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The Theory of Indian Economic Development 
(From Our Delhi Correspondent) 

Exceptional agricultural seasons have recently meant that the promised Standard of lift; which was to 
have followed the investment under the Plan can be obtained instead as a God given gift and the increase 
m production, consumption and saving, which have all been due to seasonal good fortune, imply an increas
ed ability to undertake central planning. 

One may be thankful for the break. The circumstances which have been created by an increase in 
agricultural and industrial production can be a spur to increase and intensify our efforts. They increase our 
ability to break the inclasticities in supply, provide basic investment like transport and raise the full employ-
inent ceiling in various ways. The earlier and conservative approach to planning, however, continues to be 
valid, except that the targets can now be raised. 

S L O W L Y and a t a disappoint
ingly unsatisfactory rate, it is 

to be feared, some literature is now 
accumulating on the problems of 
economic development in the under
developed areas. It is unfortunate 
that the spate of literature is not yet 
anything like that on, say, the prob
lem of sterling convertibility. This, 
in recent months, has drawn almost 
every British and American econo
mist from his arm-chair, tempting 
him to speak out his mind on the 
current issues of the day. But as a 
poser for economists, the problem of 
undeveloped economics has, however, 
at least become interesting. Nurkse, 
Viner, Caine, Frankel, Lewis, Singer, 
Ben ham and Mil ls—and a few 
authors whose work is not, perhaps, 
equally well-known or advertised— 
have recently demonstrated the fact 
that what was previously terra in-
cognita is now being explored, even 
if the explorers are as yet t imid and 
hesitant. 

There are still attempts at vague 
generalisation which on this topic 
has been a substitute for thinking so 
far. Harold Wilson's contribution, 
for example, is a splendid example 
of humanitarianism. But it is not 
nearly so good an example of mere 
economic reasoning. There are also 
essays, winch die hard, in linear 
programming. Singer introduced the 
idea, more or less. Some t ime ago, 
he made an attempt to demonstrate 
that in India, wi th its present rate 
of population growth, and wi th a 
target of economic development at 
the rate of 3 per cent per annum, it 
wi l l take sixty-seven years for the 
economy to become independent of 
external aid (on the assumption that 
present savings are at a rate of 6 per 
cent but increase at the rate of 3 per 
eent per annum), Palvia, under the 
inspiration of Twnbergen, has taken 
this up; and l ie has recently worked 
out, as a foretaste of what is to 
come, a two sector model in the first 
instance. 

The attraction of econometrics is, 

surprisingly, still considerable, even 
in so far as this country is concern
ed, in spite of the fact that it can 
provide nothing but an intellectual 
exercise. Polak's attempt to esti
mate, firstly the elasticity of the 
world demand for India's exports, 
secondly, the influence of the Indian 
harvest on India's trade wi th the rest 
of the world, and thirdly, a trend 
break which he has assumed as the 
aftermath of the depression, arc inte
resting, for example, as reflecting the 
spell which equations arc still able 
to exercise over men's minds. 

Nearer home, one has the right 
to be disappointed at least a l i t t le 
that pure theory and analysis have 
been found to be so l i t t le deserving 
of attention as not to get it in ade
quate measure when the Planning 
Commission's research programmes 
were recently settled. 

A l l this, it is true, is apt to leave 
one much more confused than en
lightened. But there is no reason, 
perhaps, to be unduly depressed. 
Serious attention to concrete and 
immediate problems is also being 
paid. At this stage, one may be 
thankful for even a l i t t le . 

I I 
In this article, it is proposed to 

deal particularly wi th questions of 
interest to India. W h a t Benham 
has said of the Colombo Plan is 
applicable in a sense wider than that 
Benham himself intended. Benham 
has said of the Colombo Plan: " I t 
is one of those voluntary and flexible 
arrangements based on goodwill, 
which are not subject to any formal 
rules—it is not really a Plan at all. 
It may be regarded as an envelope 
covering the development program
mes of member countries in South 
and South-East Asia ". The Indian 
Plan, as it has been implemented 
so far, exhibits the typical shortcom
ings and lacunae that are inherent in 
a system to which this description 
can be applicable. 

The Plan in the first place, is 

now destined to undergo further 
revision, if possible, following the 
recent course of food prices. The 
hope is now being entertained that 
the rate of spending under the Plan 
can be increased in order to increase 
the current demand for foodgrains 
beyond the present limits. But it is 
not: clear whether this can be done. 
On the other hand, the following 
considerations have to be borne in 
mind 

1. The recent agricultural pros
perity of the country, which has 
been an act of God, has put the 
problem of planning for prosperity 
in the shade. The question has 
arisen whether our ideas of austerity 
and conservatism should be changed. 

