy iu 
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in the way of the extension of credit facilities to sections of the population which need them 
_for rapid development. The proper discharge of its function; by the banking system will neces
sitate its operation more and more in the light of the priorities for development indicated in 
the Plan and less and less in terms of returns on capital. The banking system-and in fact the 
whole mechanism of finance including insurance, the stock exchanges and other institutions 
concerned with investment-will thus have to be fitted increasingly into the scheme of 
development visualised for the economy as a whole ; for, it is only thus that the process of 
mobilising savings and of utilising them to the best advantage becomes st>cially purposive. 

FISCAL POLICY AS AN INSTRUMENT OP PLANNING 

31. Allied to the problem of credit policy is the question of fiscal policy in relation to 
planning. With the continuous expansion of Government functions and the increase in public 
expenditure this necessitates, fiscal policy may be said to be of even greater significance for 
influencing the volume and direction of economic activity. In the U.K., for instance, 
Government's total expenditure amounts to about 40 per cent of aggregate national 
expenditure ; in the U.S.A. and in Canada, it works out at about 25 per cenf; and, in 
Australia it is about 30 per cent. These high proportions are, of course, a redection of the 
large transfers from the public to the private sector through social insurance schemes and 
servicing of pu~lic debt. In India, the corresponding figure is at present of the order of 7 or 8 
per cent, and this will inevitably rise rapidly as development proceeds. The process of 
development has always inflationary possibilities, and it is necessary, if development is to be 
orderly and its incidence not unfair to those classes whose incomes are relatively fixed, that 
the accent of fiscal policy must throughout be on minimising inflationary pressures. 

32. This vital consideration has been given due weight in determining the over-all target 
of development expenditure in the first Five Year Plan. At this level of expenditure, it has not 
been possible to provide finance for several projects which, on a longer view, must be taken 
up for execution. There iS, of course, no way of expanding the size of the Plan except by 
increasing the resources available to the public sector. It is necessary also at the same time 
to see that the level of expenditure in the public sector and the devices used for finding the 
needed resources are not such as to react too adversely on the private sector, the development 
plans of which are of equal significance from the point of view of the community's interests. 
To mention this limitation on our present effort is, however, only to underline the need for a 
bolder policy in the future. The investment expenditure which, in the last analysis, a 
()()ffiffitmity can·· undertake depends, apart from whatever external resources may become 
available, upon the rate at which it can step up its savings; for, the problem is not just one 
of diverting investment from the private to the public sector, but of increasing the total. 

33· An increase in aggregate investment implies, as stated earlier, a postponement in 
increases in the standard of living to the maximum extent possible, and fiscal policy is a major 
device for bringing about this result. FiScal policy has at the same time to aim at a reduction 
in ineqqaliti~ of income and wealth. Th.;re is clearly far more scope for cutting down 
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consumption expenditure in the higher income groups than for tightening ~f the bclt in the 
lower income ranges. The common man has, undoubte.ily, to play his part in financing 
devdopment, but, on grounds of economic as well as social policy, the more well-to-do classes 
ha\'C to contribute in proportion to their capacity to pay. The question is how this result is to 
be s=rred. Direct taxation of the rich is likely to impinge more on their savings than on their 
consmnption. There is need for balancing the advantages of a greater equality of incomes 
and wealth against the disadvantage of a possible fall in private savings and capital formation. 
This consideration has special reference to the problem of the immediate future but granted 
the basic assumptions of a planned economy, it cannot, over a period, be allowed to come in 
the way either of a progressive reduction of inequalities of income and wealth or of rapid 
capital fqrmation. 

4· The reasoning that direct taxes are apt to reduce savings rather than consumption 
expenditure and hence detrimental to capital formation is also valid only upto a point. In 
a system in which public investment has to play an active role, it is of secondary importance 
whether resources are transferred to the State in the form of taxes (in which case it would add 
to the savings of the State available for investment) or in the form of loans out of private savings 
provided there is agreement on the priorities attached to the investment on public account. 
The real issue which affects both direct and indirect taxes equally is whether taxation is so 
high as to affect adversely the incentive to produce. Indirect taxation which increases costs of 
living could also be a disincentive. In this respect, an economy geared to rapid development 
calls for changes in the traditional attitude to reward for work. It is not without significance 
that forms of direct taxation which are today considered as the minimum essential in a modem 
society were in the initial stages regarded as inimical to progress. Similarly, though indirect 
taxation is generally regarded as regressive and somewhat unfair, the trend in countries which 
have moved rapidly towards greater equality of incomes has been for the share of indirect 
taxation to grow. In part, therefore, the problem is one of psychological adaptation to the 
changing needs of the times and in part a question of whether alternative institutional 
arrangements can be made quickly enough to compensate for loss of incentive in certain 
strata of society. 

35· The link-up between inequalities of income and capital formation in the early stages 
of modem economic development in countries like Britain was due to a combination of circum
stances in which the promotional and managerial abilities of a particular class had a direct part 
to play in initiating innovations, evolving new techniques of production and applying them on 
a commercial scale. The pioneers in the field of development had relatively few avenues open 
to them for luxurious living. A large proportion of the high incomes they received was thus 
ploughed back into industry thereby providing the basis for further expansion of the economy. 
Consp~cuous cons~ption is . a later phenomenon, and while it may have a place in rich 
co~tries where ra~Id expansiOn of consumption in all directions is in a way essential to the 
mamtenance of a high level of economic activity, it is seriously detrimental in the conditions 
o~ an underdeveloped ~ount11. !hough the resources which such consumption directly 
diverts away from capital formation may be small, it not only creates discontent in the 
community but also indirectly discourages saving in the economy as a whole by initiating a 
process of wasteful em~tion. It is evid~nt that in a planned economy in which the public 
sector takes over progressively the promotional and managerial functions necessary for develop 
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ment, neither large inequalities of income nor higher consumption standards for particular 
classes can be justified. 

36. Death duties are an important equaliser of incomes and wealth. They are a levv on 
capital which does not have the same adverse psychological effects as other capital levies. 
They are capable, over a period, of reducing inequalities to an extent that only a violent upset of 
the system can achieve if the elimination of inequalities of income and wealth is made an 
immediate objective. Death duties are now an integral part of the system of taxation in 
advanced countries and they are levied in several underdeveloped countries as well. The rates 
of death duty in the U. K. are as high as 50 per cent and over on estates above £xoo,ooo and 
they go up to So per cent on estates vatued at over £x,ooo,ooo. The efficacy of death duties 
for correcting inequalities will depend, apart from the 'rates charged, the limit of exemption, 
the extent of evasion, etc., on the extent to which checks are placed on individuals earning 
large incomes and accumulating wealth between successive capital transfers. With a high 
rate of progression in income tax rates and a structure of controls to regulate relative prices 
and profits, death duties can make a significant contribution towards reduction of inequalities. 

SOURCES OF SAVINGS IN THE ECONOMY 

37. There are at present three main sources of savings: savings by private individuals 
(that is, personal savings), savings by corporations, and public savings (or surpluses in the pub
lic sector). In countries like the U.K. and U.S.A., the role of personal savings as a source of 
finance for development is no longer as important as it was in the early stages of development. 
Corporate savings provide in these countries a considerable part of the finance needed; in the 
.U.K. public savings, i.e., surpluses from taxation and from the receipts of commercial enterprises 
owned by Government, are an important source for financing investment. Corporate savings 
come ultimately from profits; they represent a ploughing back of the funds that would other
wise have gone into the hands of the shareholders. To a certain e.xtent, this is a desirable line 
of development, and it is proper to encourage capital formation in the private sector through 
differential taxation of distributed and undistributed profits. The limitation of this approach, 
however, is that it leads in the long run' to a concentration of economic power in the hands of 
these corporations, and, through them, in the hands of a few people who happen to have a 
controlling interest in them. In a country like the United States, a country of corporations 
"par excellence, it has been found difficult in practice to curb the monopoly power of these 
corporations in spite of anti-trust laws. In the pattern of development we envisage for India, 
it .will, therefore, be necessary to lay more stress on co-operative rather than corporate savings. · 
The_co-operative form of organisation is capable of yielding the advantages of corporate 
enterprise without some of its disadvantages. It is a form of organisation capable of attracting 
the small man, and members of co-operatives are likely to see easily the benefits that would 
accrue to them by devoting a substantial part of their current surpluses to investment. The 
encouragement of the co-operative form of eqterprise in all fields of activity, in agriculture, 
in trade, in finance, in marketing and in industry must, therefure, become a prime objective 
ofGovernment policy. 

38. And, finally, the State must itself raise, to the extent possible, through taxation. 
through loans and through surpluses earned on State enterprises a considerable proportion of 
the savings needed. In. other words, public savings, as distinguished from private savings, 
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personal or ctli'porate, must be developed steadily. The financing of investment throllgil 
public savings would help to ensure a pattern of development in consonance with accepted 

social criteria. 

PRicEs, PRODUCTION AND CoNTROI.S 

39, Prices are a resultant of ali the varied forces acting on the economy from within as weu 
as from without, and there is aimost no aspect of governriJ.ental policy which does not, in one 
way or another react on prices; Export-and-import policy, for instance, has a direct bearing on 
reiative prices and profitability. Control and regulation of exports and imports, and in the 
case of certain select commodities state trading, are necessary not only from the point of view of 
utilising to the best advantage the limited foreign exchange resources available but also for 
securing an allocation of the productive resources iif ·the country in line with the targets 
defined in the Plan. 

40. Increase in output, through fuller utilisation of capacity, through improvement in 
technical and managerial efficiency or through harder and more sustained work all round is 
basically the answer to inflationary pressures, and this would be a far better way of bringing 
supply and demand into equilibrium than some of the other devices which, while doing good, 
have also a somewhat depressing effect on the economy. But since, in the short period, there 
are limits to the increase in output that can be secured, there is need for making appropriate 
use of the other devices also. 

41. A major problem in this connection is the role of controls in a planned economy.. 
This is a subject'which has many aspects and it is possible in this field to fall into a doctrinaire 
approach which, however sound on abstract theoretical considerations, may prove unworkable 
'in practice. · On the other hand, an excessive elasticity of approach to this question may lead to 
a negation of planning itself.. To some extent, over-all controls through fiscal, monetary and 
commercial policy can influence the allocation of resources, but physical controls are also 
necessary. Given the fact that, in the initial stages of development it is the excessive pressure on 
a few commodities which tend to limit the rate of progress, the extent to which physical controls 
are needed to supplement financial controls may even be regarded as a measure of the utilisation 
that is being made of surplus resources (like manpower) in the system. The targets of production 
defined in a plan cannot also be achieved unless a structure of relative prices favouring the 
desired allocation of resources is maintained. The working of controls during and since the 
war has demonstrated clearly that ;f production in a particular line, say, foodgrains, has to be 
increased, the necessary incentive for the producer cannot be created unless the prices of alter
native crops are controlled. In an economy which starts from a low level of output, increases 
in several lines of production 'Yill be found necessary.· A simultaneous increase in production 
in all lines is not possible by merely raising the money reward for work. In the case of certain 
key commodities, it may be necessary to keep down their prices in order to obviate the need for 
price rises in several industries which use these commodities. To make this policy effective, 
controls on production and on movement and physical allocations to consumers become 
inescapable. 
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42· Controls in a word are the means by which Government maintains a balance between 
various sectional interests. Under certain circumstances the accent may be on the maintenance 
of certain price ceilings, and through these of the real purchasing power of the incomes accruing 
to certain classes. Under other conditions, the enforcement of minimum prices might 
be a necessary corollary to a policy of ensuring a reasonable rate of return on effort in certaiJ1 
lines of economic activity. Viewed in the proper perspective, controls are but another aspect 
of the problem of incentives, for to the extent that controls limit the freedom of action on the 
part of certain classes, they provide correspondingly an incentive to certain others and the 
practical problem is always to balance the loss of satisfaction in one case against the gain in the 
other. For one to ask for fuller employment and more rapid development and at the same time 
to object to controls is obviously to support two contradictory objectives. 

43· Most of the opposition to controls comes, however, from dissatisfaction with the 
working of particular controls. It must be recognised that controls ineffectively or inefficiently 
administered may do harm rather than good. It is also true that so long as the public regards 

• controls as so many hindrances to be circumvented if possible, to be put up with otherwise, 
there will be resentment against controls. To a great extent this is a question of creating the 
right atmosphere by explaining to the public the relationship between controls and the rate of 
econ_omic progress •.nat the country can achieve. From this point of view it is an essential 
condition that the rationale of each control is made clear to the public and the rights and obliga
tions of the parties affected defined in a manner which leaves little scope for doubt as to what is 
expected of the public and where redress can be had in case of any grievance. It is also vital to 
the success of controls to make the necessary adjustments in their working from time to time as 
the conditions governing the supply and demand of the commodities in question change. 
But, here again, whatever changes are made must accord with the objectives in view and 
sb.ould not throw in doubt the basis of the entire poli..:y. 

44· The difficulties of administering an extensive system of controls in an economy organised 
by and large in small units- cannot be under-rated. Methods adopted successfully in other 
countries are not directly applicable to India. Effectiveness of controls under these conditions 
can be ensured only through control at strategic points and through encouraging producers' 
and consumers' organisations which will help to make the actual operation of controls smoother: 

less irksome and more efficient. 

THE PATIERN OF PRIORITIES 
• 

45· It will be seen from the above that the priorities in planning and the relative emphasis 
as between objectives are conditioned to a great extent by"the techniques that can be used with
in a given period' for attaining the objectives, and the techniques to be chosen are, in turn,, 
influenced by the objectives in view. Once the decisions in regard to these are taken, the 
question arises as to priorities as between the different lines of expenditure to be undertaken. · 
Given, in other words, the investment outlay to be undertaken on a consideration of the relative 
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weights to be attached to the various competing objectives and of the techniques to be 
employed, the task before the planning authority is to determine the pattern of investment for 
the period in view. The demands of the economy for development are so large and so press
ing that great care has to be taken in allocating the limited resources available. When one 
views development as a process over a period of years, there is no sector of the economy in 
which a large increase in investment would not be justified, in fact, it would be inescapable. 
Within a limited time horizon, however, the problem assumes a different aspect ; first things 
have to come first. It follows that the conception of priorities over a period has to be a 
dynamic one, the emphasis as between different sectors shifting as development in those 
taken up initially prepares the ground for development in others. 

46. For the immediate five year period, agriculture, including irrigation and power, 
must in our view have the topmost priority. For one thing, this emphasis is indicated by the 
need to complete projects in hand. But, further, we are convinced that without a substantial 
increase in the production of food and of raw materials needed for industry, it would be 
impossible to sustain a higher tempo of industrial development. In an underdeveloped econo
my with low yields in agriculture, there is of course no real conflict between agricultural and 
industrial development. One cannot go far without the other ; the two are complementary. 
It is necessary, however, on economic as well as on other grounds, first of all to strengthen 
the economy at the base and to create conditions of sufficiency and even plenitude in respect of 
food and raw materials. These are the wherewithals for further development. Japan, for 
instance, increased its agricultural production by So per cent in a generation and still 
required large scale imports of food and raw materials. Britain, which in the earlier stages of 
development was in a strong position because of the earlier revolution that had taken place 
in farming practices and techniques, also emerged at the end of the process an importer of 
food and raw materials. Countries which start the process of development at this stage must 
as far as possible look for sources of supply of the necessary food and raw materials within 
their own borders. In India, with its varied resources, conditions are favourable for secur
ing a balanced pattern of development. The creation of a sizeable surplus in the agricultural 
sector and mobilization of the same for sustaining increased employment in o:her sectors is 
fundamental to development as the experience of the U.S.S.R. in the twenties and thirties 
shows. 

I ' 

47· The high priority given in the investment programme of the public sector to the 
improvement of agriculture limits inevitably the investment which the State can itself under
take in industries, especially large scale industries. Progress in this field would, therefore, 
at this stage depend to a great extent on effort in the private sector. The State in this initial 
period has to concentrate on the provision of basic services like power and transportation. The 
State has also special responsibility for developing key industries like iron aqd steel, heavy 
chemicals, manufacture of electrical equipment and the like, without which in the modern 
worid continued development is impo~sible. In these fields it is necessary to anticipate to some 
C'xtent the nature of the demands that will be made on them over a fairly long period ; in fact, 
m these cases supply must come first for demand itself to develop at the required rate. The 
lnitial inVI!Stment necessary for the development of such enterprises is large and the period of 
construcum. fairly long. A beginning in these directions has therefore to be made from the 
very start. 
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48. To the extent that the accent of the plan is on increasing production, the limitation of 
resources available would restrict the scope for expanding social services. And yet, it is obvious 
that no plan can succeed unless it "invests" in the improvement of the human material. Even 
from the point of view of increasing production, social services like education, technical training 
and health bring in significant returns. Considerable advance in these directions can be 
made if the necessary urge to improvement is created among the people. The problem is 
partly psychological. · There is also large scope in this field for direct community effort. The 
spread of literacy among the rural people, for example, can be secured by thi! literates in the 
community volunteering their services for carrying through a mass campaign for liquidation of 
illiteracy. The improvement of public health is often a matter of imparting elementary know
ledge regarding sanitation -and hygiene. Technical training is vital not only for the process 
of development itself but also fo& correcting the present bias in education which is responsible 
for unemployment in certain sections. In this respect, adequate provision for the finance 
needed must be made in the plan. At the same time, means must be found for stimulating 
among the people widespread interest in the application of modem technology to the many 
small problems familiar to them in ordinary life. 

49· In view of the large unutilised and under-utilized resources in the system, schemes 
for mobilising local effort for local development have to receive high priority. It is schemes of 
this type spread all over the country, more than major development projects, which are likely 
to activise these resources. Their contribution to the improvement of living conditions, small 
though it might appear at first, would in the aggregate and in terms of their cumulative psycho
logical effects be mo:e than proportionate to the initial investment involved. Programmes of 
community development based on this principle and aiming at an intensive all-round develop-
ment of selected areas are of special value from this point of view. 1 
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ASSESSMENT OF RESOURCES 

tHE FIVE year Plan outlined in the next chapter relates directly to the public sector but 
has in view a programme of development for the entire economy. In th(public sector are 
included the development programmes of the Central and State Governments and also of the 
commercial enterprises owned by them •. The private sector covers the rest of the economy 
including corporate and co-operative institutions as well as small enterprises throughout the 
country in agriculture, industry, transport and finance. While the initiative for development in 
defined fields as well as the responsibility for co-ordinating the development programmes in the 
entire economy will lie with the State, private initiative and effort have also a significant part to 
play in the process of development. The development expenditure in the Plan referred to as 
such in this Report has to be related to the resources available to the public sector, but these 
have also-to be linked up with the needs and resources of the private sector. There is, in other 
words, a single pool of investible resources on which the private and the public sectors have to 
draw. The problem is not merely to find resources for the public sector but to enlarge progres
sively the size of the common pool and to see that the total thus available is allocated between 
the two sectors in terms of agreed priorities. 

2. The Five Year Plan as it is now being presented, involves an outlay of about Rs. 2o69 
crores by the Central and State Governments over the period 1951-56. On present calculations 
the normal revenue and capital receipts of public authorities, including loans and grants received 
upto now from abroad, are expected to finance about Rs. 1414 crores of this expenditure. 
Deficit financing in the public sector-<>f which more will be said later~annot at this stage be 
visualised in excess of about Rs. 290 crores. There is thus still left a gap of Rs. 365 crores 
which can be met only from external sources or, in the absence of it, by additional measures of 
internal taxation and borrowing or by further 9eficit financing. 

3· It is clear that external resources are necessary in the early stages of development and 
that they could be a significant factor in eliminating bottlenecks and in helping to avoid dis
locations which may have.far-reaching consequences. In the conditions in which the country 
is placed today, however, a programme with relatively modest targets cannot be made inflexibly 
conditional on the availability of external resources. Development is a process in which once 
certain main lines of work have been commenced, supplementary investments have also to be 
undertaken. Thus there develops in stages a rate of expansion which cannot be slowed down 
without serious repercussions. 

·----·- --------·- --------- --------·· --- --------
•Strictly s~pcaking, pub! ic sccto~ should cover also municipa_J c:)rporations and othn local authoritics ; h hns r10t 

beln possible, howcv.:r, to include thclf development programnu:s In the pn:~cnt }.'he Year Plan. 
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4. the outlay oh development by the Central and State Governments in rgso-sz, the 

base year for our calculations, was about Rs. 232 crores. The development expenditure. iri 
1951-52 has been tentatively eStimated at Rs. 285 crores. The budgeted outlay for the 
second year of the Plan is Rs. 346 crores. In 1953-54, by when the expenditure on many of 
the projects in hand will have reached their peak levels, the total will exceed Rs. 400 crores. If 
eXternal assistance is rlot forthc<iming to the extent necessary there will undoubtedly be scope 
for marginal ad)ustments, but a planned outlay of the order of Rs. 2o69 crores over the five:
year period is necessary for maintaining the rate of growth of development expenditure visual~ 
ised by ils. The need for attaining a rate of investment in this period which could fortn the 
basiS of more rapid advances in the following years and lay the foundation for balancetl 
regional development in the next planning period has been an important ronsideration iii 
detemlining the development programme in this Plan. 

