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such people, would be unable suc
cessfully to plan the steel industry. 
Further, I was informed that every 
effort would be made to dissuade 
any important man I might ap
proach from serving on the Cor
poration. . . . In short, these people 
decided to threaten, and indeed 
they did carry nut, a political 
strike." 

This was fighting talk that 
caused a sensation i i , the House and 
in the press, wi th demands for the 
publication of correspondence and 
the minutes of meetings. This has 

now been done, and they form a 
pretty damning record, even though 
Sir Ellis Hunter, President of the 
Federation, has protested that the 
words quoted by M r . Strauss were 
deleted from the agreed minutes of 
the meeting at which they are alleg
ed to have been used. It appears 
from the minutes that the Federa
tion has attempted to give itself the 
same prerogative as Parliament in 
deciding what legislation should be 
implemented. " I n the opinion of the 
executive committee (of the Federa
t i o n " ) , Sir Ellis had said, "the 
Government had failed to obtain a 

clear majority at the last election, 
and they therefore found themselves 
unable to meet the Minister's re
quest for a list of names from which 
to choose some of the members of 
the Corporation." If asked advice 
by anyone invited to serve on the 
board, they would say, "They would 
not think much of the judgment of 
anyone who entertained the pro
posal. .. . and that by so doing he 
would forfeit the respect of the i n 
dustry . .. ." 

So the battle rages, and how it 
wi l l end is still not altogether clear. 

The Planning Commission Estimates 
S. B. Rangnekar 

AT long last we have before us 
a more or less definite picture 

of the resources-and-allocations bud
get as formulated by the Planning 
Commission. This emerged into 
public view in the first week of 
September, and wil l be fully scan
ned and perhaps reformulated by 
the Commonwealth Consultative 
Committee at present in session in 
London. Undoubtedly, it serves to 
show how the Commission's mind 

has been working and to what 
extent it has progressed in the task 
of constructing a reasonably sound 
framework of planning. What fol
lows is more in the nature of notes 
to the methods and adequacy of 
budgetary finance rather than its 
critical investigation in full dress. 
The latter can only be undertaken 
when fuller details are released. If 
the notes appear to be fragmentary 
and the comment vague, the fault 

TABLE I 

Indian Union Six-Year Development Plan 
(1950-56) 

(crores of rupees) 

is of the commentator—and, per
haps, of the somewhat scrappy 
material he has perforce to work 
upon. 

Let us first draw up the figures 
which have been released to the 
press before proceeding to asses 
their significance. 

A 

Sources of P lanned Receipts 
1. From the list of seven items, 

it is clear at once that a little short 
of half of the 1800 crore programme 
is to be financed wi th external 
resources, mainly aid from the 
USA and Wor ld Bank loans. In 
this connection it would be instruc
tive to note that the inflow of 
foreign capital in India on private 
and official account taken together 
amounted in the calendar year 1948 
to Rs. 8.3 crores, and during the 
calendar year 1949 to Rs. 21 crores. 
This wi l l be clear from Table 11. 

The annual rate of capital inflow 
budgeted in the Planning Commis
sion estimate, Rs. 133 crores, is 
thus considerably higher than the 
last two year's inflow of Rs. 8 or 
21 crores as shown above. There 
can be only three ways of bridging 
the gap between the two; (a) in
ducing private capital import on a 
large scale, much above the meagre 
Rs. 15 to 20 crores of 1948 or 1949; 
(b) borrowing from the Wor ld Bank 
and Import-Export Bank; and (c) 
taking aid from the United States 
on the lines of European Economic 
A i d . Now, the question is, can 
al l these sources make up nearly 
Rs. 100 crores of external capital? 
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TABLE II 

