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- By
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Not since the daysof Adam Smith, whoin waging hiswar
against mercantilism laid the intellectual foundations of capi-
talism, hastheworld witnessed such a lively economic con-
troversy on the factors and forces that make or mar economic
growth. In thiscontroversy, the biggest single consideration
of the utmost consequence to three-fourths of theworld's pre-
sent population spread out in over 105 under-developed coun-
tries of the world is whether or not rapid economic desslopment
can e secured, stimulated and sastained within a framework of

olitical democracy with its essential  attributes of individual
iberty, the rule of law and freely elected governments.

It is necessary at the very outset to study in the correct
perspective the areas of co-operationand conflict between rapid
economic development and political democracy. Individual
liberty cannot long exist without political democracy, which, in
turn, cannot long exist without political stability. The inter-
rel ationships between economic growth and political democracy
need, therefore, to be studied most carefully inorder toprevent
our suggestions for securing a system which assures economic
growth with the greatest degree of efficiency and freedom from
degenerating into an academic treatise of little or no relevance
to the actual situation prevalent in the world.

First, it should be noted that the majority of the under-
developed or developing countries of the world have not
inherited a background of democratic traditions. This need
not be atragedy ;thetragedy isthat they do not even make a
consciousand honest effort to build up such traditions. Many
African states mean by "freedom' not ""individual freedom™
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but "national freedom'. Again, a number of developing
states got their train moving right and fast off the platform
of colgnia independence, but subsequently, there has been a
diding-off from therails. In their case, one hears of al sorts
of democratic labels, but little of democracy itself : ""basic
democracy-, (Pakistan) ; ""guided democracy'*, (Indonesia) ;
“military democracy'*, (Burma) ; and soon.

It has been sometimes argued by international commenta-
tors that one very important reason for the failure of political
democracy in several areas of the world isthe failure of their
governmentsto achieve areally rapid rate of economic growth.
Had such arate been achieved, thetensions between the various
linguistic and racial and tribal groups — which are a major
factor of political and economic disorganisation in amost
every devel oping country — would have slowly, subtly and sub-
consciously been submerged in a battle for economic growth.
Wheat is more, governments would beableto command the con-
stitutional respect of their people, and peaceand order could be
maintained, if the people were convinced of the bann fides of
the government in conducting rapid economic growth, if the
powerful traditional forces of riches and reactions were not
allowed to obstruct the implementation of economic planning,
and if thegains of increased productivity were diffusedonan
egalitarian basis throughout the various layers of the society
giving them a vested interest in promoting economic growth.

Inthisargument, a rapid rate of economic growth is, thus,
essential both for political stability and for political democracy.
As John P. Lewis has said in ""Quiet Crisisin India-:

"l see no reason to dispute the considered judgment of
Indias leadership that the attainment of a rate of
growth in real per capita income of 3 to 4 percent
annually is edsential if constitutional processes are to
survive. This, of course, does not mean that the
rural and urban masses have any direct comprehensions
of this statistic, but the figures indicate the expansion
in production that will be needed to provide clearly
perceptible, continuing, broadly distributed improve-
ments in diet, clothing, public services, and other
categories of private and public consumption. How-

ever, if the country shes/d manage to achieve this
kind of economic performance, it is very unlikely that
it would abandon constitutional processes in quest of
still more accelerated performance. ..... ’

This view reveds an interesting diagnosis of the
crucial, if not condficting, relationships between rapid
economic development and political democracy. It is entitled
to respect because obviously there are so many elements
of truth in it. But this type of reasoning seems to mix
up cause and effect. In the manner of economic determi-
nism, it is argued that rapid economic development is the
sure pre-condition for political stability, but surely one would
have thought the lesson of history was the other way about.
Of course, socia processesare circular and cumulative, and we
can alwaysdisputeindefinitely whether theegg camefirst or the
chicken. But here, it appears that the verdict of history
is in favour of politica stability preceding rapid economic
development.

