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Financial Implementation of the Five-Year Plan 
Panchanan Chakrabarthy 

The financial policy of the Government of India during 1951-54 has been governed more by consi­
derations of stability than of the need for growth. It is contended here that this policy was carried rather 
too far, and that, but for the bounty of nature, it would have resulted in a gradual fall of per capita real 
income in the country. 

A bolder policy would have involved more deficit financing than was either budgeted for, or actu­
ally undertaken (the actual deficits being smaller than those proposed in the budgets of the Union and of 
the States), and, instead of generating inflation, it would have led to higher money incomes as well as to 
higher real incomes, for this would have stimulated both the organized and unorganized sections of the 
private sector. 

TH E pe r iod covered by the 
F i r s t F i v e Y e a r P l a n * o f the 

G o v e r n m e n t of I n d i a is n e a r i n g its 
end , a n d a Second F ive -Yea r P lan , 
based on the achievements a n d 
experience of the F i rs t , is already 
in the b l u e p r i n t stage. T h e r e is 
r o o m for i n t e r p r e t i n g the experience 
of the years 1951-54 as ei ther c o m ­
menda to ry o r c r i t i c a l , o f the p o l i ­
cies pursued by the G o v e r n m e n t in 
connect ion w i t h the i m p l e m e n t a t i o n 
o f the Plan. On the one h a n d , 
spokesmen of the G o v e r n m e n t can 
p o i n t to the increased p r o d u c t i o n , 
p a r t i c u l a r l y i n ag r i cu l t u r e , a n d more 
especially in food, to the w i t h d r a w a l 
o f controls a n d the a b o l i t i o n of 
food r a t i o n i n g , to the success of the 
d i s inf la t ionary po l i cy as i nd i ca t ed by 
the f a l l in prices, to the re la t ive ly 
s t rong balance-of-payment pos i t ion , 
a n d to the near accompl i shmen t of 
some of the targets, a n d , in some 
cases, the ac tua l surpassing of the 
targets even before the end of the 
P lan p e r i o d , as evidence of success. 
A l l this , i t m a y be c l a i m e d , has 
been achieved, in the face no t on ly 
of a smaller a m o u n t of ex te rna l 
assistance t h a n was a n t i c i p a t e d in 
the P lan , b u t even in the absence 
of surpluses in the State Budgets, 
a n d a smaller surplus in Ra i lways 
t h a n expected, a n d , w i t h o n l y a 
modera te a m o u n t o f defici t f inanc­
i n g up to 1954. L e t i t be r e m e m ­
bered, besides, t h a t special emer­
gencies, l ike f loods, or sudden 
splurges of refugees, w h i c h were 
u n a n t i c i p a t e d in the P lan , have 
in te r fe red w i t h the .smooth w o r k i n g 
ou t of the projects . 

O n the o ther h a n d , cr i t ics m a y 
l eg i t ima te ly p o i n t ou t t h a t the Firs t 
F ive -Yea r P l an was n o t o r i g i n a l l y 
a d u m b r a t e d as the maximum w h i c h 
m i g h t be achieved in f ive years, b u t 

ra ther as someth ing w h i c h , in the 
absence of grave i n t e r n a l a n d exter­
na l causes of d is loca t ion , c o u l d be 
reasonably expected to be achieved. 
W h a t measure of success has been 
achieved d u r i n g these years, the c r i ­
tics may say, is to be f o u n d in a 
large n u m b e r of o ther countries, in 
many o f w h i c h , p a r t i c u l a r l y i n 
Europe , the success achieved is 
m u c h greater on a l l counts. We 
have not on ly f a i l ed to m a r c h ahead 
w i t h many other countr ies , w h i c h 
s tar ted w i t h equal ly grave p rob ­
lems, bu t we have fa i led to tackle 
the problems of a g r i c u l t u r a l under ­
e m p l o y m e n t , i ndus t r i a l a n d m i d d l e -
class u n e m p l o y m e n t , s t ruc tu ra l m a l ­
adjus tment in the economy, a n d the 
inequa l i ty of incomes. W h e n i t is 
remembered tha t three successive 
good monsoons have favoured the 
coun t ry , the over -a l l pe r formance of 
the G o v e r n m e n t appears to be very 
meagre indeed , the rise in per capita 
incomes being ascribable almost 
en t i re ly to na ture , bu t for whose 
favours, per capita income w o u l d 
have most p robab ly fal len to a f igure 
lower t h a n i n 1951. 

OBLIGATIONS O N T H E T W O SECTORS 

I t cannot be gainsaid tha t there 
is s t rength in the cr i t ics ' po in t of 
v iew. T h e F ive -Year P lan l a i d 
obl iga t ions on the G o v e r n m e n t as 
w e l l as on the p r iva te sector. On 
the G o v e r n m e n t , the Plan l a i d , in 
the f i r s t place, ce r ta in f inancia l a n d 
p r o d u c t i o n a l obl igat ions , a n d i n the 
second place, a n u m b e r of o the r 
obl igat ions concern ing the basic re­
o r i e n t a t i o n o f the economy w h i c h , 
i t was agreed, w o u l d take a rela­
t ive ly longer p e r i o d to be i m p l e ­
m e n t e d f u l l y , b u t w h i c h c o u l d be 
s tar ted w i t h i n the pe r iod of the 
P lan . On the p r iva te sector, the 
o n l y obl iga t ions imposed were the 
c u r t a i l m e n t o f non-essential con­
s u m p t i o n , a n d the u n d e r t a k i n g o f 
p r o d u c t i v e inves tment . As regards 
p r o d u c t i v e inves tment , the m a i n 
rel iance was p laced on organized 

indus t ry , w h i c h itself pa r t i c ipa t ed 
in the se t t ing up of p r o d u c t i o n tar­
gets. A b o u t the capaci ty or the 
wil l ingness of ei ther the G o v e r n ­
ment or organized indus t ry to act 
in the m a n n e r envisaged, the First 
F ive -Year P l an en te r ta ined h a r d l y 
any doub t . B u t as regards the u n ­
organized sectors of i ndus t ry a n d 
agr i cu l tu re , the Plan h a d grave mis­
givings, a n d it addressed its chief 
a t t en t ion to these. As things have 
tu rned ou t , i t i s the a g r i c u l t u r a l 
sector, t h o u g h not the unorgan ized 
sector of indus t ry , where the expec­
tations of the Plan are nearest f u l ­
f i lment , thanks to the boun ty of 
nature , a n d , to a cer ta in extent , to 
G o v e r n m e n t under tak ings i n con­
nect ion w i t h ag r i cu l tu re and i r r i ga ­
t i o n . I t i s in the sector of o rgan­
ized indus t ry , and in the pub l i c or 
G o v e r n m e n t sector, apart f r o m 
under tak ings connected w i t h ag r i ­
cu l tu re , tha t the achievements f a l l 
far short of expectations. 

