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Opportunities Surrendered and Lost? 
A G 

If the short-period goal of development is to teach the ceiling rate of savings of 12-13 per cent, 
the shorter that short period is, the better for the country. If the rate of savings could be pushed to still 
higher levels, no particular urgency would have applied to the quantum of foreign assistance available 
in the short-period. It is in the absence of any such long-term prospects for the rate of savings that 
one has to feel despondent about the present stagnancy of external assistance. 

If the amount of foreign aid were to be raised substantially, say to the magnitude of a regular annual 
stream of about Rs 500 crores, the achievement of the long-term goal will be made relatively less onerous. 

A M O N G the facts brought 
out by the third progress 

report or the Five-Year Plan, a 
particularly distuing one is that in 
the first 4 years, only 40 per 
cent of the tunned outlay has been 

tic? 
The another is that although our poli 
ticians lament that the flow of 
foreign assistance is so tardy, the 
sum allotted by foreign sources has 
not been fully appropriated during 
these years. Of the 234 crores of 
foreign assistance authorised, no 
more than Rs 1 32 crores have been 
absorbed. 

Some critics wil l no doubt find 
in all this a confirmation of their 
pet theory that a horse can be taken 
to the trough but it cannot be 
made to drink. The pet specious 
argument wi l l be aired that it is just 
not possible to force the price of 
development beyond a certain point: 
the system wi l l refuse to work, the 
generosity of foreigners notwith
standing. 

SEVERAL BOTTLENECKS 

It takes time to adapt the mecha
nism of a stagnant economy to the, 
processes of expansion, i t wil l be 
wi+sely pointed out. Where domes
tic capital formation has been tradi
tionally low, a sudden injection of 
resources from outside does not all 
at once make things better. Diverse 
bottlenecks—non-availability of per
sonnel, lack of organisation and of 
detailed plans, and more than any
thing else, institutional inertia—will 
inhibi t progress. The rate of in 
crease in external resources for 
development has therefore to be 
tuned to the inner rhythm of the 
economy itself. 

As an explanation, of course, it 
does not go very far. Besides, the 
shortfall has occurred not only in . 
the matter of absorption of external 
assistance, but also in the general 
implementation of the Plan as a 
whole. The rate of expenditure even 

from "domestic resources has been 
unsatisfactory. Japan's rapid deve
lopment towards the close of the 
nineteenth century, however, suggests 
that a liberal economy wil l protest 
and groan if all of a sudden an 
effort is made to raise the volume 
of investment substantially. That 
there wi l l be occasional hitches can 
be conceded; but to try to build a 
theory of organic difficulty on such a 
flimsy base is indeed hazardous. 
The shortfall in investment expendi
ture as well as the non-absorption 
of authorised foreign assistance, may 
just be due to organisational in expe
rience, which, given time, wi l l per
haps be more than made up. A 
short-term series of three years can
not in any case have any statistical 
significance for drawing conclusions! 

FOREIGN AID TOO LITTLE 

Besides, some other considerations 
arc called for. For even if all the 
authorised sums were fully utilised, 
the aggregate volume of foreign aid 
would still have remained unimpres
sive. On present indications, wi th 
American generosity towards the 
rest of the world gradually cooling 
off, India cannot hope for any signi
ficant enlargement of economic aid 
from that country, either on a gov
ernmental or private level. The 
Colombo Plan members are relatively 
a poor lot; their mutual aid schemes 
cannot go very far. We can, of 
course, be pleasantly impressed by 
the occasional acts of kindness from, 
say, the remote Scandinavians; but 
these arc never much more than 
token. The S U N F E D idea is still 
born. It is conceivable that from 
now on, countries in the Soviet 
sphere of influence wil l intensify 
their overtures to provide economic 
aid to India. But given the deli
cate foreign alignments of the coun
try, it is doubtful whether the 
enthusiasm at the receiving end w i l l 
be equally effusive. Under the cir
cumstances, India wil l have to con
sider herself lucky if effective foreign 
aid in coming years reaches even the 

figure of about Rs 100 crores on an 
•annual average, that is to say, barely 
one per cent of the country's national 
income. 