Moreover, it is a gross over-smplification to rely
upon the gains of economic growth to solve al problems
of tensions and conflicts. In the long run, the probability
isthat they will, butintheshort-run, thetensionsand conflicts
might actually increase. There are at least three reasons why
thisislikely. Firstly, economic growth is not all honey and
milk, or more accurately, the honey and milk come after the
sweat and tears have been shed. It means rising prices,
severe taxation, perhapsshortage of consumer goodsand longer
and harder working hours. Of course, these penalties can be
lesswith better development strategies, but that does not mean
they do not exist. Now these penalties provide afertile seed-
plot of agitation: infact, it has even been seriously argued by
an eminent Indianthinker, Mr. Ashok Mehta, that these penal-
ties — ""compulsions of economic development- as he calls
them — should not be a subject for debate between political:
parties. Irrespective of whether this thesis is acceptable or
not, it correctly recognises that, in the short-run at any rate,
economic growth brings not a reduction but an increase in
tensions and conflicts, endangering political stability and
driving people to seek agitational rather than constitutional
methods of redress.
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There is the second reason why rapid economic develop-
ment tends to activise tensions. In the early stages of eco-
nomic development, resources areso limited that the economic
systemfindsit extremely difficult toassure'*fair shares for al*.
Certain factors of production must in terms of rewards be
given precedence ; and so indeed must certain sectors of the
economy. |nthe early stages of development of the advanced
countries of the West, capital was rewarded liberally in relation
to other factors of production, particularly wages and rent:
in Japan, we know, thanks tothe research of Bruce Johnston*,
that agricultural productivity wassystematicallyand consciously
siphoned offintheform of higher rentsor taxesimposed on the
peasantry, and the proceeds used for industrialisation. Pre-
judicial terms of trade infavour of industry against agriculture
has been a regular method of capital-formation in several coun-
tries, amethod used most severely, if not savagely, inthe Stalinist
Russiaof the Nineteen-thirties.

Now weknow thatinthelong-term perspective of economic
development, biasesin rewards to certain factors and sectors
of the developing economy can ultimately rebound to the good
of al. Forexample, a higher rate of capital-formation in in-
dustry, which is rendered possible by initialy low wages or
initially low prices paid by industry for agricultural raw
materials, can ulti matel?/ accelerate the process of sharply raising
both wages and agricultural incomes. 1n the long run, these
factors are operationally complementary though initially they
are competitive. Once again, thisis a long-term perspective, a
long-termsolution. Inmodern times, it will be very difficult to
impress on the initially restrained sectogs or factors of the in-
herent validity of this position. How many trade unions will
accept the thesis of low wages for increased capital-formation?

Finally, we cometothethird type of tensionsthat economic
development generatestothe possibledetriment of both political
stability and political democracy. Aswe have seen, a conspi-
cuous feature of developi n%countries, whether it is India or
Malayasia or Nigeria, is that local loyalties are dominant
amongst thedifferent racia, religious, linguistic, or castegroups,

* B. F. Johnston: " Agricultural_Productivity ¢» Economic  Deselopment in
Japan”, Journal o Pelitical Econony, Decarbe, rss1.

and these different groupsareoften at different levels of incomes,
education and status. Almost always, there are the cries raised
that one or two such groups aretheprincipal beneficiariesof the
process of economic development in the shape of increased
employment opportunities, increased contracts awarded or in-
creased investments made in their region. Demands are then
formulated that the location of projects be determined on
regiona rather than on economic basis; that employment
opportunitiesin each region be limited to *"sons of the soil"
and so on. Even if thereis an improvement in the standard
of living, it isnot appreciated on the ground, fancied or red,
that other groups have done better.

To conclude, therefore, thoughin thelong run, the process
of economic growth dissolves national conflicts and tensions,
in the short-run, it aggravates, if not generates them, and in so
doing creates problems for political stability and democracy.

But the pressure on democracy and political stability come
not only fromthe #exsions generated by rapid economicdevelop-
ment ; they come also from the mechanics and the methodology
of rapid economic growth, which canfor purposes of exposition
be summed up under theterm " planning™.

