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Role of State in Underdeveloped Economies 
Ignacy Sachs 

The share of the state in national income is generally taken to indicate the extent of state interven
tion in the economy. This is misleading. 

To appreciate the rote of the state, it is necessary to separate different elements in state expenditure, 
viz, investment in socio-economic infra-structure, capital transfers from the state to the capitalist sector, and 
state outlay on productive enterprises. 

Further, the share of the state has to be set against, that of the capitalist sector, and not the economy 
as a whole, since only the capitalist sector plays an active role in the processes of development. 

Judged in the light of these considerations, the active role of the state in the process of India's deve
lopment appears to be appreciably greater than is indicated by its share in the country's national income. 

THE range of state in tervent ion is 
often taken to be indicated by 

the share of the state in the nat ional 
income ( for example, state expendi
ture as percentage of the gross 
national income, the lax burden, 
e tc ) . This k i n d of quant i ta t ive con
ception finds a certain appl ica t ion 
in re la t ion to developed capitalist 
economies, a l though they throw hut 
l i t t l e l ight on the intricate problems 
of state intervention and state 
capitalism. But the use of such ag
gregate concepts w i t h regards to 
underdeveloped economics may give 
a distorted picture of the extent of 
state intervention by under-estimating 
the active role of the state in the 
considered processes of economic 
development. This would result 
f rom fai lure to consider the speci-
fics of the economic system, of 
wh ich only a part , the capitalist 
sector plays an active role in that 
process. Professor Galbra i th , for 
example, committed such a mistake 
in re la t ion to India w i t h his para-
doxical assertion that " the Ind ian 
economy is one of the least control
led or "planned" economies in the 
w o r l d " , 1 since the range of state 
ac t iv i ty in relation to produc t ion 
is two times lower than in the 
Uni ted States. 

Ga lbra i th ignores two very es
sential aspects of the p r o b l e m : (1 ) 
the specific structure of the econo
my, in w h i c h elements of different 
social format ions inter-penetrate 
and only one part actively pa r t i c i 
pates in the process of economic 
development; ( 2 ) the need to differ
entiate between the forms of state 
in tervent ion and, par t icu la r ly , to 
assign a separate place to the state 
sector in the strict sense in the 
1 J K Galbraith, "Rival Economic Theo

ries in India". Foreign Affairs. July 1958. 
p 589. 

economy. The ins t i tu t ional forms of 
state intervention in underdeveloped 
economies react in a basic manner 
upon the qual i ty of development. 
Different forms of state capital ism 
emerge in par t icu lar underdeveloped 
countries, dependent upon the 
composi t ion of po l i t i c a l power. 
These forms vary between the ex
tremes of the '"Japanese" and 
" I n d i a n " patterns, the former of 
which accelerates the rap id deve
lopment of pr ivate monopolies, 
w h i l e the latter delays that deve
lopment.2 This is why a quanti ta-
t ive analysis of the role of the slate 
in underdeveloped economies re
quires to be complemented by con
sideration of several other factors. 

State Sector Vs Capitalist Sector 

As already mentioned, the range 
of the state sector should be com
pared w i t h the capitalist sector 
rather than wi th the economy as a 
whole. Statistical measurement of 
the range of the capitalist sector is 
difficult since the characteristic fea. 
ture of the given social structure is 
the mutual inter-penetration of 
different social formations. Only a 
f a i r l y remote app rox ima t ion may 
be appl ied here. P R Brahmanand 
has estimated the state share in re
producible wealth, i e. nat ional 
wealth excluding real estate. It 
seems that a more realistic approxi 
mation wou ld be to compare the 
capital of state enterprises w i t h that 
of p r iva te companies. 
2 I discussed the patterns of state 

capitalism in an article "Models of the 
Public Sector in Economically Under 
developed Countries", Studia Socio-
logiczno-Palittyezne', No 6, 1960. 

3 P R Brahmanand, "Growth of the 
Public Sector : A Quantitative Assess
ment", Indus trial India, Annual 1960. 
pp 23-26. 

It is much easier to deduce the 
state share in gross investment (and 
eventually in investment imports) 
which react d i rec t ly upon the so 
called induced g rowth for "deve
lopment" in the t e rmino logy of 
A Bonne 4 ) . But what is impor tan t 
is to separate the f o l l o w i n g elements 
in inves tment : (a) infra-s t ructural 
outlays, which are the state domain 
today in all development patterns; 
' h i outlays on state product ive 
enterprises (with special considera-
tion for the key branches of indus
t r y ) ; and. (c) capital transfers 
f rom the state to the pr ivate sector. 

