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The Planning Calculus 

THE Five-Year Plan aims at an 
expenditure of Rs 2,069 crores 

in the public sector and Rs 1,213 
crore in the private, sector over a 
five-year period f rom 1950-51 and 
hopes to raise the national income 
f rom Rs 9,000 crores in Rs 10,000 
crores, i.e., by 11 per rent. This 
figure are is arrived at by estimating 
the value at 1948-49 prices of the 
increased pruduction under the 
various targets and adding it to the 
national income in 1950-51. T h e 
largest increase is in agriculture 
(Rs 700 crores) and the largest 
percentage increase is in industry 
[over 35 per cent) . The 1950-5,1 
figure of Rs 9,000 crores is calcu
lated by adjusting the 1948-49 esti
mate of national income, assuming 
that per capita in income has remain
ed the same. Allowance is also 
made for the growth of population. 

This is a modest advance. It is 
important , nevertheless, because it 
lays the foundation for the future, 
by augmenting our rapacity to un-
dertake investment. The results of 
the ini t ia l expenditure are in be 
seen three years hence and the pro-
portion of national income saved 
and invested rises from 5 per rent 
in 1950-51 to 6¾ in 1955-56. Such 
an increase may not seem specta
cular in the fare of some Eastern 
European countries like Hungary 
and Poland, stepping up the pro
portion of their national income 
devoted to investment to 18 or 20 
per cent after a year or two of 
planned development, Gradual i n 
crease is perhaps the price that has 
to be paid in planning by persu
asion. Though the average rate is 
low, the proport ion of the incre
ment in income that w i l l he devoted 
to investment goes on rising steeply. 
At the end of the present five-year 
period as much as 20 per cent of 
the increased income w i l l be devot
ed to investment and in subsequent 
years the proportion wi l l be 50 per 
ren t ; and the proport ion of total 
income invested w i l l rise to 20 per 
cent in the end. The First Five-
Year Plan is thus to be viewed only 
as the first step in this process of 
development t i l l 1977. Per capita 
income then w i l l be exactly twice 
the figure in 1950-51. 

These calculations are made on 
the assumption that 'popula t ion 
grows at an annual rate of 1¼ per 
cent and that the ratio of capital 

to output 3 to 1. Sticklers for ac
curacy may raise protest against the 
former. The growth rate has been 
derived from the recorded rise of 
12½ per cent over the past decade. 
Strictly speaking, the annual growth 
rate w i l l have to be compounded 
to reach the figure 12½ at the end 
of 10 years. In that rase the annual 
growth percentage w i l l he closer 
to 1. This, however, is only an 
aside. 

The capital-output ratio is more 
important . It indicates the units 
of capital that w i l l he required to 
produce one uni t of output, both 
in value terms, and provides a 
formula for estimating capital re
quirements, once the targets for 
final output are la id down. This 
ratio is necessarily an average, as 
capital requirements vary from in
dustry to industry, being as low as 
2.1 in l ight industries like cotton 
textiles and as high as 7 and 9 in 
the ease of cement and hydro
electric power. Even so, the ratio 
set down is high and compares wi th 
the ratio of 3 in 3½ in the UK and 
the USA and is far removed from 
a capital ro-efficient of 1.9 for a 
country like South Africa. It is 
interesting to compare this ratio 
w i t h die 2.4 laid down by the Bombay-
hay Plan, which was dismissed as 
wildly improbable in some quarters, 
Considering the fart that the largest 
increase in income ( Rs 700 crores) 
is in take place in agriculture and 
investment there is of the order of 
Rs 600 crores, it would appear that 
the capital-output ratio for most 
other industries is higher than 3 
to 1. This means that a large part 
of the investment is in capital-in
tensive heavy industry. There is 
no harm in this. One should sup
pose that this k ind of investment is 
necessary if a rapid rate of indus
trialisation is to be achieved. The 
Commission, however, have not 
grasped the nettle firmly and re
jected fuller employment as an 
immediate objective altogether. 
Instead, they have paid lip service 
to employment while planning for 
capital-intensive investment. 