In possibly no developing country of the world does the
light of liberty, the torch of democracy shine so brilliantly as
inlndia. Indeed, many will agree that this was the biggest
achievement of our late Prime Minister, Mr. Jawaharlal Nehru.
Yet, eveninlindia, it would beidle to pretend that the goals of
rapid economic development and of political democracy have
not often clashed. Thedictatesof rapid economic development
induce acertaintemper of impatiencein the public at large and
certain mood of omnipotencein those in whom power is vested.
Nowhere is this more dramatically seen than in the fact that
within 14 yearsof thepassing of the Indian Constitution, there
have been 17 amendments, whilein the275 years of the existence
of the U.S. Constitution, there have been 24 amendments.
Possibly, the Americans have been unduly conservative : equally
possibly, we have been unduly radical.

The rights of property, the economic foundation of indi-
vidual liberty, have been in one important respect geve-
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rely limited in Indiaby declaring the question of compensation
paid by the Government to be **non-justiciable™ in case of
land reforms, that is, outside the question of anindependent
judicial review ; rates of taxation, both personal and corporate,
are among the highest, if not the highest in the world, though
in the case of corporate taxation, there are some Liberd
exemptions. Estate duties, recently imposed, are so severe
that In a number of cases, individuals owning industrial
plants or urban properties may virtually haveto hand them over
lock, stock and barrel to the Government, making nationalisa-
tion atameaffairsincenolegidation or compensationisinvolved
here. While the Public Sector's growth has been, perhaps,
the most phenomenal in any democratic country of the world,
Government's owninvestmentsin the great majority of efficient
private sector concerns are substantial, indeedin not afew cases
predominant. Inthecaseof thebiggest private sector company
In India, namely the Tatalron & Steel Co., Government in-
vestments are much larger than those of the management itself.
The voting power of Charitable Trust is not to be exercised
by its Trustees, but by a Government official.

Such are the overwhelming powers now reposited in Go-
vernment, said to bein theinterests of promoting rapid eco-
nomic growth, of protecting **the publicinterest” and of achiev-
ing""the socialisticpattern of society'*. Inall fairness, it must
be said that these colossal powers have, by and large, been used
up to now with considerable care and a sense of responsibility.
But with persons less conscientious in methods and less
liberal in outlook, they may become the source of incredible
mischief, if not of insufferable tyranny.

Does the historical experience of the advanced countries
help us to solve this short-term potential of conflict between
rapid economic growth and politica democracy? Recent
experience of countries like Germany and Japan with their
** price-mechanism miracles” or of France with its “planning-
miracle” is of little assistance as the stage of development
inthis situation is far advanced and, therefore, so completely
differentfrom that in which the developing countriesfind them-
selves. Their industrial factories and plants may have been
destroyed, but their advanced industrial civilisation with its
valuesand skills had remained intact. Nor again can we take the
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case of Soviet Russiaasour basic premise of individual liberty
and political democracy is here missing. Nor again we can take
into consideration the very specialised cases of Puerto Rico or
Hongkong, though in their case the stage of development is
relatively the same as that of most developing countries, and
the premise of political democracy is aso secured.

Firstly, allowing for the defectsof abroad generalisation,
it can be said that the rate of growth of the advanced countries
in the early stages of their economic development was not so
rapid as that currently required by most developing countries,
especialy those large countries which are the very countries
which invariably suffer from population pressure. We know
this not only from the recent works of ** growth-economists',
in particular those of Simon Kuznets and W. W. Rostow, but
also from the known fact that these countries suffered from a
continuous series of cyclical periods of prosperity and depres-
sion, a situation they could not possibly have tolerated in the
manner they did if they were consciously committed to the
dictates of rapid economic development. Thisisnot surprising
as ""economic growthmanship™ with its models and targets of
developmental planning and with its**revolt of rising expecta-
tions of themasses were cultsthen not i nfashion.

Secondly, and perhaps even more importantly, political
democracy with universal adult franchise came to most ad-
vanced countries after a solid conservative middle-class
of ""haves' had been built up, believing in the Victorian virtues
of thrift and self-reliance, and in the price-mechanism rather
than in conscious governmental economic activity. Inviolent
contrast to al this, political democracy with universal adult
franchise has come to important developing countries of the
world at atime when over 90 per cent of their peoples are poor,
often tragically poor, though a small middle-classis still poli-
tically articulate. Yet the poor have politica votes, and in
theory, therefore, political power. No government of the day,
giventhedictatesof democracy, dare ignore thisfactinthefram-
ing and execution of itseconomic policies. Nor isit that the
masses are steeped in a Calvinistic faith of self-help; the
truthisthat the Government isliterally "'a parent™ intheir eyes.

