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INDIAN PLANNING AT THE

CROSS-ROADS
|
THE PRESENT ECONOMIC SITUATION
DEMANDS RE-THINKING ON FOURTH
PLAN STRATEGY & SIZE

By
N. DANDEKER, M.P.*

The Indian economy isoverheated by monetary icflation.
Between 1960 and 1964 the money supply increased from some
Rs. 2600 croresto Rs. 3752 crores, that isto say, by 43.7 per
cent. As against this enormous increase in money supply,
the inctease in national income over the same four years has
been only 17.5 per cent or roughly 4.4 per cent per annum.
In other words, the money supply has beenfar in excess of
the requirements of the economy, with the result that we
are now suffering from the necessary and inevitable con-
sequences of monetary inflationin the form of a steady and:
persistently rising level of prices.

Between 1952-53, which has been taken aways as the
base year, and 1963, the general level of prices rose by 32 per
cent, an average of 3.2 per cent per annum, which was bad
enough; but between 1963 and 24th July 1965, the price
level hasfurther increased by notlessthan 25 per cent in a
matter of 1} years.

Thecase of foodgrains pricesis even worse. Over aperiod
of 1} years, the prices of foodgrains have increased by 30 per
cent; 17 per centin 1964 and further 13 per cent inthe six
months ending July, 1965. Theresultisthat we now have gal-
loping inflation.

* The autbor is a Member of Parliament who bas had exsensive
administrative experience as a member of I.C.S.
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The effects of inflation on the people of this country
have not yet been considered properly because we are
inclined to talk too much in generdities. In the first place,
thelandlessrural worker, who constitutes 17 per cent of the
working population, is admittedly going backwardsin terms
of real income. His money incomeis notincreasing, and has
not, in fact, increased anything like as rapidly astherisein
prices. The industrial worker, who constitutes some 16 per
cent oftheworkingpopulation, isat best remaining stationary ;
heisrather better offthan others, thantherural landless worker,
becauseheisable, hereandthere, toachieve, in a delayed way,
some risein wagesand some risein dearness alowances, but
only to keep pace with the continually rising cost of living.
But the consequence of this necessary concern, to keep pace
with the rising cost of living,is that production and produc-
tivity have gone into the background. There are no indica-
tions of any kind whatsoever that theindustrial worker, neces-
sarily preoccupied as he isto keep abreast with rising cost of
living, fedsat al concerned or iseventryingto be concerned
with problems of increasing production and productivity.

But the worst sufferers perhaps are the middle classes —
the salaried workers, the professionals and the pensioners —
who constitute 14 per cent of theworking population. They
have been crushed withinelastic incomes, and rising priceson
the one side and mounting taxes on the other. These middle
classes from whom this country is deriving, and has derived
in the past, most of itstalent, initiative and men who go into
the professions, and especially the learned professions, are
about theworst hit part of the population. Thereis no réief
for them whatsoever.

The peasant farmer, constituting 53 per cent of the work-
ing population is getting less and less for his foodgrains in
terms of faster risein general pricesascompared with the rise
in pricesthat the Government proposeto give him for com-
pulsory procurement.

He is faced with the position that steadily, over the past
few years, ""the terms of trade' have been going against
him; and today he is faced with the proposition that the
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Government is virtually going to loot his granary by corn-
pulsory levies of one kind or another on foodgrains at uneco-
nomic prices, that is, at prices below parizy with the general
risein prices.

Finaly, thesmal investor, the person who hasRs. 15,000
to Rs. 20,000 annual income and who is expected to make a
certain amount of investmentin the general economy, is badly
hit. Hisfaith in saving has been destroyed by the continual
risein pricesand, therefore, by the continual fall in the value
of the money that he has to invest. His capacity to save has
been steadily eroded by increasing resort to direct taxation
and also indirect taxation and rising prices; and for him the
scopeforinvestment has beenlargely destroyed. He is now
being converted into a timid person for whom the only scope
for investment is either the loansissued by the Government,
or those ridiculous small savings schemes, or the 6 per cent
*"Units" of the Unit Trust of India. He s reduced to the
position of aperson whoisexpected not to be venturesome nor
to take any risks, but to sit back and be content with some-
whereabout 5 per cent onhissavings.

Looming large over all these people is the awful foodgrains
situation that has been developing from year to year. Our
Food Minister would do well, once again, to study the policies
of two illustrious predecessors of his, the late Mt Rafi Ahmed
Kidwai and Mr. S.K. Pdtil.