India's Balance of Payment: 1948 and 1949 

Capital Account 

If private capital import is to be 
encouraged, it is indeed vi tal to 
push up the prospective rate of 
profit anticipated by foreign inves
tors. But the. present climate of 
capital investment seems much too 
unfavourable for a rising prospec
tive rate of profit. It seems as. if 
this rate wi l l decline rather than be 
raised. Owing to political uncer
tainty and the rather doubtful 
chances of capitalist enterprise, 
American, or Bri t ish investors are 
not likely to choose our country for 
safe and remunerative investment. 
During 1945-48, the net inflow of 
US investment capital on private 
and official account amounted to 
only $3 million or Rs. 1.41 crores 
at the present rate of exchange 
(Source: Survey of Current Busi
ness, New York , Nov. 1949). This 
is enough to show how meagre has 
been the source of American capital 
market for our investment needs. 

Next source (b) : this too is not 
quite a significant one; for the 
Wor ld Bank cannot give big toans. 
The claimants are too many, but 
the soup is scanty. We might ask 
for more in vain. 

Thus we are left wi th (c) as the 
only significant source. A n d here 
political strings are inescapable. 
We cannot afford to parade our 
neutrality or to serve as a third 
force if we beg for something like 
Asian Economic A i d . Are we pre
pared for this surrender for the 
sake of a rapid capital development? 
The political issue herein is bound 
to overwhelm the economic one. 

2. To turn to the internal capital 
resources: The Commission plans 
to raise an aggregate 300 crores (an 
annual 60) from the domestic capi
tal market. The question is, wi l l 
the domestic investor in all l ikeli
hood come forward to subscribe to 
this much of long-term loan, Cen
tral or provincial? During the last 
two years our capital market has 
been unusually sluggish and in spite 
of many inducements such as tax 
remission and others, the response 
has not been encouraging. Also, 
the volume of net borrowing on 
Central and provincial account has 
been negligible. The small investor 
has also not been active as shown 
by National Savings statistics. No 
doubt the prospects of future profit 
might look brighter in the eyes of 
the large and small investor, and 
then the response to Government 
borrowing may be enthusiastic. 
Yet this seems none too probable. 
For one ti l ing, our investors would 
not respond to a cheap money 
policy, and there may not be enough 
market response unless the rate of 
return is above 3 per cent, say 3½ 
or 3¾.* Even if the public autho
rities could succeed in raising 
60 crores annually t i l l 1956, would 
it be advisable to pay for it at such 
high cost of borrowing? Would 
not the tax payer be burdened with 
a rising volume of debt services out 
of proportion to the immediate 
return likely to be gained by him 
from public investment? The 
burden may be justifiably suffered 
provided the public funds are for 

nation building schemes which raise 
the real per capita income in at 
least, say, ten to twelve years. Is 
this at all a reasonable expectation 
when we are planning long-term 
capital development? 

Now we come to additional taxa
t ion as, of course, an orthodox 
method of finance. The Commis
sion expects to raise Rs. 350 crores 
at an annual rate of 58 to contri
bute nearly twenty per cent, to the 
planned expenditure. Let us exa
mine the present level of taxation. 
Table I I I sets out the aggregate tax 
revenue of the Centre and States, 

Taking a bald average of the 
four years 1946 to 1950 irrespective 
of shifts in price level, we have an 
aggregate annual revenue of Rs. 300 
crores. W i t h this as a working 
base, the Commission has planned 
an increase of 58 crores annually. 
This is indeed a reasonable increase 
for the first year. But if the rate 
is maintained for six years, we 
shad have an aggregate tax burden 
of about Rs. 775 crores at the end. 
Provided the national income keeps 
on advancing sizeably and the tax
able capacity of the community 
thereby raised, this great rise in 
taxation can be suffered without 
much trouble and inequity. Whe
ther the proviso has a reasonably 
good chance of being or not being 
fulfilled wi l l depend, therefore, on 
the proper allocation of planned 
investment resources. To this we 
shall have to come back in the 
second part of the enquiry. 