Now, such asituation isobviously onein which Statism has
a held day andin which equalitarian biaseswill permeate econo-
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micpolicies. Notonly are the grave inequalities of income
and wealth not tolerated, but an atmosphere is created in
which riches are identified with reaction and profits with
profiteering, and in which taxes are savagely imposed and
prices severely controlled. The " public interest™ requires a
never-ending chain of controls of al sorts and at every stage.
The deleterious effect of all these taxation and controls
may be conceded for a time by the boom effects of an
economy stimulated by huge governmental expenditures and
by comfortably protected markets, but the overall psycholo-
gical atmosphere remains one of egalitarianism.

Let us contrast thiswith the now advanced countries of the
world, say Japan. In drawing lessons from its growth for
the developing countries of the world, an American eco-
nomist, prof. Hugh T. Patrick, says:

" Japanese growth brought with it an extremely unequal
distribution of wealth and income. It appearsthat this
inequality was a stimulant to growth in the Japanese case,
since the rich saved, invested in productive enterprise
and promoted the adoption of Western technology. A
real conflict in goals emerges for the underdeveloped
country; it must decide how much income inequality it
will toleratein order to achieve more rapid growth." "

All this may be significantly contrasted with what is cur-
rently happening in India. Far from accepting inequality
as atool of rapid economic development, the Government of
India appointed four years ago a hi?h-powered committee
to study statistically and scientifically whether  inequalities
of income and wealth had increased during the first two Five
Y ear Plansin thedecade of the1950's.  This Committee, which
incidentally was dominated by avowed leftists, came to the
conclusion that it was difficult to prove on the basis of existing
statistical data whether inequalities had, in fact, increased over
the period but there was no doubt that these inequalities were
dready enormous. To prevent any further inequalities, it
suggested that a permanent body be set up to keep track

¥ Hugh T. Patrick:= “Lessons for Under-developed Countries from the
Japanese Experience of Economic Development” — The Indian Economic
Journal, Oct. rgér.

on asystematic basis of such inequalities, and to draw the at-
tention of the Government to any deterioration in the situation.
Largely in response to this, the Government is now actively
considering the possibility of setting up a permanent Mono-
polies Commission, thetask of whichunlikethat of its counter-
partsin the U.S.A. and in the U.K., will not only be to curb
monopolies, but alsotocurb inequalities of income and wealth.
Hence, far from tolerating economicinequalities asdid the go-
vernments of the advanced countries of the West and Japan, the
Indian Government has firmly dedicated itself to destroying
them.

But thereisaso, further to al this, the positive side of the
attack oninequalities, which demands free education, free health
service and subsidised foodstuffs,in short, the eating of the cake
before it is made. It will also be argued, as indeed labour
courtsin India have done on several occasions, that wages
should be fixed not on economic but humane considerations,
and that they should at least be as high as to cover ""minimum
need-based” level. Thus, what came to the advanced coun-
tries after afairly highlevel of economic growth was achieved
is demanded inthe most matter-of-fact manner in the develo-
ping countries even before the process of economic growth
gets going.

To conclude: the case of a Twentieth-century country
which wishes to secure rapid economic development
within the humanistic and individudistic framework of poli-
tical democracy is unique. The countries which have
secured rapid economic growthin the early stages of economic
development did so without political democracy, and the coun-
tries that had political democracy during the early stages of
their economicdevel opment neither had afull-fledged democracy
with universal adult franchise nor secured rapid rates of econo-
mic growth. One eminent Indian economist is led by this
situation to proclaim:

""The pioneering honour and the privilege of ushering
economic development without the conscious aid of slums
and Siberia will belong to the underdeveloped countries
of theworld. 'The Robe' hasfallen on the underdevel oped
countries™."
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But how ? Onthat Prof. Dantwala becomesmore poetic
than practical.

The great magjority of developing countries wish to solve
thisuniquebut mighty problem of development with and within
democracy through one magic word, through one Open Sesame,
and that is Planning. Indeed, it is not only the planners and
the politicians, it is not only the intellectuas, it is aso the
businessmen who amost al unanimously accept *'plan-
ning" as the sovereign tool and technique of rapid economic
development, though asisto be expected, they are not al

reed about the exact definition and exact mechanism of
Planning.