2. The rate of expenditure which 
was previously planned cannot be 
maintained. (One cannot be certain 
at this stage, but the actuals of 
expenditure for 1953- 54 are likely 
to prove to be embarrassingly low.) 
Lit t le , if any, control can be exer
cised over the states (Dean Appleby 
made much of this lacuna in plan
ning, and as a purely academic exer
cise, it has been estimated that 
there would be a shortfall of about 
Rs Q5 crores in the amount which 
the states arc expected to raise 
under ' national budgetary resources * 
in the first three years of the plan 
ending March 31, 1954). 

3 The capital-income ratio, which 
is a crucial figure for purposes of 
forward planning, particularly for 
purposes of econometric planning, 
seems to be amenable to no sort of 
control. A good monsoon makes 
even today all the difference that it: 
could make in James Wilson's time; 
and there are no laws of produc
tion—except for armchair econo-
metricians, who are will ing to pursue 
the will-o'-the-wisp of the Cobb-
Douglas formula. In these circum
stances, how does one estimate the 
potential savings which may be 
available in the system? 

4. The responses of the economy 
to the rate at which the plan is 
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being implemented are still uncer
tain. As Iong as these responses 
are not unsatisfactory, as is now the 
case, there is no problem. The 
Bernstein Mission's advice to us', 
that we should watch for results and 
if they are good, go ahead from one 
level of economic development to 
another and a higher one, would be 
suitable in that case. But what wil l 
happen if the responses are not 
good? What should be our altitude 
towards foreign aid in those circum
stances? And can we afford the 
lukewarm attitude towards external 
assistance which in the recent com 
placent months we have learned to 
develop? 

These are question,-, which must 
be present in the minds of all those 

who are interested in planning. I n ' 
the paragraphs which follow, no 
direct answers to these questions 
wi l l be provided. But some recent 
literature which is relevant wil l be 
summarised. It wi l l be best to take 
the questions seriatim. 

I l l 
The first question can be framed 

as follows: Should the conserva
tive and austere approach to plan
ning be discarded for ever ? 

One must tackle at this stage the 
question of what precisely are the 
characteristics of the Indian econo
mic: system. It can be argued with 
considerable force (and has, indeed, 
been argued) that this economy con 
forms more closely than we may 

think to the classical mode l . It may 
be said to be verging on the fu l l -
employment level at any given t i m e — 
full-employment being understood in 
the sense of all the employment 
that is possible, having regard to the 
social and other rigidities in the 
system, particularly to the fact that 
there are inelasticities of supply. 

Once the assumption has been 
made that, the normal state of the 
Indian economy can be assumed to 
conform to the classical model of  
an economy on the verge of fu l l -
employment the line of policy that 
is to be followed m the matter of 
financing development can easily be 
deduced from this assumption. It 
would follow rigorously from this 
assumption— 

(i) That the inelasticities in sup
ply must be destroyed. (In the 
jargon of modem economics, the 
Hicksian ceiling, wi th in which 
booms including development booms 
can develop, must be raised by 
means of suitable basic investment, 
suitable social and educational chan
ges winch can introduce greater 
mobil i ty and inter-changeability of 
the factors of production, and agri-
cultural investment which can offset 
the vagaries of the seasons.) 

(ii) In financing the investment 
or development expenditure, which 
is intended to raise the full-employ 
ment ceiling on these lines, the 
classical prescription should be appli
cable. This would mean that con
sumption should be curtailed, sav
ings should be created thereby, and 
those savings, after they have been 
created, should be used for the in
vestment or expenditure which is to 
be financed. 

There is l i t t le reason, in spite of 
the present state of the Indian eco
nomy, to discard these maxims of 
policy. They are intended as gene
ral rules of conduct over a fairly 
long-term period, and so regarded, 
they are still valid. Confusion has 
arisen only because exceptional agri
cultural seasons recently have meant, 

(i) that the promised standard of 
life, which was to have followed the 
investment under the plan, can be 
obtained instead as a God-given gift; 
and 

(ii) the increase in production, in 
consumption and in saving, which 
have all been due to seasonal good 
fortune, imply an increased ability 
to undertake central planning. 

