
Planning And Foriegn Aid 

AM O N G S T the m a j o r tasks 
fac ing the New Par l iament 

perhaps the most impor tant is that 
of considering the final version of 
India's development plan, and en-
acting the legislation necessary for 
implement ing i t . T h e task is, by a l l 
accounts, immense and complicated. 
I t involves gaining control over and 
accelerating the pace as we l l as 
directing the course of economic 
activity in this country w h i c h has 
been mor ibund for a long t ime . In 
such a tremendous undertaking, it is 
true, the ul t imate condi t ion of suc
cess is the determined effort of the 
people. Bu t i t is the responsibility 
of the state to create the necessary 
enthusiasm amongst the people and 
to canalise that enthusiasm properly. 
I t is, in other words, in the field of 
organisation and direct ion of effort 
that the state has to show the way. 

T h e state cannot obviously show 
the way, if it is not clear about the 
objectives to be attained w i t h i n a 
specified period and the means of 
at taining them. In the present state 
of the country when every sector of 
the economy needs badly to be deve
loped and at the same t ime, when 
resources are l i m i t e d , the choice of 
proper objectives is not easy. W h a t 
ever order of priorities the Planning 
Commission may decide, and the 
Parliament approve, there w i l l be 
sections of the communi ty which 
w i l l be pressed relatively harder than 
the others. The problem is further 
complicated by the fact that what
ever p lanning is undertaken, it w i l l 
have to be done w i thou t prejudice, 
on the one hand, to the Federal 
structure and, on the other, to the 
widely prevalent notions of a ' mixed 
economy ', 

To a certain extent, the Draf t Five 
Year Plan pu t out last July by the 
Planning Commission po in t the way 
to a compromise solution wh ich 
m i g h t appear attractive to the Parlia
mentarians. T h e Commission's de
velopment plan for Ind ia steers 
clear of any definitive stand in re
gard to bo th objectives and the 
manner of execution. In the f i rs t 
place, whi le all emphasis is placed 
on increasing aggregate output , the 
Commission hope that this w i l l be 
achieved by the Government in i t i a t 
ing development in the agricultural 
sector and l e t t i ng private enterprise 
do its b i t in regard to industrial pro
duct ion . They , therefore, f ind them
selves in the curious position of plan
n ing for increasing agricultural pro
duct ion in defined stages, whi le tar
gets in the industrial sector are lef t 
more or less in the f o r m of wha t 

private enterprise believes possible, if 
all facilities are provided to it by the 
State. As a natural consequence, the 
question of how much of control is 
necessary for the implementat ion of 
the plan is left very vague. 

Similarly in regard to plans for the 
public sector, the responsibility for 
executing them is distr ibuted between 
the Centre and the State governments 
—the division corresponding roughly 
to the d is t r ibut ion of functions laid 
down in the Cons t i tu t ion . T h e 
greater part of developmental expen
diture under agriculture, education, 
medical, public health, etc., is to be 
incurred by the States' whi le m u l t i 
purpose river valley projects, trans
port and communications and refugee 
rehabil i tat ion arc to be financed by 
the Centre. T h e inadequate resour
ces at the disposal of the States 
makes it incumbent for them to de
pend on the Centre for financial as
sistance; at the same t ime , they are 
very zealous of their autonomy and 
brook no interference f rom the Cen
tre in regard to making up the plans 
or executing t hem. T h e Centre, for 
its part, cannot just make over the 
necessary finances and look on l ike 
a spectator. It has the responsibility 
for mainta in ing stability in the eco
nomic system as a whole, for keeping 
prices and the balance of payments 
under check. It cannot therefore 
remain indifferent as to how the 
money is being spent; and yet it has 
not armed itself w i t h the powers 
necessary for the purpose. T h e ex
tent to wh ich planning and execu
t ion in the publ ic sector should be 
centralised in order to make policy 
really effective is a question which the 
new legislature has to decide. 

These are aspects of p lanning 
wh ich w i l l no doubt be considered, 
since the interests involved are wel l 
represented in the Parliament. 

There is a t h i r d angle to i t , w h i c h , 
however, may not receive adequate 
at tent ion on the ground that i t is too 
complicated or too simple to bother 
about. Ind ia has to depend on real 
and financial resources from abroad 
to carry out her plans unless she is 
prepared radically to alter her n o l i t i -
cal and social structure in order to 
mobilise the required resources do
mestically. For the present, we may 
rule out the revolutionary method as 
unacceptable to the party in power, 
and probably to the majority of the 
people. Depending as she does on 
foreign assistance, her plans and po l i 
cies have to be acceptable not only 
w i t h i n the country but also to those 
w h o are most able to help . In effect. 
i t means that the ideology behind 
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the plan, and the policy measures to 
be adopted should be acceptable to 
the USA, the members of the Bri t ish 
Commonweal th , and international 
agencies like the W o r l d Bank. 