In this connection, it is interesting to note that the first
Plan to be publishedin Indiawith afairly detailed set of targets
of income, production, resources, employment and other key
indices of a growth-economy was prepared in 1944 by none
other than eight most eminent businessmen of thethen undivided
India, of whom as many as three werefromthe House of Tata,
pioneers and promoters of Indianindustrialisation. Among the
intellectual s and economists the personswho oppose planning as
theultimate " road to serfdom'* on groundsof palitical liberalism
are comparatively few, and though economists are known to
criticise the speed and the priorities and the machinery of
planning, there is hardly any eminent economist with
the conspicuous exception of Prof. B. R. Shenoy who oppose
planning as such as against the price mechanism.

To many European liberals, who have seen with their
own eyes the miracles of the "price mechanism™ in un-
leashing waves of human energy by the incentives it
offers, al this may seem not only surprising, but shocking.
Y et the price mechanism iswith the great majority of develop-
ing countries almost a word of abuse. To them, itisanirra
tional, anti-social and wasteful means of allocation of their
scarceresources; it appearsto them asa lottery — the "' invisible
hand" of Adam Smith, they say, is invisible — and the fate
of theteeming millions cannot beleft toasystemin which things

" Prof. M. L. Dantwala - "' Development with We/fare Premise" — Paper
appearing in "Tensions ¢  Economic Devdopment in South-East Asia™,
p. 82.
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somehow will work themselvesout ;in atemper in which equa-
lities are yearned for, the price mechanism is seen as an
instrument par excellencefor makingtherich richer and the poor
poorer; it is based on competition, cruel competition, that
throws the weak and the poor to thewall ; it is, runsthe char-
geshest, afraud based on salf-deception sincethose who preach
economic freedom do not hesitate to ask the statefor protection
or believein freedom for their trade unions; and last but not
least the price-competition in reality, as distinguished from the
text-book model, has never existed, sincethe upsurge of gigantic
monopolies on the one hand and the continuously growing
role of Government have rendered it either ineffectiveor have
tamed its worst excesses and evils.

It is abit pathetic, if not pathological, that such an intel-
lectual situation should determine theframing of most economic
policies of developing states. Thisisemphatically not because
the price mechanism hasnot itsbattalions of defectsand dangers,
but becauseitsbasic and positive virtues of securing an efficient
alocation of resources and of dynamising and harnessing the
enthusiasm, skill and hard work of people are soredl that it isa
thousand pities that developing countries are so dogmatically
and ideologically brushing aside these virtues. Indeed, the
Liebermann thesisincreasingly accepted by the rulers of Soviet
Russiathat the price system be applied t 0 as many sectors of the
economy as possible— asystem of capitalism without capitalists,
asitiscaled—is nofreak of accident : Liebermann would have
sufferedthefate of Boris Pasternak if it were so. Thefact is
that the economic rulers of the Soviet Union have realised what
the economic rulers of many developing countries have yet to
realise, imprisoned asthey arein a Victorian conception of the
price mechanism, namely that to-dateit isthe only invention of
the human mind in which the maximum incentives are offered
to human beings on this supreme condition that such efforts
will be rewarded only if they serve the consumer.

Indeed, our question : ""How to assure economic growth
withthegreatest degree of efficiencyand freedom', wereit asked
five or six decadesago, would have been answered with con-
fidence and precision thus: let the price mechanism work itself
out. Hereisasystemthat simultaneously securesthe maximum
freedom of choicefor theconsumer and the maximumincentives
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for the producer, and in so doing ensures by the principle of
competition that no profits are made without efficiency, and that
resources areautomatically put tothemost efficientuse. Above
al, itisintheory a sovereign system of the diffusion of political
and economic power. To thefounding fathers of economic
liberalism, the charge that the price mechanism ignores the
"*socia good"" which planning enthrones would have been hor-
rifying : for the very blood and breath of the price system was
to secure the "social good" by combining maximum political
decentraisation with maximum economic efficiency.