Mr. Subramaniam isreportedto have said ata Seminar on
Crop Improvement for increasing food production, in June, that
the demandfor fertilisers had registered a great jumpin the past
year whereas the supply was only 50 per cent of the demand,
that it would be better to import machinery and raw materias
for fertiliser factories rather than import fertilisers. But the
administration of our external finances, our foreign exchange,
has been such that today the supply position of two most im-
portant raw materialsfor the manufacture of fertilisers in this
country, — rock phosphates and sulphur —is precarious.

If thisis the position as a result of the plans and policies
of the Government as they affectthe ordinary person, let us
takealook at the present state of public utilities in thiscountry



as aresult of continual neglect by the Government. While
the Government is wasting enormous sums of money upon
utterly unproductive venturesin the industrial sector, it has
been neglecting the public utilities, which is primarily the func-
tion of the state. The state of our Public Utilities can be
considered firstunder Service Utilitiesandthen under Physical
Utilities. Thefirst and foremost service utility is Law and
Order. Law and order is in utter contempt. Particularly the
situation in the villages has been sinking lower and
lower, until itistoday in astate of conten pt.

Health and sanitation, sofar astherural areasare concerned,
are asbad as they ever were. The position in regard to the
sanitary and health situation in municipal areas is dreadful ;

and hospitals have become places, not for curing, but for
contracting diseases!

As regards education, which is another public  utility
service, the Union Minister of Education himselfhas said that
general education isin a deplorable state, partly because of
inadequate teaching staff, partly because of grossly inadequate
and insufficient payment of their salaries, and partly becauseal
the colleges are ill-equipped. | know something about
the state of technical education, being myself Chairman of an
engineering collegein the south of Poona.  The state of tech-
nical education is also deplorable. There is agreat shotrtage of
engineers, degree-holders and diploma engineers, and tech-
nically qualified artisansin all trades. That shortage con-
tinues; andit continuesto mount.

Another public utility serviceis general administration.
Today it hasswollen beyond recognition; butitisalso frozen
into immobility by controls and corruption.

Let us now take alook at the physical public utilities.
Water and electricity are important items. Evenin the
capital of India the state of water and electricity has deter-
iorated over the last few years. People are being given
virtually purified sewage water. In so far as eectricity is
concerned, every day, without fail, the only thingthat does not
fail in Dehiis the failure of electricity.
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Theone thing that has been treated with <he greatest neglect
as compared with other means of transport is road transport.
Andasfor thedevelopment of roac's, onehasonly togotothe
villagesin the so-called development blocks, to redise what
isthe state of village and district roads.

Railway trains start on time usually, but never arrive on
time. Cattle travel more comfortably than hun an beirgs, in
cattle-vans which will not take more than a specified nun.ber;
but human beings are ctrowded together, in concitions wotse
than sheep going to dlaughter, in the cartiages in which
they haveto travel.

The debate goes on and on about modernising our har-
bours, year after year, but nothing happens. Meanwhile,
our harboursand ports continue to remain equipped in ante-
diluvian fashion, unableto cope with thegrowing volume of
inward and outward traffic, certainly unabletocope withthe
imports of foodgrains.

The state of communications is also alarming. Some
letters never arrive; express letters seem to travel by goods
trains; a number of telegrams arrive by post, 48 hours later
than they should |

Against this background of neglected public utilities,
let usreview the state of industry today. The rate of industrial
growth, which isthe overal index of the state of incustrial
development, during the Third Plan was set at 11 per
cent. At the commencement, it was 75 per cent; next
year 7 per cent ; and then 11 per cent. Thereafter comes
a steady progress downwards to 9.1 per cent in 1963-64 and
6.4 per cent in 1964-65. Doubtless, we shall end the last
year of the Plan at 5 per cent.

Men engagedinindustry areinhibited by savage corporate
taxation; they are lost in the jungle of regulatory laws, rules
and regulation; they are choked by athick under-growth of
controls, licences, permits and quofas; and they aré suffocat-
ing for want of the main thing, namely, finance. They arein
the grip of a metciless credit sgueeze; they are confronted
with acapital market which is as dead as mutton; and they are
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Row at the mercy of governmental financing institutions
which have come on the scene like undertakers— the Industrial
Development Bank, the Industrial Finance Corporation, the
State Finance Corporations, the Life Insurance Corporation
and the Unit Trust. And, finadly, they are being denied
foreign exchange.