1'he confusion, however, need not 
be serious, if one goes into the 
matter fully. One may be thankful 
for a break. One may even be en
couraged to know that after many 
long years, we can still expect to 
have seasonal good fortune from 
time to time. But nothing else 
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really follows after this. The cir-
cumstances which have been created 
by an increase in agricultural unci 
industrial production can be a spur 
to increase and intensify our efforts. 
These circumstances really increase 
our ability to break the inelasticities 
in supply, provide the basic invest
ment like transport which is still 
sorely needed, and raise the ful l -
employment ceiling in the various 
ways in which it can be raised. In 
other words, the earlier and conser
vative approach to planning conti
nues to be valid, except that the 
targets of planning can be raised. 
A minor point, perhaps, needs 

stressing here. The increased agri
cultural production of recent years 
docs not mean that the emphasis in 
the coming plan can shift too greatly 
from agriculture to industry. Those 
who entertain an ardent enthusiasm 
for this change in emphasis might 
read with profit what has been writ
ten recently by Viner, Lewis (on 
the Gold Coast), and Benham. 

The second question is: What 
are the changes in inter state rela
t ion ships which wi l l be necessary in 
order that the centralised direction 
and control of the plan may not he 
the-near-farce that it now sometimes 
seems to be, but instead may be 
something which can be in rich more 
real and purposive than it is today 7 

One's first thoughts on this ques-
tion are to deplore the fact that the 
Consti tut ion of India does not give 
to the Central Government: the 
powers which it needs or can use— 
as Dean Appleby and others have 
deplored this fact. But here again, 
some other thinking has, however, 
been done. 

The trend of the times is away 
from excessive centralisation. Pre
mier Menzics in Australia has re 
cently declared himself as follows: 

" I believe that the federal sys
tem wi l l break down hopelessly, if 
the present state of affairs conti
nues, l i r e Government that 
holds the purse strings wi l l even
tually, more and more, move into 
the centre of things. As I am a 
federalist, to me this paint is 
vital. ' ' 

And Australia is not the only 
country where there has been this 
revolt against centralisation. - The 
financial plan for the introduction 
of a direct central tax and a pur
chase tax, to be levied by the Fede
ration has 'been, turned down re
cently in a referendum in Switzer
land. The United States is also re
considering its grant-in-aid pro 
g ramme. so as to maintain the con
stitutional independence of the states 
in fact as well as in name. In the 

f l ight of the most modem develop
ments, therefore, it is impossible to 
transfer power f rom the stales back 
to the Centre, even if the states in 
India are wil l ing to contemplate fur
ther centralisation, which clearly 
they are not. 

The problem winch the Planning 
Commission wi l l have to face in 
the coming months, particularly 
with reference to the formation and 
implementation, of the second Five-
Year Plan, can be stated m terms of 
the following alternatives: 

(i) Either responsibility for formu
lating the plan can be shifted more 
and more to lower levels, and an 
area of expenditure on the fringe of 
the Five-Year Plan can be left to the 
discretion of the local authorities, on 
the condition that they raise the re 
sources needed locally. in terms of 
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money, or labour and payments in 
kind, 

(ii) Or the existing monolithic 
structure may be allowed to remain, 
and the district plans on the basis 
of winch the second Five-Year Plan 
is.now to be framed, may be allowed 
to lead up, in due course, to a huge 
unwieldy plan, which wil l be nomi
nally directed from the Centre 
but wi l l involve in reality all the un
satisfactory features of the present 
system, namely, the divorce of res
ponsibility for raising funds from the 
responsibility for spending, costly 
bureaucratisation at the Centre, 
administrative delays, and lack , of 
local enthusiasm. 

, It is not yet certain which of these 
alternatives wil l be chosen. It has 
been suggested? however, by sympa
thetic observers like Benham, that 
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local initiative must be allowed to 
grow at this stage; and this is in 
line with the latest thinking on the 
subject. 

The third question which arises 
is; Can recent experiences be 
interpreted as indicating the exist
ence of unsuspected savings in the 
system and/or can the capital in 
come ratio expected to be more 
favourable than was assumed ear
lier ? 

A dogmatic answer cannot be 
given. Singer has made alternative 
assumptions. Savings from out of 
new incomes may be at the rate of 
50 per cent, 20 per cent, or 6 per 
cent; and these rates, being calcu
lated on the first year's increase in , 
incomes, may be constant over time, 
or may increase at the rate of, say, 
3 per cent per annum. From these 
data. Singer gets results varying 
from a period or cloven years, 
wi th in which the Indian economy 
can become independent of foreign 
aid, to an indefinite dependence by 
this country on foreign aid. 