Wha t is the precise significance 
of such external assistance in the 
context of the programme of econo
mic development for the country? 
Now on the assumption of a capi
tal-output ratio of 3:1 (this is in 
consonance with the Planning Com
mission's own hypothesis), an addi
tional investment equivalent to 1 per 
cent of the total national income can 
generate an increase of .33 per cent 
in the national income. Out of 
this increment, a part, roughly equi
valent to .03 per cent of the 
national income, can be expected to 
be renivested; the new income to 
be realised this time wil l be only 
.01 per cent of the original national 
income. Thus the multiplier effects 
of foreign aid are certainly not very 
important from the point of view 
of long-term development planning. 

FUNCTIONAL ROLF 

That, this is the case will perhaps 
be conceded by protagonists of 
foreign aid. They w i l l , however, hug-
gest that the context in which exter
nal assistance is advocated is differ
ent : that foreign aid has a certain 
functional role to perform in the 
short period. For a hitherto-back
ward economy, the argument runs, 
the critical period is in the initial 
years of planning, when the rate of 
savings is still very low. The eco
nomy has first to attain an adequate 
level of savings before it can finance, 
on its own, investments for further 
expansion. This so-called ade
quate level of savings is taken to 
be 11-13 per cent of the national 
income, which is the rate of savings 
for the major capitalist countries. It 
is suggested that once India reaches 
this rate of savings, she wil l be in 
a position to dispense with foreign 
aid. External assistance .will thus be 
needed only for the critical period, 
when the country i s ' trying to raise 
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its rate of savings from the assumed 
traditional level of 5 per cent to the 
' n o r m ' of II-13 per cent. Such 
assistance, i t is claimed, wil l help the 
country to tide quickly over this 
difficult period. 

NO HELP TO REACH BASIC RATE 
OF SAVING 

This is, of course, beautifully 
naive, circular reasoning. On the 
assumptions implied in the opening 
chapter of the First Five-Year Plan, 
it would take India about twelve 
years from the commencement of 
the Plan to reach an average rate of 
annual savings of about 12 per cent 
of the national income. Now, if a 
quota of external assistance of the 
magnitude indicated above is includ
ed among the Plan assumptions, the 
date by which this idyllic rate of 
domestic savings can be attained wi l l 
not be advanced in any appreciable 
manner. This is because—as we 
have already seen—the secondary' 
influence of foreign aid on the 
effective rate of domestic savings is 
very insignificant. 

We may, therefore, seek .solace in 
the thought that, after all, not much 
harm has been done because of our 
inability to l i f t external assistance to 
the extent it has been offered to us. 
Moreover, the foregoing analysis also 
in a way strengthens India's atti
tude in categorically rejecting foreign 
2\c\ wi th any political strings attached. 

Of course, a further argument can 
be advanced that foreign aid makes 
for a qualitative difference, in the 
sense that such aid makes it easier 
to secure the supply of certain essen
tial capital equipment, in the ab
sence of which development can be 
held up But in a world, fast mov
ing in the direction of freely conver
tible currencies, this is no longer a 
serious consideration. For we can 
easily divert a part of our domestic 
savings to import the equipment we 
need. 

Does all this mean that external 
assistance: has no strategic impor t 
ance in the task of furthering eco
nomic development? A caveat may 
be entered against such a categori
cal assertion. During the ' critical ' 
period of development, efforts to 
raise the domestic rate of savings 
mean a further encioachment on 
the near-subsistence level of con
sumption. Since national income 
can grow rapidly only when both 
' capital-deepening' and capital-
widening ' have been effected to a 
substantial extent, the initial vears of 
planning wi l l have to cope wi th the 
time-preference of the community. 

As the instance of the USSR and 
more recently, that of the East 
European countries has shown, there 
is a danger of consumption stand
ards falling in the short period, 
with the coming into operation of 
economic plans. 