Quitethe simplest way of describing the foreign exchange
position today is that the mismanagement of our foreign ex-
change has brought our country to a stage of bankruptcy;
there is no other word for it. An industrialist asked me a
couple of months ago: '""How does a nation go bankrupt?
What is thesign?" | said that the sign was, when we were
unable to pay our debts, when we were unable to service our
debtsin terms of interest and amortisation charges; when we
had either to cut down drastically our imports of raw materials,
components, spares and capital goods, or to default on our
foreign exchange obligations, or to ask for a moratorium or
if we behaved alittle better perhaps, to beg or borrow some
moreforeign exchange. That isthe position today. This has
been the direct result, in general economic terms, of an enor-
mous gap between the internal true purchasing power of the
rupee, onthe one hand, and the bogusrate of exchangeat which
the rupee is pegged, on the other. While, that state of affairs
continues, we naturally have a squandermania in regard to
foreign exchange; and the greatest culprits in the matter of
squandering foreign exchange have been the Public Sector
enterprises, for whom thereis almost no control of any kind
at all.

Whatisworseisthatin thissituation, resulting from mis-
management of our foreign exchange resources, we have been
indulginginquack remedies for thelastfew years. Onesuch
remedy hasbeen theincreasing resort to rupee payment trade.
Itislikeamagicword. Everybodysays:"Oh, | am goingto
ask for an import licencefrom a rupee payment country"",
asif anybody really wantsto recelve our rupees in payment for
imports. It is merely the accounting that is done in rupees.
Wheat they eventually want, and what is really mortgaged, are
exportsfrom thiscountry to pay for thethings that we have so
imported ; and it is only the unit of accounting that is called
the rupee. The consequence of continually emphasising and

continually widening the range and scope of rupee ﬁ_ayment
trade has been two-fold: in the first place, — and thisis a
matter for very serious expert investigation by the Reserve
Bank of India and by the Finance Ministry's Economic Af-
fairs Divison, — the terms of trade at which this evet-
widening rupee exchange trade is being done have been in-
creasingly turning adverse to us. Secondly, our difficulties
of foreign exchange, which arein relation to the free foreign
exchange, are worsened. The larger the volume of our rupeé
payment trade, the worse will be our balance of payments
position in regard to free foreign exchange; for the wider
we expand the scope of rupee trade, the smaller we are making
the potential range and scope of the free foreign exchange
trade, with the result that, as the former must necessarily
be sdlf-balancing in itself, thereis left a smaller and smaller
areafrom which the net foreign exchange that we have to
earn can ever become larger andlarger in volume. In
other words, whereas the net excess of cFayment due to usin
free foreign exchange over payments due by us needs to be
proportionately greater in order to be able to pay our way,
the actual position is now turning the other way round by a
steadily expanding rupee payment trade.

With such a critical foreign exchange situation, - and
persistently rising prices, to propose a Fourth Plan of
Rs. 21,500 crores is an adventurous step. There are three
propositions with regard to planning. The first is about
the mode of planning. | do not believe in totaitarian
strategy of planning employed in second and third plans
for two reasons which have been proved in practice
In the first place, the totditarian type of planning
cannot achieve results, especidly in a democracy; and
secondly, in the process of trying, nevertheless, to achieve
results, it erodes democracy. Over thelast few years this type
of totalitarian planningin Indiahasnot succeeded in achieving
results; it has succeeded only in steadily eroding the funda-
mentals of our Constitution, because the Government had
been bending the Constitution to the Plan.

Secondly, what is required of a proper Plan is not the
planning by Government of everybody else's business, but
theplanning by Government ofits own business. Wehave dis-



cussed earlier the dreadful state of the infra-structure of this
country. Thereisan enormous amount of work to be donein
builing the infra-structure in our country, so necessary for
the ptogressive growth of the economy and for achievin

all theother desirable things; it requiresan enormous amount o

financial resources, of managerial and technical manpower re-
sources and everything else that we can put into the effort.
The business of the Government is to plan and implement
itsown affairs, not keep on medcling around thinking that it can
do the job of heavy industries, it can manufacture cem.ent, it
can make steel, it can make heavy machinery and power
ﬁlants, it can make fertilisers, it can do everything that every-

ody else can do better.

The third thing is the limit of planning. |n attempting
to plan beyond our resources, werun intoirflation ; seconcly,
we run into financial bankruptcy at the international level
when we attempt to plan beyond our external resources;
and, thirc'ly, excessive resort to debts and borrowings, parti-
cularly external debts at Government-to-Government level,
Isan evil which muststeadily giveplacetointernal and external
private investment for the prosperity of this country.