5· The problem of resources is basic to the whole question of planning. It is, therefore, 
necessary to be clear not only as to the basis on which the Plan is built, but also about the 
impliCations of the different methods and techniques which are visualised for meeting the 
requirements of development in this period. The various aspects of !his problem are 
discussed in some detail under the following heads :-

1. Taxation and public savings as a source of development finance ; 

II. Budgetary resources of the Central and State Governments ; 

III. Deficit financing ; 

IV. External resources anil the problem of foreign exchange ; and 

V. The problem of mobilising financi31 and physical resources. 

I. TAXATION AND PuBLIC SAVINGS AS A SOURCE OF DEVELOPMENT FINA.-;c.E 

Magnitute of savings in the economy 

6. Though the outlay in the Plan itself relates directly to developmental expenditure by 
public authorities, the problem of resources for meeting this outlay has to be viewed, as already 
mentioned, in a wider setting. For the country as a whole, the resources that can be applied to 
development depend on the level of aggregate output that can be attained and on the consump
tion requirements of the community.. The larger the output and the lower the consumption 
requirements, the greater would be the productive resources available for building up the 
human and material resources of the country for the future. _ The precise division of responsi
bility for development, between the _public and the private sectors is mainly a question of 
internal arrangement depending on the objectives in view and what seems to the community 
the most effective and acceptable means of achieving"them ; once this is 'agreed upon for the 
period_ofthe Plan, appropriate measures could and have to be devised for the necessary division 
of resources. But an assessment of the total resources available to the country as a whole for 
development is necessapr for analysing the full in1plications of the arrangements proposed for 
finmcing the Plan in the public sector. 
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7. The data available in India for an analysis of output and consum.ption re~uireme?ts 
by different sectors are altogether inadequate. There is only scattered mformauon which 
mig!J.t be pieced together for forming an idea of the nature of the problem an~ of the ord:rs of 
magnitude involved. Some rough estimates have been attempted for th1s purpose ill the 
Appendix on 'National Budgeting and the Plan'. These estimates place India's national income 
in 1950-51 at around Rs. 9000 crores. Of this, the savings availa~le for net in~estment w:re 
probably not much more than Rs. 450 crores. The Five Year Plan IS roughly esumated to ra1se 
the national product by about Rs. 1000 crores by the end of the five years. Over one half of 
this increase will be absorbed by the needs of the increase in the population in the meanwhile. 
It is clear, therefore, that if capital formation from out of domestic resources is raised by 50 
per cent in the course of this period i.e., from about Rs. 450 crores in 1950-51 toRs. 675 crores 
by 1955-56, it would in effect be taking away about half of what is left over from the increase 
in the national product for raising standards of living. But raising capital formation from 
domestic resources by so per cent is not an excessiveiy high target in view of the considerar 
tions we have set out in Chapter I. As a proportion of the total increase in national output by 
19SS-s6 the increase in resources devoted to investment would be only about 20 per cent. It 
should be emphasised that this proportion of reinvestment from the additional output, which is 
involved in reaching the target, will be necessary to sustain the rate of development we 
visualise in this five year period. 

8. In comparing the total domestic resources that might thus be available-say about 
Rs. 2700 to 28oo crores over the five year period-with the development expenditure in the 
public sector proposed in the Plan, it must be borne in mind that net investment is a restricted 
concept which covers, in the main, only net additions to capital equipment and building 
construction. The outlay of Rs. 2069 crores byrpublic authorities in the five year period will 
include not only such additions but also expenditures of a recurring nature on agricultural . 
extension services, health, education, community projects, etc., which may amount to about. 
Rs. 400 crores over the period of the Plan. The net investment in the programme, compar
able to the estimate of savings referred to above, will therefore be of the order of Rs. 16ocr-
1700 crores, which means that the Plan would require channelling through the public sector 
about 6o per cent of the savings of the community in this period. 

9· The releases from India's sterling balances together with other external resources 
that may become available in this period, will reduce the share of savings to be channelled 
through the public sector to about so per cent. Normally, even half of the investible resources 
of a country being diverted in this way would be considered a high proportion. But this we 
regard as inevitable in India at this stage considering the urgent need for investment in spheres 
like irrigation, power and transport which do not normally attract private agencies but which 
are pre-requisites to the further expansion of the economy. Moreover, the State is not as it 
were drawing from .a given capital fund, ; it is in a position, through fiscal and other measures, 
to regulate consumption standards within limits and thus release for investment resources which 
might not otherwise have been forthcoming. As mentioned in an earlier chapter, enlargement 
of public savings through taxation and through the earnings of public enterprises is one of the 
major means open in the present state of our organisation to raise significantly the level of net 

. . th I savmgs m e country. 
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Narrow coverag11 of ttl% revenues 

ro. India's total tax revenue in 195o-5I (including the tax revenues of both the Central 
and the State Governments) amounted to a li~e over Rs. 625 crores, nearly Rs. so crores of 
which was on account of export duties. As a proportion of national income i.e., about 7 per cent, 
this level of revenue represents one of the lowest in the world. Taking the revenues of the 
central governments alone (that is, excluding revenues of local authorities in all cases and of· 
State governments in the case of federations), the proportion of tax revenue to national income 
is as high as 35 per cent in the United Kingdom, 22 per cent in Australia, 23 per cent in the 
United States and in Japan, 27 per cent in New Zealand, 19 per cent in Canada, and 20 per 
cent even in Ceylon. Too much should not be read into this comparison as yields from taxa
tion depend not only on the facilities for collection afforded by particular structural factors 
(as when corporate incomes are a large proportion of the national income or foreign trade 
accounts for a considerable part of the transactions) but also on the absolute levels of per capita 
income. Much also depends on the importance of monetary transactions in the economy ; 
when a large part of the production is raised by the labour of peasant families and directly 
consumed by them, the scope for organising taxation would be obviously smaller than if the 
operations were being conducted through markets and result in monetary transactions. Yet 
the comparison has its significance, for if the proportion of the national income covered by 
taxation is .as small as it is in India today the public sector cannot, in the immediate future, 
increase its savings to any significant extent and thus either raise the level of investment in the 
economy as a whole or provide social services on an adequate scale. 

II. A striking feature of the present structure of ta'Gition in India is the relatively narrow 
range of population affected by it to any appreciable extent. About 28 per cent of the total 
tax revenue comes from direct taxation • which directly affects only about half of I per cent of 
the working force in the country estimated at 133 million in 1948-49. Another 17 per cent 
is accounted for by import duties, a considerable part of which is derived from taxation of 
commodities like motor vehicles, motor spirit and oils, high-quality tobacco, silk and silk 
manufactures, liquors and wines, etc., which affect but a relatively small section of the popuh
tion. A large proportion of the excise duties on tobacco and cloth, which yield about 8 per cent 
of the total tax revenue, is also probably paid by the limited number of consumers who use the 
better varieties. Given the structure of incomes in the country it is of course inevitable that 
the coverage of direct taxation should be narrow ; it is ~o right that an element of progression 
should be i.I1troduced through higher taxes on commodities which, relatively to the general 
pattern of consumption of the commua:ity, may be regarded as luxuries. In fact, ways and 

\ 

means for raising the revenue from these sources must be constantly explored. But if as much 
as one-third or more of total tax revenue is derived from certain limited strata of society it 
implies that the burden of taxation spread over the rest of the community is correspondingly 
lighter and that relatively small increases in the rates af taxation on the latter will help to add 

' significilntly to total tax rev':nue. 

*Whetller land revenue is a direct or an indireot tax io a somewhat controvenial point. For the purpose of tha 
oalcu1a.tieu here it baa been treated as an indirect ta&. 
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12. In this connection it may be recalled that, in countries which are largely agricultural, 
and in which transactions involving money are a smaller proportion than in more industrialised 
systems, land has been traditionally an important basis for taxation. In Japan, when its 
programme of industrialisation was being initiated in the 187o's, taxation of land yielded as 
much as 13 per cent of the value of gross agricultural produce ; even thirty years later, when 
other forms of taxation had developed, land tax accounted for nearly half of the total tax 
revenue of the government. Thus, in a sense, it was taxation ofland which in Japan provided 
the initial resources required for development. In India also land taxation was high before 
the last War and, in the depression years, it weighed heavily en the farmer. In the last decade 
price.!~ have moved in favour of primary commodities and, since in most parts of the country 
land revenue has not been raised upwards, the burden of this tax has been considerably light
ened. It is reflected partly in the fact that land revenue contributes at present only about 8 
per cent of the total tax revenue as compared to about 25 per cent in 1939. The rise in 
agricultural prices has however benefited significantly only producers with sufficiently large 
marketable surpluses ; it is also true that costs of production have gone up in many cases. 
The improvement in prices cannot therefore by itself be made the basis for a substantial 
upward revision of the tax on land. But within the context of a development programme 
designed as much to raise agricultural prosperity as to promote all-round economic develop
ment, a programme towards which all sections of the community have to contribute to the 
maximum extent possible, there is a case for moderate upward revision ofland revenue. At 
the moment the capacity of the agricultural sector to bear further additions is limited, but this 
will no doubt improve as the programme of development gets into swing and, with additional 
irrigation and other facilities, agricultural productivity is stepped up. Betterment levies 
designed to draw into the public exchequer a proportion of the capital gains that accrue to 
private parties as a result of development are a recognised device for strengthening public 
savings. It is the essence of rapid development that, consistently with the need to raise the 
standards of living of the poorer sections of the community, as much of the additional 
incomes generated should be ploughed back into the system by way of investment for still 
more rapid increases in output . 

. 13. Ap~rt from the q~e~tion ?flegal coverage, there is the question of actual coverage which 
IS a function of the admm1strauve arrangements for securing that those liable to tax do in [; t 
pay. _In India it woul~ appear that there are considerable leakages on this account. T~e 
followmg t~ble shows estimates of incume assessed to income and super taxes as well as the 
amounts pa1d by way of these taxes in the various income ranges in 1950-51. 

Income range 
(rupees) 

o--5.000 
5,000-10,000 
10,0<>0-40,000 
4o,ooo--too,ooo 
IOO,oco and over 

No. of Assessees Total income 
(thousands) assessed to tax • 

10'1 

4'2 
472'4t 

(Rs. crores) 
81 ·o 
93'2 

152'9 
59'9 

187'7 
574'7 

Yield of income 
and super taxes 

(Rs. crores) 
2'3 
5· 1 

24'9 
23'3 
99'4 

'55'0 
• Inc.:Qme assessed to tax is after allowing for depreciation allowances of business e 1 . · - d · . 

. . . n crpnses, carne Income rchcf, etc. 
tThe number of as<>cssecs on the regtstcr at present IS about 850 ooo Part of thi · · 
inclusionofasscssecsinPartBStates,butthcrchasalso been con'sidc~ablc improv 5 tnc~casehts accou!ltcdfor by the 
incomes in the lower ranges. ement 10 t e reporting of assessable 
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It will be seen from this that, though there is undoubtedly a strong case on grounds of equity 
for making_the higher income groups bear a larger share of the burden of developmenc, fairly 
large proportions of the incomes in the higher ranges, in so far as they are covered by the 
administrative machinery, are absorbed by direct taxation even at existing rates. Over a wide 
range, there is, however, evasion of taxation. The reports of the Income Tax Investigation _ 
Commission show that such evasion takes place in the middle as well as higher income ranges. 
The fact that the corporate form of" organisation is confined to a limited sector of business 
renders the problem of checking evasion difficult, particularly in regard to trnding operations. 
Even where the corporate form exists, the close inter-locking of managerial and other 
controlling interests in industry, trade and finance offers to the unscrupulous opportunities for 
evasion. If such evasions could be stopped, it might make a considerable addition to the 
receipts under direct taxatio~t. · 

14. Where the scope for direct taxation 1s limited, the incomes of the greater part of the 
' population can be reached only through taxation of commodities. As mentioned earlier, an 

element of progression can be introduced through higher taxes on commodities which, relatively 
to the general pattern of consumption in the community, may be regarded as luxuries. In the 
United Kingdom direct taxes.on incomes cover a large sector and the need to rely on indirect 
taxation is correspondingly less ; import and excise duties, however, are still heavy enough to 
account for a sixth of the total personal consumption expenditure in the country. • In India, 
apart from these two sources, it is clear that increasing reliance will have to be placed on sales 
taxes. . Through sales taxes cari be reached commodities not covered by either import or excise 
duties ; they have also the advantage that they can be adjusted to particular regional conditions. 
The problem here is again one of administration ; it has to be ensured that those liable to tax 
do in fact pay so that progressively the legal coverage of sales taxes could also be extended to 
cover a larger range of trading activity. 

rs. The nanow coverage of taxation is responsible to a great extent for the relatively small 
proportion of the national income absorbed by the government in the form of tax revenues. 
It also ~ccounts partly for the existing level of taxation appearing to be heavy. Both ways it 

. restricts the extent of public savings. . The narrow coverage of existing taxation has the further 
indirect effect .of increasing the dangers of deficit financing. For the smaller the proportion of 
the additional incomes mopped up by taxation, the greater would tend to be the pressure of 
demand on output arising from a given ·measure of deficit financing. 

' 

Scope j(Jr higher taxation 

r6. These are matters which cannot be overlooked in framing a programme of development, 
especially when it is clear that with net savings of about 5 per cent of the national income the rate 
of progress that can be attained will be extremely limited. • In the initial stages of planning, 
however, the size of the programme as well as the so_urces of finance will have to be fixed keeping 
in view what can be achieved through existing institutions and the available admini~trati ve and 

--------·----------------------------------------------------.Much the greater part of this revenue comes from tobacco and alcohol. 
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fiscal machinery. Taxation has also its limitations within a given political and economic 
structure. Turnover tax~ on the scale in evidence, for instance, in the Soviet Un,ion involve 
a degree of organisational control over production and internal trade which again cannot be 
realised in India in the near future. While, therefore, taxation policy in India must be designed 
to raise the level of tax revenues to meet the needs of development, it will have to be adjusted 
also to the economic and social framework within whic~ developmen!_ has to start. 

17. Accordin~ to present estimates, by the end of the Five Year Plan, the tax revenues of 
the Central and State Governments are likely to be about Rs. 7o--80 crores higher than in 
195o-51 ; if there are unexpected receipts on account ofitems like export duties the increase 
may be of the order of Rs. 100 crores. This estimate covers the normal increases that might be 
expected at the existing rates of taxation as well as the estimated yields from a variety of 
measures like increases in the taxes on land, higher irrigation rates, death duties, betterment 
levies, better administration and wider coverage of sales tax, higher taxes on luxuries, etc. 
Some of these, it will be noticed, are taxes on capital transfers and capital gains and 'not strictly 
taxes on current income. But assuming normal conditions, the increased rates of taxation, 
together with these levies on capital transfers and capital gains, will only enable the level of 
tax revenues to be maintained at about 7 per cent of the national income even at the end of 
the Plan. If conditions abroad are favourable for raising larger revenue from export duties 
than has been assumed in our estimates, and if it is also found possible to raise direct taxation, 
total tax revenues could be raised by about Rs. 30 crores per annum, but the difference it would 
make to the above percentage would be small. Apart from this, we should emphasize that 
unless fiscal policy and the machinery of taxation are re-orientated so as to obtain a significantly 
·wider coverage the tendency will be not only for tax revenues to fall as a proportion of further 
additions to national income but to make the sharing of thi burden of development increasingly 
iniquitous. 

II. BUDGETARY REsOURCES OP THE CENTRAL AND STATE GoVERNMENTS 

Ciassijicar.ion of sources 

.. 18 .. The financial r~ources available .to a .government for development can be brGadly 
distmgmshed as of two kinds : (a) the savmgs 1t can make from current revenues and from 
th~ earnin~s of ~tate enterprises after meeting its non-developmental expenditures, and (b) the 
p~vate savmgs lt can draw upon through loans, small-savings, deposits and funds, and other 
mlScellaneous channels. A grouping of the resources of the Central and State Go ts 

hi h "' . . vernmen , 
w c 101lows stnctly the distinction between these two categories of savings and als dh 

dfi .. f' . , . oa eres 
to a e muon o net savmgs correspondin~ to that of net 1"nvestme t "' d li 

• & · n re1erre to ear er, 
would requJie considerable reclassification of budgetary accounts F th • · al . . . . . . rom e operation 
pomt of VIew also, such a ngtd anal yslS has its limitations For the f na1 · 

. · purposes o our a yslS 
here, a some-what looser groupmg has therefor~ to be attempted. 

19. The Five Year Plan tr~ts as development expenditure not n1 ddi · fi d 
"tal · d buildin · o Y a nons to xe 

cap1 eqwpment an g constructions figt~ring in the revenue and ca ital a u f 
the Central and State Governments but also initial recurring di P . ceo n~ 0 

expen tures on social serVIces, 
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agricultural extension services, etc., which are almost invariably financed from current 
revenues. On the other hand, capital expenditure on items like defence is non-developmental 
from the point of view of the Plan. The savings of the public sector, corresponding to 
this definition of development, are therefore the surpluses·ofrevenue over such consumption 
expenditures of the government as have been treated as non-developmental in the -Pla-n-.: 
A1s for estimates of private savine:s which the Government might draw upon, the net receipts 
from loans, small savings and other unfiinded debt, deposits and funds, etc., would obviously 
come under this category. But there are a number of transfers within the Government 
budgets, from the revenue to capital accounts as well as between the capital accounts of the 
various federal units, some of which may represent additions to public saving and should really 
be included under that head. These items cannot be traced without detailed scrutiny. They 
are therefore apt to come· under our estimate of private savings channelled into the public 
sector through ' deposits, funds, and other miscellaneous sources'. 

Growth of public savings and capital receipts 

20. Classifying in this way the budgetary resources likely to be available to the Central 
and State Governments over the period 1951-56, public savings, it is estimated, will finance 
about Rs. 738 crores of the expenditure visualised in the Five Year Plan. Capital receipts arc 
expected to contribute another Rs. 520 crores. The two sources will together meet about 
Rs. 1,258 crores of the planned outlay ofRs. 2,o69 crores. 

21. What these estimates imply can be seen with advantage in the light of the actuals. for a 
past year. If we take 195o-51 as the base, public savings estimated on a comparable basis work 
out to about Rs. 145 crores. The estimate for public savings for the five-year period thus only 
about maintains on an average the level reached in the base year. The fact that no significant 
increases over this level are visualised in the estimates in spite of the anticipated increase in tax 
revenues over the period of the Plan is explained mainly by two factors. In the first place, 
windfall revenues from export duties and from arrears of income tax had helped the Central 
Government to develop a substantial revenue surplus in 195o-51~ In 1951-52 there was an even 
larger surplus, but the subsequent recession abroad makes the recurrence of such surpluses 
problematic. The maintenance of the level of public savings on an average at the level reached 
in 195o-51 therefore itself presumes additional revenues from other sources. Secondly, the 
outlay on defence has risen substantially. since the base year, the budgeted provision for 
1952-53 being about Rs. 215 crores as compared to the expenditure of Rs. 168 crorcs in 
1950-51. The growth in defence expenditure is accounted for by the needs of the infant 

. •While expenditure on defence and administration, whether on revenue or capital account, would thuo be deducted 
from current revenues, development expenditures in the P~an met fro~ revenue would be ezcluded. In other words 

ublic savings would be equal to total current revenues !"''"" expent!Jture'bf a non-developmenJal nature on reymu~ 
p ccount and also minw any non-developmental expenduurca on c:apualaccount other than capital transfers wbtch as 
!xplaincd below, arc deducted appropriately in calculating the net capital receipts of the government from the private 
sector. .... 

tNet receipts under these heads arc calculated after deducting capital.transfen from the Government to the private 
sector on account of refund• of excess profiu tax and inco~e-tu: dcposto, loans by Government of a noua.dcveloo• 
mcntalnature,ctc. Receipts uudcrthcse bcada by way ofwtthdrawalo froiD rcscncaarc alto deducted. 
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services (u., the Navy and the Air Force) and by the large scale replacement of equipment 
throughout the defence services which has been found necessary. Under these heads it is at 
this stage difficuit to visualise any substantial economies in the Plan period. There is also 
urgent need for establishing def~nce industries of key impo~ce, though the sums that 
can be provided for these are at present only a small proportion of the investment needed. 

22. The main improvement expected in the resources position of the Central and State 
Governments from the point of view of development is in respect of capital receipts. In 195o-
51, the net yield from loans, small savings, deposits and funds, and other miscellaneous sources 
amounted to about Rs. 77 crores; of this Rs. I6 crores was however in the nature of extraordinary 
receipts under state trading. Over the period of the plan the same sources are estimated to yield 
Rs. 520 crores, showing an improvement on an average of the order ofRs. 43 crores per annum. 
In 195~51 the Central Government had no net receipts from deposits, funds, and other· 
miscellaneous sources mainly because of large refunds of excess profits tax and inconie tax 
deposits and certain extraordinary items of payment which fell due. The revised estimates for 
195I-52 and the budget estimates for I952-53 show that the net receipts of the Centre under 
the same heads would amount to about Rs. 3 I crores in these two years. The estimate for the 
Plan period also takes credit for receipts of the order of Rs. I I crores from certain capital 
accretions on account of the Plan*. In addition to the above the subscriptions to government 
loans are expected to register substantial increases. Investment in Government securities from 
out of the proceeds of the newly constituted provident fund tor industrial workers is estimated 
to yield Rs. 36 crores. As will be explained later, the absorption of securities by the market 
was exceptionally low in 195o-51 for much the same reasons that account for the high level 
of public savings in that year. 

1 

23. The financial programme as outlined here does not presume any radical changes in the 
machinery of taxation or in the techniques of borrowing. There is no doubt that there is 
considerable scope for improvement in both. Techniques of borrowing, in particular, have to 
be adapted so as to convey to the people the larger purposes for which the loans are being 
raised and to facilitate their participation in the development programme on the largest possible 
scale, Ways and means of checking the growth of non-developmental expenditures have also to 
be continuously and unremittingly pursued. To these we shall come back at a later stage. 