Lot us also note that as the 
national income is stepped up from 
year to year in consequence of 
development programme, the share 
of income tax revenue in aggregate 
taxation is bound to enlarge. At 
present this share fluctuates from 
35 to 50 per cent. At a rough guess, 
it ought to rise to about 55 per cent, 
or so. That is to say taxes on 
personal and corporate incomes 
should at the end of six years yield 
at least Rs. 388 crores. Thus in 
the end the additional taxation as 
planned by the Commission would 
have to be borne by the direct tax 
assissees Surely this would be all 
to the good from the point of view 
of equity and justice. Yet the 
goose must not be plucked to the 

• That the demand for gili-edged securities is price elastic to this extent 
remains unproven-Ed. 

947 



September 30, 1950 ECONOMIC WEEKLY 

TABLE III 

Aggregate Tax Receipts of the Centre and the States: 
1938 to 1950 

(crores of Rupees ) 

25 crores from the railways, say 
15 crores? Would that not be 
over-optimistic? Is there a reason
able chance of the contribution of 
the railways to go up from 10 to 
15 crores? Would there be so much 
expansion of passenger and freight 
traffic and curtailment of operating 
costs ? 

bone, or else private investment 
might begin to dry up. The ques
tion is, is the goose so well fea
thered as to allow this much more 
plucking? One cannot be so sure 
of the answer. 

4. Then we have economics in 
Government expenditure which is 
expected to yield a six year aggre
gate of Rs. 120 crores or an annual 
of 20. Now it must be confessed 
this is a spurious source of revenue. 
For it is ' earned ' by a mere mani
pulation of the expenditure esti
mates. An annual reduction of 
20 crores Government expenditure 
implies a cut here or there in our 
coat, certainly not in its size. 
True, this cut may be made in 
Central and State Government con
sumer outlay; for instance, in our 
regal foreign embassy expenditure, 
foreign delegation expenditure, etc. 
And the saving so made may be 
utilised for new (designed) invest
ment. Nevertheless this only 
implies that the budgetary alloca
tions of the Centre and States have 
been altered, though no fresh 
increase has come about in the 
aggregate receipts of these autho-
rities. 

And then again, if the consumer 
outlay of these authorities has to 
be curtailed, is it not evident that 
their revenue (consumer) expendi

ture is planned to be raised by a: 
least Rs. 275 crores for public 
health, education, housing and re
habilitation? Perhaps this source 
is meant to bring home to the 
various Ministries the immediate 
need to halt their spendthrift ways. 
If it does this, would it not have 
made an indirect contribution to 
our national income? 

5. Lastly, we may take up the 
source of ' increasing earnings of 
State enterprise ' planned to yield 
Rs. 150 crores or an annual 25. 
Here also it is necessary to exa
mine the past record. Table IV sets 
out the relevant figures. 

From Table I V it wi l l be seen 
that the annual earnings of the 
State enterprises have varied be
tween 10 and 12 crores. To this is 
to be added another 13, so as to 
arrive at the annual planned 
receipt of 25 crores. When the 
multi-purpose projects start paying 
their way, they may make a fair 
contribution to this additional 
revenue. However, there is little 
hope they would be able to do so 
during the next six years. Most of 
them wi l l take longer to be com
pleted, much less to be making any 
net contribution. For the present 
the main source wi l l be railways. 
Does the Commission expect to 
get a large slice of the estimated 
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TABLE IV 

Earnings of State Enterprises, 1948-50 
(Centre only) 

As to source No. 5, railway 
depreciation fund planned to yield 
Rs. 110 crores, it may be men
tioned that this cannot be properly 
treated as a source of receipts. 
Rather, it should be charged to 
investment expenditure. Thus the 
net railway investment ought to be 
shown in item No. 1 of planned 
expenditure, Rs. 370 crores (480-
110). 