We know that this system has not achieved al itsideals:
which human system has? Has planning, for instance? But are
planning and the price mechanism mutually exclusive? Cannot
economic systemsindevel oping countriesin theinterest of com-
bining maximum efficiency with maximum individual freedom
combine planning and the price mechanism each mitigating the
evilsand maximising the good of the other ?

Of course, there is totalitarian planning which cannot go
with the price mechanism, and thereis unbridled price mecha-
nism which cannot gowith democratic planning, but thereare
in-between various shadesand shapeswhich democratic societies
of developing countries can choose.

There is the planning framed in the capitas of the U.K.,
France and Japan and thereisthe Planning executed i n the capi-
tals of the Communist countries — the one based on demo-
cratic ideals, the other based on totalitarian goals.

There is the planning which rejects aimost altogether the
price mechanism and relies exclusively on controls of all sorts
and at every stage, and thereisthe planning which reliesasfar
as conditions permit on the price mechanism.

There is the planning which even when it has to rely on
controls fixesthese controls on aliberal, expansionist basis and
recognisesthat their existencemust betemporary, andthereisthe
planning where controls are of arestrictive, penalising nature,
and where these controls multiply endlessly.

Last, but not the least, there is the planning which aims at
liberating the energies of the masses, respects and
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rewards the contributions made by individuals or private
groups, and seeksto measure its own success by the prosperity
it has brought to them, and thereis the planning which aims at
dominating through its bureauracy the masses, pendises at
every stage their initiative, their hard work and their thrift,
and measures its success by the growing share of the public
or Government sector.

Inthe words of one of the finest theorisers of modern de-
mocratic planning :

"In fact , the central issuein the discussion of planning is
not whether there shall be ﬂlanni ng but what form it shall
take, and in particular whether the state shall operate
through the price mechanism or in supercession of
it... Thefundamental differencasbetween methodsthat
achieve their result by persuasion and those that achieve
it by command.”*

There are sound economicand political reasons why plann-
ing needs the price mechanism. Firstly, from the economic
angle the biggest danger of planning is thewaste of human and
material resources. This may seem ironical asthe very aim of
planning is efficient allocation of scarce resources through prio-
rities; indeed, priorities constitute the religion of planning.

Since planning relies on an endless chain of price controls,
directly or indirectly administered, the economy does not have
the economic criteria of judging the true scarcity of resources.
Foreign exchange desperately short is pegged at a high rate
of exchange, which makesit cheap: internal financial resources
whichin redlity are tragically short — indeed, under-devel oped
countries are by definition countriesin which capita is short —
are made available at low rates of interest : the prices of several
basicitems of industrial production, particularly power, steel
and cement, are kept low so that economy in their usage, and
short-circuiting of their uses are not encouraged, and so on.
The whole economy runs the danger of an artificial and uneco-
nomic rating of resources, when prices are reduced to posters.
Recently, terrified by these hugethoughinvisiblelosses, socialist

¥ W. Arthur Lewis: "The Principles of Economic Planning”, pp. 74-75.
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economists are playing around with the theory of “shadow-
prices" to makepricesmore™'redigtic'. To-date, however, the
Government has an idea of the true worth of resources only
through the grace of blackmarket prices of foreign exchange,
of basiccommodities and so on. But thisallocativefunction of
the blackmarket is dearly purchased.

Thefact that large-scale black marketing on an organised
scale exists defeats the aims of price-controls. The producers
are penaised by low prices and low profitability and the con-
sumers are penalised by having to pay fanciful premiums over
and above the so-caled ""controlled” prices. The biggest
beneficiariesare the middlemen who hog huge profits for doing
nothing and for taking no risks; some government officias
who are the recipients of al favours, monetary and otherwise;
and a parasitic class of touts and spivs known euphemistically
as"' contact-men."

Noristhisal. Thehuman resources utilisedinadminister-
ing controlsin an attempt to conserve physical resourcesis an
item of huge expenditure. Desperately short as underdevel oped
countries are of talent and experience, an agonisingly large part
of it islocked up in the routine of administration of controls.
Thewaste of enthusiasm and of time are other severe penalties
inflicted: till recently, when the Government of India simpli-
fied the procedures of industrial licensing, an applicant who
wished to start anew industry waslucky if hespent lessthantwo
years getting the licences from the scores of Government de-
partments. Time iswhat the developing countries are racing
against: enthusiasm is what the developing countries de-
sperately require; yet controls do everything to impose maxi-
mum delays and to paralyse and frustrate enthusiasm.