TheFourth Five-Year Plan isapeculiar Plan — it keeps
on fl ictuating. When you talk about its overal dimension,
somebody will talk to you about some other dimensions. The
overall dimension of this Fourth Plan is Rs. 22,500 crores.
Butitissaidit would belimited to Rs. 21,500 crores, represent-
ing the resources insight. Thus, thereisaready a deficit of
Rs. 1,000 crores, to start with. Then we cometothe resources
in sight, but not visible. Theresourcesin sight, but not visi-
ble, amounted to Rs. 3,650 crores. The new budget of the
Finance Minister provides for additional visible resources
of Rs. 1,000 crores; so that we have now got a deficit of Rs.
2,650 crores. But that, together with the previous c'eficit of
Rs. 1,000 crores, gives usagain adeficit of Rs. 3,650 crores.
Is this planning?

The second part of the resourcesdreamis that the Private
Sectoris supposed to produce, for its job, Rs. 2,400 crores.
What isthisagain? Since the capital markets are dead be-
cause of Government's economic policies, it will apparently
have to come from the various governmental institutions.
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So these ctores ,to0, havetocome again from the Govern-
ment. 'So the visible deficit of Rs. 3,650 crores grows to Rs.
6,050 crores.

The Fourth Planis supposed to require Rs. 4,000 crores
of foreign exchange: theforeign exchange™in sight™, what-
ever that means, is only Rs. 3,000 crores. That means
there is a deficitin terms of foreign exchange of nearly
Rs.1,000 crores. Even out of Rs. 3,000crores of foreign
exchangeresourcesin sight, thatistosay, resourceswhich we
can beg or borrow, about Rs. 1,400 crora would be required
for payment of our debts during the next five years. So,
the net balance available for investment will be Rs. 1,600
crores. WiththisRs. 1,600 crores, we propose tofinance, in
so far as foreign exchange requirements are concerned, a
Plan doublethesize of the Third Plan, where it is estimated
the net foreign exchange available for investment u-ould be
Rs. 1,950 crores.

In the light of all these things, serious te-thinking is
required on the strategy and size of the Fourth Plan. Otherwise
itmill turn outintoamajor disaster for theeconomy and the
public, the fixed income groups being the worst sufferers.

i

A PLEA FOR REALISM IN PLANNING*
by
G. L. Mehta

The Fourth Plan has been preceded by an agonising reap-
praisal of the achievements and failuresin the first three Plans.
If the expectations from these Plans were pitched too high, the
resulting disappointment seemsto cloud our judgement on the
merits of planning. Some people are only too eager to throw

Based on Mr. Mebta’s speech at the Central _Advisory  Gomngil o
Industries in New Delbi, on August, 13, 1965. The author is a for

Indian Ambassador to tbe U.S.A., a former member of the Planning
Commission and is the Chairman of #he Industrial Gredir and Invesipsent

Corporation Of India.




away the baby with the bath water. 1n my judgment, thisis am
irrational approach. We seem to be carried away too much
by our present difficultiesto think clearly on thelong-term pros-
pects and problems of our economy. Undoubtedly, in the
longterm, as Keynessaid, we shall all bedead, but | think the
planners have to think in terms of long-term. We have un-
doubtedly made many mistakesin the past and the breast-beat-
ing we see dll around usis sufficientevidence of these mistakes.
| think Bernard Shaw said that experienceis the name given by
people to their mistakes and even mistakes might be worth
making if we can learn from them and analysewhat has gone
wrong. | dohopethatin all the soul-searchingthat seems to be
preceding theformulation of the Fourth Plan, besides such
esoteric issues as the size of the Fourth Plan, attention will- be
devoted to more mundane matters like what are to be the
concrete results and achievements and what has to be the
substance and content of the Plan.

Over five years ago, in November 1959, at a Seminar that
was organised by the Federation of Indian Chambers of Com-
merce and Industry on ""Some Lessons of the Second Plan™
| had said : ““It istempting on such an occasion asthis, to play
the popular Indian version of what our American friends
call the numbers game. | shall not submit to that temptation.
| feel no special qualification for recommending a figure for
the sze of the Third Plan, which isindeed lessa matter of cal-
culation than of political decision. | am sureit must belarge
enough to inspire hope of real gains and the effortsto achieve
them. | am equaly sure it must not ‘reach for the
moon' (of course, thisis an obsolete phrase because manis
trying to reach the moon) and hence produce failure, disil-
lusonment and worse”. | also said : "l have voluntarily
renounced the 'numbers game’ for still another reason —
asasymbol of my hopethat not all our energies are goinginto
appeals for fortitude and zead and into consideration of
thegross magnitudes of the next Plan, that at least as much time
and effortare being devoted to working out carefully the spe-
cific projectsin which publicinvestmentswill bemade, and the
specific policies necessary to cal forth the desired private
investments. The gross magnitudes are important to tell us
about the size, the pattern and the consistency of the effort we
mast make, and to help us understand its implications."
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In other words, the magnitude may be very important but
thecontent and substance of the Plan and its resultsand achieve-
mentsarefar moreimportant. Weareapttorepeat the falacy
that spending meansachievement,investment meansresult. Ex-
penditure is really the beginning of the whole process and the
amount to be spent should not be the only yardstick of our
planning. Here | do not wish to go into the question of
consolidation versus expansion but some of the points that M.
J. R. D. Tata made deserve considerationin regard to phasing
the Plan, particularly in regard to what | would cal a more
selective growth.