The stage is now reached for 
assessing the allocation of 1840 
crores raised from various sources. 
As w i l l be seen from the Table 1, 
only four items of expenditure are 
listed, and as much as 37 per 
cent, expenditure (Rs. 85 crores) 
have been lumped into the non
classified ' other ' items. This 
makes it difficult to examine the 
relative priorities fully enough and 
find out how different sectors of 
the economy are to benefit from 
the 1840 crore outlay. A l l the 
same, we should look into these 
four items so as to get maximum 
information of the planning pro
gramme. 

Let it be noted at the outset 
that out of the 1830 crores, the 
Commission has budgeted Rs. 275 
crores for revenue (that is, consu
mer) expenditure on public health, 
education and housing together 
w i th rehabilitation. That is, 
nearly 15 per cent, outlay is of 

which only 14.56 have been added 
during the preceding year. We 
may, however, assume a net 
annual contribution to the Funds 
of 20 crores, a liberal estimate 
indeed. The Planning Commission 
has allocated 80 crores to railway 
investment, only one-fourth of 
which can be financed from the 
funds. This is not far in excess 
of the investment outlay of 
Rs. 55.60 crores in 1949-50 and the 
estimated one of Rs. 50.48 in the 
current year. Yet the point is, 
can the rate be kept up—or rather 
need it be kept up—in view of 
more urgent investment needs in 
other sectors of the economy? 
One wonders if this high rate of 
spending on railways is really 
justified. 

2. Now to take up irrigation 
and multi-purpose projects. The 
allocation is 400 crores at an 
annual rate of 66. Of the two 
items multi-purpose river valley 
projects are bound to be rated 
higher than irrigation works of the 
traditional sort. This year's budget 
provides for a capital outlay of 
19 crores. In view of the urgency 
of our food problem and also of 
developing depressed areas, it is 
no doubt essential to spend large 
sums on irrigation-cum-hydro-elec-
tric projects. Yet one is puzzled 
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B 

Items of Planned Outlay 

the consumer category, the rest of 
the investment one. Of course 
these percentages wi l l be altered 
if the unclassified 685 crores are 
broken down into the consump
tion-investment heads. Perhaps 
much the larger share of this resi
dual item would consist of invest
ment outlay. As a rough guess we 
may put the aggregate share of 
consumer (- revenue) outlay to 
be 25 per cent, or one-fourth of 
the aggregate. 

Now to the analysis of individual 
items. 

1. As already pointed out, the 
aggregate railway investment should 
be put down at 590 crores, out of 
which the net investment estimate 
comes upto 480. It would be 
instructive to see how the Railway 
Depreciation Fund as well as other 
funds—Reserve and Betterment—-
are building up which is shown in 
Table V. 

From Table V it would be appa
rent the Commission is quite rea
sonable in planning a depreciation 
expenditure of Rs. 18 crores which 
can be adequately met from the 
annual contribution to the fund as 
above. However, net railway 
investment wi l l have to be financed 
out of the railway reserve, better
ment and development funds. At 
the end of the financial year 1950-
51 the overall credit balance in 
these three funds taken together is 
estimated at Rs. 29.44 crores of 
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TABLE V 

Transfer to R a i l w a y Funds, 1 9 4 5 - 5 0 

( Crores of Rupees ) 

by the glaring discrepancy be
tween the estimates of capital out
lay on small and large irrigation 
projects prepared in 1949 by the 
Government of India, and those 
now compiled by the Planning 
Commission. Let us compare the 
figures. 

From these estimates we can 
see that the Central Government 
had planned, for the period ending 
1956, a total capital outlay of 
Rs, 206.9 crores on irrigation pro
jects. Does the Commission want 
to double this expenditure? If so, 
why and for what type of works, 
small-scale and quick-maturing or 
large-scale and late-maturing? It 
is doubtful if the allocation of 400 
crores is indeed justifiable, when 
one remembers that the last year's 
estimates were sufficiently exhaus
tive. Would it not be as well to 

be content wi th an outlay of say 
225 crores? No doubt the claims 
of agricultural development are 
uppermost. Still why not spend at 
least 100 crores on fertilisers, im
proved seeds and co-operative 
farming schemes? 