I t m i g h t have been expected tha t , 
h a v i n g set up cer ta in o u t p u t tar­
gets for the economy as a w h o l e , 
the G o v e r n m e n t w o u l d no t rest on 
the assumption tha t the p r iva t e 
sector w o u l d carry ou t its ob l iga ­
tions, and the Government ' s on ly 
p r o b l e m was to car ry ou t its o w n 
part o f the p rogrammes . E v e n i f 
the only task tha t the G o v e r n m e n t 
set itself had been the main tenance 
of effective d e m a n d at a h i g h level 
so as to m i n i m i z e cycl ica l f luc tua­
tions, i t w o u l d have been i n c u m b e n t 
on the G o v e r n m e n t to make good 
the deficiency of aggregate d e m a n d 
by its o w n expend i tu re policies, 
when the a p p r o v e d incentives to 
p r iva te indus t ry h a d fa i led to evoke 
the r equ i r ed response. T h i s ob l iga­
t i o n c o u l d no t be escaped by the 
plea of the tendency of an under­
developed c o u n t r y w i t h under ­
employed resources to start an in f l a ­
t i ona ry sp i ra l f r o m increased G o v ­
e rnmen t expend i tu re , for tha t a rgu ­
men t w o u l d app ly equal ly to invest­
m e n t expendi tures i n the p r i va t e 
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sector w h e n the i r f ru i t s have a re la­
t ive ly l o n g gesta t ion p e r i o d , (Be­
sides, in a s i t ua t ion of increas ing 
u n e m p l o y m e n t a n d f a l l i n g costs o f 
p r o d u c t i o n a s o b t a i n e d i n I n d i a 
since 1952, this a r g u m e n t has l i t t l e 
v a l i d i t y i n any case.) N o r w o u l d 
the a r g u m e n t t h a t increased G o v ­
e r n m e n t inves tment mus t a w a i t the 
genera t ion a n d m o b i l i z a t i o n o f 
genuine p r iva t e savings, w h i c h is 
the s t anda rd a r g u m e n t nowadays 
fo r r e s t r i c t ing the v o l u m e of G o v ­
e r n m e n t inves tment , be app l icab le 
in a s i t ua t ion in w h i c h i t has been 
recognized a t the very i n c e p t i o n of 
the P lan ( i ) t ha t the l o w n a t i o n a l 
income means a smal l v o l u m e of 
savings, a n d ( i i ) t ha t the under ­
developed character of the economy 
makes ve ry d i f f i cu l t the task of 
m o b i l i z i n g w h a t savings there are. 
so tha t , on b o t h counts, aggregate 
inves tment has to be stepped u p , 
w h i c h is, in fact , the r a t iona le o f 
the P lan itself. Since the G o v e r n ­
men t a ims a t p r o m o t i n g g r o w t h , 
a n d no t merely a t i r o n i n g ou t i n ­
dus t r i a l f luc tua t ions , i t was a l l the 
more i n c u m b e n t on the p a r t o f the 
G o v e r n m e n t to increase the rate of 
its expend i tu re w h e n the organized 
p r iva t e sector lagged b e h i n d . 

DEFICIT F I N A N C I N G 

To this prima facie a rgumen t , 
there are appa ren t l y obvious an­
swers, a r i s ing o u t of the facts of 
the s i tua t ion in I n d i a between 1952 
a n d 1954, a n d f r o m a priori theo­
re t ica l considerat ions r e l a t i ng to an 
underdeve loped economy, w h i c h 
wants to have a democra t i c p l a n 
w i t h a wel l - recognized p r i v a t e sec­
tor . As regards the facts of the 
s i t ua t ion , i t m a y be a rgued tha t the 
pos i t ion as regards ex t e rna l assist­
ance, G o v e r n m e n t revenues a n d the 
c a p i t a l m a r k e t be ing w h a t they 
were , f u r t h e r G o v e r n m e n t expend i ­
tu re beyond w h a t was ac tua l ly 
u n d e r t a k e n c o u l d o n l y be done by 
defici t finance, ie, t reasury b i l l issues 
a n d b a n k b o r r o w i n g w h i c h w o u l d 
have n u l l i f i e d the g o o d effects of 
the d i s in f l a t iona ry po l i cy of the 
G o v e r n m e n t , w h i c h h a d been r e i n ­
forced in N o v e m b e r 1951 by the 
r a i s ing o f the b a n k ra te a n d the 
r e f r a i n i n g of the Reserve Bank 
f r o m b u y i n g G o v e r n m e n t securities 
to fac i l i t a te the seasonal r equ i re ­
ments o f scheduled banks. N o w , i n 
cons ide r ing this a r g u m e n t i t has to 
be r emembered t h a t we are dea l ing 
specially w i t h the years 1952 a n d 
1953, and no t w i t h the s i tua t ion in 
1950 or 1951 . By Feb rua ry 1952, 
t he i n f l a t i o n a r y impe tus o f b o t h de­
v a l u a t i o n a n d the p o s t - K o r e a n ex­

t e r n a l d e m a n d h a d spent i tself a n d 
been c o n t r o l l e d by m o n e t a r y p o l i c y , 
a n d measures h a d to be adop ted to 
prevent " d i s in f l a t ion f r o m develop­
i n g i n t o a dangerous recession ". 
(Reserve Bank Bulletin A u g u s t 
1954 Page 731.) These measures 
i n c l u d e d a modera te a m o u n t of 
def ic i t f inanc ing , r e l axa t ion o f c o n ­
trols , a n d reduct ions o f e x p o r t 
duties. B u t nei ther organized p r i ­
vate indus t ry , nor the G o v e r n m e n t 
i tself increased the i r investment ex­
pendi tures d u r i n g 1952 a n d 1953 to 
the extent an t i c ipa t ed . As regards 
p r iva t e indus t ry , there was l i t t l e 
inves tment in equ ipmen t , a n d the 
general c o m p l a i n t was about the 
lack of cap i t a l , w h i c h l ed to the 
a p p o i n t m e n t o f the C o m m i t t e e on 
F inance for the Pr iva te Sector by 
the Reserve Bank a n d to discus­
sions r ega rd ing the establishment of 
a p r iva t e c o r p o r a t i o n w i t h the 
assistance o f the W o r l d Bank . I t 
has to be r emembered t ha t d u r i n g 
1951, as the Reserve Bank's ana ly­
sis of the use of c o m p a n y funds in 
t h a t year shows, inves tment h a d 
t aken p r i n c i p a l l y the f o r m o f i n v e n ­
tories. D u r i n g t h a t year, 757 j o i n t 
stock companies , i n c l u d i n g most of 
the organized sector, h a d increased 
the i r t o t a l incomes by near ly one-
t h i r d a s c o m p a r e d w i t h 1950 ( f r o m 
Rs 831 crores to Rs 1,076 c ro res ) , 
w h i l e the i r aggregate expendi tures 
h a d risen f r o m Rs 759 crores to 
Rs 996 crores, so t ha t t he i r surplus 
of income increased by Rs 9.08 
crores, a n d this surplus, together 
w i t h the excess of d o s i n g over 
o p e n i n g stocks, gave an increase in 
gross p ro f i t of Rs 24.71 crores ( f r o m 
Rs 84.26 crores to Rs 108.97 c ro res ) . 
" T h e increase in the va lue of stocks 
has been clue to an increase b o t h 
in cost a n d quantity" as the Re ­
serve Bank's analysis poin ts o u t 
(page 770.) T h o u g h f igures are 
n o t avai lable on a comparab le basis 
fo r 1952, i t w o u l d no t be grossly 
inaccura te to say tha t i t was not the 
w a n t of financial resources in that 
year w h i c h p reven ted inves tment in 
fixed capital on a desirable scale. 
In fact , as s tatement 38 on c o n t r o l 
of c a p i t a l issues, in the Reserve 
B a n k R e p o r t for 1952-53 shows 
there was very l i t t l e desire for l o n g -
range schemes. 