A STOP-GAP 

At this stage, foreign aid can be 
a convenient stop-gap. If every year 
a steady trickle of external assist
ance flows into the economy, i t wi l l 
help to create an extra bit of income. 
Following the average propensities of 
consumption and savings in the 
community, the larger part of this 
newly-generated income wi l l add to 
the consumption budget; and to 
that extent, the standard of living 
of the community w i l l be sustain 
ed. Pursuing our illustration above, 
it can be suggested that foreign 
assistance means that every year an 
extra quantum of .3 per cent of the 
national income wil l flow into con
sumption. Thus if the 'cr i t ical '  
period stretches over a number of 
years, the total consumption outlay 
at the end of the period w i l l be 
higher by approximately .3 per cent 
times the annual average national 
income than what would have been 
the case if there were no foreign 
aid. As an absolute magnitude, this 
may not be much. But if selectively 
distributed, it can prevent deterio
ration of the standard of living in 
those sectors which arc particularly 
affected by the exigencies of plan
ning, while in some other sectors it 
can even lead to a l imited, interim 
rise in the standard of l iving. To 
put it slightly differently, external 
assistance can somewhat assuage the 
impatience of the people in the short 
period, while the long-term deve
lopment plan is still in operation. 

SYMBOLIC VALUE 

Foreign assistance may thus be 
likened to a mission of small mer
cies This may sound uncharit
able; but in this present world poli
tical situation, a more positive role 
for it cannot be envisaged. Since 
the flow of foreign investment is not 
likely to increase appreciably in the 
near future, external assistance can 
have only a symbolic—or at the 
most, marginal—significance in deve
lopment planning. 

Thus if international tensions do 
not ease and proposals of economic 
assistance from the American and 
Soviet orbits carry political implica
tions, imaginary or real, India wi l l 
perhaps be justified in steering clear 
of either bloc and continuing to 
depend almost exclusively on domes-

the resources for financing her eco 
nomic plan. If the pace of deve
lopment is not affected very much 
by external assistance, there is surely 
no advantage in compromising the 
country's position. 

Some further questions, however, 
need to be examined. We have so 
long argued on the supposition that 
India wi l l emerge out of the cr i t i 
c a l ' period of development, once she 
reaches the 12-13 per cent rate of 
savings, a rate which is ..characteris
tic of the economies of most of the 
capitalist countries. It is time that 
one examined the validity of this 
hypothesis. Surely the story of 
India's economic development can
not end once this rate of savings is 
attaitied; on the ntrary, it can 
even be suggested story w i l l 
properly begin only a parti
cular point of time. 

27-YEAR PROGRAMME 

The First Five-Year Plan in its 
introductory chapter outlines a 27-
year programme for doubling the 
level of per capita income. Accord 
ing to the Planning Commission's 
own assumptions, this can be 
achieved only if the rate of savings 
is gradually pushed beyond the 
12-13 per cent rate. In fact, dur
ing the culminating stages of the 
long-term plan, it is to be raised to 
the level of 20 per cent. Is i t , 
however, really given to a liberal 
economy to map out for its rate of 
savings .such an historical path of 
movement? One is forced to stop 
and ponder. 

It can be seriously suggested that 
inevitable teething troubles apart, 
the ini t ial vears of planning may 
not be too difficult. That a whole 
series of external economies are 
often released as a result of init ial 
efforts, is a well established proposi
tion. Since the natural and physical 
potentialities of the economy are 
properly exploited for the first t ime 
and a number of inter-related indus
tries simultaneously started, national 
income begins to go up by leaps and 
bounds and the saving capacity of 
the people is correspondingly in
creased. Viewed from this angle, it 
is not really impossible to engineer a 
substantial increase in the saving 
propensity of the people in the first 
flush of the expansion. It is thus 
within the range of realism to ex
pect that provided the various 
developmental activities projected 
and on hand are successfully com
pleted, India wil l perhaps be able to 
attain a rate of savings, equivalent to 
11-13 per cent of the national i n 
come by the early 'sixties. But any 

1194 



T H E E C O N O M I C W E E K L Y 

ings beyond this stage—say, as hop
ed for, up to the l im i t of 20 per 
cent—cannot really be taken for 
granted, : 