3. Next we have public health, 
education and housing expenditure 
of Rs. 200 crores at an annual rate 
of 66. The size of this can he 
properly grasped if it is compared 
that for the current year the Cen
tral budget estimates an outlay of 
(a) 79 lakhs on public health, (b) 
283 lakhs on education, and (c) 
15 lakhs on housing, adding up to 
3.77 crores on all the heads. Now 
it is not clear if this expenditure of 
66 crores per annum is to be allo
cated to the Centre or the Centre 
and States taken together. If the 
former, it would certainly be ex-

horbitant; even if the latter, the 
expenditure would be very high 
indeed. No doubt the claims of 
public health and education rank 
quite high in any scheme of national 
planning. Yet need we push up 
our expenditure from 3 to 66 crores 
per year during the next six years? 

4. Finally we have the refugee 
expenditure for which Rs. 75 
crores have been allocated at an 
annual rate of 12 crores. At the 
present time the Centre is spending 
Rs. 19.45 crores (revised estimates 
for 1948-49) while for 1949-50 the 
estimate is 9.52 crores. The plan
ned estimate of 12 crores is there
fore modest enough. Neverthe
less, a question mark once again 
crops up: Are we to be prepared 
for an annual outlay of 12 crores 
on our displaced population for 
the next six years? Or rather, wi l l 
this population continue to remain 
displaced for six years to come? 
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Indeed, this is a gloomy prospect 
tor both the hapless individuals who 
come wi th in the category of the 
displaced, and also for the rest of 
the nation. Surely it implies the 
incapacity of both to stabilise the 
lives of those who are involuntarily 
unstabilised. Perhaps the Commis
sion proposes to have the aggre
gate sum allocated for the next two 
or three years' expenditure, rather 
—than to spread it over the next 
six years. 

The foregoing comments have, if 
anything, taken the Planning Com
mission's estimates very much at 
their face value. The Common
wealth Consultative Committee 
wanted to discuss the financial 
framework of our development 
planning, and hence some tentative 
proposals had to be got ready to 
serve as a basis of discussion. If 
this reply were given to the com
mentary, it should certainly be ir
refutable. Yet there is one advan
tage in taking the estimates as if 
they were final or more or less 
final. We are thereby enabled to 
take stock of our national resources, 
and national needs; to appraise our
selves how large is the size of our 
national cloth and what must be 
the best pattern of coat we could 
cut out of i t . That was in fact 
the underlying purpose of this ana
lysis. 

Among other things it has sought 
to point out an investment outlay 
of 1840 crores seems unreasonably 
large, our internal and external 
resources considered. The tax 
payer may contribute, but perhaps 
not as much as the Commission 
wants h im. The domestic investor 
is shy, and if a high rate were 
guaranteed the service cost of loans 
would start mounting up. And , 
above all , the estimated inflow of 
800 crores of foreign capital is over-
optimistic, unless US Point Four 
programme were implemented and 
accepted w i t h all its implications. 

The planned expenditure is over
done of course, because the receipts 
have been over estimated. Some
thing may be gained at the Com-

.monwealth Conference table by 
putt ing up our national investment 
budget. For two reasons: Com-
ntohwealth countries and the USA 

are bound to prune the estimates; 

so why not, like a shrewd yet 

needy borrower overstate our needs? 

And then the larger the investment 

programme, the greater, perhaps, 

is the chance of gaining confidence 

of our prospective creditors who 

want us to ' stand firm against the 

insidious advance of the enemies 

of freedom and democracy.' If 

we are considered valiant saviours 

of the Cause, our capital balance 
may improve remarkably in the 
next six years. Therefore, on both 
counts, it would be politic to step 
up the budget. 

Yet if economic accounting alone 

were relevant and political consider
ations not to affect i t , would not 
the 1840 or six-year plan appear 
too ambitious? 
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