Responsibility for raising resources : division bet~een Centre and Statest 

24· The above assessment of resources available for the Plan, in so far as it concerns the 
Ceqtral Government, has been made in the light of the revised estimates for I951-52 and the 
bu?get estimates for I952-53. In the case of the States we have retained for the present the 
e~tJ~t~ made o;er a year ago at\d have also provisionally assumed that, corresponding to 
certam mcreases m net outlay proposed by some of the State Governments, the additional 

•These receipts are from land reclamation and from the development of the Andamans. 

and ~=:.chapter,PartC Stateabave been included under the Centre,and • Statee' referoplytoParuA and B Statel 
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resource necessary would also be found by them from current revenues. Some part of these 
increases is of an accounting nature since they arise from inclusion of development schemes 
which were being implemented out of the resources of the States but had not been previously 
treated as such. It is clear however that a reappraisal of State finances will be necessary in 
the near future, particularly in the light of the recommendations of the Finance Commission. 
The following table, ·which gives the breakdown of the estimates, for 195o-51 as well as for 
the Plan period, shows the division of responsibility between the Centre and the States for rais
ing resourc;es as it is now visualised. 

Public. Saving froni 

(a) current revenues 

(b) railways 

Private savings absorbed 
through 

(a) loans from the pub-
lie • 

(b) small savings and 
other unfunded debt 

(c) deposits, funds and 
other miscellaneous 
sources (net) 

TOTAL • 

Base year 
195o-sx 

Centre 
(including 

Part C 
States) 

71 

23 

-II 

42 

125 

Parts A 
and B 

States and 
Kashmir 

51 

8 

.. 

38 

97 

Total 

122 

23 

-3 

42 

38l 

222 

Plan Period 
I9SI-S6 

Centre 
(including 
P~nc 
States) 

I6o 

170 

36t 

270 

726 

Pans A 
and B 
States and 
Kashmir 

408* 

79 

45 

532 

Total 

568 

170 

ns 

270 

135 

1258 

2s According to the financial programme drawn up last year in support of the State Plans, 
· G ts e m· all to raise about Rs i I 3 crores of additional revenue over the the State overnmen w re · di · 

five years. This would now have to go up to Rs. 232 crores on account of the further ad tton 

· th t cnucsot'Kashmirfor financingtht State Plan. 
•Includes Rs.3 croresestimated as.avallable from e ~~en rev out of the provident funds of industrial worken i 
tRe(»resents estimatedi.nyestment•n.govhepje{itselcu~!•:~r~tl forindusuial bousingoftheorder of Rs. 38· S taking this into account provision is madem t e an or o 

croreo. f t d. g through reduction in stocks. Some of the accumulationo t0fthis Rs. t6 crorcs was on accoun! o state ra m due to thcCentre. 
iti the Statesisalsoperhapsduetodelays In transfer of8Jilounts 

ss 
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of Rs. 19 crores by some of the States to the outlay in their Plans. Meas.ures t? be adopted 
· pect of about three-fourths of this amount were settled in consultation With the State 
mres . be "d fi h 
Governments ooncemed j the nature of the measures COntemplated will eVI ent rom t e 

following table : 

Revenue from taxation on land (covering land revenue and agricultural income tax) 

Revenue from irrigation (covering irrigation rates and betterment levies) · 

(Rs. crores) 

34·0 

0 2.9·5 

Revenue from other commercial ventures of the State (i.e., forests, electricity and 
minerals) 

Revenue from capital transfers (i.e., from Estate Duties) · 

Revenue from taxation of general commercial activity (i.e., Sales Tax) 

Revenue from other miscellaneous sources (including taxes on luxuries) 

Revenue from economies in non-development expenditure . 

4·8 
2.1 ·3 

2.5·5 

37·5 
• 12..4 

2.6. The estimate of the total additional resources tope raised by State Governments for the 
implementation of the development programme was based on preliminary estimates made early 
in 1951 which indicated an overall deficit in the State budgets of the order of over Rs. 30 crores 
in the base year 195o-51. ~he final accounts for the year snow that the budgetary deficits of 
State Governments were in fact much smaller. Compared to the revenues realised in 195o-51, 
therefore, the States would not have to raise additional resources of the order estimated earlier 
if expenditure not covered by the Plan under administrative as well as developmental heads like 
education, health, etc., were not allowed to exceed the original estimates. In practice, as will 
be mentioned later, the revenues of State Governments have continued to rise even above the 
195o-51 level-without the measures contemplated for raising additional resources being taken 
on any significant scale-but non-Plan expenditures have been rising even faster with the 
result that the original target in regard to additional resources has to be still more or less 
maintained. 

The borrowing programme 

2.7. The borrowing programme of the Centre and the States involves in all raising an 
amount of Rs. 385 crores over five Yea£§· This includes loans, as well as small savings and 
other unfunded debt, but excludes possible net receipts from treasury bills and other floating 
debt. In 1950:51 loans, small savings and other unfunded debt yielded a net sum of only about 
Rs. 39 crores ; m respect ofloans !here was in fact a net outflow. Over the period of the Plan, 
investment in government securities from out of the provident funds of industrial workers is 
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expected to yield about Rs. 36 crores. The scope for government borrowing has also to be 
judged in the light of several other factors. During the war, when money was plentiful 
and the general level of liquidity high, the market was naturally more receptive to long and 
medium term loans. But to the extent that the holdings oflong and medium terms securities 
at the end of the war were higher than what the community would normally have held, they were 
(along with the large holdings of money) part of the latent inflationary potential in the country 
left by the war. Since the end of the war there has been a marked shift in favour of more liquid 
assets. The large scale liquidation of securities in the post-war period may therefore be 
regarded in a sense as part of the adjustments involved in the return to a more normal 
pattern of asset holdings. It is difficult to say to what extent this process has been completed 
or in which direction the preferences of the community might move in future, but it would 
appear that at least the market for short term and medium term loans is more favourable than it 
has been for some time. 

28. In 195o-51 there were exceptional factors, following the outbreak of the Korean War, 
which encouraged sections of the community to move away from holdings of money to hold
ings of commodities. The large scale liquidation of government securities by the commercial 
banking system, which was a major factor in depressing the market for these securities, was a 
feature resulting from this movement. In that year the Central and State Governments also 
sold fairly large amounts from their own holdings of securities. The net absorptive capacity 
of the market in regard to Government loans cannot therefore be assessed with reference to 
195o-51, though it is noteworthy that, even in that year, the non-banking sector of the economy 
did probably absorb a considerable part of the secnrities thrown on the market. • 

29. In estimating the resources of the Central and State Governments, it may be emphasis
ed, we have' not taken credit for the possible receipts from sale of government secnrities held in 
the Cash Balance Investment Accounts. It follows that the entire savings of the community 
likely to go into Government securities could be takeQ credit for as available for fresh issues. 
The new links that are being established between the Reserve Bank and the commercial bank
ing system will also furnish the latter with the means of preserving liquidity in times of heavy 
demand without having to unload securities· on a large scale. Two factors which affected 
adversely the absorptive· capacity of the market in regard to fresh issues in 195o-51 are thus 
likely to be less prominent in the future. 

•The following statement shows the changes in holdings of Central Government rupee loans lcxcluding Treasury 
Bills and Treasury Deposit Receipts as well as Wayo and Means Advances) between June 1950 and June 1951 : 

(Rs. crores) 

• June June 
1950 1951 

Total current rupee loans : 1,447 1,447 
Of which held by : 
(r) Reserve Bank of India :-

• 247 (a) on its own account 330 
(b) on account of others • • 217 203 

(2) Commercial and C"?perative Banks 358 299 
(3) Insurance Comparues II3 113 
(4) Part A and B States . 209 148 
(5) Non-residents • 6r 6o 
(6) Others • • 242 294 
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30• The outlook in regard to small savings is also distinctly better over the Pian period thad 
it was in 19so-s1• From Rs. 33 · 5 crores in that year the budgeted figure for 1952-53 bas gone 
up already to Rs. 44 · 5 crores. Together with other unfunded debt the average ann~ rate of 
Rs. 54 crotes visualised as part of the financial programme sho~d be therefore relauvely easy _ 
of achievement. The objective must in fact be to surpass thiS target. It has been agreed 
recently that proceeds from small savings collected by the States in excess of the present level 
of Rs. 445 crores will be retained by the States responsible for raising them, the amounts thus _ 
retained being treated as loans from the Centre. This arrangement is designed to promote the 
small savings campaign more effectively b~ helping the State Governments to link up small 
saving with schemes of local development in which the people ~e directly interested. 

Sharing of r~ources between the Centre and the States 

31. Over the period of the Plan, there will be a flow of assistance from the Centre to the 
States under a variety of heads. Apart from grants-in-aid of a statutory nature, the States 
will receive assistance in the form of loans for river valley schemes, minor irrigation, rehabilita
tion of displaced persons, community projects, cottage and small scale industries, and other 
schemes of development included in the Plan as well as grants from the Central Road Fund for 
construction of roads, grants for relief of displaced persons, grants for raising food production, 
etc. For' operational reasons, many of the schemes of development for which the assistance 
mentioned above will be given are included in the Plan as part of the development schemes of 
the Central Government, and so the estimated assistance for the State Plans as such works out 
to only abQut Rs. 193 crores. • But this, we must emphasise, is only a matter of presentation 
and the share of the States in the development programme of the public sector, as well as the 
magnitude of the transfers which will be necessary from the Centre to the States, are both very 
much larger than would appear at first sight. 

32. In the " Central assistance " as estimated for operational purposes, referred to above,.. 
has been included assistance only under ,the following heads : bonuses on food procurement 
(now discontinued), grants and loans for the Grow More Food Campaign, special grants to Part 
B States for development, and loans for 'miscellaneous development 'f. The contribution 
which these would make to the financing of the State Plans will be evident from the following 
statement which compares the position in 195o-51 with the estimates in the Plan: 

Resources of Pan A and B States and Kashmir 
" Central Assistance " . 

Total Resources available for Development ExpenditUre 
Development Expenditure as in the State Plans 
Surplus ( +) or Deficit ( -) l 

•Ofthit Rs. 10 crores will be for Kashmir. 

(Rs. in crores) 

195Q-51 1951-51.1 

97 
31 

128 

118 
· +1o 

532 
193t 

plus 4 
729 
796 

-67 

lnd~r=.~ it'::.' miscellaneous development' iaa budgetary lu:ad which includes loans for irrigation and power projectB, 

*Includee assistance of Rs. 10 crores forthe Kashmir State Plan . in addition Rs 4 crores is to be iv b wa or' 
:r,'j~!li' ~~~OS~~:~:~ tribes which will be available for pari of the develop~ent expeoditur: o~n a!bedJled 
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33· From a preliminary review of the working of the State Plans in 1951-52 and the 
budgets of the State Governments for 1952-53, it would appear that the task of organising 
finances to the pattern outlined in the above paragraphs has by and large yet to begin. In 
1951-52 the developmental expenditure of the States was about Rs. 135 crores, which is about 
Rs. 24 crores lower than the average annual rate contemplated over the period of the Plan; the 
" Central Assistance" in 1951-52 amounted to a little over Rs. 34 crores, and the States were 
also able to raise nearly Rs. II crores by way of loans from the public. The short-fall in 
resources was still as high as Rs. 68 crores, and this had to be met by drawing down reserves. 
The reserves of the State Governments are limited and this process cannot go on for long. 
There were of course special factors in 1951-52 to account for the pressure on State finances, like 
famine and floods in several States and a marked accumulation of food stocks. It is also true that 
larger deficits were anticipated in the State budgets in the initial years of the Plan than in the 
later years. The magnitude of the short-fall in resources in 1951-52 is however still too large 

. to be explained by these considerations alone. 

34· As mentioned earlier, the revenues of State Governments have been rising over the 
last two years, but expenditures outside the State Plans have been more than absorbing these 

· increases. The increase in expenditures is not only under administrative but also under other 
heads like agriculture, education, health, etc.!..where any major expansions should be normally on 
items included in the State Plans. It would appear that there has !Jeen a tendency for schemes 
outside the Plan to be taken up in addition to those already in it. To the extent that this is 
done and a close check is not kept on non-developmental expenditures of all kinds, the implemen
tation of the State Plans is bound to suffer. It is probable, that, in the case of certain States, the 
need to brm:g up the level of administration, as well as the increased demands that are being 
made on the administrative machinery even for preparing the foundation for development 
planning, will require some expansion in ' non-developmental ' expenditure. These considera
tions, as well as the relative merits of the schemes which are now being added on as compared to 
the schemes which were originally in the State Plans, are matters which deserve close examina
·tion. But we must emphasise that the capacity of the Centre to give add~tional assistance is 
limited. As will have been evident from the earlier paragraphs, there is a short fall in resources 
even for the commitments which it would have to undertake under the Plan as now visualised. 
The whole scheme of Central assistance, as now worked out, ·may have also to be readjusted in 
the light of the recommendations of the Finance Commission. All these' would have to form 
part of the re-assessment of State finances referred to already in paragraph 24 of dlis chapter. 
It seems inescapatle in any case that the measures contemplated for raising additional resources 
at the initiative of the States must be regarded as an integral part of the programme of develop

ment set out by us. 

III. DEFICIT . FINANCING 

35. The above assessment of the resources of the Central and State Governments brings 
us to the question of the scope for deficit financing for development. The term ' deficit finan
cing • is used to denote the direct addition to gross ~tiona! expenditure through budget 
deficits, whether the deficits are on revenue or on cap1tal account. The essence uf such a 
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li lies therefore in Government spending in excess of ~e revenu~ it receives in the shape. 
~ ~~ eanrlngs of State enterprises, loans from the public, depos1ts and fun~ and oth_er 

• llan, · urces The Government may cover the deficit either by runrung down 1ts 
mlSce eous so . . ainl ti the Central 
accumulated balances or by borrowing from the banking system (m Y rom 
bank of the country and thus "creating" money)*. 

3
6. In 

195
o-51, the base year, budgetary deficits were of a relatively small order as will 

be seen from the estimates below : 

Cmtre 

Resources available for development 
and for assistance to States. 

Development expenditure at the 
Centre on schemes included in the 
Plan and on schemes comparable 
to them completed in the year. 

" Central assistance " to States 

DBPICIT (-) 

COfJerdby-

(a) withdrawals from cash and 
security reserves. 

(b) short-term borrowing (i.e., by . 
increase in floating debt). 

(Rs. in crores) 

Stares 

125 Resources available for develop· 
ment.t 

II4 " Central Assistance " · • 

31 Development expenditure 

Z'J SURPLUS ( +) 

II 

9 

Reflected in-

(a) increase in reserves • 
(b) reduction of short term in

debtedness. 

97 

31 

n8 

+ro 

s 
s 

But the country as a whole had a surplus in its external account on account of the extraordinary 
international conditions which developed during the year. This meant that, instead of 
having domestic resources supplemented by external resources, India was, in effect, 
investing part of its current savings abroad. In 1951-52, the first year of the Plan, this trend 
was .reversed and there was a substantial deficit in India's balance of payments financed 
from the sterling releases carried over from the earlier years as well as from the fresh 
releases for the year. The development expenditure in the public sector was larger-and 
so also the budgetary deficits-but the supplementing of domestic by external resources made 
it possible to meet these increases without excessive strain on the economy. Imports of 
food in 1951-52 were also the highest fQr any post-war year, which carried with it the 
assurance that inflationary pressures could be checked at the most vital points. It is in the 
light of these special factors in 1951-52 that the disinftationary forces which began to 
develop in the economy towards the htter part of the year have to be assessed. 

•No c:mli.t hao been taken i:O our ntimate of revenueo for pooaible net inc:reuco in the aovemmenta'lloatlna dobt · 
the acopc for uo~ng the~, au oourcc ~ffinancc by aale of treasury billa to aacncieo other than the central bani< have to b; 
esplored from tune to tJme for reduc1n1 budgetary ddicita. 

t Include reaeurcco which became available from Sta~ tradbtl throuah reduction of food etocl<a. 
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-- ~7· The experience of I_9SI-sz •. contrasted with that of 195o-5I indicates the import
an~ o~. external resources m relation to the financing of development. The greater the 
avall_ability of _external resources the less will be the strain on the internal economy. The 
preCISe role which external resources could play in relation to the Plan is dealt with in some 
detail in subsequent paragraphs. 

·38. At the present stage, the external resources that can be firmly counted upon for the 
Plan-apart from loans and grants from abroad already received which we take credit for 
elsewhere in our estimate of resourceS-arc the releases from India's sterling balances, • 
estimated at Rs. 290 crores over the five-year period. This, so far as it is possible to visualise 
now, may be regarded as the safe upper limit to deficit financing. The position will of 
course have to be reviewed from time to time in the light of prevailing conditions. 

39· It is true that stability of prices cannot be an end in itself, particularly if this can be 
attained only by restricting the incomes of the large 1t1ass of the people. It is also true that 
some increases in purchasing power at chosen points may be necessary and even desirable 
for the smooth functioning of the economy. The point we would however like to empha
sise is that deficit financing can be countenanced only if and to the extent that therei s 
assurance of steady supplies of the essenti81. commodities of consumption. Deficit financing 
should not also be expected to provide the elasticity in money supply which must really 
come through the credit system. The scope for deficit financing at any particular time must 
be judged not so much in terms of movements in wholesale prices or in money supply but 
rather in the light of the trends in the cost of living indices. When, costs of living are high, 
increased purchasing power injected into the system is apt to lead to jncreased demand for the 
basic commodities of consumption and push up costs of living still further. 

40. From this point of view it is im~rtant to stress that the scope for deficit financing 
is intimately bound up with the policy regarding physical controls. If the supply and 
distribution of foodgrains, and other essential commodities such as cloth and gur or sugar, could 
be so organised as to meet the minimum requirements of the population, the dangers of 
deficit financing would to that extent be minimised. The impact of larger money incomes 
would then fall on other commodities and services which matter less from the point of view 
of the cost of living of the large majority of the people. Without a firm and clear policy 
regarding controls, and without also assurance of continuity in that policy over a period of 
time, not only does the scope for deficit financing become limited but there is a perpetual 
danger of even relatively small budgetary deficits generating inflationary pressures. In 
this sense, therefore, it is not finance as such which limits the scale of investment effort but 
rather the limitations of policy and administration regarding the supply and distribution of 

foodgrains and other essential commodities. 

•The aterling balances do not form part of the reserves of the Central Government ; they are the counterpart or 
oavingo forced on the community a~ large during the last war,and ore held by tbe R~acrve Bank 11 the country'• 
foni1111 ezcbanae nooerve and bac•ma to the currency. 
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IV. EXTERNAL REsoURCES AND. Tif!l PROBLEM OP FOREIGN ExCHANGB 

The gap in internal resources , 

41. The low levels of consumption prevailing in the country and the shortages of 
essential commodities even at these low levels-which are ultimately the factors that limit the 
scope for deficit financing-raise in a concrete fonn the problem of external assistance in 
relation to development. It was indicated earlier in this chapter that a development 
pro~e of the order of Rs. 2,o69 crores would absorb over 6o per cent of the savings of 
the community in this period. Part of the pressure this throws on the economy will be met 
by resources which withdrawals from the sterling balances will make available. There 
would still be need, however, for further external resources. 

42· To date, the loans and grants received by India from abroad in the planning 
period, which could be used for its development programme, amounts to Rs. 156 crores. 
The breakdown of this is as follows : 

United States Food Loan 
Commonwe<llth Assistance under the Colombo Plan • .. 

(Rs. crores) 

90 
12 

Assistance under the Technical Co-operation Agreement, 1952 25 
Assistance under the First Supplement to th!= Technical Co-operation Agreement, 18 

1952. 
Proceeds of Loans from International Bank 1950 9 
Other aid1 • 2· 

156 

The budgetary resources of the Central and State Governments, together with external 
assistance already received, thus add up to Rs. 1414 crores. If deficit financing is to be 
avoided altogether, and the additional imports which can be financed from the sterling 
balances are to be allowed to increase the availabilities in the private sector, the further 
resources necessary may be placed at Rs. 655 crores. If resources of this order are forthcom
ing, this, together with the sterling balances and the current domestic savings which are esti
mated to go up meanwhile by nearly so per cent will ensure the implementation of a total 
investment programme of the order of about Rs. 35oo-36oo crores (of which about a half 
will be the net investment visualised in the public sector) without excessive strain on the 
community. Whatever austerity the country is capable of has to be exercised in any case, 
but to the extent that the availability of external resources falls short of the target the strain 
imposed on the community will have to be correspondingly larger. 
. . 
Foreign exchange requirements-and foreign exchange savings 

43· The internal pressures to which we have been referring are apt to manifest them
selves to a ~reat ext~nt in. b~ce of payments: difficulties and shortages of foreign exchange. 
External assiStance, 1f avallable, would thus serve two functions simu:taneously ; it would 



make a~ble adequate supplie. of foreign exchange and also supplement the investible 
resources m the country. In the schemes included in the Five Year Plan itself. the direc

1 
. foreign exchange expenditure involved is comparatively small, being only about RB.' 400 crores 

over the five year period. But this does not represent the real foreign exchange require
ments of the development programme for the economy taken as a whole. The relatively 
small proportion of direct foreign exchange expenditure in the Plan is attributable to the 
pattern of development proposed to be initiated. by the public sector in this period. If 
industrialisation were more prominent in the public development programme the propor
tion of direct foreign exchange expenditure would have been considerdbly higher. The 
~mphasis on agriculture, together with the general bias in favour of labour intensive 
methods in order to utilise the manpower in the country to $e maximum, accounts for the 
greater reliance on domestically available resources as far as the Plan itself is concerned. 
But the faot that most of the expenditure is internal and would expand domestic incomes 
which would, in turn, generate additional demand for raw materials and basic commodities 
of consumption, makes it essential to make available these commodities by importation from 
abroad in so far as additional supplies are not forthcoming domestically. To the 
extent that the prices of imported commodities are higher than the prices at which the 
cost of the Plan is estimated, the external resources necessary for meeting the deficit in the 
Plan· will of course be correspondingly larger. 

44· Balance of payments difficulties and shortage of foreign exchange resources are 
normal features in periods of development. In the Plan, a high priority is accorded to 
lines of production which will help to reduce import requirements and increase the coun
try's exportable surpluses. There is thus an attempt to anticipate and meet to some 
extent the kind of problem that is likely to come up in the future. The fact remains, however 
that development cannot be completed in a short period, and it will therefore be necessary 
to visualise a programme of rising capital goods imports for many years to come. 