E X P A N S I O N OF PRODUCTION 

Y e t , in spite o f l i t t l e new invest­
m e n t , p r o d u c t i o n i n i ndus t ry has 
m a d e considerable progress, t he 
i n d e x o f i n d u s t r i a l p r o d u c t i o n hav ­
i n g risen f r o m 117 in 1951 to 129 
in 1952 a n d 135 in 1953, be ing as 
h i g h as 144.7 in December 1953 

(af ter w h i c h date there was a f a l l 
u p t o A p r i l 1954 i n w h i c h m o n t h i t 
rose to 145.1, M a y 140.8, June 
146.2) . I n d e e d , in some cases, in 
co t t on texti les, sugar a n d cement , 
the targets set unde r the P l an have 
been p rac t i ca l ly reached or are near 
a t t a i n m e n t , w h i c h o n l y shows t h a t 
the o r i g i n a l targets were very 
modest. For , as the Shrof f C o m ­
mi t tee po in t ed ou t , " B road ly , . . . 
the achievements fo r the past three 
years or so consist in greater u t i l i ­
za t ion o f ins ta l led capac i ty m a i n l y 
in ce r t a in consumer goods indus­
tries. In terms of addi t ions to the 
i n d u s t r i a l po t en t i a l o f the c o u n t r y , 
the gains so far have been m u c h 
less t h a n are a n t i c i p a t e d in the 
Plan " (page 1 0 ) . 

T h e reason for the shor t - f a l l in 
p r iva te inves tment i n f i xed cap i t a l 
has been e x a m i n e d by the Shroff 
C o m m i t t e e . Brief ly , t h e i r f i nd ing 
emphasises three causes; ( i ) over -a l l 
shortage of c a p i t a l , due to " redis­
t r i b u t i o n o f incomes i n f avou r o f 
those classes whose propens i ty to 
save is re la t ive ly sma l l , a n d whose 
savings are d i f f i cu l t to t ax by the 
exis t ing agencies in the p r i v a t e sec­
to r " , t h o u g h the C o m m i t t e e admi t s 
tha t i t i s d i f f i cu l t to say w h e t h e r or 
no t aggregate savings have chang­
ed one w a y or the other . Besides, 
" the i n t e r n a l resources of enter­
prises tha t c o u l d be u t i l i z e d for re­
inves tment " have also been reduc­
ed by increased l abour costs a n d 
restr ict ions on prices; ( i i ) G o v e r n ­
m e n t b o r r o w i n g f r o m the cap i t a l 
markets because of w h i c h ' ' the re­
sources avai lable for inves tment in 
i n d u s t r i a l shares a n d debentures 
have been r e d u c e d " , t h o u g h the 
C o m m i t t e e recognizes t h a t the p u b ­
l i c have shown a preference for 
G o v e r n m e n t paper due to f luc tua ­
tions in i n d u s t r i a l securities a n d to 
loss of confidence in indus t ry , due 
to malpract ices by some ent repre­
neurs; ( i i i ) G o v e r n m e n t ' s general 
economic po l i cy , i n c l u d i n g r u m o u r s 
o f n a t i o n a l i z a t i o n , p r o c e d u r a l u n ­
certainties u n d e r the Indust r ies 
( D e v e l o p m e n t a n d R e g u l a t i o n ) A c t 
and the c o n t r o l of c a p i t a l issues, 
l abour legis la t ion a n d p o l i c y — t h e 
net effects of w h i c h have been the 
c rea t ion o f an u n f a v o u r a b l e c l ima te 
fo r r i s k - t a k i n g a n d the increase o f 
costs a n d uncer ta in t ies of p roduc­
t i o n . 

I N V E S T I B L E F U N D S 

A p a r t f r o m its i m p l i c a t i o n s re­
g a r d i n g G o v e r n m e n t po l i cy w i t h 
respect t o t a x a t i o n , c o n t r o l o f cap i ­
t a l issues a n d l a b o u r leg is la t ion , th is 
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analysis imp l i e s t h a t G o v e r n m e n t 
b o r r o w i n g on a subs tan t ia l scale 
w o u l d i n h i b i t p r i v a t e inves tment i n 
I n d i a . B u t is the analysis accept­
able a t i ts face value? If there is 
ove r -a l l shortage of invest ib le funds 
in I n d i a , the m a i n reason for i t i s 
no t the " r e d i s t r i b u t i o n of incomes " 
in f avour o f non- inves t ing classes. 
T h e rise in the i r incomes has no t 
been at the cost of the incomes of 
the inves t ing classes, bu t has come 
at best f r o m the i r secur ing a re la­
t ive ly larger share f r o m a s lowly 
g r o w i n g n a t i o n a l i ncome , the chief 
sufferers b e i n g the professions, the 
" m i d d l e class " , a n d the unorgan iz ­
ed sector of cottage industr ies . T h e 
t r e n d of i n d u s t r i a l prof i ts has been 
r i s ing d u r i n g 1951-53, w h i c h in fact 
explains the increase in p r o d u c t i o n 
by u t i l i z i n g id le capaci ty . T h e 
chief reason for shortage of a v a i l ­
able funds is not so m u c h the shor t ­
age of invest ible funds, bu t an i n ­
crease in the re luctance of the h o l d ­
ers of such funds to invest in p r i ­
vate i ndus t ry i n c l u d i n g o r d i n a r y 
members of the inves t ing pub l i c as 
w e l l . T h e C o m m i t t e e themselves 
have no t ed this re luctance. 

T h e C o m m i t t e e have no ted that 
many people are u n w i l l i n g to keep 

t h e i r savings in banks because o f 
i n q u i s i t i o n a l i nqu i r i e s b y the I n ­
come- tax a n d Sales-tax au thor i t i e s . 
T h e I n c o m e - t a x Inves t i ga t i on C o m ­
mission have already revealed the 
existence of about Rs 300 crores of 
income w h i c h evaded t a x a t i o n d u r ­
i n g the war a n d pos t -war years. 
T h i s th rows strong l i g h t o n t he 
shortage of avai lable funds, t h o u g h 
not of invest ible funds in the hands 
of the " inves t ing classes ". 

I N T E R N A L RESOURCES 

On the a m o u n t of " i n t e r n a l re­
sources avai lable for r e i n v e s t m e n t " , 
i t is necessary to remember t ha t 
I n d i a n companies in recent years 
have no t on ly d i s t r ibu ted dividends 
on a l ibe ra l scale, bu t have also 
wa te red the i r cap i t a l by the issue 
of " bonus shares " in a large n u m ­
ber of cases. It is d i f f i cu l t , on a l l 
these grounds , to accept the thesis 
t ha t there is an over -a l l shortage of 
invest ible funds. T h e funds are 
there , bu t the desire to invest is 
l a c k i n g . 

