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The more one thinks of the implications of economic planning in the situation we are in today, the clearer it 
becomes that we have to move towards Soviet-type planning, but with four fundamental adaptations; 

(a) greater reliance on the market mechanism on the pattern recommended by the Raj Committee on steel 
distribution; 

(b) greater incentives and supplies of inputs to the farmer; 

(c) further stepping up of the growth of merchant shipping; and, 

(d) getting foreign collaboration, on difficult terms, if necessary, for the next five to ten years in those basic 
industries 'the setting up and good performance of which would substantially reduce our dependence on foreign 
assistance. 

THE situation on our borders re-
presents a peculiar and almost 

unprecedented kind of conflict It is 
a stop-go war, which alternates bet
ween, minor border skirmishes, intense 
hostilities of major proportions but 
limited in time and area, and uneasy 
truces. Increasing preparedness for a 
full-fledged war and the deterrant effect 
which this preparedness could have 
against actual war are the only per
ennial features. The past provides no 
guidance to indicate the line of mili
tary and economic action which should 
be adopted. The armaments race bet
ween U S A and U S S R during the 
active phase of the cold war is some 
kind of parallel but of very limited 
relevance since their resources are 
much larger and the few confronta
tions between them have taken place 
far away from their own borders. At 
the moment of writing, conditions are 
too fluid to allow firm conjectures about 
the course of future events. The ex
change of angry words across the bor
ders notwithstanding, it can be assum
ed with some reason that we have to 
be prepared more for a stop-go war 
than for a prolonged war to the finish 
against Pakistan and China. The con
flict with Pakistan would, for quite 
some time, be restrained by Western 
and U S S R interest in the prevention 
of large scale fighting. China's interest 
in weakening India would be satisfied 
by military activities along the upper 
reaches of the Himalayas and by 
straining the Indian economy to the 
point of uncontrollable consumer dis
tress. What are the implications of this 
conflict for our economy? 

The Objectives 

Confrontation with Pakistan has 
practically no economic basis so far 
as we are concerned. We have no 
desire to hinder economic progress in 

Pakistan, if for no other reason than 
because the pattern of development 
chosen by her does not represent any 
economic or military danger to us. 
Given our choice of the development 
pattern as compared with Pakistan, 
it should not be in Pakistan's interest 
to push us further in the direction of 
heavy industry, which would reinforce 
the potential military danger to her 
(though not to the same extent as to 
China). China has a definite interest 
in disrupting our economy, partly, for 
ideological reasons (military prepared
ness against China requires, as com
pared with Pakistan, much greater 
diversion of resources to defence and 
consequent pressure on consumer sup
plies) and partly, to increase substan
tially our dependence on foreign aid 
to a magnitude which would reduce 
its net economic content, thereby 
showing the rest of the world that her 
achievements are far superior to those 
of India. In dealing with Pakistan and 
China together, we have, in a word, 
to assert a decisive superiority of mi l i 
tary potential against Pakistan and, at 
the same time, build up our economic 
performance to make it comparable 
with that of China. 

How Much Defence? 

Unlike Britain during the second 
world war, we have no massive lease-
lend programme and Empire supplies 
to help us out; and we have much 
less room for manipulating our stan
dard of living. If one leaves aside such 
intangibles of overwhelming import
ance as morale, discipline and techni
cal training, defence and development 
go together only upto a point; beyond 
that their demands upon scarce physi
cal resources render them competitive, 
a proposition which has been amply 
demonstrated since 1963. That makes 
it all the more essential to secure the 

greatest military preparedness per 
rupee of expenditure and to mould 
development effectively to satisfy basic 
consumer demands and, at the same 
time, lay a strong base for future 
growth from internal resources. No 
information is available to the public 
on the effectiveness of defence expen
diture, in terms of selecting the most 
economical among the various choices 
for given military requirements. One 
hopes that Government is making or 
will make efforts in this direction 
since defence absorbs directly about 
6 per cent of national income and is 
no longer a negligible element in total 
expenditure. Here, attention is con
fined wholly to the economic implica
tions of what has been forced upon us. 

Integrating Defence into the Plan 

The economics of a stop-go war 
differs in several respects from a full-
fledged prolonged war. On the positive 
side, it inflicts less physical damage 
and does not require the same totality 
and intensity of mobilisation. Nega
tively, the objectives are not equally 
clear. The pace and pattern of require
ments, both material and intangible, 
are uncertain. There is consistent and 
predictable demand for war goods: only 
rush orders, unevenly spaced in time, 
quantity and delivery schedules, more 
for stockpiling than for feeding a 
shooting war, can be expected. This 
has been the experience of industry 
since late 1962, when development and 
defence were declared to be comple
mentary but practically no attempts 
were made to integrate defence and 
planning. For some time, the Depart
ment of Economic and Defence Co
ordination looked after such integra
tion as there was but, later, its acti
vities were confined to allocations of 
foreign exchange for defence equip
ment and supervision of defence sup-
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plies. One may or may not deplore the 
keeping out of the Planning Commis
sion from this attempt at co-ordination 
but the fact remains that no compre
hensive studies were made to deter
mine inter-industrial flows for defence 
purposes. The ordnance factories are 
self-sufficient in a number of goods 
and the more sophisticated equipment 
has to be procured from abroad (for 
which there is some kind of foreign 
exchange budgeting) but the ordnance 
requirements of intermediates, compo
nents and machinery from domestic 
sources will now cease to be marginal. 
Projections for such procurement have 
never been worked out in any detail, 
not because they are inherently more 
difficult than ordinary economic pro
jections but because they require a 
firm decision about the kind and ex
tent of preparedness and intermittent 
shooting that are expected. Once this 
decision is made (as part of the pre
sent mood to take decisions at last) 
its economic and, more precisely, its 
inter-industrial flow implications can 
be worked out within reasonable mar
gins of error. 