TOO BIG A TASK 

If history has any prognostic value, 
to try to raise the rate of savings 
to anywhere near this level is too 
big a task for an economy which 
admits free enterprise and has, there
fore, to function wi th in a limited 
matrix of sanctions. In such econo
mies in development, a stage is 
generally soon reached, beyond which 
a progressive increase in the national 
income is unaccompanied by any 
further rise in the rate of savings. 
For example, as Duesenburry has 
shown, in the United States the rate 
of savings has remained more or less 
static at 11 per cent of the national 
income over the Iast eighty years. 

What usually happens is that 
during the later stages of economic 
development, lower income-groups 
benefit proportionately much more 
than the upper; gains flowing from 
economic development are, so to 
say, widely diffused. As is well . 
known, in a system of free enter
prise, the task of saving is facilitat
ed by the concentration of wealth. 
Necessarily, therefore, the greater 
equalisation of incomes which accom
panies economic development tends 
to arrest the rate of savings in such 
countries 

CAUTIOUS APPROACH 
What , then, is the prospect before 

us? If a further growth in the rate 
of savings is checked, in the manner 
narrated above, after a certain point 
of time, the Planning Commission's 
optimism about the progress of sav-
ings in the country from the sixties 
onwards must needs give place to a 
more cautious approach. Thus 
viewed, i t w i l l also appear that even 
if India's long-term plan of develop 
ment has smooth sailing during the 
first ten or twelve years, it may 
still run into serious difficulties dur
ing the later stages. If the rate of 
savings in the country cannot rise 
beyond the ceiling of 12-15 per cent, 
the pace of economic development 
w i l l perforce be slackened, so that 
the period wi th in which the stand
ard of living; in the country can be 
doubled w i l l also have to be longer. 

A further point can be made 
here. A rate of savuiqs of about 
12 per cent may be sufficient for an 
advanced capitalist country, since 
its capital stock is already high. A 
developing economy, however, has a 

more pressing need for resources; the 
task involved is the very building-up 
of the; capital stock. It is, there
fore, really imperative that such an 
economy aims at a much higher rate 
of savings.. In the USSR and the 
East European countries, such rates 
have been striven after and attained. 
It is not a comforting thought that 
a liberal economy such as that of 
India is organically incapable of 
reaching such a high rate of savings. 

SECOND THOUGHT 

One has therefore to give a 
second , thought to the problem of 
foreign assistance. We have seen 
that at present foreign aid has only 
a marginal significance for India's 
planning, merely because the quan
tum of assistance is inordinately 
low. If the amount were, however, 
to be raised substantially, for exam
ple, to the magnitude of a regular 
annual stream of about Rs 500 
crores, the picture would be chang
ed. For, such a sum would be-
equal to almost 5 per cent of the 
national income; and, added to the 
pool of domestic savings, it would 
be able to raise the rate of invest
ment in the country to a level even 
exceeding 10 per cent of the 
national income. It is reasonable to 
assume that if this rate of invest 
ment can be maintained continu
ously, for a number of years, the 
economy w i l l soon reach a level 
where it is able to save about 10-12 
per cent out of its own resources. 

The per capita income w i l l also 
have progressed satisfactorily. Thus 
the achievement of the long-term 
gpal wil l be made relatively less 
onerous. 

If the short-period goal of deve-
lopement is to reach the ceiling rate 
of savings of 12-13 per cent, the 
shorter that short period is, the 
better for the country. If the rate 
of savings could he pushed to still 
higher levels, no particular urgency 
would then have applied to the 
quantum of foreign assistance avail
able in the short-period. It is in 
the absence of any such long-term 
prospects for the rate of savings that 
one has to feel despondent about 
the present stagnancy of external 
aid. 

LOST OPPORTUNITIES 

An annual volume of foreign aid 
of about Rs 500 crores is not an 
unduly optimistic estimate. Given a 
litt le less of political tension, and a 
little more of telescopic faculty on 
the part of the more prosperous 
nations, such an amount can be 
easily obtained. The story of 
foreign aid from this point of view 
is one of so many opportunities 
surrendered and lost. 