This t h i r d aspect presents a real 
snag. For, the Government cannot 
give the impression of depending too 
much on foreign aid and t r i m m i n g 
its sails accordingly. N o r can it deli
berately choose a course which rules 
out possible assistance. The Plan
ning Commission by-passed this di lem
ma by d iv id ing their plan in to "a 
First Part and a Second Part—the 
former to be implemented irrespec
tive of foreign aid, and the latter to 
be taken up only if foreign aid became 
available. But the d iv id ing l ine be
tween these "two parts seems to be 
fading away. In the revised version 
of India's six year development plan 
published after the Karachi meeting 
of the Colombo Plan Consultative 
Commit tee , there is no such overt 
breakdown of the Plan. A l l that has 
been done is to keep an outlay of 
Rs 360 crores out of a total of 
Rs. 2,334 crores " unallocated ". The 
dis t r ibut ion of this por t ion , it is said, 
w i l l be published in the Final Report 
of the Planning Commission, " in 
the l igh t of the availability of ex
ternal assistance ". Presumably, when 
the Final Report arrives, some as
sumption w i l l have been made about 
the magnitude of external assistance, 
and there w i l l be no " unallocated " 
por t ion . 

It is wor thwhi le looking somewhat 
closely in to this matter of external 
aid not only because of its possible 
poli t ical implications, but because of 
its economic implications. These 
latter are a function of both the 
magnitude of the aid and the terms 
on which it is offered. In the revis
ed version of the Colombo Plan for 
Ind ia—which , since it follows the 
lines of the Draft Five Year Plan is 
unl ikely to be very much different 
from the final version to be publish
er! shortly by the Planning Commis
sion—only Rs 1,551 crores out of 
the total outlay of Rs 2,334 crores 
in the public sector w i l l be met 
from domestic resources. T h e re
mainder, viz., Rs 783 crores w i l l 
have to be obtained as grants or loans 
from abroad dur ing the six year pe
riod 1952-57. We have already re
ceived in 1051-92 grants and loans 
from abroad amount ing to over Rs 
125 crores, excluding whatever has 
been drawn from our sterling balan
ces. T h e expectations according to 
the Colombo Plan are that in the 
remaining five years, external assist
ance w i l l be provided to India at an 



May 17, 1952 THE ECONOMIC WEEKLY 

470 



annual rate slightly in excess of that 
in 1951-52. W i t h foreign aid of 
this magnitude, and releases from 
sterling balances amounting to Rs 390 
crores, we should be able to have a 
balance of payment deficit on current 
account of Rs 1,173 crores in the six 
years. Deficits in 1951-52 and 1952-
53 are estimated at Rs 215 crores and 
Rs 200 crores respectively, so that in 
subsequent years, the annual deficit 
w i l l be somewhat less than Rs 200 
crores. 

Addi t iona l imports of goods and 
services made possible thus obviously 
add to real resources available w i t h i n 
the country. 'The magnitude of real 
resources so added depend on the 
terms of trade; and should the terms 
of trade improve in the later years, 
the quantum of real resources added 
may well remain unchanged, despite 
the apparent fall in the size of the 
balance of payments deficit. But the 
future trend of terms of trade cannot 
be forecast w i th any precision, so that 
the larger the extent to which the 
public development programme is to 
be financed w i t h external aid, the 
more difficult becomes the assessment 
of governmental investment in real 
terms. 

This is however, a minor point 
since loans and grants may be 
made in real terms, the financial 

counterpart being adjusted to prices. 
W h a t is more important is the man
ner in which these large deficits are 
to be incurred. Presumably, not a l l 
the additional imports represented by 
the balance of payments deficit w i l l 
be required directly for the projects. 
Tha t is to say, it is unlikely that the 
foreign expenditure component oF the 
outlay on schemes included in the 
plan of the public and private sectors 
w i l l itself amount to Rs 1,175 crores 
in the six year period. Very probably, 
not more than a half of it can be so 
accounted. This suspicion is re-inforc-
ed by the indications that in all 
pobability, American aid w i l l be for 
f inancing communi ty development 
projects, for which the major part of 
the expenditure w i l l be internal. 
Thus a substantial part of the balance 
of payments deficit w i l l be due to 
import of goods to be sold to the 
public for mobil ising rupee finance 
required for the development 
schemes. 