O n e reason for the shyness on the 
p a r t of some investors must be the 
fear o f d i v u l g i n g u n r e p o r t e d income 
a n d evaded taxes. A n o t h e r , and 

m u c h m o r e serious reason, lies in 
the s t ruc ture o f I n d i a n indus t ry , 
p a r t i c u l a r l y i n the m a n a g i n g agency 
system as the US D e p a r t m e n t o f 
C o m m e r c e p u b l i c a t i o n Investment 
in India, notes: 

The concen t r a t i on o f c o n t r o l 
p r e v a i l i n g i n I n d i a ' s large-scale 
indus t ry provides a means by 
w h i c h the efforts of outsiders to 
establish enterprises c o m p e t i t i v e 
w i t h ex is t ing under tak ings m a y 
be b locked . (p 26, col 2, last 
p a r a g r a p h . ) 

F r o m this b r i e f cons idera t ion o f 
inves tmen t i n organised p r i v a t e i n ­
dus t ry , i t m a y be conc luded t ha t 
G o v e r n m e n t inves tment d u r i n g the 
P lan years need no t have been kep t 
d o w n t h r o u g h fears o f undes i rable 
reactions on p r i v a t e inves tment , the 
shor t - fa l l i n w h i c h h a d l i t t l e t o d o 
w i t h the p robab le m a g n i t u d e o f 
G o v e r n m e n t inves tment u n d e r the 
Plan. 

G O V E R N M E N T P E R F O R M A N C E 

We may n o w consider the per­
formance o f the G o v e r n m e n t . T h i s 
may be set o u t in the f o r m of a 
table. 
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In cons ider ing th is table, i t has 
to be remembered tha t d u r i n g these 
3 years the chief features of State 
f i nanc ing , apar t f r o m increased 
transfers a n d grants by the Cen t re , 
have been a large vo lume of deve­
l o p m e n t a l expend i tu re outside the 
P lan , a n d the l ow y ie ld o f add i t i ona l 
t axa t i on . E v e n t hough expend i tu re 
unde r the P lan is so low, the neces­
sity o f h a v i n g to i n c u r o the r deve­
l o p m e n t a l expend i tu re points to a 
sho r t com ing o f the o r ig ina l p l a n . 
T h a t p l a n cou ld no t envisage some 
o f the social expend i tu re , fo r exam­
ple on refugee rehab i l i t a t i on a n d 
f a m i n e re l ief , w h i c h became so i m ­
p o r t a n t d u r i n g these years. At the 
same t ime the add i t i ona l t axa t i on 
w h i c h i t was possible to impose 
b rough t i n very smal l amounts . As 
the Planning Commission's Progress 
Report for 1953-54 po in ts o u t , 
" T h e b u l k o f the increase i n t o t a l 
t ax revenues has been on account 
of the larger share of cen t ra l taxes, 
T h e m a j o r increase in State tax re­
ceipts has taken place under l a n d 
revenues consequent on the abo l i t i on 
o f Z a m i n d a r i a n d other i n t e rme­
d i a r y tenures. Taxes on mo to r veh i ­
cles a n d m o t o r sp i r i t show increased 
yields, b u t these are pa r t l y neu t ra l ­
ized by decreases under excise a n d 
a g r i c u l t u r a l i n c o m e - t a x . " 

T h i s l ow y ie ld o f add i t i ona l 
t axa t i on by the States is a ma t te r 
o f serious concern . W h i l e a l l s tu­
dents of the P lan emphasize the 
need f o r secur ing add i t i ona l reve­
nues t h r o u g h increased taxa t ion by 
the States, i t is no t clear h o w this 
c a n be done. As has been ev ident 
f o r a l o n g t ime , the revenue re­
sources of the States are inelast ic, 
pa r t i cu l a r l y since the i n t r o d u c t i o n o f 
p r o h i b i t i o n . In fac t , as the Eastern 
Economist p u t i t ( M a r c h 26, 1954, 
p p 5 2 3 - 2 4 ) , " T h e States have m e n ­
t a l reservations rega rd ing the ab i l i t y 
to repay the i r loans w h i c h the C e n ­
t re is advanc ing ou t of the incomes 
w h i c h have been or w i l l be created 
o u t o f l oan e x p e n d i t u r e — a fea r 
w h i c h has a l ready been expressed by 
the Myso re Ch ie f M in i s te r , a n d 
w h i c h m a y i n the f u t u re lead t o an 
a r g u m e n t i n f a v o u r o f grants ra the r 
t h a n loans by the C e n t r e . " 

P L I G H T OF T H E STATES 

As i t is, the p l i g h t of the States, 
due b o t h to u n a n t i c i p a t e d expend i ­
tu re a n d the l o w y ie ld o f t axa t i on , 
has compe l led t h e m , in spite o f i n ­
creased cen t ra l t ransfers, to b o r r o w 
f r o m the p u b l i c on a re la t ive ly 
la rger scale t h a n con temp la ted i n 
the P lan a n d also to increase the i r 

f l o a t i n g debt a n d w i t h d r a w a l s f r o m 
cash balances a n d the sales of secu­
r i t ies he l d in reserve/ As these cash 
balances arc a lmost d e p l e t e d / they 
w o u l d have t o re ly m u c h m o r e o n 
loans f r o m the pub l i c a n d transfers 
f r o m the Cent re i n the c o m i n g 
years. 

As f o r the Cen t re , apa r t f r o m the 
comp l i ca t i on caused by the p l i g h t 
of the States, w h i c h has caused i t 
to come to the i r a i d , there has been 
d i sappo in tmen t as regards p rac t i ca l l y 
every one of the expected resources. 
O n l y the savings f r o m cu r ren t reve­
nues have apparen t l y come up to 
expectat ions. T h e P lan envisaged 
Rs 160 crores on this account fo r 
the who le p e r i o d , whereas they have 
a m o u n t e d to Rs 161.1 crores fo r 
1951-54. Of th is , however , Rs 119.6 
crores were real ized in the year 
1951-52 a lone, wh i l e Rs 41.4 crores 
were real ized in 1952-53, the real iza­
t ion in 1953-54 be ing on ly Rs 0.1 
crore. Ev iden t l y , i t was the post-
K o r e a n boom w h i c h was responsible 
f o r th is happy result a n d t h o u g h 
Rs 31.8 crores have been p r o ­
v i d e d u n d e r th is head in the 1954-55 
budget , this is go ing to be a head­
ache f o r the F inance M i n i s t e r u n ­
less economic cond i t ions in I n d i a 
a n d ab road imp rove considerably. 
T h e greatest d i sappo in tmen t has 
been the smal l c o n t r i b u t i o n f r o m 
ra i lways. A m o n g the budge ta ry re­
sources the on ly encourag ing i t e m 
is smal l savings. As regards ex te rna l 
assistance, the a m o u n t ac tua l l y 
real ized (Rs 131.4 crores) was m u c h 
less t h a n an t i c i pa ted . A p p a r e n t l y , 
the on ly way in w h i c h the to ta l 
ou t lay cou ld be increased was by 
increased loans f r o m the pub l i c . 
D u r i n g these three years there was 
a net discharge of such loans by 
about Rs 33.4 crores, t h o u g h the 
P lan h a d envisaged C e n t r a l b o r r o w ­
i n g of Rs 36 crores d u r i n g the P lan 
years. To some ex tent , increased 
b o r r o w i n g by the States offset the 
repayment of loans by the Cen t re , 
bu t s t i l l there was apparen t l y c o n ­
siderable scope for increased loans 
f r o m the pub l i c . 