The other day a senior officia of the Government of India
told me that during the last ten years the word “priority* had
lost all meaning in this country. Everything seems to be a
matter of priority. A strict order of prioritiesis necessary in
order to seethat at least we tide over our immediate difficulties,
which does not and need not mean abandoning the Plan nor
even necessarily pruning, but certainly rephasing it in many
respects. Even if we do not have planning or licensing, in-
vestment will haveto go onintheeconomy andwe do need to
recognisesome of theimplications of procedures like licensing.
At timesthis does tend to slow down or delay the process of
investment. Such procedures should be justified only to the
extent that they serveapurpose, e.g., conservescarce resources
like foreign exchange. | would, therefore, suggest that the
Government might consider automatic licensing of such in-
dustrial projects as do not involve any use of foreign
exchangefor capital or current use of scarce raw materials,
say experimentally for ayear or so. Thismay involve a break-
away from current practicebutit can help considerably not only
by reducing the workload on the licensing machinery, but
also by permitting an opening tofreeinitiative and improvision.
The Government has already alowed engineering industries
certain liberalisation and diversification in the use of their
capacity. My suggestion is a further step in the same direc-
tion.

In regard to control of capital issues, | speak with some
hesitation becausel happen to bethe Chairman of the Advisory

Committee dealing with control of capitalissues. But when
capital is so scarce, | do not know what we are supposed to
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control. It reminds us of what Rajaji said recently in another
context that somebody discoveredacurefor which there was
no known disease and the wife of the man took that cure and
died! | do not favour total abolition of capital issuescontrol;
it might be required, for instance, in regard to proposals for
foreign collaboration or for certain technical questions such as
rights issues and the appropriate premium to be decided.
But even if we do not wish to abolish it, we could raise the
limit for whichitisrequired from Rs 25 lakhsto Rs50 lakhs
or Rs1 croreand seehow it works.  If we maintain that our
economy has a certain element of dynamism, then our proce-
duresshoul d al so changeal ong with the dynamism and weshould
not be sorigid asto apply those procedures which were there
when the capital market was booming or when we wanted to
channel our investments to more essential industries.

I suggest that we take into account our experience in
industrial licensing in framing the industrial development
programmes for the Fourth Plan. We have had some unco-
ordinated programme in setting up capacity. Entrepreneurs
do not aways make proper market surveys and then throw
the blame on the Government for the targets that have been
laid down by the Ministry concerned or the Directorate-General
of Technical Development.

On the controversy about consolidation and expansion,
I would in all deference like to cite one example within my
knowledge. | was connected for nearly four years with the
Hindusthan Shipyard as its Chairman. This shipyard was
started by a shipping company with which | was connected
in my unregenerate days. This shipyard has been in existence
and it was taken over by the Government asfar back as 1952.
Thefirst ship waslaunched by thelate Prime Ministerin March
1948. But after all these years, the shipyard is being heavily
subsidised. Shipowners are being given assistance and even
pressurised to build ships there and the shipyard is not viable.
I remember having seen an official note — this wasin 1960 —
stating that foreign exchangefor building 24 ships only would
beavailablein ayear. Doesit make sense to have another
shipyard until we have made this one viable? | understand
that the President of the National Shipping Board recently
said that Mysore should'also have ashipyard. The only States
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now remaining are Rajasthan and Machya Pradesh. We have
been hearing of Japanese collaboration for the Cochin _shi
yard for theTast few yearsat regular intervals, but what is the
progress madeonit? Isit proper to burden the consumer and
tax-payer of the country for this kind of what Prof. Galbraith
would call *"symbolic modetnism” ?