Capital transfers to the pr ivate 
sector require further e laborat ion. 
On one hand, there must be the en
deavour for a statistical evaluation 
of the private sector income " m u l t i 
pl ier" result ing from state expendi. 
tures. The first step in that direc
tion is to determine the range 
of investment activity commissioned 
by the state w i t h pr iva te enterprises. 
For example, in India the share of 
bu i l d ing construction act iv i ty is 
estimated at about 50 per cent of 
the total state contracts w i t h pr ivate 
enterprises. Thus at least 5-10 per 
cent of the total state investment 
outlays constitutes the profit of 
private bu i ld ing firms, w i t h a not 
inconsiderable part of this taking 
the f o r m of " w i l d cap i ta l " in the 
hands of state employees who en
r ich themselves by main ta in ing 
close connections wi th the private 
firms. 

A prominent f o r m of transfer is 
through the activities of .state finan-
cial corporat ions and other invest
ment banks who finance p r iva te 
enterprises w i t h state means. This 
transfer mechanism constitutes one 
(if the most important insti tutional 
4 A Bonne, "Studies in Economic Deve

lopment", London, 1957, p 7. 
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t rai ts of the "Japanese model" , 
wh i l e the " I n d i a n pa t te rn" stresses 
the establishment of state product ive 
enterprises, 

The dynamics of state and pr ivate 
expenditures, after mak ing allow
ance for transfers and excluding 
infra-structural outlays by the 
state, determine the tempo of change 
in the respective shares of the two 
sectors. For these proport ions to 
change in favour of the state sec
tor. it is enough if the p ropor t ion 
of the outlays of the state sector to 
pr ivate investment is higher than 
that at the star t ing point . Since, as 
a rule, the pr ivate sector is more 
extensive than the state sector at 
the starting point in the process of 
development, even when pr ivate in
vestment exceeds in absolute figures 
state outlays, the p ropor t ion may 
change in fax our of the state see-
tor-

Role of State in India 
I I 

For i l lus t ra t ion . I cite below some 
data concerning the range of state 
intervention in the Indian econo. 
my.5 

The state share in net product ion 
calculated at factor prices (in per
centages) : 

( b ) Estimated transfer f r o m the 
state to the pr ivate sector in the 
T h i r d Five Year Plan: 1 4 

Rs 200 crores 

Id The share of state loans in 
the investments of HI large firms 
amounted to 26.3 per cent in 

The fo l lowing conclusions flow 
f rom the above data: (a) the active 
role of the state in the process of 
India's development is appreciably 
greater than is indicated by its 
share in the national income; (b ) 
Galbraith 's paradox has some subs-
lance only to the extent to which 
it calls at tention to the existence of 
a large t radi t ional economic sector, 
which implies that the process of 
development requires. besides the 
planned growth of the state sector, 
basic ins t i tu t ional transformations 
beginning wi th agrarian reform. 
11 Third Five-year Plan. 

Results of a representative analysis, 
contained m the monograph The 
Managing Agency System, New Delhi, 
1959 

Sugar Production 

T O T A L sugar product ion in the 
1900-61 season t i l l the end of 

August was 29.6 lakh tons as against 
24.1 lakh tons du r ing this per iod in 
the last season. The off-take of 
sugar from factories in August was 
2.3 lakh tons as against 1.8 lakh 
tons in August last year. Despatches, 
i nc lud ing those for exports, up to 
the end of August were 18.5 lakh 
tons as against 16,8 lakh tons du r ing 
this per iod last season. The closing 
stock of sugar w i t h factories on 
August 31 was 16.8 lakh tons as 
against 8.9 lakh tons at the end of 
August last year. 

Comparison of the realised capi-

7 Since the data are derived from differ
ent sources, they are not entirely in
tegrated. 
Supplement to the Quarterly Economic 
Report of the Indian Institute of Public 
Opinion. No 24 

7 Ibid 
8 Ibid 
9 Brahmanand, op cit 

t a l of state enterprises and pr iva te 
share holders in 1959:1 0 

10 Blue Supplement to Eastern Economist, 
April 1, 1960, 

11 Brahmanand, op cit 
12 Third Fire Year Plan. A Draft Out

line, New Delhi. 1960. 
13 S B Rangnekar, "Central and State 

Government Budgets, an Economic 
Classification, 1958-59", Chandigarh 