45· For assessing the effect of the Plan on the balance of payments of the country, we 
have assumed the maintenance of strict import and export controls throughout the period 
of the Plan, and tried to estimate the export surpluses and import requirements by 19SS·s6 
on the basis of the production and consumption targets in the Plan. An important varia
ble, however, which would affect export surplu~es and import requirements is the level of 
investment itself in the country ; for the purpose of making a first assessment, we have 
assumed a rate of outlay corresponding to a development expenditure on puplic account of 
the order of Rs. 1700 crores (i.e., an expenditure which could be more or less met from the 
budgetary 1-esource's of the Central and State Governments, deficit-financing to the extent 
of about Rs. :zgo crores, and the external assistance alr.:ady received). A higher rate of 
outlay, corresponding to the target of RB. :zo69 crores in the Plan is not likely to make a 
proportional contribution to production within this period, as the additional expenditure 
would be mainly on schemes started in the second half of the Plan period which would not 
be completed irl this period ; but it would increase to some extent the direct foreign 
exchange requirements of the development programme and, even more significantly, the level 



oi consumption demand in the country. With more purchasing power injected into the 
system the demand for food, for instance, may be higher. It is difficult, however, to forecast 
with any certaintY the likely pressures that may be ~et up in this manner, and we have there
lore left over for the present-but to be taken account of at a later stage-the effect on 
import requirements and export surpluses of a rate of a development expenditure correspond
ing to th~ target of Rs. 2069 crores in tlie Plan. Statement 'A' attached at the end of this 
chapter shows our estimates of the exports and imports, by the end of the Plan of some of the 
major commodities entering India's foreign trade. These estimates are based on the production 
and consumption targets in the Plan, but assume the maintenance of strict export and import 
controls in order to maintain the foreign exchange deficit within the resources that would be 
available from the sterling balances. It will be seen that, at the prices prevailing in 195o-51 
and in respect of the group of commodities shown, the increase in foreign exchange earnings 
by the end of the Plan due to higher exports and reduced imports would amount to nearly 
Rs. 133 crores. This would however be offset to the extent of nearly Rs. 108 crores through 
decreases in the volume of exports and increases in the volume of imports required in order to 
attain the higher targets of internal productio~ and consumption visualised in the Plan. 
The net improvement in foreign exchange earnings thus works out to roughly Rs. 25 crores. 

' . 
This estimate does not cover the foreign exchange savings from the opening of the projected 
oil refineries and from the expansion of certain newly-developing lines of exports to coun
tries in South East Asia ; on the other hand, it does not also include foreign exchange 
required for additional imports of machinery, equipment and certain metals needed to 
maintain the high levels of investment visualised towards the closing stages of the Plan. On 
balance, taking all items into account, there might not be any significant net improvement 
in the foreign exchange position as compared to 195o-5I. 

Likely movements in terms of trade and their effects 

.¢. Considering that there was a surplus in balance of payments in 195o-5I, this order 
of improvement on that base would suggest a fairly comfortable foreign exchange position 
by the end of the Plan. There are however a number of imponderables here, and the most 
important of them is the likely movement in the terms of trade. In the last few decades 
there have been considerable changes in India's terms of trade. Between 1938-39 and 
1948-49, there was a movement in India's favour to the extent of about 15 per cent, which 
appears to have cancelled out roughly the deterioration which took place in the previous decade. 
Between 1948-49 and 195o-51, on account of external factors, there was a sharp improve
ment in India's terms of trade to the extent of about 22 per cent. The large surplus in 
balance of ~~ts in 195o-~1 was thus fortuitous. After July 1951 there was an equally 
sharp ~etenorauon ; by 1April 1952 !he terms of trade had rerurned to the 1948_49 level, 
and smce then they have tended to worsen further. Although one cannot generalise on 
the basis of short period trends, it would appear that, on a long view, any improvement in 
terms of trade over the 1948-49level is likely at best to be of a temporary character and that 
in fact the terms of trade might become more unfavourable to India to the ~xt~t of about 
JO per cent. 
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47· At the 1948-49 terms oftrade, India is likely to have a deficit in its balance of pay

ments a~ the end of the Plan despite the net improvement referred to earlier. There would 
~~while have _been,_ however, considerable increases in the availabilities of certain commodi
ties m confomuty w1th the targets in the Plan, and in the event of difficulties in balance of 
paymen.ts it will·be possible, in an emergency, to draw on them for balancing the country's 
external accounts. 

Foreign exchange deficits and balance of payments policy during lhe Plan 

48. The calculations made above rest on the assumption of strict import and export 
controls atl:tl a public development programme of the order of Rs. 1700 crores. If, as is 
intended, the target level of Rs. 2o69 ~ores is to be reached without pressure on consump- . 
tion standards and on economic activity in the private secror, imports of some commodities 
will have to be increased and exports of some reduced. We shall have to provide not only 
for more food and raw materials to meet the additional demands gel,\erated by the expendi
ture but also for additional machinery, equipment and other prodtfer goods. The precise 
effect this will have on the foreign exchange position of the country cannot be forecast at this 
stage, but a deficit of about Rs. 18o-:zoo crores per annum in balance of payments seems 
likely and even necessary in the remaining years of the Plan. About Rs. so crores of me 
balance of payments deficits in this period could be financed each year from the sterling 
releases, but the ability to meet deficits in C.'Ccess of this will depend to a great extent on the 
availability of additional external assistance. In the last analysis, the role of external 
assistance in relation to the Plan will be to supplement the real resources of the country with 
commodities for which additional demands will be generated in the process of development but 
the domestic supplies of which are limited. External assistance would help to avoid disloca
tions and to maintain a certain measure of stability in the economy. It follows that, for a 
balance of payments policy which is integrated with the overall requirements of planned 
development, it is necessary that extemal assistance is received in a form which allows 
flexibility in the use of the foreign exchange resources provided by it. 

49· We should perhaps emphasise here that balance of payments difficulties are an 
inevitable aspect of development at this stage. Since the development of an economy like 
that of India requires iriitially imports on a large scale of machinery, capital equipment and 
other producer goods as well as of consumer goods like foodgrains, foreign exchange is bound 
to be a bottleneck for some time to come. In fact the degree of the pressure on foreign 
el'~hange under these conditions may be even regarded as an index of the extent to which 
the internal productive resources are being utilised. What has to be ensured is, on the one 
hand, that the development programme is so framed as to increase the potential exportable 
surpluses· and- decrease the import requirements of tht;, country and, on the other, that the 
pressure on foreign exchange is kept within manageable limits. Apart from external factors, 
the actual deficits in balance of payments will depend to a great extent not l'nly on the 
investment levels which are sought to be reached but also on the rate at which consumption in 
the country is !illowed to rise from year to year. 
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V. THE PROBLEM OF MOBILISING FINANCIAL AND PHYSICAL REsoURCES 

50. The above assessment of .resources, it will be seen, has been done largely in financial 
terms. This has been to some extent inevitable in that the Plan is a programme of development 
to be implemented by the Central and State Governments out of the budgetary resources like
ly to be available to them. But an attempt has also been made to estimate the total invest
ment on private and public accounts that is J,ikely to take place in this period and to assess 
the capacity of the country to divert resources_ of this order into capital formation. In. view 
of the limited statisticill data available, and also in view of the various complexities in
volved in forecasting the likely effects of particular rates of investment, the assessment has 
had to be, by necessity, a rough and ready one. The scope for increasing investment 
expenditure has been considered broadly with reference to the supply and demand condi
tions of certain commodities whicli either figure largely in the pattern of consumption and 
investment of the community or enter the country's foreign trade and might conceivably lead 
to bottlenecks. A:J ·we have stressed earlier, it is not finance as such which limits the rate 
of investment. For instance, the scope for deficit financing is intimately bound up with 
efficient organisation of the supply and distribution of essential commodities ; if the supply 
and distribution of these improve, either through improvements in organisation or for 
reasons that we are not able to foresee now, to that extent it might become possible to step 
up the rate of development expenditure in the future. In other words, though the assess
ment of resources has been presented in financial terms, the approach is basically in terms 
of physical resources. It is important that a programme which aims at using the resources of 
the country to the maximum extent possible should be conceived of and translated back at 
every stage in terms of the various types of physical resources needed for its implementa
tion. 

51. Among the unutilised resources of the country, manpower is undoubtedly one of the 
most important. In Chapter I we have referred at some length to the problem of utilising 
under-employed manpower for the development programme. It was pointed out the~e 
that unless productivity of labour could be raised quickly and the availability of basic essentials 
like foodgrains increased, a programme of full employment, designed to put to work all idle 
labour, would run the risk of breaking down on account of excessive pressure of money 
incomes on available supplies. Two conclusionS were drawn from this : first, that in promot
ing higher levels of employment it was important to ensure that the ·newly mobilised 
labour would be able to raise total output with the shortest possible time lag; and second, 
that in the initial stages of development reliance will have to be' placed as far as possible on 
voluntary labour, money being used mainly as a means of attracting and organising such 
labour. Both these have been kept in view in framing the programme of development for 
this five year period. In the programme for agriculture, there is considerable emphasis 
on ~uickly maturing forms of inv~tment ; the consequent increase in food supplies is 
designed to remove one of the major bottlenecks to embarking on a programme of fuller 
mob~tion of manpower resources. The Plan also visualises using finance, wherever 
poss1ble, as a means of attracting and organising under-utilised manpower and other 
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reso~r~ .. · The communit~ development programme is an instance in point. There is also 
prOVISIOn m the Plan for assiStance to local authorities in respect of schemes for which local 
effort is forthcoming. Famine relief works, it is visualised, will be so arranged in future 
as to fit in with the larger needs of development. Minor irrigation projects are another 
field in which mobilisation of local manpower could contribute considerably to the lowering 
of costs. For reducing the monetary outlay on developme.at, the possibilities of paying 
part of the wages and salaries in the form of savings certificates could be explored with 
advantage. 

52. While it is necessary to progress in these ways towards fuller utilisation of the large 
unutilised manpower resources in the country, it is also necessary to strengthen the financial 
mechanism behind planning. Finance is not only a means of accounting ; it is also a 
potent instrument for directing resources along desired lines. A necessary condition of the 
public sector playing an increasingly important part in development is that there· should be 
such organisational changes in the financial system as will enable the public authorities to 
have _command over the necessary resources. In the earlier sections of this chapter, we have 
referred at various points to the potentialities of increasing the budgetary resources of the 
Central and State Governments. These potentialities have to be explored to the full. The 
increase in budgetary resources would have to come to a considerable degree from 
additional tax revenues ; to emphasise that these should as far as possible be through widening 
the coverage of taxation is not to deny that, in the mass effort which is needed for develop
ment, considerations of equality in sacrifice would require to some extent further additions 
to the direct taxation of higher incomes. In regard to borrowing, there is particularly scope 
for improvement in techniques. As we have mentioned earlier, it is important that, with 
the country embarking on a long term programme of development, techniques of borrow
ing are so adapted as to bring home to the people the larger purposes for which the loans are 
required and also to give the greatest possible scope for their direct participation in the financ
ing and implementation of the various development programmes. 

53· The progress 'or the small savings movement in recent years suggests that, with suit
able adaptation to the preferences of different sections of the Community and with a system 
of collection which will reach the farthest parts of the country, the savings of the lower 
income groups could become a growing source of finance for development. On an experi
mental basis, certain improvements in the facilities provided by the Post Office· Savings 
Bank are to be shortly introduced in the Bombay State. These include : 

(a) introducing the cheque system both for withdrawals and deposits ; 

(b) affording greater facilities to the depositors by organising the working of the Bank 
on the lines of commercial banks ; and 

(c) opening branches in a larger number of rural post offices. 

The extension of these facilities to other States on the basis of the results of this experiment 
is likely to attract substantially more savings to the public sector in the next few years. 
Meanwhile, othci methods of increasing small savings will also have to be explored, 
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54· Insurance has been in all countries a stimulus to, as well as an important channel 
for, private savings; it has therefore to be organised in India to fulfil its legitimate function 
in development. The precise steps to be taken in enlarging State participation in this sphere 
is a matter for closer examination. Apart from other measures which might be considered, 
the Government has in the Post Office Insurance Fund a medium even now for e.ttering 
the field in a more active way than hitherto. Institution of provident funds is another 
method open for encouraging and mobilising savings on a large scale. The extension of 
this system recently to cover workers in six major industries indicates a direction in which 
more progress must be made. 

SS· Organisational changes along these lines will not only act as a powerful lever in the 
initial stages of development but will contrit>ute to greater self-reliance in the further stages 
of this process. Parallel changes will be necessary also in other spheres to increase the supply 
of technical, managerial, and administrative resources in the country. The problems arising 
in this connection have been referred to elsewhere in this Report. 

Statement 'A'-Production, Imports and Exports of Certain Major Commoditi~> Emmng 
India's Foreig71 Tradl (referred to in para. 4S) 

Name or I.Ammodity 

I 

Raw Cotton 
(Lakh baleo) 

Rl;r Jute (Lakb 
baleo) • • 

Oil SeedJ (Lakb 
tono) • • 

l>ugar (Lakb to'l•) 

Food 1roino \ 

PaonucnoN 

Quantity Value (Ra. 
crores) 

a 3 4 s 6 7 

29'7 42'" 12'3 • 1a•o 100·8 98. 3 

33·o S3'9t 18•8 8 

s1·o ss·o 
&1'2 IS'O 

'I 27•6 11'9 

2"1 
5'3 

(Million tono) • 54'01 61·6 3'1 3"0'1 8o·6 ns·o 
Cotton Manu-

faoturcs: 

Yam (Million 
lbs.) 

Mill Cloth (Million 
yardJ) • • 

0'3 

Quantity 

8 

o·8 

a·o 
'03 

9 

1'3 

74'S 1o·o 

. 

Value (RI. 
crorea) 

10 

7'1 

17 I 

JJ 

11'5 

... 
4'2 
·s 

... 

3'3 

Hand loom (Mill
ion yards). 

3718·o 4700'0}• 
5"7 81o·o 17oo•o l·o I' 3 o·a U83'o 1000 0 1179 !11'9 

Jute Monufac-
tures (Lakb 
tons) 8"9 12"0 

6'5 ~~·o 137•8 aJa·o 
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PaoDucnoN ~· l!zl'oan• 

Nome of Commodiey Quantley Volue (RI. Quud!J' Volue (Rs. 
crores) crores) 

19SQ-,51 19S5·S6 1950o$1 1955·.56 19SOo$1 19S5·56 19So-SI 19S5·S6 19So-SI 19SS·S8 

I 2 3 4 s 6 7 8 9 10 u 

Coal (Million 
tODI) 32'0 31'0 ... . .. 1"0 3"0 J'4 10'2 

Pia" Iron (Lakh 
tons)U . . 3'.5 

,., ... ... 
Steel (Lakh tona) • JO•O 13'7 2·8 .5'0 21'.7 38'4 ... 
Ferti!isen : 

Ammonium Sui-
phate (Lakh 
tODI) 0'.5 4'.5 3'7 1'.5 11'4 4'6 ... 

Other (Lakh 
toDI) o-6 1'1 0•7 o·a 0'9 0'3 

Olla (Lakh 
tODI) 11·a•• 13'0 o•a 0'4 3'3 6•6 r•a 1•7 23'0 32'S 

Cement 
toDI) 

(Lakh 
a6·9 48·0 0•1 o•a 0•3 3•0 0•3 J•6 

•\aloe of lmporu and ezportaln 19S.5·S61a eatlmated It IIJSQ-SI pric:ea. Value of eapom lodudea expon 
duey. 

fllsclualveoftheproductlon of'meata. 
:The fall in the expom of ollseeda will be to a larae eatent campeilaated for by the Increase In the eaporu 

of oil. 
IProductlon In I !lSD-51 waa 52'7 million tono; the targeted Increase In the period of the Plan Ia over the 

1949-50 level when the production wu 54•0 million tono. 
1[It lo difficult to forecast the precise requlremeotl by way of food lmpona by the end of the Plana• they 

will have to be adjulled from time to time to the level of loveatment outlay in the country and the 
preaourea It tendo to wenerate. Provisionally It baa been assumed that about 3 million tooo foodaralnt 
would have to be Imported every year In the period of the Plan. 

IIRefen to the quantity of pig Iron available for tbefouodriea i.1., thequantley available over and aboYa 
what hal been conaumed in the manufacture of oteel. 

••Production In I!ISD-$1 baa been aaoumed to be the 11111e aaln 1949-SU. 



CHAPTER IV 

THEWIVE YEAR PLAN IN OUTLINE 

THB FIV.B Year Plan involves an outlay on development by public authorities of Rs. 2069 
crores over the period of I95I-56. In determining this target of expenditure, the main 
considerations that have been taken into account are : (I) the need for initiating a process 
of development that will form the basis of the much larg~ effort needed in the future ; 
(2) the total resources likely to be available to the country for the puipose of development; 
(3) the close relationship between the rates of development and the requirements of resources 
in the public and in the private sectors ; (4) the necessity of completing the schemes of 
development initiated by the Central and State Governments prior to the co=encement of 
the Plan ; and (s) the need to correct the maladjustments in the economy caused by the war 
and the partition. 

2. Our approach to planning and the long-term targets of investment and income to be 
aimed at have been set forth in the earlier chapters. The vast and complex problems of 
structural and institutional re-organisati9n that an effort of the required magnitude will raise 
have also been touched upon. Viewed against this background, the Five Year Plan is essential
ly a plan of preparation for laying the foundation for more rapid development in the future. 
The targets of investment which the Plan sets, as well as the increases in production which are 
expected to be achieved thereby, are modest when compared to. what has to be achieved. 
within the next twenty years or so but, it must be emphasised, both are high compared to last 
trends. 

PRIORITIES AND TH11 PATIERN OP OUTLAY 

3· · The distribution of expenditure in 
summarised in the following table : 

the development progra=c of the public sector is 

Agriculture and Community Development 
Irrigation • • • 
Multi-purpose Irrigation and Power Projects 
Power • • • • • • 
Transport and Communications 
Industry 
Social Services 
Rehabilitation 
Others 

• 

• 

• 

Rs. crores 

36I 
168 
266 
127 
497 
I73 
340 
.8s 
52 

2o69 

Per cent oftotal 

I7"S 
8"I 

1%"9 
6• I 

24"0 
8"4 

16"4 
4" I 
2"5 _, 

100"0 

. This d!stribution reflects the priorities discussed in Chapter II. In the present Plan 
penod! a)!ncultural development receives the highest ·precedence which necess1"tates an 
extens1ve programm f · · · · ' e o lmgatmn covermg minor as well as major projects. Generation of 

70 
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el~~c _po"j'ier, whi.ch is linked in most cases with the major irrigation projects, has also a high 
pno~ty m Its. own nght. Production and extensive distribution of electrical energy on a large 
~cale ts essential not only for the growth of small scale enterprises and for rural development 
1n the ~ger sense of the term but for industrial expansion. In regard to transport, public 
authonnes have a special responsibility. The railways are a nationalised enterprise which has 
to respond to the needs of development in both argiculture and industry. The State 
has further to take the initiative ih linking up the whole country through a system of roads 
reaching down to the village, and in promoting development in new lines like shipping and 
aviation. 

4- The high priority given to agriculture (which as mentioned above, involves large scale 
investment in irrigation)· as well as to basic services like power and transportation limits 
inevitably the investment which the public sector can itself undertake in industries. 
Industrial expansion in this five year period will rest largely on private initiative and resources, 
but" they will be supplemented at certain points by the resources of the public sector as well as 
by foreign investment; progran~mes of the public and the private sectors together will not 
therefore be inconsiderable. In the sphere of social services, the needs are so large that what 
can be achieved through financial investment by public authorities is limited. In the present 
Plart, the rehabilitation of displaced persons absorbs a considerable proportion of the addi-

. tional resources available for expansion of social services. The financial investment in social 
services has to be supplemented by direct community effort on a large scale for the liquidation 
of illiteracy, improvement of sanitation and hygiene, development of civic services, imparting 
of elementary technical training, etc. The lump-sum provisions in the Plan for the commu
nity development progran~me and for local works are designed, among other things, to evoke 
such community effort. 

S· The significance of the outlay of Rs. 2,o69 crores from the point of view of the addi
tions it will make to productive equipment in the public and private sectors, and to the 
production potential of the community in the larger sense of the term, will _perhaps be clearer 
from the following rough classification : 

(r) Outlay which will add to the stock of productive capital owned by Central 
and State Governments • • • 

(2) Outlay which will contribute to building up productive capital in the 
private sector- • 

(1) Expenditure on agriculture and rural development (excluding 
commMity projects and provision for scarcity affected areas) 

(ii) Loans for traospon and industry • 
(iii) Provision for stimulating local development (community p_rojects 

and local works) • • • • • 

(3) Outlay on social capital . • • • 
(4) Outlay unclassified above (includin~t provision for scarcity affected areas)

1 

TOTAL 

(Rs. crores) 

1,199 

244 
47 

ros 

42S 
49 

:a.o69 

71 



72 
TftB PmST PM! YBAll PLAM 

It will be seen that nearly 6o per cent. of the planned outlay will result directly in the cr~· 
tion of productive capital in the ownership of the Central an~ s_tate Gov~ents ; this 
will be mainly under irrigation and power, tranSpOrt and commumcattons, ~d mdustry. Th~ 
remaining 40 per cent will partly add to productive equipment in the Pl?":'te s~or, ~y 
provide assistance in the form of working capital or of advisory and administra?ve s~rvtces, 
partly help to maintain and expand social services, and partly act as an mcenttve for 

community effort in development. 