All this does not mean that planning has to be abolished :
it does mean, however, that planning has to have economic
criteria for making the use of scarce resources: that it
mustin the interest of conserving its limited administrative
talent rely as far as possible on the impersonal forces of the
market; that in fixing its price controls, it must make liberal
provision for producers rather than provideillgotten gainsfor
black marketeers, bureaucrats and the bribers;, and that, in
theinterest of flexibility and rapidity, it must establish as far
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aspossibleislands of freedoms, whichthosein desperate need
of resources can tap at a price far higher than the current arti-
ficidly pegged Government rates. In short, planning for
efficient and rapid economic development urgently and des-
perately requires the price mechanism.

But it isin thefield of unleashing the creative enthusiasm
of thepeoplethat, astherulers of Soviet Russiahavefound out,
the price mechanism embodies what we may call an ““incentive-
technology''. We do not say that planning or governmental
activity, nay even governmental enterpriseis by definition bad.
Surely, far more important than the ' quantity'* of Govern-
mental effortsisits' quality'' —its sense of direction, comple-
mentary or competitive to the activity of private individuals.
But the first thing for the Government to do is to see
how it can provide incentives and institutions which will
enable the Private Sector to deliver the goods within the
framework of theagreed priorities and goals of development ;
next, failing this, how physical controls can be used where
they must, and in so doing use them in a liberal, persuasive
manner rather than in a harsh, penalising manner ; and only
where al this has faled, to embark itself on the area of
economic activity. Even here, cases of Japan, and recently
of Pakistan, exist where the Government after building up
factories and plants hands them over after a while to the
Private Sector.

Developing countries are short of al things— of good ad-
ministration whichthey need morethanthe advanced countries,
of foreign exchange, of internal financial resources and of skilled
labour. But even such limited resources as they have, they
neither tap nor utilisefully. Hereisthe problem of " motivat-
ing"" each factor of productionto giveits best, and to the extent
that such motivation liesin the realm of economic science,
only one system has yet existed with all its defects and dangers,
namely the price mechanism. Planning needsfor itssuccessthis
price mechanism.

Thequestion arises as to what are the characteristics of
an economic system which combines efficiency and in-
dividual freedom. It must beasystem, whichfreely recognises
theroleof profitsin stimulating thefactors of productionandin
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allocating resources to those sectors of the economy where they
can be most profitably used. At the sametime, it must restrain
monopolistic tendencies, in order to avoid concentration of
economic power in particular industries.

It must be a system in which planning errs neither on the
side of over-cautiousness nor on the side of over- ambitious-
ness. Most, if not all, Governmentserr on the latter side. The
trouble is not only that an over-ambitious plan invites severe
and insufferable doses of taxation and inflation, but that it sal-
dom reaches anywhere near its ambitious targets. A low rate
of economic growth may beincompatible with the dictates of
political democracy in developing countries but a pretentiously
fast rate only too easily leads to discontent and demotalisation
as thepeoplefind that after all the sacrifices they have made
they are far from reaching the goals.

It must be a system in which the rate of savings must be
gradually stepped up to ensure a '*take-off", but the Planning
authorities must never forget that the best way of raising
savings is not so much from taxation or deficit financingH
but from aright ordering of priorities of investment in whic
returnsfrom investment comein both early andon a large scale.

It must beasystem, i n which planning eventhough it may
be based on physical controlsin certain key or core sectors
must be, by and large, directional, using skilfully the fisca,
monetary and other indicative policies; but even where phy-
sical controls may be permissible in core-centres, they
must beliberally conceivedand administered, andinany case
itis desirable to set definite "time-limits” to the operation of
such controls.

It must be a systemin which the rates of taxation, even
though high for the sake of raising resources and securing a
certain measure of equality politicaly desirable, should not be
confiscatory. Asaruleof thumb, income-tax ratesinisolation
should not exceed 609, of any taxable income, and if combined
with other rates of taxation, like Wealth Tax, should not exceed
459 of total assessable income.