The process of raising rupee 
finance in this manner is a delicate 
operation. For, the success of such 
a policy depends on impor t ing those 
commodities which may be sold in 
side the country wi thou t much 
trouble. The problems which have 
arisen in respect of raw cotton im
ports recently arc a pointer to the 

difficulties involved. In view of the 
serious shortages of food and other 
essential consumable articles w i t h i n 
the country, it would , of course, seem 
unduly pessimistic to talk of the 
problem of selling goods. B u t it 
must be remembered that even neces
sities cannot be sold at any price. 
W i t h the removal of food subsidies, 
the price at which imported food
stuffs can be sold wi l l depend on i n 
ternational prices, which are unlike
ly to come down substantially in the 
near future. A n d as experience in 
Bihar, for example, has shown (vide 
The Economic Weekly , A p r i l 19, 
1952, p 404), there is not enough 
purchasing power at the high prices 
at which the imported variety has to 
be sold. 

The position w i t h regard to other 
articles is equally difficult. W i t h the 
depression in the world textile 
market and the increased availabili
ties of domestic raw cotton to cater 
to the internal demand f o r ' specific 
varieties of textiles, the scope for rais
ing counterpart funds through i m -
norts of raw cotton seems to be very 
l imi ted . Similarly in the case of raw 
jute, the other important raw ma
terial. Finally, whi le there may be 
a large number of consumer goods 
whose imports may be liberalised 

foreign w i t h larger availabilities of 
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exchange, such a policy m i g h t only 
result in increased consumption ex
penditure instead of increased mobi 
lisation of rupee finance for develop
ment purposes. 

H o w best the expected foreign 
aid could be utilised deserves, there
fore, careful examination on . the 
strength of demand for different 
commodities w i t h i n the country. 
There is a further point . W h e n a 
country has a large balance of pay
ments deficit, it implies, to the ex
tent that it is incurred by the private 
sector, an absorption of domestic 
currency from the private sector. 
Further, to the extent that the de
ficit is on account of Government 
imports of goods to be sold domesti
cally, there is a diversion of funds 
from the private to the public sector. 
Such absorption of purchasing power 
may be all to the good in an infla
tionary situation. But it might also 
mean, when coupled w i t h other mea
sures for credit restriction, a reduc
t i o n in w o r k i n g funds available to the 
p r iva te sector, so t h a t maintenance 
o f ou tpu t a n d employment m i g h t 
become diff icul t . Such a s i tuat ion has 
developed in the past few months ; 
against a large balance of payments 
deficit , there has been no compen
sating in jec t ion of l i q u i d i t y i n to the 
system t h r o u g h budget deficits. 

Planning a large balancer of pay-
ments deficit, therefore, implies i n 
curr ing a budget deficit, if a recession 
in the private sector is to be checked, 
especially when the recession takes 
the form of a payment crisis. But 
this gives rise to a di lemma. Large-
scale deficit financing of development 
expenditure is viewed w i t h suspicion 
by many and it migh t well be dis
approved by the prospective lenders or 
donors abroad and reduce the magni
tude of aid. N o r can India now re
turn to a cheap money policy, since 
the sterling area countries have pre
sumably agreed that in order to solve 
the crisis in sterling, all of them 
should try to make greater use than 
heretofore of monetary and credit 
control as a means of keeping aggre
gate demand in check. It would 
thus appear that the Government, 
wedded as it is to the policy of plan
n ing in a mixed economy, is liable 
to fall between two stools: If i t does 
not have a budget-deficit, it might 
imper i l the plans of the private 
sector, (which are an integral part of 
India's development plans) and en
gender a deflation; on the other 
hand, if it does have a budget-deficit, 
it might be accused of not living; up 
to its international commitments of 
doing all it can to reduce the pressure 
of aggregate demand and making it 

p o s s i b l e f o r t h e c o u n t r y t o l ive w i t h 
in its means. 

I t would , on present indications, 
be safe to assume that the Central 
Government Budget for 1952-53. 
w i l l have a large deficit, if develop
ment expenditure is no t pruned. 
Viewed in terms of aggregates, there 
may therefore be some off-setting of 
the balance of payments by budget 
deficits. Bu t the aggregates tel l 
only part of the story. In the pro
cess, there is bound to be a redis
t r ibut ion of purchasing power w i t h 
in the economy, the repercussions of 
which on economic activity w i l l 
have to be taken in to account in 
framing policy. T h a t is to say, 
whi le the balance of payments deficit 

.absorbs domestic currency from one 
section of the populat ion, the bud
get deficit may add to money i n 
comes in quite a different sector. 
W h a t effects this w i l l have on the 
relative strength of demand for vari
ous types of goods and services and 
on the flow of money savings de
serves serious consideration. 

These are very real problems to be 
faced in regard to uti l isation of large 
foreign aid through balance of pay
ments deficits. T h e mere availabi
l i t y of external finance does not 
solve the problem of planning for 

(Continued on p. 508 
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