I would likein this connection to refer to the petro-che-
mical complexes. We seem to have developed almost a com-
plex for petro-chemical complexes not knowing how con plex
they are. | have some very slight acquaintarce with it in
consicering some projects of this nature. It is a highly com-
plicated and sophisticated industry and the immense and rapid
technological developments taking placein it would make the
processes obsoletein ashort time. |t has avaried and com-
plex marketing problem. But everyone now wants to start
a petro-chemical complex. Every State wants a refinery, a
stedl plant, an atomic energy plant and also | suppose ashipyard
and a railway zone; and recently | readthat it has been suggest-
ed that one of the States should have its own air service. |
would earnestly plead with the Government to seethat thefull
financial implications and technical issues of such projects
are carefully examined and also to see how much this country
at the present stage of its development can afford. There
are certain things that are premature at our stage of develop-
ment — notthat they need beruledoutfor al time. | earnestly
request the Government to consicer whether we have the
growth rate of demand to absorb all the eutput of PVC, polys-
tyrene, polyethylene, butadiene that will come up from
these complexes.

Wewereeager first to set up new steel plants. Now we are
having a vague idea that we must have petro-chemical
complexes. The Government should go into this very
carefully, particularly from the point of view of the scarce
capital resources of the country. Thisisa highly capital intens-
ive industry and will involve a tremendous amount of
foreign exchange. This is a matter that should be
considered at the highest level in the Cabinet because itisnot
right that thetax-payer and the consumer of the country should-
be saddled with enormous expenditure tied up without
corresponding benefits for along time.
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- I plead not for scuttling of plans butfor more effective plann-

ing. | am afraid that if too many highly capita-intensive pro-
jects are undertaken, we shall have a large drain on foreign
currency on capital account in, say, 1967 and 1968 on these
projects, followed by aglutin marketsfor the various products
in 1970 and 1971. Such bunching of investment in this
industry and consequent glutin later years has taken place in
other countries like the U.SA. and Japan, and we should
seek toavoid such amistake. The Investment Centre had a
technical team from Japan to review the working of these
petro-chemical industries. If | am not mistaken, Japan is
the second country in the world and Japan's technology in
certain respects is probably superior. | suggest that we pro-
perly phase out our entire programme of petro-chemical
industries so that the various units comeinto production over a
number of yearsand not all together. We do not have, as we
ourselves know to our cost, unlimited resources. Even
when financial institutions give money as a supplement to the
capital market — thoughtoday it is more supplanting than sup-
plementing — the money has to be made availablein some
waysthrough Government sources. In away, thisisalso defi-
citfinancing. We cannot afford tolockup intheplantswhich
are not fully utilised such large resources for considerable
periods of time. The Prime Minister, soon after he asumed
officelast year, emphasised this point. | am not sayingthat we
should not have heavy industries or basic industries, but we
have to balance between them and the needsof the consumers
today for food, shelter and cloth, aswell as quick-yielding pro-
jects and the completion of such projects ashave been taken
inhand. These should have a priority. The essence of
planningisto distribute resourcesin such awaf/ as to maximise
the returns from them within the accepted policy constraints
of planning. We have competing demands on our limited
resources. All these demands might appear legitimate and
pressing, but thetechnique of planning should beto beableto
make a choice onthe basisof rational calculations. Again
and again, people plead for flexibility in this matter. For
once, | pleadfor firmness. | pleadthat when the Government
has taken a decision on important matters on the merits of the
case, it should not yield to pressure— pressure either of
big business or of State Governments — and it should
implement the decision firmly.
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In this connection, when we consider our targetsit isaso
necessary to examine whether policies relating to the specific
industries help tofoster their growth. We have had controls
on sugar and cement for yearstogether. Y et what has been the
result ? Have we been ableto control sugar prices? There
should beadequate distribution of cement. Havewenothada
perennial shortage of cement? We should consider whether the
Government could not favourably regard the industry's plea
togiveit ahigher priceor toalow freesde of apart of itsout-

ut. This will not only improve profitability of the industry

ut also provide larger internal resources to theindustry for
expansion, and incidentally aso improve Government re-
venues as aresult of higher tax returus.

The main point iswhether by settingfree acertain portion
— notdecontrolling entirely — higher production could not
be achieved. In December, 1963, price control on some
commodities, including certain categories of steel, was remov-
ed. Heavens have not falen as a result of these measures.
I nour country, weargueintoo abstract and general terms about
‘control and decontrol. People say vehemently that all con-
trols arewrong.  Slogans like "‘licence and permit rg"
are raised. But people in the Government and responsible
businessmen must discuss specific controls at a given time;
they should examine why and under what conditions and for
what specific purposes such controls were devised, how they
areworking, whether they can berelaxed and removedin public
interest, not merely in the interest of an industry concerned.
These questions deservemuch morecareful and dispassionate
consideration than they have hitherto received. | know of
certain cases where industries themselves, though outwardly
speaking against controls, have privately welcomed these
controls for artificialy keeping up prices. The Government
should consider this question from the point of view of public
interest.