T H E HEART O F T H E PROBLEM 

T h i s quest ion o f increased bor ­
r o w i n g br ings us to the hear t o f the 
p r o b l e m o f f i n a n c i n g the P l a n . I t 
has to be no ted t ha t , l i ke the States 
the Cen t re covered its def ic i t large ly 
by w i t hd rawa l s f r o m cash balances, 
the increase in f l oa t i ng debt (Rs 30.6 
crores) be ing p rac t i ca l l y offset by the 
sale of securit ies he l d in reserve 
( — 2 9 , 8 ) . T h e r e was thus h a r d l y 
any in ter ference w i t h the v o l u m e o f 

money i n c i r c u l a t i o n b y C e n t r a l 
G o v e r n m e n t ac t ion d u r i n g 1951 -54 , 
T h e state o f t he cap i ta l marke ts 
dur ing these years may seem to have 
m a d e i t d i f f i cu l t t o expect m u c h 
f r o m the f l oa t i ng o f new l o n g - t e r m 
loans, I n our discussion about the 
supply o f invest ible funds in con ­
nect ion w i t h the p r i va te sector, we 
suggested tha t there was no t so m u c h 
over-a l l shortage of funds as a re­
luc tance to lend , pa r t i cu l a r l y t o p r i ­
vate indust ry . F o l l o w i n g the same 
t r a i n o f a rgumen t , we may state t h a t 
the ou t look fo r G o v e r n m e n t loans 
was m u c h better t h a n has usual ly 
been supposed, w h i c h is borne ou t 
by the successful f loatation of loans 
by some of the State Governments . 
I t seems as i f i t was no t so m u c h 
the impossib i l i ty o f secur ing funds 
t h r o u g h loans or by increasing the 
f l oa t i ng debt , w h i c h c i rcumscr ibed 
the to ta l ou t lay by the Cen t re du r ­
i ng 1951-54, as the fear of the d i rect 
and ind i rec t repercussions o f an i n ­
crease in to ta l ou t lay b rough t about 
by these means. T h a t this was the 
reason is ind ica ted by the fa i lu re to 
spend appropr ia t i ons made in the 
budgets in each of these years. Be­
sides, no t a l l the ex terna l assistance, 
i n c l ud i ng s ter l ing releases and I B R D 
loans, have been u t i l i zed to the 
extent tha t one expects them to 
have been d u r i n g these three years. 
We thus have an i m p r o v i n g ex terna l 
balances pos i t ion , a not inconsider­
able a m o u n t o f unu t i l i zed budget 
appropr ia t ions , a smal l a m o u n t of 
b o r r o w i n g f r o m the pub l i c , a smal l 
a m o u n t of def ic i t f inancing, a n d a 
large shor t - fa l l o f ou t lay on the P lan 
by the Cen t re , co-exis t ing d u r i n g 
these three years. 

U N U T I L I S E D APPROPRIATIONS 

As regards unu t i l i zed a p p r o p r i a ­
t ions, M in is te rs in charge o f P lan ­
n i n g a n d P r o d u c t i o n have expressed 
the o p i n i o n t h a t these are due to 
the st r ingent f inancia l scrut iny 
exercised by the F inance M i n i s t r y , 
wh i l e the F inance M i n i s t e r has de­
c lared t h a t " i t was n o t so m u c h a 
quest ion of f inancial scru t iny as 
the quest ion o f the t h o r o u g h p l a n ­
n i n g a n d f o r m u l a t i o n o f schemes." 
(Eastern Economist, A p r i l 23 , 
1954.) B u t w h e n we k n o w the p re ­
d i lec t ion o f the G o v e r n m e n t o f 
I n d i a fo r qu ick -y ie ld pro jects d u r i n g 
these years, wh i l e most of t he p lans 
have been ra ther l ong -pe r i od a n d 
s low-y ie ld ones, i t appears t h a t t h e 
defence p u t f o r w a r d by the, F inance 
M i n i s t e r cannot be taken a t its face 
va lue. Since the G o v e r n m e n t o f 
I n d i a , is now known to be planning 
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a h igher ra te of expendi tu re , i t 
stands to reason tha t i t has n o t sud­
denly l i gh t ed u p o n w o r t h w h i l e p r o ­
jects, but has merely taken o u t of 
co ld storage projects m o o t e d d u r i n g 
the past few years b u t shelved at 
the t ime because of the i r slow y ie ld . 
T h e r e is no doub t some scope for 
increased expendi tu re t h r o u g h at­
tempts to make up for the lagging 
unde r the exis t ing projects l ike the 
D V G . But , for any substantial i n ­
crease, new plans have to be set 
i n t o opera t ion , a n d these, i t i s sub­
m i t t e d , are the ones b rough t ou t of 
c o l d storage. T h e P l ann ing C o m ­
mission has summar ized the reasons 
fo r the lags in expendi ture in the 
Progress Repor t f o r 1951-52 as f o l ­
lows : " These lags are a t t r ibu tab le 
in p a r t to the late f ina l i za t ion o f 
the Plan, in par t to the late com­
mencement of some of the schemes, 
a n d in par t to wha t m i g h t be cal led 
insufficient w o r k i n g ou t of schemes 
in advance. In some cases, the lack 
o f ava i l ab i l i t y o f ce r ta in types o f 
equ ipmen t , shortages of technica l 
personnel a n d the t i m e needed for 
set t ing up the necessary admin is t ra ­
t ive machinery have prevented more 
r a p i d progress." W h i l e these rea­
sons were no doubt operat ive to a 
cer ta in extent , a real urge for get­
t i n g on w i t h the plans w o u l d not 
have a l lowed t h e m to stand in the 
w a y the sort of urge w h i c h sur­
moun t s diff icult ies w h e n a c o u n t r y 
faces a war , and the p lan is n o t h ­
i n g bu t a w a r against pover ty and 
l o w standards o f l i v i n g . 