Prospects of Aid 
Let us start with some assumptions 

on which this integrated programmes 
might have to be based. Present indi
cations are that economic assistance in 
the pipeline, i e, aid which has been 
sanctioned but is yet to be disbursed 
fully, from all sources will continue 
to be made available. Aid which has 
been pledged but not yet authorised 
by Consortium members can also be 
expected to come through. Fresh 
pledges of aid from this main source, 
which accounts for about 80 to 85 
per cent of all assistance, are doubt
ful in the near future—though the next 
Consortium meeting is some months 
away in any case. P L 480 food im
ports, which arc not part of the Con
sortium arrangements, will continue 
but the agreements wil l be such as to 
provide only for ship-to-mouth sup
plies. Economic (and military) aid 
from the Soviet bloc will remain and 
might even be enlarged; this would 
take care of a substantial part of our 
requirements for power and heavy 
engineering projects. Private foreign 
collaborations in force and/or in an 
advanced stage of negotiation should 
remain unaffected, particularly in such 
key sectors as fertilisers, petroleum 
refineries and petro-chemicals. It is 
also reasonable to presume further 
that (i) we will not enter into the 
manufacture of nuclear armaments, 
unless we are forced into an indepen

dent prolonged stand against China, 
(ii) that the conflict with Pakistan 
would remain within limited propor-
tons, and (iii) that the confrontation 
with China would remain one of bluff 
and bluster accompanied by patrolling 
and skirmishes with fighting, if any, 
confined to occasional thrusts. Finally, 
we would continue to honour our ex
ternal debt obligations. 

Given these assumptions and the 
background of recent events, the imme
diate impact on the economy can be 
broadly outlined. The kharif crop 
(which is fortunately not the main 
crop in that area) in Punjab and Rajas-
than would he damaged to some ex
tent by troop movements, security 
precautions, call up of army reserves, 
and mobilisation of transport. Imports 
from Western countries (including 
Japan and Australia) would be severely 
restricted: on the extreme assumptions 
listed above, imports from these sour
ces would be reduced by at least one-
fourth to one-third. Imports from the 
Soviet bloc might go up somewhat. 
Export performance would provide 
only marginal relief. It is difficult to 
assess the over-all impact of all these 
on investment and output. It is a safe 
guess that the growth of investment 
would be affected much more than 
that of output. The task of reoriented 
planning, therefore, is to see that 
these adverse effects are restricted to 
the relatively dispensable sectors. 

Planning Flow of Materials 

Reorientation of planning is not an 
easy task, particularly when the course 
of conflict and the attitudes of aid-
giving countries in the immediate 
future are still largely unpredictable. 
A clearer picture of the emerging 
situation would take at least a couple 
of months and only then can Govern
ment proceed towards a really thorough, 
recasting of the plan. In the mean
while, it is useful to understand what 
reorientation implies and involves. 
Larger production of defence equip
ment and materials is readily under
stood but this has little meaning unless 
one knows the magnitude, pattern and 
phasing of such production. Ones 
these are known, the next important 
step is to work out the inter-industrial 
and inter-firm flows of materials and 
equipment. It Is important in this 
context to see that cuts in imports do 
not fall heavily on industrial units 
which (i) provide the components for 
defence and (ii) from the primary base 
of import substitution in capital goods 
and essential materials. Priority atten

tion is required for as much self-
sufficiency and ingenuity as possible 
in spare parts; foreign collaboration 
agreements should be amended if they 
impose avoidable burdens through 
continued import of spare parts. 
Mobilisation of technical manpower 
and intensive training of both defence 
and civil personnel in the handling and 
adaptation of machinery are no less 
necessary. In aggregative terms, pri
vate and public consumption expendi
ture has to be restricted, in order to 
attain a higher ratio of investment to 
national output. This higher ratio has 
to perform the two old task of tilling 
up the savings gap, i e, the difference 
between domestic savings and invest 
ment so far made up by import of 
capital, and the foreign exchange gap 
also made up from the same source. 
The rupee gap can, oft course, be made 
up rather more easily than the balance 
of payments gap. 

Soviet-Type Planning 
What all this implies, in brief, is 

that defence orientation requires a 
plan which takes a much smaller credit 
for external assistance and places much 
greater emphasis on the production of 
food, capital and intermediate goods 

The more one thinks about the im
plications of such planning, the clearer 
it becomes that this country would 
have to move towards Soviet-type; 
planning but with four fundamental 
adaptations: (i) greater reliance on 
the market mechanisms on the pattern 
recommended by the Raj Committee 
report on steel distribution; (ii) greater, 
incentives and supplies to the farmer; 
(iii) further stepping up of the growth 
of merchant shipping; and (iv) getting 
private foreign collaboration on atro
cious terms, if necessary, for the next 
five to ten years in those basic indus
tries the setting up and good perfor
mance of which would substantially 
reduce our dependance upon foreign 
aid. 
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