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IN THE FOCUS

Prices and
Incomes
Policy

Surveys the behaviour of factor shares in India. It tends

Conspectus

The traditional economic doctrine states that in market
economies where ‘free play of market mechanism' is
supposedly ensured, the path of optimum economic growth
is the one that cuts its way between two distinct
phenomena—inflation and unemployment. The discovery
of ‘new inflation’ or ‘stagflation’ has, however, exposed
the weakness of such a doctrine, if not completely
invalidated it. It is now bheing realised that economic
growth alone is not enough, at least in the developing
nations. What is even more important is the ‘planned
growth of incomas’ not only for achieving the objective of
distributive justice but also for sustaining the present
economic growth itself. This calls for a new strategy
which has come to be known as Prices and Incomss Folicy
to ensure that the growth of money incomes cf variou
sections of society is in conformity with wider nationa
priorities. This new concept has, however, been in

fledgling stage in India and there is a need to foster and
deveicp it at all levels. By organising this symposium,
PRODUCTIVITY has made a modest contributior towards
this goal. Editor

to show that the Indian economy is moving like a Ricardian
system wherein the immediate beneficiaries of growth are
the rentier class or fixed assets holders. A lock into the
characteristic trends and features of Indian economy would
reveal that the wage share as weli as real wage levels have

remained somewhat constant; share of reinvestible profits A .Note on
. : ; ; Prices and
in the output seems to have declined while the incremental Incomes
output has benefited the recipients of non-work incomes. g

o . . Policy in
If this is true, then rise in wage cost can never be triclla

recognised as a basic factor behind the present inflationary
spiral. What else could be the basic cause then ?  What
are the areas where immediate remedial action is needed?
On the basis of a survey of selected literature on the
subject, the paper answers some such questions
............... V. K. Goel, N. K. Nair, P.V. Rao (Page 1).
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Export Prospects and Investment Opportunities in Singapore
pp. 136 Price Rs. 20.00 (post free) April 1974

This report on the Export Prospects and Investmsnt Opportunities in
Singapore has baen prepared on the basis of library research. No fiald visits,
either in India or abroad have been undertaken. However, care has been
taken to colfate and organise all relevant material available in printed form,
with the objective of providing a starting point for further research. All
agencies concerned with developing trade relationship with Singapore will
find this Compendium useful. Governmant Departmants, research orga-
nisations, industry associations, Export Promation Councils, and trade &
industry can utiiise the data collated in these pages for planning their own
work, which is necessarily to be tailor-made to suit individual requiremants.

Particular attention is invited to Chapters 4 and 5 of this Report, wherein the
opportunities and constraints by product groups with good export potential
are discussed in detfail. In the annexures, an attempt has been made to
provide the latest available data upto the year 1972-73. Attention is also
invited to the table giving possible targets for exports to Singapore from
India, which has been prepared with the objective of setting peaple to think
about the possibilities of developing a more significant trading relationship
with Singapore during the coming years.

PRODUCT ORIENTED MARKET SURVEY OF

SELECT GULF COUNTRIES
pp. 302 Price Rs. 20.00 {post free) February 74

The overall objectiva of the present study, spansored by the Ministry of
Commerce, is to identify marketing opportunities in respect of sslect 22
products in Kuwait, Oman, Bahrain, Qatar, Dubai, and Abu Dhabi, and to
formulate an action-oriented strategy, boh product-wise and country-wise, for
expanding India's exports to the region.

The Repert contains two chapters: Chapter | discusses broad marketing
characteristics in Gu'f including market segmsnts and business practices.

Chapter 1l divided in two parts, analyses market requirements and opp-
ortunities in respect of fifteen potential products and scope for joint in-
dustrial ventures and consultancy projects. Apart from giving product-wise
details on different marketing elements, the Chapter pin-points specific
problem areas confronting Indian exports to the region.

The Report also gives detailed information on the economic struztuse and
commercial policies of the survey countries. The list of leading Imparters is
also given for the benefit of industry and trade.

NB : For these publications please write to the Commercial Manager, Indian
Institute of Foreign Trade, H-8, Green Park Extension, New Delhi-1100186.
Phone : 616359
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INDUSTRIAL ENGINEERING

{Volume One)

Industrial Engineering techniques have been increasingly applied in
a large number of enterprises in order to secure improvement in productivity.
This publication, which is based on project work undertaken under the
guidance of NPC’s Consultants, contains a collection of 20 cases which
bring out in sharp focus the resuits of the application of the techniques
in a wide range of enterprises—in engineering, electrical, chemical and
consumer industries, besides service organisations.