RELUCTANCE TO I N V E S T 

In the case of the p r iva te sector, 
i t has been h i n t e d a t above t h a t the 
w i l l to invest: was l ack ing , ra ther 
t han the means. S i m i l a r l y , in the 
case of the pub l ic sector, there ap­
pears to be a s imi la r reluctance to 
e x p a n d investment , even w i t h i n the 
means avai lable . T h i s is in d i rect 
c o n t r a d i c t i o n to the f i n d i n g of the 
I n t e r n a t i o n a l M o n e t a r y F u n d 
(Bers te in) Miss ion , in Oc tobe r 
1953, w h o came to the f o l l o w i n g 
conc lus ion : 

" T h e analysis above indicates 
t ha t resources w i l l not be ava i l ­
able for c a r r y i n g ou t the invest­
m e n t c o n t e m p l a t e d under the 
F ive -Year P lan . Domest ic savings, 
p r iva t e a n d p u b l i c , cannot be ex­
pected to reach the estimates. A 
large p a r t of the foreign resources 
r equ i r ed for the F ive-Year P lan 
is n o t assured. A c t i v e measures 
w i l l have t o be t aken t o increase 
the t o t a l resources avai lable to 
ca r ry ou t the P l a n . I n the absence 
o f a d d i t i o n a l resources f r o m do­

mestic a n d fo re ign sources, the 
p l a n n e d level o f inves tment w i l l 
result i n i n f l a t i on . " ( R e p o r t , 
P 3 7 ) 

T h e pos i t ion taken here rests on the 
possibi l i ty o f undisclosed, resources 
in the p r i v a t e sector, t he ac t iva t io r 
of those resources t h r o u g h G o v e r n -
ment investment , a n d a more open 
m i n d regard ing in f l a t ion t h a n the 
Bernstein Miss ion . Even the Plan­
n i n g Commission 's Progress Repor t 
now says tha t , 

" I t is clear tha t a r a p i d a n d 
substantial s tepping up of expen­
ditures, bo th a t the Cen t re a n d 
in the States is ca l led for f r o m 
now on , and indeed, this must be 
regarded as a ma t t e r of t op 
p r i o r i t y . " 

T h e on ly exp lana t ion o f the l o w 
level of publ ic expendi tu re is tha t , 
w i t h the m e m o r y o f the ins tab i l i ty 
caused by i n f l a t i on in the past, the 
G o v e r n m e n t was a f ra id t ha t the 
s tepping up o f expend i tu re w o u l d 
u n d o the good effects of the dis­
in f la t ionary pol icy i n i t i a t e d by itself 
a n d by the Reserve Bank. I t has 
already been noted above that , by 
the m i d d l e of 1953, this po l icy led 
to the emergence of recessionary 
condi t ions w h i c h the G o v e r n m e n t 
should have been able to an t ic ipa te 
at least a year ahead. H o w e v e r 
m u c h we may ha rp on the differ­
ence between an underdeve loped 
economy l ike Ind ia ' s and tha t of a 
developed coun t ry l ike U S A a n d the 
U n i t e d K i n g d o m , a n d emphasize the 
i n a p p l i c a b i l i t y of Keynestan analysis 
to a coun t ry in w h i c h agr i cu l tu re 
a n d the unorganized i n d u s t r i a l 
sector, us ing re la t ive ly l i t t l e money, 
f o r m a p reponderan t par t , i t is s t i l l 
t rue t ha t the concept of aggregate 
d e m a n d has a role to p lay in such 
an economy, unmeasurable though 
i t may be in prac t ice . In the eco­
nomy of I n d i a , a decline in p r iva te 
investment expendi tu re and in the 
va lue of exports has b i t t e r conse­
quences w h i c h can on ly be offset by 
increased p r o d u c t i o n in the u n o r g a n ­
ized sector of indus t ry a n d ag r i cu l ­
ture , a n d by increased expendi tu re 
by the Gove rnmen t . Since there is 
no reason to assume an au tomat i c 
offset t ing f r o m ag r i cu l tu re a n d u n ­
organized indus t ry , i t is the clear 
d u t y of the G o v e r n m e n t to increase 
its rate of expendi tu re w h e n there 
is a shor t - fa l l in inves tment in 
organized p r iva te indus t ry , a n d a 
f a l l i n exports . 

I N F L U E N C E OF EXPORTS 

As regards f a l l i n exports , i t ha s 
been p o i n t e d o u t b y M r W a l l i c h , 

in Money, Trade , and Economic 
G r o w t h , t ha t exports occupy a stra­
tegic pos i t ion , m o r e i m p o r t a n t t h a n 
p r i va t e investment , in an under­
developed coun t ry though he ex­
cepts l n d i a , because i t does no t l i v e 
predominant ly by fore ign t rade . 
On the other h a n d , the Economic 
Survey of Europe in 1953 poin ts o u t 
tha t the Western E u r o p e a n coun ­
tries d u r i n g 1951-53 were inf luenced 
more by changes in the expor t ea rn­
ings t h a n by any o the r const i tuent 
of the n a t i o n a l incomes. T h u s , 
some underdeveloped, as w e l l as 
some developed, economies, at least 
since 1950, have f o u n d the key to 
f luctuat ions in the value of the ex­
ports . I n d i a is not so d i f ferent f r o m 
either of these groups of countr ies 
that expor t earnings w o u l d no t be 
almost as i m p o r t a n t in her case as 
in theirs. In fact, after the F i r s t 
W o r l d W a r the relat ive i m p o r t a n c e 
of expor t earnings in Ind ia ' s eco­
nomy has been emphasised aga in 
and again , d u r i n g the depression of 
the thir t ies , d u r i n g the w a r p e r i o d , 
a n d aga in d u r i n g the K o r e a n ep i ­
sode. T h o u g h obviously the effects 
of changes in the balance of pay­
ments w o r k themselves out in qu i t e 
a different manner in I n d i a t h a n 
in most developed countr ies , a 
change in this balance has been 
f o u n d to t i p the scale for i n d u s t r i a l 
emp loymen t and tha t p a r t o f the 
na t iona l income w h i c h is measured 
in money on every occasion. Hence , 
a f a l l in expor t incomes has to be 
offset fo r p rac t i ca l ly the same rea­
sons as in m a n y developed coun­
tries. I t has been s ingular ly u n ­
for tuna te that the G o v e r n m e n t o f 
I n d i a d i d not apparen t ly t h i n k o n 
these lines d u r i n g the last three 
years. 

Of course, i t m a y be argued t h a t 
expansion of G o v e r n m e n t expend i ­
ture w o u l d increase the d e m a n d for 
impor t s , bo th d i rec t ly i n connec t ion 
w i t h the purchase of cap i t a l goods 
f r o m abroad a n d i n d i r e c t l y t h r o u g h 
increased d e m a n d f o r consumer 
goods impor t s due to increased i n ­
comes, a n d thus i m p a i r the favour­
able balance of payments pos i t ion . 
Bu t this depends on the w a y in 
w h i c h the increased expend i tu re is 
f inanced. T o the extent t h a t such 
increase can be financed f r o m ex­
te rna l resources, the pressure on the 
balance o f payments w i l l i m m e ­
dia te ly be a l lev ia ted . A g a i n , to t h e 
extent t ha t such expend i tu re is de­
vo t ed to schemes w h i c h requi re l i t t t e 
o f i m p o r t s , the d e t r i m e n t a l effects 
m a y be reduced. As in every other 
case of Government expenditure 
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i s no t mere ly t h e v o l u m e , b u t the 
type o f p ro jec t a n d the k i n d o f re-
sources used, t h a t w o u l d de te rmine 
t o w h a t extent i t w o u l d b e i n f l a ­
t i ona ry . O n l y i f prices a n d wages 
rose p r o p o r t i o n a t e l y to the increased 
expend i tu re o r m o r e , w o u l d there 
be an adverse income a n d e m p l o y ­
m e n t effect. W i t h careful selection 
o f the type o f p ro jec t a n d m e t h o d 
of financing, there is no reason to 
fear an unhea l t hy in f l a t i ona ry deve­
lopmen t . O n the o ther h a n d the 
f a i lu re t o offset the d i m i n u t i o n i n 
e x p o r t earnings w o u l d result , as i t 
a l ready has done in an aggrava t ion 
o f the u n e m p l o y m e n t s i tua t ion a n d 
fears of a def la t ionary spira l w h i c h 
persisted for some t i m e . 