- TheFinance Ministerinanotethat is reported to have been
circulated tothe A.l.C.C. session at Bangalore— | hope that
was circulated becausel do not want to betold that the press
report was misleading — has stated: **The policy of price
controls hasalso been reviewed in theinterest of givingimpetus
to industrial growth. We sought in the past to maintain sta-
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bility of prices by controlling prices either by statutory noti-
fication or by some informa understanding with thein-
dustry. . Sich controls, when they work, are useful. But
often they only tend either to restrict the growth of enterprise
or to ceeate an unoffizial market in which higher prices are
realise 1 without being shown in the books to the detriment,
among othzr things, of Govzrnment revenues. Saich controls
cannot serve any useful purpose. S:veral of these have already
bzen renovel; but it isnecassary to takeasecond look even at
therenaining areaof controls to seeif they are being effectively
administered and are serving any social purpose. In short,
while we cannot rely exclusively on market mechanism
for the distribution of all essential and scarce materials, we
have to be continually on the lookout for opportunities to
minimise the reliance on controls by a judicious mixture of
price incentives and disincentives."

| commeni these valuable observations to Government's
consi leration and to the consi leration of the Deputy Chair-
man of the Planning Commission.

Planning is a continuous process and we cannot have a
holilay fromit. It does not make senseto me.  The nation
cannot escape dev:zlopment, and the processhas to go on.

The point is to have it on a much more selective and,
in cereain cases if nescessary, on a much more strict basis in
larger pablicinterest, evenif it bz detrimental to somesectional
interests. And that waswhat | meant when | stressed observ-
ing the highest priority.

More than the size of the Fourth Plan, athorough scrutiny
of the p»licies and procedures is essential. As the events of
the last few years show, we no longer sewn to have a coherent
plan of 1:v:lop nent; we have bzen al the time improvising,
Thisis the third foreign exchange crisis that we have had.
Sarely, w= could haveanticipated this. | had said in Novem-
ber, 1959, that ... .the experience inevitably raises some
pertinent questions about the S=cond Plan.  Firstly, was
thereaforeign exchange budget? Or, to putin another way,
werethe Foreign exchange requirements of the Plan estimated
with suffizient care and was enough leeway left for those ine-
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vitable contingencies which we cannot foresee but must always

tovide for? And was a reasonable calculation o ace of the

port content Of rising current expenditures by Govern-
ment ?*

Heavy imports of foodgrains was also not prcrerly
anticipated.

We must give up chopping, chiselling, imrprcvising
programmesin responseto pressuresasthey arise from timeto
ttme. Thisis the result of adrift. And if this is the conse-
guence of ambitious planning, it isdesirabletoplan redlistically
within our meansand then adheretotheplan. Let not theshort-
falsdeter us ; wehaveto change our difficulties into oppor-
tunitiesand our obstacles into hopes. Itisfar better to havea
modest plan becausewhen it succeeds, people will be more
enthused than being disappointed by serious shortfalls.

PLAN CONSOLIDATION TO REDUCE
STRAINS ON ECONOMY

By

K. SANTHANAM, M.P.

During his first year in office, Mr. Lal Bahadur Shastri
has been steadily consolidating his position. His excellent
performancein Canadaand at the Commonwealth conference
together with the agreement on Kutch has placed himin a
strong position to facethe crucial test of his career. Hehas
now to meet the economic crisis before the country with
courage and speed.

It is not necessary to show that our economic situation is
serious and deteriorating. Mr. T. T. Krishnamachari ac-
knowledged this fact recently in his own facetious manner by

* Reproduced, with kind permission of the Editor, from " Statesman”
of July 14, 1964 The author is a member of Parliament, a former Chair-
man Jy thé Finance Commission, and an eminent economist.
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declaring that hewouldsiot allow thecountry to slideinto bank-
ruptcy., That statement wascuriously reminiscent of that other
historic statementby Mr. ‘Churchill that hehad not becomethe
Prime Minister of Britain toliquidatethe empire. | hopethe
Finance Minister of India will have better luck.

I do not think there is any need to speak about bank-
ruptcy. Indiaisnot anywherenearit. Butthereisnodenying
thefact that Indian economy is grinding toahalt. Thechronic
and increasing foreign exchange crisis, the mounting prices
of essential consumer goodsin spiteof heavy taxation, high rate
of interst and stringent restrictions on credit, leave no doubt
that drastic measures are needed. There are reports from all
over the country that many plants are working below capacity.

In this connection, some persons have suggested a Plan
holiday. If planningisakind of raceor show, the proposal may
have some meaning. But economic-activities are continuing
processes and there can be no holiday for planning, unless the
idea of planningis to be abandoned altogether and the Indian
economy left tothevagaries of /Jaisses faire which has been
discarded everywhere.