DISTRIBUTION AND PHAsiNG OP ExPENDITURB 

6. A break-up of the development expenditure of the Central and State Governments by 
major categories is given in the statements attached at the end of this Chapter. The 
distribution of the total outlay~ between the Central and the State Governments is summa

rised below : 

Central Government (including railwars) 

States : Part A 

PartB 

PartC 

Jammu and Kashmir 

.. • 

• 

• 

• 

• 

TOTAL 

(Rs. crores) 

1,241 

610 

173 

32 

13 

7· According to the above classification, the outlay of the Central Government (mcluding 
the railways) works out to almost 6o per cent. of the total. It must be emphasised that this 
distribution of outlay is not an indication of the schemes which fall within the respective 
spheres of the Centre and the States. The 'central' multi-purpose river valley schemes (i.e., 
the Damodar Valley, Bhakra-Nangal, Hirakud, and Harike projects) are really the schemes 
of the State Governments, but in view of the fact that the territorial coverage of these projectS 
extends in some cases over two or three States, the exact distribution of the financial liability 
as between them cannot be foreseen at this stage. The responsibility of finding the necessary 
finance for these schemes in the form of loans to State Governments also rests initially on the 
Centre. In regard to certain other schemes, the sharing of the financial responsibility has yet 
to be finally determined. For toese and similar reasons the provisions in the Plan for 
community projects, minor irrigation and other local works, the five new major irrigation and 
power projects, scarcity-affected areas, rehabilitation of displaced persons, basic and social 
education, industrial housing, etc., are shown as part of the Central Government's develop-
ment programme, though they belong primarily to the States. ' 
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8. It il in the light of these observations that'the , disttibution of the total planned 
ou~y as between the Centre and the States, and the allocation of this outlay as between the 
maJor developmental heads, has to be seen. The following table summarises the outlay of 
the Centre and of the Statea (excludini Jammu and Kaihmir) under various heads : 

(RI. croret) 

Centre Pan A PanB Pane 

Airiculture and Community Development 186•3 12.7"3 37'6 8'7 

Irrigation and Power • • 26S'9 2o6·1 8I',S 3'S 

Transpon and Communication~ 409'5 s6·s 17'4 8·8 

Industry . 14~'7 17"9 7'1 o·.s 
Social Services includins Rehabilitation 191'4 192'3 28'9 10'4 

MiJcellaneo111 40'7 1o•o 0'7 

TOTAL 1240'S 6IO'I 173':.1 31'9 

9· The outlay proposed in the development ·programmes oi States other than Jammu 

'and Kashmir is shown below : 

StauPialll • (Rs. crorcs) . 

PART A STATES PART B STATES PART C STATES 

Assam . • 17'49 Hyderabad 4I'S.S 

Bihar • 57':.19 Madhya Bharat • :.1:.1'4:.1 

Ajmcr . 1'.57 
Bhopal • • 3'90 

Bombay 146'44 Mysore. - • 36'60 

Madhya Pradesh 43'08 Pcpsu . 8'14 

Madras. 140'84 Rajasthan 16·8:.~ 

Orissa . 17'84 Saurashtra 20'41 

Punjab • :.10' :.II Travancorc-Cochin :.17'32 

Uttar Pradesh 97'83 

Bilaspur • 0'.57 
Coorg . 0'73 
Delhi . 7'48 
Himachal Pradesh 4'.5.5 
Kutch 3'0.5 
Manipur 1'.55 

w. Bcnpl 6g'IO Tripura :.1'07 

Vindhya Pradesh. 6'39 

TOTAL • 6JO'J:.I TOTAL • 173'26 TOTAL • 31'86 

These State Plans were drawn up initially over a year ago in consultation with the State 
Governments concerned and on the basis of forecasts supplied by them regarding their 
likely revenues and expenditures in the period of the Plan. In cases where the State Govern· 
ments made proposals subsequ:.ltly to raise the size of their State Plans, the upward revisiom 
have been accepted provisionally subject to the resources correspondin& to them beini raite4 

by &he sovernments concemod· · 
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The financial basis of the Plano has been discussed in detail in Chapter III.. A 
i'oiJg~~icture of the estimates in relation to the development programmes can be had from tlie 
folloWing summai'Y table : 

Plimned Outlay diJ Development 

Bddgetary Resources-
( i) Savings from current revenues 

'(ii) Capital receipts (excluding withdrawals 
from reserves) 

tentral 
Government 

330 

(iii) Internal inter-governmental transfers 
in connection with the Plan (i.e., 
"Central assistance") (-) 229* 

External Resources already received 

TOTAL 

497 

I 56 

653 

States (including 
Jammu and 

Kashmir) 

(Rs. crores) 

Total 

520 

As brought out in the assessment of financial resources for the Plan, the balance of 
Rs. 655 crores necessary for the public development programme will have to be found from 
further external resources that may be forthcoming or from internal taxation and borrowing 
as far as possible and by deficit-financing. 

n. In the phaslng of development expenditures originally proposed by many of the 
States there was on the whole a somewhat excessive concentration of outlay in the first two 
years of the Plan. This was in some cases inevitable in that it only reflected the rising tempo 
of expenditures towards the culminating stages of certain schemes already under implementa· 
tion. The actual progress of expenditure (as indicated by the revised budgets for 
1951-52 and the budget estimates for 1952-53) shows that the concentration of expenditures 
in the first two years originally proposed has already been corrected to a great extent. It 
is, however, clear that in 1953-54 expenditures on a number of schemes under implementation 
will reach their peak levels and that there would be in consequence a heavy pressure on 
resources both at the Centre and a! the States. New schemes which can be postponed without 
detriment should not therefore be taken up in this year. In so far as can be foreseen at 
this stage, there will be scope for starting work on new schemes, which involve large 
expenditures -once they are undertaken, only towards 1954-55 and in 1955-56. 

' 
• Includeo rupea four crores by way of atatutory gr&ntl for acheduled tribeo which will be available for 

pal'1 of the development eq>enditure on achedulcd tribe• in the Aaaam !!fate Plan. 
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APPRAISAL OF TIIE PROGRAMME IN TIIE PLAN 

12. In appraising the results of the Plan, the development programme in the public 
sector cannot be taken by itself. This programme, as mentioned earlier, is based on an 
appraisal of the needs of the economy as a whole and is related to an assessment of the effort 
that is likely to be forthcoming from the private sector. In the case of agriculture, where the 
problem is primarily one of providing irrigation, fertilisers and manures, better seeds, as well as 
extension services which will carry to the farmer the know-how of technical improvements, the 
supplemental investment required would to a great extent be in the fottn of direct contribu
tions of labour b~ the farmers themselves. In the sphere of industrial development, we have 
taken into account the working plans of 40 large and medium scale industries which cover . 
about two-thirds of the total output of factory enterprises in the country. Approximate 
estimates regarding the likely requirements of manufacturing industries and of the likely 
sources of finance are shown elsewhere in this Report. The results of the Plan can thus be 
viewed within a wider setting as far as agriculture and manufacturing industry are concerned. 
In other spheres of development, particularly in respect of professions and services and small
scale enterprises in transport and industry, only broad judgements tan be made at this stage. 
The contribution that community effort may make to extension of education, sanitation, 
communications, etc. cannot also be assessed in advance in precise terms. In the 
paragraphs that follow are outlined the salient features of the development programmes in 
the public and private sectors ; their results in terms of certain select targets and indices 
are shown in the statement below ; 

I. Agriculture 

Foodgrains* (million tons) . 
Co~ton (lakh bales) • 
Jute (lakh bales) • 
Sugarcane (million tons) 
Oi!seeds (million tons) 

II. Imgation and Power 

Major irrigation (million acres) } 
Minor irrigation (million acres) 
Electrical energy (installed capacity in million kws) 

III. Industry 

Iron and Steel 
(lakh tons) 

Pig iron available for foundries. 

Finished Steel 

Cement (lakh tons) 

Aluminium (thousand tons) 

195o-51 1955-56 

52'7 6z·6 
29'7 42'2. 

33'0 53'9 
5·6 6'3 
5'1 5'5 

50'0 69'7 

2'3 3'5 

12.'0 

• Including ·gram an~. pulses. Output in 1949·50 (used as the base lor fixing the target for 1955-56) was !\4 .o 
million tons. 
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Pertiliaers (thousand tollS) 

Ammonium sulphate • • 
Superphosphate • • 

Loalmotives (Nos.) • • • • 
Machine tools (Nos. in thouaanda) • • 

Petroleum rdiniDg 

Liquid petroleum (million gallons) • 
Bitumen (thousand tons) • • 

Cotton manufactures 
Yam (million lbs.) • • 
Mill cloth (million yards). • • • 
Handloom (million yards). • • 

Jute manufactures (thousand tons) • • • 

Aerlcultural machinery 

(A) Pumps, powetdriveJ;l (thouaanda) • 
(b) Diesel engines (thouaands) • 

Bicycles (thouaands) • 
Powet alcohol (million pllons) • 

IV. TTtwporl 

Shipping (tonnage) 

Coastal (GRT thousands) 
Overseas { GRT thouaands) 

Roads 

• 

National Highways (thousaud miles) • 
State Roads (thousand miles) • 

v. Edu&Gtion• 

Pupils in: 

Primary achoola (lakha) • • 

• • 
• 

• 
• • 
• • 
• • 

• • 
• • 

• • 

• 
• 

• 

• 
• 

• Junior Basic schools (lakhs) • • 
Secondary schools (lakhs) • • • • • • 
Industrial schools (thousands) • • • • , , 
Other tcchni~ and vocational train~ni schooll (thousands) 

VI. HIGhh 

Hospitall (beds in thousands) 
Dispensaries (number) 

Urban 
Rural • • . 

• 

• 

• • • 

• • • 
• 

• 
• 
• 
• 

• 
• 

• 
• 
• 
.. 

• 

• 

• 

• 

••• 

N.A. 
N.,.Ao 

1179 
3718 

810 
893 

34'3 
s·s 

101'0 

4'7 

:an ·o 
173'$ 

11'9 
17'6 

1$1'1 
29'0 

43'9 
14'8 
26'7 

4.!10'0 
18o·o 
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AGRICULTURE AND CoMMUNITY DEVELOPMENT 

195o-51 1955-56 

55'1 69'1 

87'8 U2'S 

14'7 20'7 

31'5 40'S 

192'0 514'0 

352'0 975'0 
27"3 35'8 

161'9 2II'I 

I3. Agriculture and community development is a comprehensive description for several 
items of reconstruction which ·include, besides agricultural production, livestock improve
ment and dairying, forests and soil conservation, co-operation and village panchayats. The 
Plan makes a total provision of about Rs. 361 crores of which Rs. 184 crores is for agriculture, 
·IJ little over Rs. IOO crores for community projects and rural development, Rs. 22 crores 
for animal husbandry and dairying, Rs. IS crores for stimulating local development through 
the agency of local authorities, another Rs. IS crores for development programmes in scarcity
affected areas, and Rs. I.2 crores for forests and soil conservation. The role of the 
Central Government is to co-ordinate the programmes of the States and also to assist them 
in certain important respects. The Central Government's plan provides for the establish
ment of a national extension organisation, completion of the present programmes of the 
Central Tractor Organisation, schemes for the improvement of livestock, . measures for soil 
conservation as well as for co-operative training, for experiments in co-operative farming 
and other aspects of co-operative organisation. The Technical Co-operation Programme 
initiated this year has strengthened considerably the programmes for tubewell development, 

• marine fisheries, locust control and the training of extension workers. 
I 

I-4- The programme for increasing agricultural production covers foodgrains as well as 
cotton, jute, sugarcane, and oilseeds. In foodgrains, the target for 19SS-s6 represents an 
increase of about I4 per cent over the level in 1949-so.t In the case of cotton and jute, 
production is expected to go up by over 42 per cent and 63 per cent respectively above the level 
in I9so-s1, while the increases in sugarcane and oilseeds are estimated at about 13 per cent 
and 8 per cent respectively. It might be mentioned here that, in I9SI-S2, the production of 
cotton was 33lakh bales as compared to 29 ·7lakh bales in I9So-SI and the target of 42 ·3 lakh 
bales by I9SS-s6. Jute production in I9S1-S2 was 47 lakh bales-an increase of 14 lakh 
bales over 19so-s1; the additional production now to be seCured in terms of the target works 
out therefore at only seven lakh bales. Foodgrains production for 19SI-S2, as shown by official 

-The eatimatce h~ ezclude data for Punjab, Orissa, Hyderabad, Pepsu and most of the Part C Stares. 
tCompand to 19$0.$1, when produc:lion was 1'3 tons lower, the pcroentase inorcase would be somewhat Jar~. 

' 
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figures was about the same as in the previous year and it is here that special effort is now called 
for. The detailed programmes for achieving the food targets, formulated initially in 195o-51 
in consultation wiih the State Governments, were reappraised in early 1952. Following this 
reappraisal the original target of 7 ·2 million tons in the State Plans had to be lowered to 6 ·o 
million tons. The programmes have therefore been strengthened by an additional lump-sum 
provision of Rs. 30 crores for minor irrigation. 

I 5· The community development projects, which are conceived primarily as a programme 
of intensive development of selected areas, would also contribute to raising the level of 
agricultural production. A beginning has been made this year with 55 projects. The central 
object of the community development programme is to mobilise local manpower for a 
concerted and co-ordinated effort at raising the whole level of rural life. The emphasis is 
inevitably on improving the level of agricultural productivity. This is reflected in the fact 
that the bUlk of the projected expenditure is devoted to the provision of irrigation, land 
development and extension services. The community development projects represent in 
aintent a synthesis of ideas gathered from rural development work in various parts of the 
country. As further experience is gathered, changes in structure and emphasiS may be 
necessary, but the intention is to cover the entire country with schemes designed to promote 
intensive development through increased agricultural productivity. The Five Year Plan 
makes a lump-sum provision of Rs. 90 crores for such development. There is, in addition 
about Rs. Io crores in the State Plans for other programmes of rural development, including 
schemes designed to promote and strengthen village panchayats. 

I6. Elsewhere in this Report is also a scheme for a national extension service for agricul
tural development; there is provision of rupees three crores for this in the Plan. This orga
nisation, together with community development projects and the additional minor irrigation 
visualised, will help to step up the production of foodgrains in the country by 7 · 6 million tons 
compared to the level in I949-50. 

I7. In the period of this Plan, some parts of the country may not stand to benefit directly 
from the various development schemes taken up. In order that the Plan creates interest on 
the part of as wide a section of the community as possible, and in order to draw forth local 
initiative and resources, a lump-sum provision of Rs. I 5 crores is being made in the Plan for 
local development works. It is hoped that schemes will be forthcoming from municipalities, 
district and taluka boards and other local bodies for which financial assistance can be given 
out of this lump-sum provision to attract and organise local resources- on a multiplied scale. 
There is also a special provision of Rs. IS crores in the Plan for organising relief activities in 
scarcity-affected areas on developmental ~es. · 

lRRIGATIQN·AND~POWER PROGRAMMES 

IS: The ~rogramme for irrigation and power is based p~y on projects initiated in 
the pen~d pnor to the Plan. The total cost on the projects thus taken over into the Plan has 
been esnmated at Rs. 765 crores, of which an expenditure ofRs. IS3 crores'bad already been 



incurred up to the end of 195o-51. The provision for these projects in the period of the 
Plan is Rs. 518 crores, leaving only a little under Rs. Ioo crores to be spent iii the subsequent 
years. The progress made on these projects will help, within the period of the Plan, to bring 
art additional area of 8 · 5 million acres under irrigation and to generate I · I million kws of 
additional power. On the completion artd full development of these projects, the total 
addition to the area irrigated will be I6·9 million acres and to power I ·4 million kws. 

I9 .. In view of the high priority given to agriculture, the construction of the projectS in 
hand has been so adjusted as to facilitate the maximwn extension of irrigation in this period. 
The generation of pow~r has been related to the demand that already exists or is likely to grow 
in the near future. Provision is however being made in the design of dams and other works 
for installing additional units as and when .additional demands rise. 

20. Of the provision of Rs. SIS ciores in the Pian on projects in progress, well over half 
will fall in the first three years of the Plan. During this period the pressure on financial as 
well as technical resources will prevent work being started on new projects. There will be 
scope for such additions only as from I954-SS· The five new irrigation and power projects 
which are proposed to be taken up towards the later stages of the Plan are the following: Kosi 
(Stage I), Koyna (Stage I), Krishna (the scope of which is not yet defined), Chambal (Stage I) 
and Rihand. The total cost of these projects will be well over Rs. 200 crores, out of which 
it is expected that it might be possible to spend Rs. 40 crores during the period of the 

Plan. 

21. The programme for irrigation and power in the Plan, • taking projects .in progress 
as well as the new projects proposed, has to be viewed as part of a more long-term programme · 
intended to add, within the next two decades, 4o-45 million acres LO the area now under irriga
tion and seven million kws to the existing power generating capacity. 

22. The irrigation and power benefits from the major projects in the period of the Plan 
will be supplemented by the results of the minor irrigation programme and b~ the extension 
schemes of private electricity undertakings. The minor irrigation programme in the Plan, 
involving an expenditure of Rs. 77 crores, is as follows:-

Dams and channels • • • • • 
New wells • • • • • • • 
Repairs and derelict wells • • • • • • . • • 
Tube wells (other than those included in the major irrigation programme) 

Tanks 
Pumping installations • • • • • . . • • . , •. . •. 
Schemes in respect of the addiuonal proVISion for mmor tm.;auon 

• 

Area benefited 
(million acres) 

1:1!.! 
4'4 
1'1 

0'!1 
0'7 
0'8 
0'7 
3'0 

11'2 

•Th Plan 'inclUdes. in addition to the items mentioned, a provision of rupees two cro1e1 (or carrying out 
lnvcsdga~ons in~o development ponibUidcs in irrigation and power. 



.M regards power, the extension projects of private electricity undertakinp will add 176,0~ 
kws of installed capacity in the period of the Plan. 

23. There are parts of the country in which scope exists for large irrigation projects and 
there are others in which only smaller projects are possible. Each area has to be served by 
the kind of schemes for which it off:ers the best facilities. Large and small projects are thus 
complementary and not competitive. The Plan includes eight irrigation projects (including) 
multi-purpose projects but excluding new major irrigation projects mentioned in para 20 

costing above rupees five crores each, sixteen costing between rupees one crore and rupees 
five crores, twenty-one costing between Rs. so lakhs and rupees one crore, and twenty-seven 
schemes costing between Rs. 10 lakhs and Rs. so lakhs. 

24- Rural electrification has so far made little progress in the country, only one in about 
200 villages being served with electricity. The Plan makes a provision ofRs. 27 crores for 
extending rural electrification. This programme is mainly confined to the Southern States of 
Madras, Mysore and Travancore-Cochin, but the scope for rural electrification will undoubted
ly grow as more power becomes available in other areas of the country. Electricity will 
be useful not only for agricultural operations like pumping, but also for the processing- of 
agricultural produce and for other cottage and small-scale industries in the villages. There 
is also a special advantage in the encouragement of agricultural load since utilization of 
power in agriculture is estimated to require only about one-third the investment required in 
industty. Moreover, most of the equipment required for utilization of power in agricul
ture can be produced in the country and its operation does not require technical skill of 
a high order. 

INDUSTRIAL DI!VI!LOPMENT 

2S. The expenditure on lndustty, as shown in the development programmes of the public 
sector, is Rs. 173 crores ; this covers Rs. 140 crores to be spent on large-scale industries and 
ancillary transport expansion, Rs. 27 crores on cottage and small-scale industries, and about 
rupees six crores on mineral development and scientific and industrial research. Some of the 
industrial schemes in the public sector are, however, shown under other heads. For instance, 
the Chittaranjan locomotive factory and the all-steel coach factory are part of.the develop
ment plan for railways. The net investment in manufacruring industries figuring in the public 
development programme taken as a whole, but excluding a lump-sum provision of Rs. so 
crores for basic industries and transport (about which more will be said below), is Rs. 94 crores 
over the five years. Investment in the private sector on expansion of industries and on 
modernisation and replacement is likely to be of the order of Rs. 383 crores. The total 
investment on industrial development in this period can thus be placed at Rs. 477 crores. . ' 

. 26. ~e development pro~e in the public sector provides for a new iron and steel 
proJect estunated to cost Rs. So crores over a period of six years from the date of commence
ment ; the expenditure in the period of the Plan, estimated at Rs. 30 crores, is to be financed 
partly by Government and partly by private ent~rise. Most of the industrial projects in· 
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hand in the public sector will be completed by I9S3-S4- The Sindri fertiliser factory has 
commenced production and it is expected that it will shortly reach a monthly rate of output 
of r,ooo tons of ammonium sulphate. With the estimated production of 120 locomotives a 
year in the Chittaranjan locomotive factory by I9S7 (production in I9SS-s6 will be roo locomo
tives) and the estimated output of so locomotives at the Tata Locomotive and Engineering 
Company, the railways will be able to secure their normal annual replacement requirements 
of locomotives almost entirely from domestic production. The production of high precision 
machine-tools, telephone equipment, dry core cables, and newsprint envisaged in the Plan 
will also strengthen the industrial structure. 

27. The rate of investment, and therefore of development in this sector as a whole, will 
depend however primarily on the implementation of the working plans of private industries 
outlined in this Report. • These plans, drawn up in consultation with the representatives of 
the industries concerned, aim at expanding the installed capacity of several capital and producer 
goods industries and, in the case of consumer goods industries, primarily at utilising more 
fully the existing capacity. Over the five-year period, the production of heavy chemicals is 
expected to go up by rs6,ooo tons, of fertilisers by528,6oo tons, of pig iron by 310,000 tons, of 
steel by 394,000 tons, and of cement by 2 • r million tons. The output of consumer goods 
industries is also estimated to increase considerably; the production of cloth is scheduled to 
go up by 1,872 million yards, _of sugar by 384,000 tons, of salt by 429,000 ~tons and of 
vegetable oils by 182,000 tons. The output of a number of light engineering industries is also 
expected to register substantial improvement. It will be the objective of Government policy 
to assist the private sector to the extent possible in tl!e creation and maintenance of conditions 
favourable to the attainment of the targets proposed. 