There is l i t t l e reason f o r bel iev­
i n g tha t increased G o v e r n m e n t ex­
pend i tu re in the face of a f a l l in 
export earning w o u l d increase the 
expor t earnings themselves, a n d i t 
m a y conceivably even d i m i n i s h 
t h e m , t h r o u g h a rise in expor t prices 
a n d the consequent f a l l i n d e m a n d 
f r o m abroad- t h o u g h we do no t 
t h i n k i t w o u l d have been so in the 
case of I n d i a , d u r i n g 1951-54, p a r t i ­
cu l a r ly i f i t h a d been accompan ied 
by a more far-s ighted expor t p r o m o ­
t ion p r o g r a m m e . O n the o ther 
hand , increased expend i tu re by the 
G o v e r n m e n t to offset the lack of 
private investment w o u l d v e r y 
probably have acted as a fillip to 
the la t ter . T h u s , there was a rev iva l 
in the cap i t a l markets after increas­
ed G o v e r n m e n t expend i tu re p r o ­
grammes were announced in the 
budgets of 1953-54 a n d 1954-55. 
T h e lack of enthusiasm on the pa r t 
of investors, bewa i l ed by the Shrof f 
C o m m i t t e e , c o u l d very w e l l have 
been cu red by a m o r e l ibe ra l dose 
o f p u b l i c expend i tu re . I n d e e d , 
someth ing l i ke this seems a l ready to 
have come abou t , t h o u g h as yet on 
a modest scale. 

L I M I T S O F DEFICIT F I N A N C E 

At this p o i n t i t i s desirable to look 
a t the p r o b l e m o f f i nanc ing the ex t ra 
expend i tu re a l i t t l e more closely. 
In the above pages, the source of 
f inance c o n t e m p l a t e d is b o r r o w i n g 
f r o m the p u b l i c by means o f 
m e d i u m - o r l o n g - t e r m loans w h i c h 
are supposed to come o u t of so-
c a l l e d " genu ine " savings. I t is to 
the inadequacy of such savings t h a t 
the Shro f f C o m m i t t e e a n d the 
Bernste in M i s s i o n refer w h e n they 
t a lk o f t he necessary l i m i t a t i o n on 
the scale o f G o v e r n m e n t expend i ­
tu re . M u c h o f the e x t r a e x p e n d i t u r e 
c o n t e m p l a t e d i n the last t w o budgets 
has, however , depended on def ic i t 

f i n a n c i n g , w h i c h w e usual ly, r egard­
ed a s i n f l a t i ona ry . T h e Berns te in 
M i s s i o n , however , has a rgued t h a t , 
w i t h i n c e r t a i n l i m i t s , such def ic i t 
f inance need no t be i n f l a t i ona ry , 
a n d to tha t extent m a y be resorted 
t o . I t seems t h e n t h a t the G o v e r n ­
m e n t o f I n d i a has been f o l l o w i n g 
the analysis a n d the advice of t h a t 
M i s s i o n w h i c h sets a ra ther r i g i d 
l i m i t t o the a m o u n t o f def ic i t 
finance. 

Of course, b o t h on a priori 
grounds , as w e l l as f r o m experience 
of the recent past, any m e t h o d of 
f inance w h i c h m i g h t appear to be 
in f l a t i ona ry w o u l d seem to be con­
d e m n e d in the case o f I n d i a . Y e t , 
f ighting shy of the slightest trace of 
i n f l a t i o n is inconsistent w i t h the 
a d o p t i o n of a deve lopment p r o ­
g r a m m e . I t w o u l d not b e very m u c h 
to the p o i n t to refer to the role 
p l a y e d by " forced " savings w h i c h 
is another name for i n f l a t i o n — i n 
the earl ier phase of cap i ta l i sm. T h i s 
is so no t o n l y because the social a n d 
economic condi t ions in I n d i a ' are so 
di f ferent a n d the p e r i o d in v i e w i s 
so shor t , b u t chiefly because of 
another reason. In the case of the 
ear l ier phases of cap i t a l i sm, the 
mechan i sm o f c red i t c rea t ion a n d 
fo rced savings opera ted t h r o u g h 
the transfer of rea l resources to the 
g r o w i n g class o f entrepreneurs , a n d 
thus by swe l l i ng the prof i ts , and 
encourag ing the re inves tment of the 
same, fostered economic g r o w t h . 
T h i s is no t the process con t emp la t ed 
by a n d large in the F ive -Year P lan 
o f the G o v e r n m e n t o f I n d i a , b u t 
t h o u g h the processes have to be 
d i f fe rent , there is this to l ea rn f r o m 
the ear l ier h i s to ry of c a p i t a l i s m — 
tha t c red i t c rea t ion m a y so act ivate 
the economy, i f accompan ied by 
p r o p e r i n s t i t u t i o n a l a n d f i s c a l 
changes, t h a t new resources are 
crea ted a n d released, a n d thus made 
avai lab le f o r transfer. I t i s t o the 
G o v e r n m e n t sector, r a the r t h a n to 
the p r iva te sector t h a t the b u l k of 
these resources w o u l d be channeled , 
t h o u g h the p r i v a t e sector w o u l d n o t 
go w i t h o u t its share. T h e ch ie f 
object ions to such a p o i n t of v i e w 
are t w o : ( 1 ) t h a t i n a n underdeve­
loped c o u n t r y l i ke I n d i a resources 
w o u l d n o t in fact be crea ted so t h a t 
there w i l l b e i n f l a t i o n a n d disloca­
t i o n o f economic l i f e , a n d ( 2 ) t ha t 
t he processes w o u l d l i m i t the scope 
o f the en t repreneur , i n h i b i t his 
a c t i v i t y , r e t a r d the deve lopment o f 
the p r i va t e sector a n d ei ther b r i n g 
s tagnat ion to the economy or lead 
to the a l l -comprehens ive socialistic 
state i n the n o t ve ry l o n g r u n . 

FISCAL MEASURES 

As regards the second of these 
arguments , i t depends very m u c h on 
the extent o f def ic i t f inanc ing a n d 
the f iscal measures adop ted a long 
w i t h i t . So l o n g as a free re in is 
no t g iven to i n f l a t i ona ry forces, the 
G o v e r n m e n t shou ld no t be u n d u l y 
a f r a id of modera te p r ice increases. 
T h e very r ecogn i t ion o f the p r iva te 
sector sets a l i m i t to the fiscal mea­
sures that can be adop ted by the 
G o v e r n m e n t to p reven t too great 
a rise in prof i ts . In a m i x e d eco­
n o m y , where the responsibi l i ty fo r 
economic deve lopment has been u n ­
der taken by the G o v e r n m e n t , orga­
nized p r iva t e indus t ry must accustom 
itself to an en largement of the p u b ­
l ic sector. T h e Shrof f C o m m i t t e e 
has u r g e d as f o l l o w s : " I n d e e d , the 
business c o m m u n i t y has to recognize 
the fact t h a t p l a n n i n g in a m i x e d 
economy necessarily involves some 
c o n t r o l a n d r e g u l a t i o n o f the p r iva te 
sector." (p 52 o f the Sh ro f f C o m ­
mit tee Repo r t . ) 