Mul t ip l i e r enthusiasts might feel 
a l i t t le puzzled at this. Have they 
not been taught that an act of i n 
vestment leads to an increase in 
income which is a mult iple of itself? 
How, then, can investment three 
times as large be necessary to pro-

dure income which is only a th i rd 
in magnitude? The two, however, 
are quite different. Capital-output 
ratio is more or less technically 
determined and tells us the amount 
of capital which w i l l have tn be 
associated wi th other factors in 
order to produce a uni t of output. 
The investment is needed to make 
additions to productive capacity. 
Given a certain stork of capital, a 
certain output is technically pos
sible. Whether that is produced or 
not depends upon the relative posi
tions of aggregate supply and 
demand. The mult ipl ier tells us of 
the filial effect on output of an 
in i t ia l increment in the demand for 
i t . It is a factor important in deter
min ing the size of output that it 
actually produced while the capital 
output ratio concerns itself w i t h 
the size of output that can be pro
duced. The latter is important in 
an economy where full capacity is 
leached while the former assumes 
enormous significance when rapa
city is under-utilised, 

If we assume a capital-output 
ratio of 3 to 1 and want an increase 
in output of Rs 1,000 crores. we 
wi l l have to plan an investment of 
roughly Rs 3,000 crores. In the 
national budget given in the Plan. 
roughly the same amount of invest
ment is planned. The public sector 
is expected to undertake an invest
ment of about Rs 1.700 crores: 
private organised industry is expect
ed to spend Rs 500-600 crores. The 
rest w i l l be made up of construction, 
private investment in rural areas 
and inventories. Since very l i t t le 
is known about these they have 10 
he treated as residuals. This is 
highly unsatisfactory as traders' i n 
ventories are likely to be an import
ant fluctuating item which might 
have a disorganising effect on the 
economy. Resources in meet this 
demand for investment are expected 
to he adequate. On the basis of 
the savings-investment account of 
the economy as a whole for 1950-51, 
the Commission estimate that about 
5 per cent of national income, is du
rate at which saving currently takes 
place. Assuming that for the first 
three years of the Plan the rate of 
saving remains the same and i n 
creases in 5¾ per rent subsequently, 
saving available for investment over 
the entire period w i l l be Rs 2,700 
crores. Added to this w i l l be ex-
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ternal resources and sterling releases 
bf about Rs 800 crores. Thus re
sources available for investment w i l l 
be Rs 3,400 crores and w i l l be ade
quate for the investment planned. 
No great hardship wi l l be necessary 
to procure the saving required for 
planned investment, assuming that 
the specified amount of foreign re

sourced are available. 
Tha t the Plan does not ask for 

heavy sacrifice on the part of the 
people can be-seen in another way. 
Assuming a national income of 
Rs 9.000 crores and a rate of sav
ing of 5 per cent of national in -
come per capita consumption of a 
population of 35.7 crores would 

after al lowing for an increase in 
population at the rate of 1¼ per 
cent, per capita consumption would 
be Rs 247. The justification for 
this is sought in the fact that l i v ing 
standards are so low already that 
any further decline is undesirable, 
and that any increase in the rate 
of investment should be achieved 
by devoting a larger part of the 
increment in income to investment 
tathcr than by reducing consump
tion corresponding to present n-
come. Where living standards are 
so low, a small rise in consump
tion has to be allowed. 