28. & the development programme gets into swing and the emphasis is shifted increasingly 
towards industrialisation, it will become necessary to expand basic industries like iron and 
steel, heavy chemicals, manufacture of electrical equipment and the like. In these fields, as 
emphasised in Chapter II, it is necessary to anticipate to some extent the nature of the demands 
that will develop and make a beginning from the very start. The Plan therefore has a 
lump-sum provision of Rs. so crores for the development of basic industries and ancillary 
transport. This includes a provision for organising mineral exports. Part of the lump-sum 
provision of Rs. so crores, it is expected, will be available for initiating the construction of a 
unit for the manufacture of electrical equipment to meet the needs of power development in 

the country. 

29
. An extensive programme for village industries prepared primarily with ~e object 

of increasing rural employment has been included in the Plan. The programme mcludes, 
amongst others, the following industries: khadi, coir, village oil, ma~ches, leather, ~and-made 

gur and 
khandsari palm gur woollen blankets and bee-keepmg. The khadi program-

paper' ' ' ' has als bee 
me is to be financed by means of a sinall cess on mill-made cloth. A small cess . o n 

d on mill oil for the benefit of the village oil industry. Common produCtion program-
propose d all cal · d · a1 g with the 
mes have been proposed for a number of cottage an sm -s e m ustnes on 

• d 

'"Theoe workinl plana are beiJ11 publiobed in a oeparate volume. 
• 
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related large scale industries. For instance, as part of the programme for.the textile ind~ 
the output of the handloom industry is expected to be doubled. The establishment of a Khadi 
and Village Industries Development Board by the Central Governmen~ is bein~ ~~~e~ded. 
The Board which will have large executive functions, is to be responsible for ID!tlatmg village 
industry programmes in cooperation with State Governments and other organisations engag• 
ed in the field of village industries. The total provision in the Plan for cottage and small 
scale industries is Rs. 27 crores. 

TRANSPORT AND CoMMUNICATIONS 

30. In the programme for Transport and Communications, a little more than half of the 
total outlay is on railways. This outlay is designed to meet the arrears in replacement accumu
lated over a long period (particularly during the War) and to equip ·the railways with the 
minimum equipment and installations necessary to carry the additional load which will be 
placed on it as a result of development in other sectors of the economy. At the beginning of 
.1951-52, about 12 per cent of the locomotives, 28 per cent of the coaches and over 10 per cent 
of the wagons in use were due for renewal ; to meet the existing level of traffic these had to be 
retained in service. Considerable lengths of the track were also in need of repair and 
restoration. The Plan provides for an expenditure ofRs. so crores per annum on railways in 
addition to Rs. 30 crores per annum estimated as required for meeting the current depreciation 
of railway installations and equipment. This will enable a few of the more urgent extensions 
to be undertaken, but the total provision for new lines over the five years is only about 
Rs. ~ crores and so the programme for railways must be regar.ded primarily as one of 
rehabilitation. 

31. The total provision for road development in the Centre and the States together amounts 
to over Rs. 100 crores. Of this, about a quarter will be on the development of national 
highways, and the rest mainly on State roads. The provision for road development includes 
also, a sum of rupees two crores for the construction of the Ganga Bridge which will provide a 
needed link between North and South Bihar. Road development is a sphere which offers 
considerable scope for mobilisation of local manpower and local materials. In certain States,, 
village roads are already be!ng developed with the active cooperation of villagers who contri
bute a portion of the cost of construction by way of free labour, free gift of land or money, 
with the balance being contributed by State Governments or District Boards. With the 
projects for local and intensive development visualised in the Plan, it is estimated that approxi
mately 16,000 to 17,000 miles of village roads could be constructed through community effort 
within this period. This mode of development has to be extended as rapidly as possible to 
cover the entire country. 

• 
32. As in the case of railways, ports are in need of attention to meet the immediate needs 

of expansion in other sectors of the economy. Apart from the fact that there is at present no 
reserve capacity in the five maJor ports of the country for handling norm\! increases in sea• 
borne trade, port development IS necessary to meet the following needs : (a) ,0 r rectifying the 
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consequences of PartitiQn and for providing a natural outlet for the traffic previously catered 
for by Karachi ; (b) for the renovation and modernisation of equipment in the existini ports, 
and (c) for providing facilities for the petroleum refineries which are proposed to be set up. 
The Plan provides for Rs. 12. crores for the construction of a new port at Kanclla, rupees eight 
crores for the creation of port facilities for oil refineries, and another Rs. 12. crores as loans to 
port authorities for carrying out a progra=e of rehabilitation and modernisation. 

33· The Plan also visualises development in certain relatively new lines of transport, 
of which shipping is the most important. The progra=e for the Jevelopment of shipping 
is designed primarily to enable the coastal trade of the country to be reserved for Indian 
vessels and to ensure their fuller participation in overseas trade. With these in view, the 
Plan makes provision for construction of additional berths in the Visakhapatnam ·shipyard, 
which will not only make available about 100,000 G.R. T. for coastal shipping during this 
p.:riod, but also help to reduce the costs of construction. In addition, there is provision in 
the Plan for-loans to shipping companies for acquiring additional tonnage for overseas 

-trade. 
-

34· Civil aviation is another new line of development. It has been found th2t under 
the present conditions of traffic loads and intensity of operations, the existing air transport 
companies cannot work on an economic basis, and that to ensure such working they should 
merge into a single unit owned and operated by the Central Government. Integration of 
existing airlines along these lines has been decided upon and a State Corporation is to be set 
up for the purpose. It is proposed to give the shareholders of existing companies stock with 
guaranteed interest in return for their present holdings. The necessary !egislation will b 
undertaken shortly. The Plan provides for a sum of Rs. 9· 5 crores for purchase of new 
aircraft and for payment of compensation to existing air companies. 

35· In the field of broadcasting, the new installations w~ch are proposed to be taken up 
under the Plan would increase the area covered by medium wave broadcasts from 117,000 to 
370,000 sq. miles. This would double the population covered by the broadcasting services, 
the population expected to be served by 1955-56 being of the order of 170 million people. 
Further, the development progra=e would also augment to a considerable extent the 
national and international services on shortwaves. 

SociAL SERVICES AND RI!HABWTATION 

36. The Plan provides for a total expenditure of Rs. 340 crores on social services of which 
Rs. 152. crores are for education, about Rs. 100 crores for medical and public health services, 
Rs. 49 crores for housing, Rs. 2.9 crores for backward classes (including scheduled castes and 
tribes), and nearly rupees seven crores for labour and labollr welfare. There is a further pro
vision of rupees four crores for assistance to voluntarY social welfare organisations so that their 
work can be expanded and dovetailed into the national development progra=e. In the 
States, the Plan contemplates only a limited measure of expansion ~ social services. ~t ~e 
Centre there is a provision ofRs. 2.0 crores for further development m the 1ieldofpre-wuvers1ty 

• 
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education. The average annual expenditure proposed under education rep:esenu an increase 
of nearly 55 per cent over the development expenditure in 195o-51. This would lead to a 
certain amount of expansion of educational facilities in the States' sector. The number of 
pupils attending primary, junior basic, secondary and technical and vocational (ot~er than 
industrial) schools is expected to increase by 25, 81, 32 and 63 per cent respectively as 
compared to 195o-51. In the sphere of health, th«: Centre has a programme for Inalar~ 
control which will be coordinated with the programmes of the States ; the programme JS 

intended to protect about 200 million people in rural areas through insecticidal spraying 
measures. The Plan provides also for the construction of two D. D. T. plants in order to· 
ensure sufficient supply of D. D. T. at reduced costs to meet the needs of the country. The 
State Plans provide for an expenditure on public health of Rs. 39 crores ; this expenditure, · 
which will be mainly on provision of water supply and drainage, will involve almost a trebl
ing of the existing rate of expenditure under this head. With the introduction of the scheme 
of provident funds for industrial workers in six industries, it has been possible to frame a 
programme for the construction of about 150,000 houses for industrial workers at a cost 
of about Rs. 38 · 5 crores. In addition, some States have their own housing schemes for 
low income groups ; the total cost of the housing programme is about Rs. 49 crores. The 
Plan has also a programme of amelioration for backward classes. In addition to the 
provision of Rs. 29 crores shown in the Plan, the Central Government JS estimated to provide 
in the form of statutory grants a further sum of about rupees nine crores for the development 
of scheduled tribes. The programme for the rehabilitation of displaced persons, for which 
a provision of Rs. 85 crores has been made in the Plan, covers a period of three years ending 
1953-54. The position regarding migrants across the eastern border is still somewhat 
fluid. For some time to come the problem of relief of those who have newly arrived may 
therefore continue to be a major concern of the Government, · 

AsSESSMENT OF THE PLAN IW TERMS OF INCOMI! AND EMFLOYMI!NT 

37· A programme of dl'velopment will, in the last analysis, be judged in terms of the 
improvement it is ,able to ·make to the welfare of the community. The usual indices of 
welfare are income, consumption and employment. With the available data only 

. a broad assessment of the Plan in these terms is possible. There are large gaps in the 
information available even on the existing position. National income statistics are still in 
their infancy. Little is known about the distribution of income and wealth in the country 
Apart from a general picture derived from the Census returns, the data available on the 
occupational pattern are meagre. We do not also have sufficient knowledge of the relation
ships between the different sectors of the economy and how they interact on each other. 
In__! period of development, the changes in all these are likely to be of great significance. . . 

38. The national income of India in 195o-51 has been l'Oughly estimated at Rs. 9,000 
crores. As a result of the increases in production expected to materialise by the end of the 
Pbm. the national incom,. (at constant prices) is expected .to go up to Rs. 10,000 crore~~, 
that is, by II per cent. The benefits of thelinvestment outlays undertaken during the 
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period of the Plan will not be fully realised in this period. For instance, a considerable 
part of the additional irrigation and power facilities on account of schemes included in the 
Plan will appear only in the following quinquennium, • though the greater part of the 
investment necessary will have taken place in the present Plan period; 

39· To the extent that the community development projects, and the other schemes in 
the Plan designed to stimulate local initiative and resources, succeed in evoking community 
effort on a large scale, the increase in national income can be expected to be larger. In 
specific areas, direct application of manpower and other resources and concentrated efforts for 
increasing productivity could raise incomes by 25 per cent or more. The scale on which 
such effort can be organised will determine to a considerable degree, particularly in the coun
tryside, the rate of development that will be achieved ·and the contribution it makes to the 
welfare of the community at large. ' 

40. Out of the annual rate of increase of about two per cent in national income, about 
one-fifth will have to be, so t~ say, ploughed back into investment year after year in order to 
sustain the development programme at the rate visualised in the Plan. The aggregate 

. consumption expenditure will therefore rise at a somewhat lower rate than the national income. 
Although the Plan will meet in this period only the moSt urgent needs of the people, for 
instance in the matter of food and clothing, it will have made a substantial addition to the 
production potential of the country. 

41. In judging the likely effects of the Plan on employment, it is necessary to bear in 
mind that the problem in India is more one of underemployment rather than of unemploy
ment as such. Underemployment is another facet of low productivity, which in turn is due 
to shortage of capital equipment and technical skill. The problem of removing underemploy
ment and of opening up employment opportunities for all at rising levels of real income is, 
therefore, in a sense, synonymous with the problem of development itself. The contribu
tion that the Plan will make to the solution of the problem will be two-fold : firstly, in thC! 
process of stepping up the rate of investment it will create more employment for those 
engaged on constrUction activity, and, secondly, by building up capital at key points in the 
system, it will, at the next stage, enable a growing number of people to be absorbed into the 

productive system. · 

42· The Plan involves doubling the development expenditure of public authorities, 
from Rs. 232 crores in 195o-51 to nearly Rs. 500 crores by 1955-56 ; on a broad estimate 
about a half of this increase might be expected to be paid as so much additional wages and 
salaries. In the private sector, the largest investment activity is in residentiai constrUction. 
There are no data available on the volume of building actiyity in the country, but certain 
rough estimates, based on the allocations of materials like cement and steel and the cost of 
building covered by them, suggest that net private investment on constructions using these 
materials was probably of the order of Rs. 100 crores in 195o-51. Over the period of the 
Plan, the output of cement and steel is expected to go up by about So per cent and 40 per 

1a p.c. 
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• 1 N doubt some of these increases will be absorbed by the developmen. t cent respecnve y. o , . 
outlay of public authorities, but the additions to construction activity in the pnvate sector 
which the larger output of cement and steel can sustain may still be considerable. 

43· The secondary effects of investment on employment would take more ~ime to 
show, but they are likely to be more impressive. This is particularly true in the earlier stages · 
of industrialisation. In large-scale industry, the emphasis in the Plan is on producer goods 
industries as far as expansion of installed capacity is concerned. Producer goods industries 
are highly capital-intensive, and the additional direct employment which the programme of 
industrialisation offers in this period would be correspondingly small. In agriculture, accord
ing to the Plan, benefits of irrigation will accrue to about 20 million acres of cultivable 
land in this period. Where perennial irrigation is pro,·ided, opportunities will develop 
for double cropping and this will help to reduce seasonal unemployment. In the rest 
of the agricultural sector, the proViSion of irrigation facilities, manures and seeds will raise 
productivity and increase incomes. The immediate employment eH:ect of the higher incomes 
is not likely to be very pronounced, but as the trend of rising incomes establishes itself, 
effective demand will grow in the rural sector and widen employment opportunities in 
small-scale industries as well as in services ancillary to commodity production. As 
mentioned in an earlier paragraph, the P:an incorporates several measures. for the protection 
and expansion of small-scale industries. These industries at present suffer from a variety of 
handicaps : inefficient techniques, lack of finance, difficulties in getting the necessary raw 
materials, inadequate marketing organisaticn, ino-ufficient coordination with expansion in 
other sectors of industry, etc. Recommendations for improving these have been made in 
the relevant chapters in this Repon. The principle of giving direct assistance to cottage. 
and small-scale industries and, in suitable cases, of assuring them a fie~d of operation 
sheltered from excessive competition in the period of transition has also been accepted. 

44· The problem of increasing income and employment in an underdeveloped country 
is, in the last analysis, tied up with the larger problem of capital accumulation. The present 
Plan aims at raising domestic investible surpluses from the estimated level of Rs. 450 crores 
in 195o-51 to Ahout Rs. 675 crores by 1955-56. It is the same factors which prevent the 
rate of ca_pi~J accumu.lati.on from being stepped up funher that also stand in the way of 
more rap1d mcreases m mcome and empil yment. Basically, the solution lies in tapping 
the large investment potential which lies u the unutilised manpower and other resources in 
the country; this is a question of organisation. Changes in the institutional frameworl< 
and the organisational measures recommended in this Repon have from this point of view 
a vital significance. . · 



STATEMENTS 



Head 

I 

r. Agriculture and Community 
Dt11elopment-

Agriculture 
Veterinary and Animal Hus-

bandry including Dairying • 
Forests 
Cooperation 
Fisheries • 
Rural Development 
Community Projects 
Local Works 

• 

Programme for Scarcity affected 
Areas 

11. Irrigation and Power
Multipurpose Projects • 
Irrigation Projects 
Power Projects • 

TOT.U. 

II[. TranspO'It and Communi· 
cations--

Railways* • 
Roads 
Road Transport 
Shipping . 
Civil Aviation 
Ports and Harbours 
Inland Water Transport 
Posts and telegraphs • 
Broadcasting 
Overseas Communications 
Meteorological Department 

TOTAL 

THB FIRST FIVB YBAR PLAN 

Total 

2 

2228·5 
1169·5 
711'2 
464•1 

1047'1 
9000'0 
15oo·o 

Central 
·Govern
ment 

3 

5922"2 

412'0 
200'0 
50'0 
50"5 

1500'0 rsoo·o 

26590"0 
16796·5 
12754'0 

56140'5 

25000'0 
10887·8 

896'9 
r8os·8 
2287'0 
3308·8 

ro·o 
5000·0 
352'0 

•. 100•0 

62•0 

r8634·7 

.. 

r8o5·8 
2287•0 
32o6·4 

10'0 
5000•0 
352"0 
100'0 
62•0 

49710'3 40947'2 

Statement l. Development -ExpendilUr~ 

Part' A' Part 'B' 
States States 

4 

1524'6 
599•8 
491'7 
332'5 
674'4 

12731'2 

11234"3 
9374"7 

Zo6o9•0 

.. 
5059'2 
562·4 

26·o. 

.. • 

5 

197"9 
224'7 
125'2 
72"9 

372'2 .. 

5013"2 
3135"5 

8148•7 

Jammu 
and 

Kashmir 

6 

. 15"0 
ro·o 

•• 
. . . 

•• 

47' I 

.. 

.. 
494'4 

Part'C' 
States 

i 

79'0 

135'0 
44'3 

8·:2 
o·s .. 

.. 

.. 
13"4 

.. 

494"4 
• The outlay of Rs. 250 crorea Ia additional to the estimated expenditure of Rs. rso crore~ to cover the current deprecia tton of a11eta in the period of the Plan. 



tal! FlVB YEAR PLAN IN otrtt.iNI! 

Under tne .PI4.. • Ce11tre and States 

Head 

I 

IV. Industry- . 

Large-scale Industries : 

Cottage and Small-sca1e In
dustiies. 

Scientific and Industrial 
Research • • 

Mineral Development 

TOTAL 

V. Social SMflicu-

Education • • 

Health • • • 

Housing • • 

• 

• 

• 

Labour and Labour Welfare 

Amelioration of Backward · 
Classes and Scheduled 
Castes and, Tribes • 

TOTAL 

VI. Rehaln1itation 

VII. Works and buildings 

VIII. Finance Ministry schemes 

IX. North·ttast Frontier agency 

X. Andamans 

XI. Loans to Corporations 

XII. Miscellaneous 

(Rs. Jakhs) 

Total 
Central Part ' A ' 
Govern- States 
ment 

Part 'B' Jammu Part 'C ' . 
States and States 

Kashmir 

2 3 4 5 45 7 

14033'2 I26o4'3* 1025•8 

2704"1 1500"0 764'9 
, 

.. 

1790"7 709'4 

3901 ·6 9881"0 1227'4 

1787'4 6350"3 1238•1 

4881·6 38so·o 877"I 87"5 

691"7 397"3 2';'3"1 20"3 

2887'2t · 700·0 1848•1 316·6 

33981·2 1o636•3 19229·6 2889·9 

85oo·o 

1102"3 1102"3 

300'0 

1200"0 

1774"4 l!!so·o 1003'S 72"0 .. 

50·6 

-
81•8 

12"0 

•• 

... 

-
-
51•1 

. 510•1 

450•6 

5s"o 

1•0 

22"5 

1039"2 

.. 

. 
GRAND TOTAL 2o6878·I 124054"3 6IOII·6 17325"7 1300"0 3186·s 

--------------~--~-----*Includes lumpsum provision of Rs. so crorcs for basic industries and transport anJ programme tor min era J 

cxportThls Includes Ce·ural grants amounting to Rs. 3 crorcs;_ in addition. about Rs. 9. ~res arc Ukcly to be avail. 
able by way of grants rrom the Central Government under Arnclc 275 (1) of the Consntunon. • 



titl! FIItST PIVi! YEAR i'LAN 

Statmrtnl II. DI!'IJelopmettt lixpenditul'd 



I'Hil Fi\li! YEAR PLAN IN Outi:JNII !11 
-

Under the Plan r Part 'A' States· 

(Rs. Jakhs) 

Head Orissa Punjab Uttar West Total 
Pradesh Bengal 

----
I 7 8 9 10 II 

Agriculture 205'5 210'7 2095'9 688·1 9108·2 
Veterinary and Animal Husbandry 52'8 22'0 134'1 74'7 754'3 
Dairying and Milk Supply 9'2 20·6 so·o 770'3 
Forests 13'1 18·o 165·2 78•8 599'8 
Cooperation 28'9 n·8 130'7 491'7 
Fisheries 33'4 6·2 154'5 332'5 
Rural Development 10'0 3'0 674'4 

/. Agriculture and Rural De'Velopmmt 352'9 262'5 2552'7 1049'1 U731'2 

Multipurpose Projects . .. - -
Irrigation Projects 300'0 326•2 1912'0 1537•8 II234'3 
Power Projects . 391'0 38·2 14II'0 75·8 9374'7 

//.Major Irrigation and POf/JerProjects 691'0 364'4 3323'0 1613·6 2o6o9·o 

Cottage Industries 27'6 48'1 301'5 74'3 764'9 

Other Industries 65'3 IS'S 280•7 42'4 1025•8 

/1/. Industry 92'9 63·6 582·2 116•7 1790'7 

Roads .. 200'0 75'1 522'4 1385•1 5059'2 

Road Transport • 20'0 120'0 190.'5 562'4 

Ports and Harbours 1'0 26·o 

IV. Transport 221'0 75'1 642'4 1575•6 5647'6 

Education . 179'5 u8·o 16o3·8 8o8·1 986o•1 

Medical 78'7 73'9 349'8 1210•2 3394'3 

Public Health 46'4 50'1 246'1 304'7 2956'0 

Housing 11'3 145'2 223'4 877'1 

Labour and Labour Welfare 1'9 1·8 101'5 294'1 

Amelioration of Backward Classes u6·4 236'2 8·3 1848•1 

v. Social Services . 422'9 255'1 • 2682•6 2554'1 19229'6 

VI. Miscellaneous 3'5 100'0 1003·s 

• GRAND TOTAL 1784'2 2020'7 9782'9 6909•7 61CII '6 

• 



THB FIRST FIVB YI!AII PLAN 

Statement III. Development ExJ.el.diture 

Madhya 
Head Hyderabad Bharat Mysore Pepsu -

I 2 3 4 5 

Agriculture . • 346'4 750'0 443'0 364'9 
Animal Huband!j • • 49'6 so·o 53'8 10'0 
Dairying and Milk Supply • 1'7 .. •• .. 
ForestS. • • . .. • 21'4 - 50'0 8·3 43'6 
Cooperation • • • • 35'3 25'0 7'1 15•0 
Fisheries • • • • 8·6 10'0 2•2 2'4 
Rural Development • • • 6o·o 81•1 .. 