As regards the f i rs t ob j ec t ion 
above, i t depends basically u p o n the 
fact t ha t on account of inelasticit ies 
in supply, " the n o r m a l state of the 
I n d i a n economy can be assured to 
c o n f o r m to the classical m o d e l o f an 
economy on the verge o f f u l l 
e m p l o y m e n t , " a n d therefore " in 
f inanc ing the inves tment of develop­
ment expend i tu re , w h i c h i s i n t e n d ­
ed to raise the f u l l e m p l o y m e n t ce i l ­
i n g on these lines, the classical pres-
c r i p t i o n shou ld be a p p l i c a b l e " . 
( T h e T h e o r y o f I n d i a n E c o n o m i c 
D e v e l o p m e n t " in the Economic 
Weekly, Augus t 15. 1954.) T h e 
specific discussion of the t heo ry w i t h 
reference to def ic i t f inancing by t he 
Bernstein M i s s i o n on pages 41-45 
of the R e p o r t is i n sp i r ed by the 
assumption tha t the a v a i l a b i l i t y o f 
resources is i ndependen t of defici t 
f inancing, t ha t is to say, by the 
assumption of ine las t i c i ty of re­
sources. T h u s , the R e p o r t states: 

" As defici t financing is under ­
taken w i t h o u t r ega rd to its effect 
on the money supp ly and the 
availability of resources, it w i l l 
i nev i t ab ly lead t o i n f l a t i o n a n d 
h a m p e r the ach ievement o f the 
P l a n " (page 4 1 ) . 

N o w , i f the projects f i n a n c e d 
t h r o u g h deficits a i m specifically a t 
r e m o v i n g these inequal i t ies , t h r o u g h 
educa t ion , p ropaganda , p rov i s ion o f 
oppo r tun i t i e s fo r m i g r a t i o n , etc. t he 
a r g u m e n t loses m u c h of its force. 
Besides, the change i n re la t ive i n ­
comes b r o u g h t about in this w a y 
exercises some inf luence at least in 
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b r e a k i n g d o w n bott lenecks, as was 
exper ienced i n I n d i a d u r i n g t he 
la te r years o f W o r l d W a r I I . A s 
Professor Samuelson has p o i n t e d o u t , 

" Especial ly fo r y o u n g develop­
i n g countr ies , where inves tment 
oppor tun i t i e s always seem ( a t 
conven t iona l interest rates) to be 
r u n n i n g beyond the f u l l e m p l o y -
men t v o l u n t a r y saving o f the c o m ­
m u n i t y , c o n t r o l over i n f l a t i ona ry 
b a n k i n g policies may slow d o w n 
the rate of progress; a n d this pos­
s ib i l i ty s h o u l d b e a d m i t t e d . O n 
the o ther h a n d , i f over the years 
the p u b l i c au thor i t ies f ind t h e m ­
selves p u r s u i n g expansionary 
mone ta ry a n d f i s c a l policies i n 
o rder to offset i n c i p i e n t stagna­
t i o n , t hen savings w h i c h w o u l d 
have been abor t ive m a y b e 
b r o u g h t i n t o effective being." 
Income Stabilization for a Deve­
loping Democracy, E d i t e d by 
M F M i l l i k a n . page 570. 

O P P O N E N T S OF DEFICITS 
I t m i g h t no t be amiss t o refer i n 

th is connec t ion to the theore t i ca l 
p red i lec t ions o f opponents o f def i ­
c i t f i n a n c i n g . I n genera l , they are 
impressed by the effectiveness a n d 
the necessity of t h r i f t as the pre­
c o n d i t i o n o f the g r o w t h o f c a p i t a l . 

a n d o f economic deve lopment . 
T h r i f t , m a y , however , be regarded 
as an effect ra ther t h a n as a cause. 
T h u s , A K Cairncross wr i tes " o n 
the one h a n d , th is ( g r o w t h o f 
c a p i t a l ) resul ted f rom the p r o ­
d ig ious t h r i f t o f the V i c t o r i a n s . 
In a deeper sense, however , the 
f a i t h a n d o u t l o o k tha t ex­
press themselves in t h r i f t were b o r n 
o f economic expansion a n d g r o w t h 
o f c ap i t a l , a n d the l ine o f causat ion 
was f r o m a c c u m u l a t i o n t o t h r i f t 
r a ther t h a n the o ther w a y a r o u n d . " 
(Home and Foreign Investment, 
1870-1913, chapter 1 , page 3.) T h e 
possibil i ty of savings be ing a resi­
d u a l , a n d o f inves tment no t h a v i n g 
to w a i t on p r i o r savings i s ru l ed o u t 
i n the minds o f the opponents o f 
defici t f inancing because of the ap­
p l i c a b i l i t y of t he classical analysis to 
the case of underdeve loped c o u n ­
tries. We are here t r y i n g to make 
o u t a case for defici t financing, even 
i f i t leads to some degree of in f la -
t i o n , p a r t l y o n the g r o u n d t h a t i t 
w i l l ac t iva te i d l e savings, p a r t l y t ha t 
b y increas ing incomes i t w i l l m a k e 
for more savings, a n d p a r t l y because 
i t w i l l break d o w n r ig id i t ies a n d 
bott lenecks. 

E n o u g h has been said to d e m o n ­
strate t ha t the G o v e r n m e n t o f I n d i a 

need n o t b e t i e d d o w n t o the r i g i d 
rules l i m i t i n g the a m o u n t o f def ic i t 
f i nanc ing , l a i d d o w n b y the B e r n -
stein M i s s i o n . T h e r e are sources 
enough w h i c h w o r k t o m a k e i t i m ­
possible f o r the G o v e r n m e n t t o go 
on a spree w i t h def ic i t f i nanc ing , 
T h e need n o w is to advise boldness 
ra ther t h a n cau t ion . T o the ex ten t 
t h a t a g r i c u l t u r a l p r o d u c t i o n i m ­
proves, whe the r due to the w o r k i n g 
o u t of the P lan , or any o ther cause, 
the dangers f r o m def ic i t f inanc ing 
w o u l d be reduced, a n d indeed a 
s t ronger case w o u l d be m a d e o u t 
fo r such f inanc ing , because i t w o u l d 
otherwise lead to disastrous p r i ce 
falls. A g a i n , to the extent t h a t ex­
t e rna l resources become ava i lab le , 
the need for defici t f inance w i l l be 
lessened. B u t , i n w o r k i n g o u t the 
P lan , as has been p r o v e d d u r i n g the 
last few years, m u c h rel iance canno t 
be p l a c e d e i ther on ex te rna l aids or 
on the p r iva t e sector. T h e respons­
i b i l i t y i s the Gove rnmen t ' s a n d f t 
must no t f ight shy of h a v i n g to use 
one of its most po ten t weapons be­
cause of supposedly un favourab le 
effects, c o n j u r e d up by people w h o 
are more interes ted in m a i n t a i n i n g 
pr ice s tab i l i ty , even i f i t leads to 
s tagnat ion t h a n in economic devel ­
o p m e n t proper . 
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