The entire material is based on NPC’s proiect reports, and has been
prepared by a team of NPC's experts comprising Br. M. Yoga, Director
(Management Services), M: B. Ananthakrishnanand, Director, Training
Institute in Productivity and indcustria! Engineering, and Mr. Rakesh Kumar,
Consultant. A broad spectrum of Industrial Engineering practices has been
covered, ranging from the traditional techniques such as Meihod Study and
Time Study to the modern zpprecaches, inciuding Operations Rasearch, 1t is
hoped that the material will be use{u] 1o practising Managers, Industriat
Engineers, Ccnsultants, and teachers ard  students  of  Industrial,
Engineering and Management. The methodelugy adepted in carrying out
these projects will be of special interest and help to practising Industiia!
Ernginesrs for organising their cwn woerk in & sysiematic and speedy
manner,

The book will al'sc be of use to indusiry and varicus other
institutions, in securing & better understanding of the scope, work, and
achisvements in application of the techniques of industrial Engineerirg in
a wide variety of work situations.

Price : Rupees Fifty (Postage 3.50 extra charges)
ONLY LIMITED EDITION
Piease book your crder with
Business Management Department

National Productivity Council
38-Golf Links, New Delhi-110003.



Materials Management aims at bringing down the
material costs by improving the methods of acquisition,
movement, inventory and handling of materials. For
this, it combines all the functions connected with

materials and synchronises the activities of purchas- f:f\'raer:tsor

ing, handling and inventorying of production Control gy
materials. A unified approach in co-ordination with Materials
maintenance engineers will not only avoid the excess Management

accumulation of spares inventory, but will also
increase the utility value and interchangeability of
spares for effective spares inventory controf......
K. Chandramouli (Page 157)

Apart from Raw Materials and Finished Goods, Work
in Progress (WIP) is also an important factor of total
inventories. A blocked up capital on shops, on and
before various processing centres, poses problems of

Work in production control—specially of not meeting the
Progress : schedules of completion on time. With the result,
Investment this delay in meeting the schedules has a telling effect
and its on inventory control. An evaluation of WIP invest-
Control ment, laying down of norms and procedures for its

control is an important production management
function. The case studies presented in this paper
will be of practical help to managers......
G. D. Sardana (Page 164)

The underutilisation of capacity in public sector units
is not only a threat to economic progress but also to
the political philosophy of state ownership. The
installation of initially a heavy in-built capacity,
recession in the demand for capital goods, operational
difficulties and administrative inefficiencies are some
of the points that are responsible for the under utili-
sation of capacity in public sector undertakings.
The solution lies in a series of bold measures some
of which are outlined in this paper ... .. R. K. Mishra
(Page 175)

Capacity
Utilisation in
Public
Enterprises
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A generalized production function has been the
convenient tool for analysts to study the relationships
between inputs and outputs. This job has been
further simplified by the Cobb-Douglas’ variance of the
model. This paper examines whether the small-scale
industry in India, where idle capacity is a chronic
problem, follows the production path of a Cobb-
Douglas’ function. The finding is that the industry
better follows the input-output model rather than a
Cobb-Douglas' function. ... .. N. C. De (Page 185)

It participative management is an accepted principle
ot industrial democracy, the collaborative leadership
is only its logical extension. Confiict crossed by
co-operation is the underlying philosophy of collabora-
tive leadership. This type of leadership could, however,
be developed only when both management and trade
unions stop thinking in terms of their respective
‘prerogatives’. Further it should not be regarded as
fashion ., ... P. S. Ahluwalia (Page 190)

Collaborative
Leadership

Problems of
Small-Scale
Ancillary
Industries

The small-scale ancillary units are complementary to
the modern large-scale industries which require a
wide range of components and sub-assemblies.
Bottlenecks like irregularity of orders, want of
essential raw materials, lack of technical guidance,
obsolescence in the means of production and quality
control and unstable market for finished products
hold back the development of ancillaries. It is shown
in this paper how large undertakings and .government
can  help removing these  bottlenecks
K. P. Parmameshwaran (Page 194)

o M r—————— o et b = B et reemiend



Management tools, evolved from different disciplines

is to encounter different problems faced in business.