I. Agriculture and ~al Dn1ilop• 
men I • • 463'0 945'0 595'5 435'9 

• Multipurpo&e Projects • • 
Irrigation Projects • 2479'0 328·o 716·o 34'0 
Power Projects 320·6 228·o 1268·o 30•6 

II. Major Irrigation tmd POlDer 
Proju:ts • . 2799'6 556·o 1984•o 64'6 

Cottage Industries • • 25"7 50"0 135'4 . 4'4 
Other Industries • • 268·7 5•o 34•8 27'3 

III. Industry • 294'4 55·o 170'2 31'7 
R011ds • . • (28•6 189•0 320'1 . 95'1 R011d Transport .. . . .. 

. Ports and Harbours • • .. .. .. 
IY. Transport • • • 128·6 189•0 320'1 95"1 

Education 263'5 200•0 225•6 89'9 
Medical 117'7 77'0 56·s s6·o 
Public Health • 88•2 121'2 158•3 29'0 
Housing 14"4 50'0 2•0 
LabOur and Labour Welfare 

' 4'4 .. 
Amelioration of Backward Classes 8o·o 1oo·o 10•0 

Y. Social ServiceJ •• 469'4 497"0 590"4 186•9 

Y/. UiJc.Uar~eDUJ .. .. 
GR4ND TOTA.L 4155"0 2242•0 • 366o•2 814'2 



till! i!tvi.l YiiAil. i>U~ IN otrti:..tNI! 

Under tht Pian: Part 'B' Statts anrJammu and Kashmir 

Head 

I 

Agriculture • • 
Veterinary and Animal Hus

bandry 
Dairying and Milk Supply • 
Forests 
Cooperation 
Fisheries • • 

• 

• 
Rural Development • 

I. "Agrieulture and 
f),!opmm~ 

Multipurpose Projects: 
Irrigation Projects 
Power Projects 

• 
• 

• 
• 
• 

• 

11. Major Irrigation and Power 
Projects • • 

Cottage Industries 
Other Industries 

III. Industry • • 

Roads • • 
Road Transport 
Ports and Harbours 

IV. Transport 

Education 
Medical 

• 

.. 
Public Health • 

• 

• 
Housing • • 
Labour and (Labour Welfare 

• 

• 

Amelioration of Backward 
Classes 

V • . Social Snvices 

VI. • Miscellt~neous 

•• 
• 

GRAND TOT.U. 

(Rs. lakbs) 

Travancore· Jammu 
Rajasthan Saurashtra Cochin and Total 

109"2 

544"4 
38"5 

.. 
401"0 

263"5 
82·0 

13S"S 
2•o 
s·o 

42"2 

530"2 

.. 

7 

212•4 

. 10"4 
1•6 

19•6 
31•8 
34"7 

216•1 

474•6 
212•5 

300"0 
53"0 
33"0 

386·0 

8 

545·1 

2·5 

6o·o 
8·o 

15"0 

.. 
478•0 

1035"0 

1513"0 
89"0 
15·8 

104•8 

222"0 

164·9 2o·o 
71"5 120"0 
73"7 51"5 
9" J • - 10•0 

10"9 •• 

·24•4 -6o·o 

'354"5 261"5 

Kashmir 

9 JO 

15•0 194•6 

- 3"3 
xo·o 224"7 
- 125·2 

72"9 
- 372"2 

•• 

441"6 
31"2 
50•6 

81•8 

494"4 

.. 
494"4 

46•0 
46•o 
82•2 
12•0 

•• 

186·2 

•• 
5013"2 
3135"5 

8148"7 
356"9 
352·5 

709"4 

1582•8 
96·o 
63•0 

1741"8 

1227"4 
5So·7 
657·4 
87•5 
20"3 

316·6 

2889•9 



Tiri! PiitST FIVB YEAil IILAN 

Statement IJI • Dl!f)elopment Ext~enditurt 

Himachal 
Hesd Ajmer,.. Bhopal Bilaspur Coorg- Delhi Pradesh 

I 2 3 4 5 6 7 

A[!riculture 48•4 I73'0 7•0 63•6 28•o 
Veterinary and Animal 

Husbandry 9•6 7"0 t·I 9"4 22"4 
Dairying and Milk 

' Supply • ... I·o 4"9 
Forests • to·6 20"0 5"0 2"2 59"0 
Cooperation 8•4 5'0 . 2•0 6·3 I5"0 
Fisheries • • • •• 2'0 2•6 I·O 
Rural Development 0"5 -
I. Agricultural and 

ural DeveiOfJIMnt 77'0 207"0 I3·6 3"0 89•0 I25"4 

Irrigation Projects . 11"3 8o·o 
Power Projects 27"9 35"0 I3"5 

II. Major Irrigation 
and Power Projects 11'3 2T9 3S"O 93"5 

Cottage Industries • • .. 5•o o·5 7"3 23"0 
Other Industries • .. .. 

III. Industry • • - 5"0 0"5 7•3 23"0 

Roads • • • IS'9 40"0 23•0 20"0 25"0 no·o 
Road Transport • • - .. 2•0 216•o ro•o 
Ports and Harbours • .. - . . -

IV. Transport • • 15"9 40"0 25"0 2o•o 241"0 120•0 

Education • • I5"0 30"0 10•0 ro·o 259•8 36•8 
Medical • • 3I"9 2S·O 4"0 5·o ss·9 r8· I 
Public Health • • 6·I 50"0 4"0 36·o 37"9 
Housing • • • .. .. .. ss·o 
Labour and Labour Wei-

fare • • • . .. .. .. r·o .. 
Amelioration of Back- • 

ward Classes • 5"0 .. - - -v. Social Services 53"0 no•o I8·o rs·o 410"7 92•8 
GRAND TOTAL IS7"2 389•9 57" I 73"0 748·o 454"7 

• 



'hlil PiVB YEAR PLAN rN OuTLINE 95 
Under the P/Gn : Part •c• States 

(Rs. lakhs) 

Head . Kutch Manipur Tripura 
Vindhya 
Pradesh Total 

I 8 9 IO II I2 

Agriculture 6o·6 o·8 u·6 204"7 598•7 
Animal Husbandry • 3"9 2"5 2•8 12"9 71•6 
Dairying and Milk Supply • 1•5 7"4 
Forests 1"4 3"0 11"3 22"5 13~·0 

Cooperation • 3"5 1•1 3"0 44"3 
Fisheries· • • 1"4 1"2 8·2 
Rural Development • . . o·5 

I. ~culture and Rural 
welopmenr • • 70•8 6·3 27•8 245"8 865•7 

Irrigation ProjectS • • 91"0 .. 182•3 
Power ProjectS • 23"0 J2•0 7"0 50'S 168•9 

II. MQjor Irrigarion and 
Power Projecu • 114"0 12•0 7•0 50"5 351"2 

Cottage Industries • 3"5 s·8 6·0 s1·x 
Other Industries • - -

[[[. Industry • • • 3".5 s·8 6•o 51"1 

Roads s8·3 81•3 u8·o 125"9 627"4 
Road Transport • • 1o·s •• - 238·s 

Ports and Harbours 13"4 ·-· - 13"4 

IV. Trat~~port • 71"7 91"8 u8·o 125"9 879"~ 

• 
Education _ • • 6•8 17"7 24"0 1oo•o sro·1 

Medical • • • 26"0 6·0 11"7 36·o 222•6 

Public Health • 1o•o 21•0 3"0 6o·o 228•0 

Housing • .. - 55'0 

Labour and Labour Welfare .. .. - 1"0 

Amelioration of Backward 
Classes 2"5 . . • 1,5"0 22•5 

v. Social SlrfJica 45"3 44"7 38•7 2JI"O 1039"2 

GRANII TOTAL • 305"3 154"8 207"3 639"2 3186·s 



till! Fikst FIVE YEAR iiLAN 

Scacemem V.-Progrm of Deveiopnunr 

Exp:nditure Progress of expenditure) Five 
Years' Head m 

Total (Plan) I95G-SI I9SI-S:Z I9SZ-S3 
Revised Budget . 1951-56 

I :z 3 4 s 

1. Agriculture and ·Comrmmiry 
Dewlopmmr: 

Agriculture • • • • 244"3 :zs6·:z 303"2 S9:Z:Z·:z• 

Animal Husbandry including 
. 30"3 4I:Z•O Dairying. • • • 

Foresu •• • • • . . :zoo·o 

Cooperation • • • . . .. so·o 
Fisheries. • • .. . . so·s 
Community Projects • • t 9QOO•O 

Local Works • • • •• - xsoo·o 
Programmes for scarcity-affected 

xsoo·o areas • • • • -
TOTAL 244"3 :zs6·2 333"5 18634"7 

II. Major Irrigaritm and PlfWer· 
Projecrt • • :Z210"0 3666·o 4033"0 :z6590·ot 

lli. lndusrry-1 
Large-scale industries 6;w3 991"9 1272•9 12604·3§ 
Small-scale and Cottage indus-

tries 14"5 17'0 :zo·o xsoo·o 
Scientific and Industrial Research ¢·o • 461·o 75"2 107"5 
Mineral Development • • .. 4"2 18•8 to6·I 

TOTAL 745"8 1088•3 1419":Z 144171"4 

-----· 
•Includes a~ditio'!al provision for the~ 19p-56 for minor lrriga!ion-Ra. 30 crores; medium and lo:lf 

term Joana to agncultunata-Rs. 10 cror~ nanona extension organizauon-Rt. 3 croret; forettl and lo 
conaenation-Rs. "2 erorea; _Resettlement o landlela agricultural worken-Ra. 2 crorea. -

tDctoill of espenditure inourred ore not anilable. 

UDCiudel R.I. 40 crorea for new lrrigadon and power projeou for the period t953-56. 

• 11~ lump-laiD prowltlon of Ra. •n ernrea fnr ha.tc lntluatrlet and rran•tt:nr• rnr the ~rind ron·•'-· 



1118 ~IVB YEAR PLAN IN OUTLINB 

Expenditure : Central Government 

Head 

I 

IV. Transport : 
Roads • • 0 

Inland Water Transpon 
Ports and Harbours o 

ShipJ?ing • 
Railways • 
Civil Aviation 

• 

Posts and Telegraphs • 
Overseas Communications 
Meteorological Department • 
Broadcasting • • 

• 

0 

• 

'- ToTAL 

V. Social Servicu : 
Education. 
Health • 

• • 
• 

Housing • • • 
Labour and Labour Welfare. 

Amelioration of Backward 
Classes, Scheduled Castes 
and Tribes 

TOTAL 

VI. Rehabill'tation • • 

VII. Works and Buildings • 

VIII. Financ1 Ministry Schemes 

IX. North East Frontier Agmcy • 

X. Andamans • 

XI. Loans (o Corporations ·• 

XU. Miscellan.wu! 

Expenditure Progress of expenditure 
in ----------

195G-51 

2 

.. 
78·8 

rs5·r 
3331'0 
J78•2 
7S3'9 

S·o 

124'6 
7'S 

100'0 
55'9 

2032'7 

23'4 

.. 

.. 

1951-52 
Revised 

3 

36s·o 
2'0 
' 85'7 

rs8·7 
4689'0 
rSs·o 
487'0 
20'0 
15'0 
35'0 

6o42'4 

149'4 
10'3 

168·o 
48·s 

174'7 

sso·9 
2854'4 

S7'4 

roo·s 

-· 

1952-53 
Budget 

4 

6oo·o 
2'0 

240'0 
418·6 

4910•0 
217'0 
S79'0 
20'0 
15'0 
43'3 

7044'9 

423'0 
4S'S 

900'0 

SS'3 

r8o·o 

16o3•8 

2657·5 

207·8 

1o8·9 

20'9 

-

97 

(Rs. lakhs) 

Five 
Years' 

Total (Plan) 
1951·56 

s 

3124'0 
ro·o 

3206'4 
r8o5·8 

25000'0 
2287•0 
sooo·o 
100'0 
62'0 

352'0 

40947'2 

3901' !j• 
1787'4 
38so·o 
397'3 

7oo·ot 

1~3~'3 

Hsoo·o 

1102'3 

GRAND TOTAL I74Z9'S 124054"3 

•Inoludel lb. 4 crore1 for voluntary welfare organisation• for the period 1953·56. 

tin addidon, about Ro. 9 ororeo 11e Ukely to be available bf Wllf of Central lfiD!' under Ardole •7' (• I of IDe 
Coaadtudoa. 



98 - TH1I mst PIVB YBAil PLAN 

Statement VI. Progress of Developmem Expenditure in States by Heads of Development 
(Rs.lakhs) 

Head 

I 

Agriculture • • • 
Veterinary and Animal Husban-

dry 
Dairying and Milk Supply • 
Forests • • • 
Co-operation • • 
Fisheries • 
Rural Development 

Irrigation Projects 
Power Projects 

Cottage Industries 
Other Industries 

Roads 
Road Transport 
Ports and Harbours 

Education 
Medical . 
Pu):llic Health 
Housing • 

• • 

• 
• • 

Labour and Labour Welfare 
Amelioration of Backward 

Miscellaneous 

• • 
• • 

• 
• 

TOTAL 

• • 
• • 
TOTAL 

• • 

TOTAL 

• • 
• 

TOTAL 

• • 
• 

Classes 
• 

TOTAL 

GRAND TOTAL 

Development Progress of expenditure 
Expenditure ---------

in 1951-52 1952-53 
195o-51 (Revised) (Budget) 

2 

96•9 
122"7 
75"1 
82·6 
53"3 
85·2 

3225"0 

2035"5 
1777"3 

3812•8 

102"3 
445"5 

547'8 

954'5 
144'4 

o·l 

1099"0 

1833"3 
ss2·6 
366·o 
142'5 
32'3 
259"6 

3186·3 

72•6 

I1943"5 

3 

-- 123"9 
138"9 
87"0 
99"9 
57"1 

136•8 

2918•2 

2894"6 
2224"3 

5U8·9 

470"5 

1370'3 

2005•6 
763•0 
516·5 
215·8 
32•8 

338·6 

3872"3 

4 

252!J•8 

174"8 
95"7 

!66•7 
u6·7 
65·8 

195"2 

3240"7 

2253"6 
873'1 
6u·5 
299"7 
38•8 

409'7 

4486•4 

303'4 

Five 
Years' 

Total (Plan) 
1951-56 

' - 5 

1035"!1 
781•0 
969"!1 
661·2 
413•6 

1047• I 

17407"9 

29550"5 

11664•5 
4243"6 
3923•6 
1031 ·6 
294"4 

2187•2 

23344"9 



THE FIVE YEAR PLAN IN OUTLINB 99 

Statement VII. Progress of Development Expenditure by States 

(Rs. lakhs) 

Expenditure Progress of expenditure Five 
States in- Years' 

195o-51 1951-53 I953-53 Total (Plan) 
(Revised) (Budget) I95I-56 

I 3 3 4 5 

Assam 103'0 141'8 347'7 1749'3 
Bihar • • • • 793'9 1348·~ 1531•8 $739'1 
Bombay :ZOII '0 3313'3 3933"7 I4643'' 
Madhya Pradesh 79T5 783'4 954'3 43o8'3 
Madras 3~'3 :zno·5 3oo8'3 I4o84"l 
Orissa 330'3 378'9 366·6 1784'3 
Punjab 381 ·:a 3n·3 591'0 3030'7 
Unar Pradesh 1378'~ 1733'6 3394'1 9783'9 
West Bengal • 1013'3 1308'1 1376· I 69o9"7 

TOTAL' A' STATES 9761 •6 II043'4 13393'5 61ou·6 

Hyderabad 6o:Z'9 714'8 793'6 4155 ·o 
Madhya Bharat 313 'I 351'0 438·8 3343'0 

Mysore . 524'3 543'8 627'9 366o·:z 

PEPSU • • 47"5 5:z·s Il9'l 814'3 

Rajasthan • 189·8 217"7 216· I t68I•4 

Saurashtra 158·o 213•8 357'6 2041'0 

Travancore-Cochin 270"5 504'4 598'1 2731'9 

TOTAL' B' STATES :zoo6• I 2496'0 3150"3 17325'7 

Jammu and Kashmir 37'3 I34' I 136'9 1300'0 

Ajmer 12•6 I4"5 20'3 157'2 

Bhopal 41'2 40'5 83'4 389'9 

Bilaspur • 1'3 3'0 Il"4 57'1 

Coorg 3'4 6·4 7"5 73'0 

Delhi 51 '4 59'5 120•6 748·0 

Himachal Pradesh 6·4 '17"7 94'7 454'7 

Kutch 4'1 18·:z 74'7 305'3 

Manipur 0'4 21 ·s 154'8 

Tripura • 2'3 4'8 25"9 307'•3 

Vindhya Pradesh 26'4 23"0 96'4 639'3 

TOTAL 'C' STATES 148'$ !86·6 S$6'4 3186·5 

G'lAND TOTAL ll943"5 13859'1 17136'1 82823•ll 



APPENDIX 

NATIONAL BUDGETING AND THE PLAN 
-

NATIONAL BUDGETING. is a technique of economic planning which has been used in recent 
years in countries like the Unite!l Kingdom, Netherlands, Non\ray and Sweden tci ensure. 
a ceitain balance between the demand for resources and the supply of resources from year to 
year. A natioruu budget is different from other familiar forms of budgets (as those of govern
ments and local authorities) in that it attempts to cover the economy as a whole and not just a 
part of the transactions within it. It takes into account not only the fiscal budget but also 
aggregate consumer income and expenditure, accounts of corporate and unincorporated enter
prises, budgets oflocal authorities, etc. For ensuring a balance between the demand for parti- · 
cular goods and services and their supply (in adclftion to a balance between aggregate 
demand and aggregate supply), investment budgets as well as commodity, foreign exchange 
and manpower budgets are also constructed for the purpose of national budgeting. 

2. The usefulness of an approach which encompasses the whole system and, in 
consequence, helps to formulate economic policies based on an analysis of their likely 
repercussions on all important aspects of its operation and growth cannot be over-estimated. 
It might be even regarded as a pre-requisite of systematic planning. There are, however, 
several difficulties in practice. The most striking of these is often the dearth of statistical 
'material in the required detail. Before a national budget can be constructed there should be, 
at the very minimum, a set of national accounts for a series of years which could be used as 
the _basis of forecasting. Though progress in regard to national income statistics has been 
considerable in the last decade, the lacunae from the point of view of national budgeting are 
still many. Data in regard to savings are very imperfect in most countries, since they are 
often derived as a residual and are not always directly computed. Even where a fairly reliable. 
series of data exist, savings cannot always be related to the forms in which they are held or 
the financial intermediaries through which they flow, so that it is not possible to infer from 
them the asset-prJ:ferences of the ·community. On the side of investment, information on 
changes in the holdings of stocks is in almost all cases of a scattered nature and includes the 
effects of price changes. The r~lationships between these magnitudes are vital factors in 
c:conormc forecasting, particularly when there is a large sector in the economy whlch is onty 
partially planned and controlled. 

3· Apart from the statistical limitations, there are the usual problems involved in forecast
ing when a number ofvariables:are involved and when the precise nature _of the relationships 
between them is not clear. These relationships are often complicated by behaviouristic, 
in..rirutional and technical factors like changes in tastes, shifts in the distribution-pattern of 
incomes, possibilities of substitution between one factor and another, innovations, rate of 

• 
growth of education and technical skills, etc. In a growing, dynamic system these factors 
could make R considerable difference to the demand and supply of resources even in the short 

period. 

100 
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4· The above considerations apply with special force at the present time in India. 
National income statistics are still in their infancy. There are large gaps in the information 
available about certain sectors ofthe economy, which probably introduce a high margin of 
error even into the estimates of aggregate national income. No estimates of aggregate 
consumption expenditure have been Inade on a basis comparable to the estimates of aggregate 
national income. Little is known of the processes of capital forination in the rural se~or 
or of its Inagnitude. Estimates of the contribution of services (including trade) to the 
national product are by and large notional.· At the same time there are evidently significant 
changes taking place in the distribution of incomes, not only as between the urban and rural 
sectors but as between various classes within these sectors. These are proceeding side by 
side with changes in the community's pattern of consumption and they have the effect, to 
some extent, of diversifying employment opportunities and absorbing part of the unutilised 
and under-utilised resources. The rapid and growing rate of migration from rural to urban 
areas is another factor which affects consumption and employment patterns. Of all these only 
the barest details are known, insufficient even to reconstruct a picture of what precisely have 
been their effects on the demand and supply of resources in the last few years, not to mention 
their complete inadequacy for purposes of forecasting future trends. 