How wil l the larger rate of sav
ing out of increased income be 
brought about? If a 5 per cent 
realised rate of saving reflects a 
psychological propensity to consume 
and not a mere ex post ratio, in 
creased income is not likely to yield 
a higher volume of saving. Wi th 
a large proportion of people l iving 
at the level of hare subsistence, in
creased income may not at all mean 
larger absolute saving. This ten
dency is likely to be strengthened 
by the fact that population is grow
ing all the time. It is possible to 
increase the volume of saving bv 
allowing a major part of the in
creased income to accrue to the 
richer classes of people, as it accru
ed to the Zaibatsu in Japan. Such 
a possibility wi l l occur unless social 
conditions and polit ical objectives 
are very much different from those 
of pre-war Japan. So government 
will have to force people to forego 
a part of the increased income 
which they would like to consume. 
Appropriately enough, the Com
mission have estimated that the 
largest increases in saving are likely 
to occur wi th Government and p r i 
vate incorporated enterprises. If 
it is assumed wi th the commission 
that the scope for further taxation 
is l imited, profits of these enter
prises have to be swollen by charg
ing prices much higher than factor 
cost and the necessary .saving ex
tracted. Firstly, these high prices 
w i l l raise the prices of those pro-
duets which use services from gov
ernment enterprises and these may 
percolate into the system creating a 
certain amount of inflationary 
pressure. Secondly, this w i l l go 
directly against the pricing policy 
of public enterprises which has 
found favour with the Commission 
elsewhere. A non-profit making 
price policy is recommended for 
public utilities like electricity. Wel
fare considerations point this out to 
be a good policy. If this is to be 
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general ly fol lowed, for a l l govern-
ment enterprises, inc luding the ra i l 
ways, the much needed surpluses 
w i l l not be realised and develop
m e n t , at a high rate is rendered im
possible. One cannot have the 
best of both the worlds of welfare 
and development! 

T h e Planning Commission are 
not assailed by doubts regarding the 
saleability of the increased output 
which the textile producer who has 
already reached the target and who 
nas unsold stocks on hand wi l l have. 
If the output produced is worth 
Rs 10,000 crores, the saving rate is 
6¾ per cent and there are definite 
investment plans to take up the 
volume of saving available, no doubts 
regards saleability need arise at all . 
Th i s is because purchasing power 
equal to the value of the output is 
in the system; and the saving ratio 
clearly indicates the consumption 
plans of the people. Such aggre
gate thinking, of course, does not 
assert that demand and supply w i l l 
be equal in each and every case. 
It is quite possible that people may 
spend more on food and less on 
cloth in which ease queues before 
food shops (assuming controlled 
prices) w i l l lengthen while stocks of 
cloth wi l l remain unsold. So it is 
essential to see if people's expendi
ture is such that the increased out
put due to higher targets is actually 
met by a higher demand. The 
Commission are aware of such a 
need for commodity budgets on the 
basis of data on expenditure but 
blandly assert that since the prob
lem is one of shortages of supply, 
no doubts regarding demand need 
be entertained at al l . Looking to 
the state of the textile and sugar 
markets one wishes they had not 
been so dogmatic. Since the volume 
of private investment is dependent 
to a large extent upon their profit 
experience; dur ing the planning 
period, such commodity budgets 
w o u l d have given a better picture 
of the feasibility of the Plan. 

There is yet another danger that 
such static model-building has to 
face. The Plan has merely taken 
various acts of expenditure and 
seen that they are matched by an 
equal amount of resources and cal
culated the resultant increase in 
output in 1955-56. But as the 
Commission have themselves put 
i t , development is a continuous pro
cess. It is not enough for show what 
a consistent picture for the economy 
as a whole in 1955-56 w i l l be like, 
but it has to be shown that the pic
ture . w i l l emerge. Not only should 

all the sectors grow but the growth 

should be mutual ly consistent a l l 
along the line. Any maladjustment 
between the different parts of the 
economy w i l l upset the whole finely 
drawn scheme, simply because past 
experience affects greatly future 
production plans. This maladjust
ment dur ing an expansion was a 
favourite theme of former business 

cycle writers. If development is to 
be smooth and not merely bumping 
f rom crisis to crisis, if the economic 
machine is to work efficiently and 
not become creaky, rat t l ing and 
temperamental, more attention has 
to be paid to the process of growth 
than has been done so far. 

R M . 
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" W A N T T O K N O W S O M E T H I N G ? " 

BSY'SO/ 