As the economics of their application differs from

tool to tool, the management should be selective and Audit of
take account of the cost incurred vis-a-vis their use- Management
fulpess. It is pleaded that these management tools Tools and
and techniques should be scrutinised or audited their
periodically in order to ensure that an obsolete Applications
technique is replaced with a new one. it would

thereby improve the quality of decision making . . . .-

P. Chattopadhyay (Page 200)

The text-book approach to work measurement seems
to fail when it comes to the rating of performance of
workers in process industries or in any work situation
where a group of workers are doing the same job.

Industrial There is thus an imperative need to put some more
Engineering tools in the kit of an industrial engineer. What could
Concept Needs be the exact shape of these tools cannot be said at
be Dynamic this stage, but what can be pointed out is that these

tools should be deveioped on the basis of a 'Total
Approach'—analogous to the approach developed in
the field of quality contro! and corporate planning
...... S. K. Lahiri (Page 207)

Explosive forming is best described as a process in

which metal parts are formed by the high pressures

resulting from the detonation of chemical explosives. On the
The major advantage of explosive forming is that some
arts which are difficult to form mechanically, can be :

fpormed explosively. An outcome of practical gulgggﬁc‘:‘
experience and research, the paper describes, step S?;a ed Parts
by step, how explosive forming techniques can be P

used in a given situation...... S. K. Ghosh,

V. C. Venkatesh. {Page 210}

Explosive




Management of
Scrap and
Rejects

It might appear an exaggeration, but it is true that the
management of scrap and rejects is like a window
through which one can peep into the weak spots in the
organisation of men, machines and materials. This
paper provides some valuable guidelines as to how to
investigate the causes of rejections and scraps, how
to control them, how to use them and how to manage

S. R. B. Manian (Page 216)

this relatively neglected aspect of management ... .,

Until recently, only experts and academicians bothered
about productivity in U.S.A. It was not a major
problem for the industry. The twin reasons for this
state of complacency were the aiready high level of
efficiency of an American worker and the undisputed
supremacy ot American goods in the foreign market.
For the last few years, the position is not that comfori-
able at least in thel atter field, which in turn impelled
the industry to focus its attention on the former.
This posed a new challenge to the American Manager
—a challenge to assume the role of a leader in
productivity drive. How this challenge is being met
in America would have many important lessons for
Indian Managers . ... .. S. K. Jain (Page 226).

Leadership in |
Business : A
Critique Based !

on Productivity _
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Incomes policy for industrial workers in a developing
economy, characterised by large scale unemployment and
mass poverty, could have two planks : (a) an improvement
in the standard of living of the workers and, (b) a steady

E::f:g'f' increase in employment, assuring a minimum level of
Workers' income tolthe unemployed. T'he paper attempts to explain
Money changes in the money earnings c?f industrial workers in
Earnings terms_of selected economic, 1nstitut|onz§l and technological
and 1R asiiEs factors. The'c'onclusu.:m is ’fhat an lmprgvement in the
Policy standard of living of industrial workers without affecting

volume of unemployment adversely, is possible only if the
growth in productivity is accelerated significantly and
prices of consumer goods and industrial products are
stabilised ..... . ...G. K. Suri (Page 97).

In a bid to revamp the Administration’s attack on inflation,

the New Economic Policy (NEP) was first announced in

U.S. A. on 15th Aug., 1971. The phase one of NEP

includes measures like absolute freeze on wages and

prices, holding down spendings and floating U.S. dollar with The N
respect to gold and other currencies. Phase two would E 6 New
be a continuation and modification of the policies of phase Pcol'noml;:
one, but with a structure to make rules, enforce them and tho Ifjsr’alct’ed
judge the demands made upon them. But is the NEP Stet
some new kind of policy to stop inflation? That, of Aten
course, is the claim of Nixon Administration. The
contention of the author is that the entire package is
nothing more than a completely orthodox economic
stabilisation programme.........John T. Fishel (Page 113).




Authors

10.

11.

12,

Dadi M.M.

Fishel John T.

Goel V.K,

Jagarnadham V.

Khusro A.M.

Labour Bureau

Nair N.K.

Rao P.V.

Sastry C.M.

Singh J.P.

Suri G.K.

Thavaraj M.J.K.

Reader in Economics, M.S. University of Baroda, India.

Assistant Professor, Political Science, University of
Wisconcin, U.S.A,

Deputy Director (Research), National Productivity
Council, New Delhi, India.

Professor, Social Policy and Administration, Indian
Institute of Public Administration, New Delhi, India.

Director, Institute of Economic Growth, New Delhi,
India.

Ministry of Labour, Employment, Government of India,
Simla, India,

Assistant Director (Research), National Productivity
Council, New Delhi, India,

Assistant Director (Research), National Productivity
Council, New Delhi, India.