I't must be a system in which inflation must not, like taxa-
tion, rob the people of the fruits of their hard-earned income

16

andinvestment. Asarule of thumb, inflation must, in no case,
exceed 2 to 3%, each year in a developing economy, provided
the growth-rateis at least i n the vicinity of 6to 7 %.

It must be a system in which the prices of all non-essential
commodities should be completely free from controls, but the
prices of the basic commodities, if controlled, must be liberal
enough to encourage existing producers to increase production
and to encourage new entrants to the industry.

It must be a system in which the State takes up only such
areas of economic activity as would be beyond the proven
resources, financial or mangerial, of the Private Sector, and as
far as possible concentrates on building up the wvisible
and invisible base of rapid economic growth.

It must be a system in which the rate of interest must be
high enough both to encourage savings and to ensure the most
efficient use of capital.

It must be a system in which the maximum incentives are
created for maximising the " marketable surplus™ of food from
the agricultural areasto the urban centres : theincredible bruta-
lities and ghastly failures of the Communist economic
systemsarelargely duetothe attemptstoforce rura areasto be
the"* economic colony" of the relatively more prosperous urban
centres which house the aristocratic bureaucracy of the cities.

Governments of developing countries, particularly those
which have political stability, wield mighty powersover their
people. Thisisall the more reason why they, inthe interest of
respecting minority opinions, should exercise greater care and
circumspection in the exercise of these powers. Now our thesisis
this: that great though bethe powers of government to tax, to
impose controls of all sorts, to extend its area of economic acti-
vity, to make extensive land reforms, to impose industrial
legislation, and so on, it is only by the exercise of **limitations™
on these powers that these powers achieve their maximum
success, that governments secure the maximum respect
for their laws and their taxes, and that the maximum good
issecured. Laws are not made to be broken; controls are not
framed to be bypassed; taxes are not imposed to be evaded or
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avoided. Yet al this is precisely what happens when
"the limits" are crossed. We have no mathematica sys
tems of precision or infalibility to determine these
limits; to determine them at the “optimum” or at the **golden
mean'* level is the genius of political leadership.

Thisisan agein which the ?oodn%s of asystemis judged
by the goodsit delivers. Too long have the underdeveloped
countries idealised poverty and treasured "' spiritudism'*. They
now awake like slumbering giants to overtake the lags and the
shortfallsof centuries. Yet, ironically, economic growth can be
at itsfastest when something like a spiritual fervour and afanati-
cal zea is brought to bear onit. Whether it iscalled idealism or
fanaticism or patriotism isimmaterial. Being human beings,
we require monetary and material incentives, but we must
also know that **faith works miracles" — miracles inwhich
human beings consider no sacrificetoo great, no sweat too much
andnotearstoomany. May be, after al, that behind the miracles
of economic growthmanship, of which we read so much, lies
that faith; without it, let the developing countries know that
they cannot be helped by Almighty God, still less by the
Almighty Dollar.

The Views expressed in 2his boskler 00 NOt necessarily represent the views Of the
Forum ¢ Free Enterprise.
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HAVE YOU JOINED THE FORUM ?

The Forum & Free Enterprise is a non-political
organisation, started in 1956, to educate public opinion
in India on free enterprise and its close relationship with
the democratic way o life. The Forum seeks to stimu-
late public thinking on vital economic problems of the day
through booklets and leaflets, meetings, essay competi-
tions and other means as befit a democratic society.

Membership is open to al who agree with the
Manifesto of the Forum. Annual membership fee is
Rs. 10}- and Associate Membership fee, Rs. 5i- only.
Bona fide students can get our booklets and leaflets
by becoming Student Associates on payment o
Rs. 2[- only.

Write for further particulars (state whether Member-
ship or Student Associateship) to the Secretary, Forum
of Free Enterprise, 235, Dr. Dadabhai Naoroji Road,
Post Box No. 48-A, Bombay-1.

Published by M. R. Pai for the Forum of Free Enter-

prise, 235, Dr. Dadabhai Naoroji Road, Bombay 1, and

Printed by S. J. Patel, at Onlooker Press, (Prop. Hind
Kitabs Ltd.), Sassoon Dock, Colaba, Bombay-5.

~ 10|August|1965 Ay
| | | 9 ) %
‘ ~