S· Any attempt to bring out statistically the implications of planning in India in terms of 
concepts and relationships used in national budgeting elsewhere can, at this stage, serve 
~nly an illustrative purpose. The statistical basis of the estimates would be admittedly 

weak. In a country in which additions to investment are likely to take place to a great extent 
through the direct application of hitherto unutilised manpower, leading in tum in a variety 

of ways to improvements in income and consumption standards, the estimates ~nay not even 
adequately reflect the nature of the changes that will come about as a result of development. 
They could, however, serve one purpose. Provided it is understood that the estimates 
represent only certain notional Inagnitudes, which have to be tested as more reliable statistics 

become available, they could provide a basis for making a provisional appraisal of the Plan 

and for checking in a general way its internal consistency • 
• • 

ESTIMATES 01' NET OuTPUT BY INDUSTRIAL ORIGIN 

6. An estimate of national income by industrial origin is available for 1948-49 in the 

First Report of the National Income Committee. In the Five Year Plan there are targets of 
production for the more important industries and commodity groups. On the basis of these 
two sets of data an attempt can be ~nade to estimate the 'likely dimensions of the national 
income by the end of the plan period. It is inevitable that the forecasts'would be firmer for some 
sectors than for others. In agriculture, for ~ce, the commodities for which there are 
specific targets in the Plan cover about 6o per cent of the total output. The coverage of 
the Plan in respect of industries organized on a factory basis is also fairly large. But in other 

spheres, particularly in regard to small enterprises in industry and trade and the tertiary 

sector in g~neral, the basis for forecasting is less firm. 
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1· The estimates of net output in'I955-56, prepared on. the basis indicated above, are 
shown in the following table according to industrial origin and in a form comparable to those 

published for 1948-49 by the National Income Committee : 

• 

Agriculture-

! • Agriculture, animal husbandry and ancillary activities 
2. Forestry • • • • • • • 
3· Fishery • • • • • 

Mining, Manufacturing and Hand-tradu-

4· Mining • • • 
s. Factory establishments • 
6. Small enterprises 

Commerce, Transport and Communications--

• 
• 

• 

7• Communications (posts, telegraph and telephone) 
8, Railways . • • • • 
9· Organised banking and insurance • • 

10. Other commerce and transport • 

Other SerfJicu- • 

II. Professions and liberal arts • • • • 
12.. Government services (administration) 
13. Domestic service • • • • 
14. House property • • • • • • 

NET DOMESTIC PRODUCT AT FACTOR COST • • • 
I Net earned income from abroad • • • • • • 

NATIONAL INCOMB • • • • 

• 

• 

{Value expressed at 1948-49 

' 

prices in Rs. hundred 
crores) • 

/ 

. 

40·7 
o.6 
0.2 

o.6 · 
S·O 
9·4 

•S·O 

0.3 
1.8 
o.s 

-'4·4 

17-0 

3-2 
46 
1.5 
4·5 

13-8 

87·3 
--o.2 
87.1 

47·9 
o.6 
0.3 

o.8 
6.8 

10.6 

18.2 

0.4 
2-3 
o.6 

IS·4 

18.7 

3·4 
S·I 
I.S 
4·8 

14·7 

100.4 
-o.4 
Ioo.o 

• The estimates for 1948·49J1re from the FintReportofthe National Income c;.;mmittee. An amount of Ra. 
hundred crorcs baa however been transferred from 'Factory Establishments' to •small Enterprises' 
Rs. o ·z hundred ctOI"CI from' Railwaya' to' Other Commerce and Tranaport •, ' 

o•S 
and 



NATIONAL BUDGETING ~ND TI1B PLAN , 103 

8. It will be seen that the largest addition to national output is expected to come from 
t~e agricultural se~o.r thou~h, in ter_ms of percentage increases, the greatest improvement is 
likely ~o be shown m mdustnes orgarused on a factory basis. A more detailed breakdown of 
the estimates in respect of agriculture (excluding forestry and fishery) is given below:-

Foodgra ins (including pulses and gram but exc l fodder crops) 
Commercial crops . 
Vegetables, fruits, condiments and spices . 
Miscellaneous crops and livestock . 
Adjustments required in respect of above items 

(Value expressed at 
1948-49 prices io 
Rs. hundred crores) 

1948-49 1955-56 

23·4 . 27·4 
1·7 11.0 
s.s 6.3 

12.0 12.8 
-8.2 -9·6 

As for factory establishments, the estimates are based maioly on net values added by 
manufacture in 1949·(for which data are available from the Census of Manufactures) and on 
the production targets for 1955-56 in the working plans for industries prepared by the 
Commission. In the case of a few industries not covered by the Census of Manufactures, 
rough estimates have been attempted on the basis of available data on the gross value of 
output and the raw materials consumed. The industries which are covered individually in 
these ways account for about 2/3 of the net value added by factory establishments in 1948-49; 
in respect of 1 hese industries it is estimated that there would be an increase in net output of 
the order of 40 per cent by 1955-56. In the remaining industries (i.e., those accounting for 1/3 
of the net value added by factory establishments in 1948-49) it is assumed that there would be 
an improvement of about 25 per cent in the same period . 

. 9. The industries for which individual estimates have been attempted could be broadly 
divided into consumer goods and producer goods industries. The net output of the former, 
which covers industries like cotton and woollen textiles, sugar, soap, paper, electric fans, vege
table oils etc., is expected to go up by about 24 per cent as compared to 1948-49. The increases 
are likely to be more striking in producer goods industries where the improvement is expected 
to be ofthe order of 70 per cent. A breakdown of the estimates of the net output of factory 
establishments , reclassified roughly according to the nature of the product, is given below: 

I. Industries covered iodividually io the estimates : 
• 

Consumer goods iodustries : , 
(i) Primary essentials (including cotton and woollen textiles, vegetable 

oils, soap, paper, glass and glassware, etc.) • . • • 
(ii) Secondary essentials (including bicycles, sewing machines, electric 

lamps and fans, silk and artificial silk, et<" · • . 

(Rs, crores) 
1948-49 1955-56 

202 241 

4 
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Producer goods industries : 

(•) Chemicals and metals 

THB FIRST FIVB YBAR PLAN 

(i•) Fuel oil and power (i.e., PetrOleum and electrlcity) 

(ii1) Engineering (includin~ machine tools, diesel engines, batte~es 
and _dry cells, electnc motors, power transformers, locomouves 

· and wagons , textile machinery, etc.) · • 

(iv) Other intermediate products (including jute textiles, cement, paints 
and varnishes, etc.) • • • . . . . • • 

II. Other industries not covered by individual estimates 

(Rs. crores) 
1948-49 1955-56 

32 

17 

31 

47 

167 

soo 

I 

51 

38 

xo. Small enterprises oover village industries and crafts as well as urban industries not 
oovered by the Indian Factories Act. The inadequacy of data in regard to these and the 
tentative nature of the estimate for even 1948-49 (the base year used in our calculations) has 
been emphasized in the First Report of the National Inoome Committee. The five Year 
Plan sets down certain targets for village industries like handloom, oil ghanis, khadi, gur and 
khandsari, leather etc.; the net value added by these industries, after allowing for subsidies 
that might be required by way of cesses on the factory industries, is likely to be about Rs. 40 
to so crores higher by the end of the Plan than in 1948-49. For the rest, an increase in 
output of I per cent per annum over the period covered has been assumed .• 

n. The net value added by railways OO'(ers mainly the gross earnings adjusted for cost of 
raw materials; since the wages and salaries paid out in the capital expenditure of the railways 
do not oome into the estimates elsewhere, some allowance has also to be made for these. 
The estimates for I9SS-s6 are based on an assumed increase of x.sPer cent in the volume of 
passenger traffic and of 40 per cent in the volume of goods traffic as ·oompared to 1948-49; 
about so per cent of the expeQditure on the capital programme in I9SS-S6 is also assumed to 
be on wages and salaries and is taken credit for. 

12. The estimate in regard to 'Other oommerte and transport' assumes that the 
contribution of these to the national product will go up by roughly 10 per cent of the 
increase in commodity production which is taken roughly as the output under agriculture, 
mining, manufacturing and hand-trades. The estimates for 'Other S~ices' are notional. 

13. The use of 1948-49 as t~e base year in the above calculations prevents a c:lirsct 
estimate being derived of the increase in national iil.oome in the period of the Plan. It may, 
however, be safe to assume that the level of per capita inoome was perhaps only Inairitained 
oonstant between 1948-4911Lld I9So-SI. If this assumption is made, the national inoome in 1951)-

• 51 (at 1948-49 prices) would work out to about Rs. 890Q-9000 crores, and the increase in the 
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national income by the end of the Plan at u to 12 per cent of the rgso-sr level It must 
be emphasized however that this estimate of the increase in national income in the Plan period 
does not take fully into account the possible increases in income,from some of the schemes 
like the community development , programme which figure in the Plan. Direct application 
of unutilised resources and concentrated efforts for increasing productivity may in specific 
areas raise incomes by 25 per cent or more, but in what manner this will come about or how 
widespread such increases will be cannot be precisely foreseen at this stage. 

SAVING AND INvEsTMENT IN THE ECONOMY 

14. The information available on saving and investment in the economy is naturally 
even more fragmentary than the data for estimating national income. We should therefore 
stress once again that the estimates presented here are only intended to be illustrative and 
to serve as a basis for fixing certain magnitudes which, however notional, are useful for 
planning. 

15. On the side of investment, the most reliable estimate that can be made is for 
investment in the public sector. An analysis of government expenditures shows that the net 
investment on public account in 195o-sr was of the order ofRs. 185 crores.• 

This was roughly distributed as follows :-

Irrigation, navigation, drainage, etc. (including multi-purpose river valley 
schemes) 

Agriculture • 

Electricity 

Industries 
Railways and communications 

Roads and buildings . 

• 

Other miscellaneous heads (including expenditure not fully covered by 
above) . · 

• 

(Rs. crores) 

47 
7 

• 23 
12 

38 

• 42 

16 
ISS 

In regard to investment in the private sector the data available are more suggestive 
than conclusive. For instance, in 195o-sr, imports of 'Machinery and Mill Work' amounted 
to about Rs. So crores; together with 'Instruments, Apparatus and Appliances' and 'Vehicles' 
(excluding motor cars and cycles but including locomotives, wagons and spare parts), the total 
imports of capital goods in this year amounted to about Rs. 121 crores. Approximately Rs. 40 
crores of the imports were probably for investment in the public sector, and another Rs. 10 

crores or so were likely to have been in the nature of durable goods used directly by consumers. 

•In Conformity with the definition -of net investment used . here, which relates. ~inly t<? if!-vestment 
in fixed capital (i.~ machinery and capital equipment, tools and ample~ts, commurucauons, b?ildings,etc.) 
net of depreciatiori an amount of about Rs. 47 crorcs has been deducted from development 
expenditure in the public sector • to allow for recurring expenditures in the development pJ'l!twramme. . 
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The remaining Rs. 70 crores could be considered as having been imported for private 
investment in industry and transport. For a more accurate measure of the net investment in the 
private sector on capital equipment, it would appear that the following adjustments would 

also have to be made : 

(•) addition of25 per cent of imported value of equipment to cover customs duty, 
distribution charges and installation costs; 

(il) addition of about Rs. 6o crores for the output of equipment by the domestic engineering 
industry organised on a factory basis; and 

(in) a deduction of about Rs. 30 crores to allow for equipment required to meet deprecia
tion. 

Thus we arrive at a figure of about Rs. 105-IIO crores as the likely order of net investment 
in capital equipment in industries and transport, large as well as small-scale, in 195o-51. 
There is 11pt to be some double-counting here since imported material may to some extent be 
figuring also in the output of the domestic engineering indUStry. But, on the other hand, this 
estimate does not cover the output of durable capital goods by small e~terprises in the country . 
(e.g. bullock carts and hackney carriages, tools and implements, iron castings, etc.). 

16. The other important item of capital formation on private account is construction uf 
buildings. In regard to this agam, the information available is inconclusive. The allocatiom. 
for construction of buildings of certain materials like cement and steel provide the obly basis 
on which estimates can be attempted at this stage. The available data on these allocations, 
applied to certain rough estimates as to the cost of building covered by materials like cement 
and steel, suggest that net private investtnent in constructions using these materials was 
probably of the order ofRs. 100 crores in 195o-51. The differences in construction materials 
used in different areas and in different types of buildings are however so great that this 
estimate can be regarded as only a first approximation. It will be noticed also that it does 
not cover constructions which do not use cement and steel (mainly in the rural areas). 

17. The gap in our information is greatest in respect of investment in agriculture, small-.. . 
scale and cottage industries and residential construction in rural areas. Such investment draws 
mainly upon local materials and direct contributions of labour. Transfers of savings for the 
purpose are probably small relative to the magnitude of investtnent, and they are in any case 
difficult to trace. We might surmise that the greater part of the direct investment ht rural areas 
is for covering depreciation of existing capital stock, but it cannot be assumed that the volume 
of net investment is insignificant. It is also important to bear in mind that, in a programme 
of development, the largest potentialities lie in the direct application of manpower and local 
materials to investment. 

• 
18. On the side of savings, the savings of the public sector corresponding to the' definition 

of net investment used here can be computed roughly from the accounts of the Central 
and State Governments. IIMOme tax statistics show the incomes of COIJlOrate enterprises 
(exclusive of depreciation provisions) as well as taxes and dividends paid by them, from which a 
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rough estimate can be madd of corporate savings. As for personal savings and savings of 
unincorporated enterprises, they are of two kinds: (a) those directly invested in agriculture, 
si.Dan scale and cottage industries, and residential housing; and (b) those invested in financial 
assets and which, therefore, lead to corresponding increase in financial liabilities in the 
system. Any estimate of savings directly invested in agriculture, small scale and cottage 
industries, and residential housing would naturally have to correspond to the estimate of such 
investment; as already mentioned, there is little information available on these, and so the 
margins of error are likely to be substantial. As for savings invested in financial assets, which 
find their way into real investment through the government and other institutional agencies, 
fairly reliable data are available on some of the assets into which private savings flow. But 
there is again some chance of double-counting here, and moreover, with the available 
information the net cannot be cast wide enough to cover the entire range of private savings 
invested in financial assets. 

19 .. Subject to all the limitations and deficiencies_ detailed above, an attempt can be made 
to construct an illustrative model of the pattern of saving and investment in the economy. 
The following statement shows rough estimates for the major categories of saving and 
investment in 195o-51 :-

INVESTMENT* 

Domestic investment on public account • 
Domestic investment on private account-

(•) Large and small scale industries • 

• 

• • 

• • • • 

• • 
(i•) Transpon other than railways • • • • • • • 

(ii1) Construction of buildings (including residential housing and busine~s 
construct ion) • • . • • • 

(iv) Agriculture, and cottage and small scale industries in rural areas 
Investment abroad (net)t • 

SAVING 

Savings of the public sector (including railways) 
Savings of the private sector-

(a) corporate 'enterprises • • • 
(b) unincorporated enterprises and personal savings (residual) • 

ofwhlch 

Private savings as reflected in
(•) Insurance policies • 
(i1) Co-operative banks (deposits and share capital) 

• 

(Rs. crores) , 

• 

• 

• 

So 
25 

IOO 
20 

6o 

470 

40 
332 

-- ·-----------------~-------
*Excludes investment in inventories. 
tReprcaenU the increase 1n net external assets on account of the sutplus In balance of payments in lhi• 

year. . th • bl. • 
:since about Rs. 47 crorea have been ~educte_d ~rom the dcve~C!pment,pro~mme ID , e pu 1c ":ctc_>r 

lO allow for recurring expenditures not commg . Within the defim~on of net mvestmcnt used be_re, a amulu 
amount is deducted ~om • public savings ' as shown m Chapler Ill of tpis Re-,.Jrt. 

§Estimates arc based on data for 1!14!1"50· 
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(ii1) Small savings 
(iv) Provident funds 

• • 

(v) Currency ang scheduled bank deposits 

• • .... _ 
., 

Private savings directly invested in agriculture, cottage and small-scale . 
industries, uansport and construction of buildings. · 

Net adjustment for ~missions and double-counting in above 

30. 
15 

IOOf 

ISO 

12. 

372. 470 

The estimate of Rs. 470 crores for net investment excludes changes in inventqries; there is 
evidence that the stocks of raw materials held by manufacturers went down substantially in 
195o-51, but it is probable that this was more than counterbalanced by increased stocks held 
by traders and primary producers on account of the prevailing inflationary conditions. 
Allowing, however, for the fact that the above estimates are in tertns of 195o-51 prices and the 
estimates of national income for 195o-51 estimated earlier is expressed at 1948-49 prices, 
the proportion of savings may be placed roughly at 5 per cent of the national income. 

2.0. The assumption in the.Plan is that, through appropriate measures, domestic savings 
will be raised to about 150 per cent of the level in 195o-51; that is, if savings in 195o-51 are 
estimated at about Rs. 450 crores in tertns of 1948-49 prices, they will go up to about 
Rs. 675 crores by 1955-56. The sectors in which the additional saving will be done and the 
manner in which they will be channelled into investment cannot be forecast in precise terins, 
but the broad features of the process can be foreseen. Savings in the public sector are likely to 
be larger, and so also, with higher production, will be the undistributed profits of corporate 
and unincorporated enterprises. Agricultural extension services, together with other schemes 
in the Plan for mobilising under-utilised local resources, .will also in effect raise the level of 
savings in the community. The unsatisfied and growing demand for cement, steel and other 
materials for residential constructions also indicates that when the Supplies of these ~ 
increased the resources necessary for undertaking such investment will be forthcoming. 

2.1. If domestic savings go up as assumed, gradually in the first two years and more rapidly 
in the later years, the resources available internally for investment over the fiveyear period 
would probably amount to about B.s.· 2.7oo-2.8oo crores. These are expected to be supplemented 
by (a) withdrawal from sterling balances, and (b) other external resources; the two together 
are estimated at about Rs. Soo crores. Internal and external resources would thus nuike 
possible an aggregate investment programme in the public and private sectors of the order of 
Rs. 35oo-36oo crores. 

MANPOWER, CoMMODITY AND FOREIGN EXCHANGB BUDGBTS 

2.2.. Within the framework of an economy in which there are vast resources of manpower, 
and in which the problem is one of under-employment and low productivities, manpower 
budgets of the kind drawn up in ad..anced industrial systems can have but little significance. 

--rile net change in the boldinga of government securities baa not been listed here, aa it is difficult to 
eadmate the net change in the boldinga of the public excluding those of official and banking institutions here 
md abroad ; part of the investment in government securitiea would also be covered by premia paid to 
luannce companiet. ._ • 

tRePreeeota largely monev uvlop 11 1 rnult of rlaelo prlcea In this veer . 
• 
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-In .the latter, forecas_l~ manpower movements follow from the investment budgets whose 
shape and pattern ar ./ themselves determined mainly with reference to factors other than 
manpower. This wa)~Ofplanning manpower movements so as to follow and support investmenf 
programmes is appro,1}'iate in countries in which the problem is shortage of manpower. But 
the approach will have to be different in a country which has large surpluses of manpower and 
where the limiting factor is the capital necessary to employ them•. The surpluses themselves 
cannot be determined statistically except in a general way with reference to techniques ot' 
production and movements in produ ... tivity. Given these, the investment programme will have 
to be so framed as to (a) make the maximum utilisation of underemployed manpower, and 
(b) improve techniques of production and thus raise productivity per head. As explained 
in the eailier chapters of -the Report, the importance attached to each of these will have to 
depend on a variety of considerations. Measures to utilise underemployed manpower should 
not, except in special cases and in the transitional stage, be such as to reduce productivity in 
any line. On the other hand, the techniques of production envisaged should not, except in the 
case of basic industries and services necessary for the rapid expansion of the whole economy, 
be such as would absorb large amounts of capital leaving little for the employment of surplus 

manpower. 

23. With the data available at the present time on production and disposal of manpower 
in different lines of activity, only broad judgments can be made' on these aspects of the 
problem, and the investment programme cannot be related in precise statistical terms to 
productivity in each line and to " surpluses " of manpower calculated on the basis of the 
changes planned in techniques of production. Broadly we might say that the number 
dependent on agriculture and ancillary activities will be about S per cent higher in 1955-56 
than in 195o-51 and, since meanwhile agricultural output is estimated to increase by over 
15 per cent, productivity in agriculture is likely to go up by about 10 per cent in this period. 
In industries organised on a factory basis, production is expected to go up by 40 per cent ; 
probably as much as two-thirds of this increase will come about through higher productivity 
and the rest from higher employment. In small-scale enterprises no increase in 
productivity has been assumed, but the information llollailable on output and manpower 
employed in the different industries in this sector is so meagre that any generalisation is apt 
to be misleading. In the government sector, the National Income Committee has estimated 
wages and salaries paid in the capital programme in 1948-49 at about roughly 6o per cent of 
the expenditure. Since the development outlay on public account is to be more than doubled 
by I9SS-s6, a corresponding increase in payments of wages and salaries and in employment 

may be assumed. 

24. With the available information on the patt~m of income and cons~ption in the 
country, estimates of demand for the purpose of constructing commodity budgets can also 
be only in the nature of very broad approximations. In the case of the basic commodities of 
consumption like foodgrains and cloth, supplies are the limiting factor today and one might . -

!The 
1
pecial problem arisin" on account of 111bortaget of technical and adminiatrative peraoonel l1 dealt wi 1t. 

elsewhere io the R~tk>rt. 
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assume that if prlces are maintained at a fairly· stable lev~ increase~ttput will be rea~y 
absorbed by domestic demand. ~ regard to the less essential commodit ·'!$, the level of pnces 
will be a more important determining factor, and demand may not incrc. . f unless the genefal 
level of incomes in the commUnitY riseS or the prices of the commodities ~ pcerned are lowered;. 
lack of effective demand would ni turn affect production ·unless the •. ~ structure of the 
industries is sufficiently c:Iastic to euabie them to lower prices. • .An th_es~ JepenO.: on a variety 
of elasticities concerning eprisuniption ~d production. Even. in countries with more advanced 
statistical information; ,estimates in regard to demand and supply are therefore difficult to 
make. ·. In India the problem of estimation is still more complex. In the various chapters of 
this Report estimates have been put forward regarding the likely production and con-• 
sumption levels of specific commodities by the end of the Plan. These, it must be empha-
sised, are based on a variety of assumptions. EstimateS of export and import volumes 
are also based on such rough assessments of factors affecting demand and supply. These 
estimates are shown in Chapters III and XXX of the Report. The commodity. budgets 
which figure in this Report must therefore be regarded as ope_rational balance sheets rather. 
than as forecasts. • 
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