Wehave to discover amethod whichwill maintain thecon-
tinuity of planning and at the sametime ease the strain which
theeconomy isunabletobear. The heroic attitudeofignoring
thecrisis, whichisthe fashion set by the Vice-chairman of the
Planning Commission, can only léad to disaster. The Indian
economy is sick and needs some rest and careful nursing.

As has been pointed out, this rest cannot be obtained by
stopping planning of any other activity. Thestrain can be
eased only by phasing our actions more carefully and induc-
ing greater confidencein the business and industrial community
and in the general public.

I think, thatthefirststepto be takenistoextend by one year
the period of completion of the Third Five Year Plan. Thiswill
automatically reduce to half the money which isto be pumped
into the economy by the Government during this year and the
next. It has been the experience of the first [two Plins that
much unproductive and hasty expenditure wasincurred in the
last year to fulfil the financial targets of those Pkns. If the
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States and departments are now told that they could complete
the Third Plan targets by March, 1967, there will be animme-
diate relaxation of the pressure on the economy.

In any case, someimportant projects would be left over
from thethird tothefourth Plan, if theformer wereto end by
March, 1966. Theextension of thePlan by one year need not
delay this Eroces of completion, nor should itinany wayin-
terfere with the preparation of projects for steel, power and
other key factors. Instead of his preparation being a part of
theFourth Plan, they will be moreappropriately thework of the
last year of the Third Plan. Only new investments, except
in afew indispensable projects, like oil refineries, will be
postponed to thefinancial year, 1967-68.

The next step, | would suggest, is that while keeping the
contemplated target of Rs 21,000 crores for the Fourth Plan
intact, theperiod of that Plan may also be extendedtosix years.
Thiswill automatically make the position of resources easier
without any agonising reappraisal of priorities or targets.
Such an extension will also have a special advantage if itisde-
cided that, instead of the present annual reviews, therewill be
only a mid-term review at theend of three years.

The present system of innumerable meetings and confe-
rences of Ministers, officials and members of the Planning
Commission to discuss the annual targets isamost wasteful
and harassing procedure. Allthe top officials of the Central
Government and the States have to start consultation regar-
ding the programmefor the next year before they have hardly
finished settling the details of those of thecurrent year. Most
of the discussions haveto be conducted almost in vacuo asno
reliable estimates of the progress of projects are usualy
available within two or three years of their inauguration.
Triennial conferences in place of these annual conferences
will not ony save precious time and money butwill enable
those responsible to evolve proper criteria for judging the
progress of implementation.

Another idea which deserves to be explored isto investi-
gate where and to what extent capital investment has become

saturatedin any Line of activity. | am convinced that in many
matters the country hasinvested so much capital that if it were
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converted into arevolvingfund, theindustry or economic acti-
vity concerned would be self-financing. 1n handloom, khadi,
textilesand other industries further progress should belimited
to the expansion which could be financed out of repayments
of interest and principa and savings. In the case of the
railways, if annual contributions to the general budget were
automatically treated as being re-lent for railway expansion,
thelndian railway system can also become self-financing.

Slowly, every branch of the Public Sector should work
upon atimelimit when it will generate all the savings needed
for its own expansion. When the fourth Public Sector steel
plant has been set up, the steel industry ought to bein such a
position. The notion that investment in the Fourth Plan
should be almost proportionate to that of the third for every
item hasbecomeavestedinterest. Thisisadangerous develop-
ment fromwhich Indian planninghasto be rescued, if it is not
todegenerate into a mechanical performance.

Thereis a considerable amount of humbug about invest-
mentsin socia overheads. It is quite true that universal pri-
mary education and iunior and higher technical education
deserve top priority, but the country will not lose anything
if for a time further expansion of secondary and college edu-
cation, promotion of literatureand artand other mattersareleft
tovoluntary agencieswith occasional marginal assistance from
public funds, if necessary. In many States, particularly in
those which are backward, the tendency towards concentration
of al social activities in State departments has resulted in a
minimum of progressfor the maximum expenditure.

If the measuresindicated above are adopted, there should
be no difficulty in making a firm declaration that there will
be no additional taxation for the next three years. It would
also be possible to give up some usgless taxes which do not
bring much money to thetreasury but continueto createalot
of ill-will towards the Government. Themain thingis to
convince the people that thosein charge of the economy have
courage and imagination and that they are not hopelessly
bound down by ideas and procedures which might have been
valid 10 years ago but have become burden-some now.

The views expressed ## this booklet are not necessarily the views of #be
Forum of Free Enterprise.
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