Before concluding, one particular 
point may be emphasised. The real 
issue involved is the impatience of 
the people with subsistence living 
standards. India's plan for doubling 
the per capita income in the course 
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of twenty-seven years sets in a way 
a very modest objective. Even if 
this goal is attained, we wi l l still 
remain a very poor nation so far as 
absolute living standards go. Besides, 
if—as is quite probable—most of 
the other countries simultaneously 
progress at a rate commensurate wi th 
ours, then cur relative economic 
position v/s-a-vis other nations wil l 

continue to be-as bad as it is today. 
In a world where there is an i n 
creasing tendency to draw conclu
sions from comparisons, it is doubt
ful how far India's long-term plan— 
even if completely implemented— 
wil l be able to satisfy the people. 
And if for the reasons set forth in 
the preceding paragraphs even a very 
moderate plan cannot he pushed 

through, the prospects will indeed 
be bleak. 

It is in this context that one 
wishes that some change took place 
in the priority-pattern of current 
economic thinking and that serious 
attention was given to the long-term 
prospects of economic planning in 
India. 

Third Year of the Plan II 

A Financial Assessment 
The level of expenditure on development has still not risen adequately. As for resources, the Plan

ning Commission concludes that the public at large will, over the five-year period make available to Gov-
merit by way of loans at least part of what the latter did not find it possible to raise through taxation 
or surplus earnings on commercial enterprises. 

WHEN the Planning Com 
mission presented its report 

on the progress of the Plan for the 
first two years in May last year, it 
was already evident that a consider
able stepping up of the pace of 
development activity would be neces
sary in the last two Plan years if 
the expenditure targets set for the 
entire period were to be achieved. 
The latest report which covers the 
progress not only confirms this con
clusion but suggests that the magni
tude of the task wil l be even greater 
than was anticipated as a result of 
the large gaps between budgeted 
and realised expenditures. 

The revised estimates for 1953-54 
are much lower than the budget 
estimates and the Planning Com 
mission point out that judging from 
past experience, the actuals may be 
even smaller. On the basis of 
these revised estimates for 1953-54, 
the Central and State Governments 
spent about Rs 885 crores during 
the first three years of the Plan out. 
of the total revised five-year target 
of Rs 2,249 crores. Over the three 
years, therefore, only 40 per cent of 
the proposed amount has been 
spent. 

The Plan started in a low gear ", 
because the budget allocations for 
1951-52 were finalised before the 
Draft Outline of the Plan was pub 
lished and little could be done to 
raise actual expenditure to higher 
levels during that year. But even 
in the second year, ie 1952-53, 
then was. " o n l y a small stepping 
up on expenditure ". The final 
figures show that Rs 269.7 crores 
were actually spent in the second 
vear against Rs 259.5 crores spent 
in the first. It is intresting to note 
that Ihe rise was due entirely to an 
increase in expenditure by the States, 
which was in fact partially offset by. 

a fall in Central expenditures during 
this period (Table I ) . 

Tor the third Plan year, the bud
get estimates had provided for 
larger outlays, the Centre for Rs 237 
crores and the States for Rs 176 
crores. But the revised estimates 
themselves indicate a shortfall—for 
the Centre of Rs 49 crores and for 
the States of Rs 9 crores; the ac
tuals are expected to be even lower 
as pointed out earlier. The ap
proximate equality between the 
expenditure of the Centre on the 
one hand and all the States taken 

together on the other found in the 
actuals for 1951-52—admittedly un
affected by the Plan—is repeated in 
the totals of all three years.. 

This low level of expenditure on 
the projects in the Plan, arising 
partly from shortfalls in actual ex 
penditure in relation to budgeted 
figure.s, is naturally a cause for 0consi
derable anxiety. The late finalisa 
tion of the Plan may have account 
ed for the low expenditure in the 
first year. But. obviously many other 
factors must have been at work in 
the second and third years. 
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