Nurkse, has not projected the 
mechanics of' saving and develop
ment into the future. Bu t he 
notices what -to an Indian should be 
a very reassuring fact. This is that 
the so-called ' demonstration effect ' 
of high living standards is, as far as 
Indians arc concerned, very low; and 
in consequence the ability of Indians 
to save is more than ordinarily high. 

One must hesitate, even in the 
light of experience with the national 
plan, to express an opinion in this 
matter in quantitative terms. It 
seems to be safe, however, to state 
one finding. Present and prospec
tive savings, which are and wi l l be 
available in the system, may be more 
than we have been accustomed to 
take for granted so far. If true, this 
is a valuable addition to our "know
ledge. 

The fourth and last question is: 
Will the responses of the Indian 
economy to the maintenance of 
development expenditure at current 
or greater rates continue to be satis-
factory ? And in consequence, can 
we contemplate complacently the 
fact that foreign aid may not now 
be available, or wi l l at least taper 
off? 

Here again, it is difficult to be 
dogmatic. Singer's calculations may 
be taken to indicate the limits of 
what will be needed on various 
assumptions. It is noteworthy that 
he does not belittle this problem. 
Wi thou t going into detail, Benham 
also thinks that the external capital 
needed may be about or more than 
one half of the total expenditures. 
But paradoxically, having regard to 
these opinions (and having regard 

also to the further obiter dictum for 
which Benham is responsible, namely, 
that no limits on the capacity to 
absorb foreign capital need be anti
cipated) India has been unable 
recently to spend its available reser
ves of foreign exchange at a reason
ably satisfactory rate. 

The crux of this problem is, of 
course, how the economy is going to 
react. If it responds w e l l as it does 
just at present, then there is no 
problem of prices. And not only is 
there no problem of prices, but the 
foreign trade, winch may be needed 
for implementing the plan, may 
also become relatively unimportant. 
In a world in which the Federation's 
hopes of replacing' imports will have 
been realised, we need not worry 
over much about balance of pay
ments deficits or foreign aid. 

The economy, however, cannot 
always be expected to respond well. 
Even if it does, moreover, the size 
of the plan may be increased; and 
this may recreate for us the problem 
of finding residually some foreign 
aid, in order to offset the possibility 
of price increases, or deficits in pay
ments. It is difficult to anticipate 
what wi l l happen. Bui on the whole, 
it is just possible—between optimis
tic assumptions on the one hand as 
to what assistance wil l be needed 
or may he available, and a willing
ness on the other hand to raise our
selves by our own bootstraps—that 
we may manage to get along satis
factorily with only the present trickle 
of aid. 

I V 

The general tone of the most 
recent literature has been optimistic. 
It may be that we are natural opti
mists now and one is inclined to 
project into the future the good for
tune of the last two years—with or 
wihwut reason. But the optimism is 
not, perhaps, quite unreasoning. 
The very facts that a favourable 
turn in the events can take place, 
and that even now it can mean so 
much in terms of an increased ability 
to sustain a high rate of develop
ment, are interesting. 

Recent experience indicates defi 
nitely that events in the undevelop
ed countries of the world fail to 
conform to the pattern b i d down in 
economic text-books and some at 
least of the economists whose atten
tion has been directed to these prob
lems have now recognised this. They 
know, for example, that the deve
lopment of the poorer half of the 
world need not necessarily be slow. 
'They know also that eastern stand
ards and habits arc unique (a fact 
which even Colin Clark has now 
recognised by formulating a new 

'standard for the measurement of 
welfare called the Oriental unit) . 

The knowledge that economic 
problems in India and elsewhere are 
sui generis, and need special atten
tion (while the rewards of research 
and of enterprise need not hereafter 
be as sterile as was thought t i l l 
recently) must now encourage the 
economises of the world to devote 
themselves to the great humanita
rian task of advancing the prosperity 
of these poorer nations. Sooner or 
later, this wi l l involve a great change 
in the approach to Eastern problems. 
It need not any longer be assumed 
as so liberal a Socialist as Cole 
assumed in the Webb lectures of 
1951 that these countries wil l be 
easy targets for Communists to aim 
at. It is no longer necessary to 
throw up one's hands in despair, 
when the problems of economic 
development in the backward areas 
are brought up; and this is the most 
vivid impression which one retains 
on a perusal of the recent literature. 
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