Sri Ram Centre for Industrial Relations and Human
Resources, New Dethi, India.

Institute of Economic and Social Change, Bangalore,
India.

Assistant Director, Sri Ram Centre for Industrial
Relations and Human Resources, New Delhi, India.

Professor, Economic Policy and Administration,
Indian Institute of Public Administration, New Delhi,
India.



A Note on Prices and Incomes Policy
in India

V.K. Goel N.K. Nair P.V. Rao*

There is a growing realisation among the nations of the world, both
developed and developing, that ‘planned growth of incomes’ is an essential
ingredient of the strategy for combating inflation and achieving steady
growth of production holding the canons of social justice intact. The increa-
sing volume of literature on prices and incomes is at best reflecting this
growing awareness'. Attention has thus come to be focussed mainly on the
problems, processes, procedures and other relevant issues of wage-cost-prica
determination in the larger parspective of a long term overall economic and
social policy. In India, explicit recognition of what is called 'prices and
incomes’ has been extended, for the first time in the Approach to Fifth Plan2
“Rises in wages unrelated to improvement in productivity push up wage cost
per unit of output. Such rises have to be avoided in the interest of price
stahility"® maintains the Approach Document. Attempted in the following

*The views expressed are personal and do not represant that of the Council,

1. Since ali cost elements like wages, profits, rent and interest are also incomes, attempts at
dealing with them in some systematic way have been known as “incames policies”, Emphasis
on tncomes policy have assumed its present significance in the context of a spiral in the general
level of prices in the world economies, and accordingly, as an anti-inflationary measure, it is
refetred to as “‘prices and incomes policy”. See in this context :

(iy H.A. Turnur & H. Zoetweij "*Prices, Wages and Incomes Policies in industrialised Market
Economies', International Labour Office, Geneva, 1966,

{it) International Labour Office “The Role of Appropriate Incomes, Wages & Labour Policies
in Industrialisation” United Nations Economic & Social Council (E/CN.II/t & NR/IND,
CONF. 2/L. 40) (mimeographed), 1970.

(i) G.V. Haythorne "Prices & Incomes Policy: The Canadian Experience, 1963-1972",
International Labour Review Vol. 108 No. 6, 1973 pp. 485-504,

(iv) Aubrey Jones, “The New Inflation: The politics of Prices & Incomes™ Ande Dutch,
l ondon, 1973.

2. Apart from the repetitive statements in all the previous plans, soma efforts wera also dona
garlier to formulate a framework for Incomes & Prices Policy. See, for instance, Reserve Bank
of India ~*Report on a Framework for Incomes & Prices Policy”, Bombay, 1967,

3. India, Planning Commission, Apptoach to Fifth Plan 1874-79, p, 52,
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pages is an assessment of the characteristic trends and features of the
Indian economy in the context of a prices-incomes-wages-productivity policy,
besides high-lighting the important causes and consequences of inflation.
And finally, a few of the important policy issues are also briefly indicated.

The Characteristic Trends and Features

Declining Share of Wages : The past two decades between 1949 and 1970
witnessed a declining share of wages and salaries in the total net domestic
product in Indian industry. The share of labour (including salaried class)
as percentage of value added by manufactures has declined from about 65.0
in 1949 to about 55.7 in 1960 and to 53.3 in 1969, according to the data
provided by the Census of Manufacturing Industries (CMI) reports and
Annual Survey of Industries (ASI) reports. The share of wages alone has
decreased from about 53.3 percent in 1949 to about 39.6 percent in 1860 and
then to 34.7 percent in 1969.4

Stagnant Real Wages : The level of real wages has remained constant f not
declined marginally. While the annual average money earning ¢f workers in
manufacturing industries have increased from about Rs. 1549 in 1961 to about
Rs. 2642 in 1971, representing an average annual rate of growth of about
7.15 percent, the rise in the index number of consumer prices of essential
commodities was much higher, nullifying, to a great extent, the gains in money

4, See S.L. Setty “Trends in Wages and Salaries and Profits of Private Corporate Sector”,
Fconomic and Political Weekly, Vol. 8 No. 41, Qet. 1973, pp. 1864-1890, On the basis 2f data
on company finances, published by Reserve Bank of India, the study:obse:ves.

Cost of wages - - - - - {as a proportion) to total value of production was almcst static
between 1960-61 and 1964-65 when total cost of production also remained generallvy statig,
but subsequently the cost of wages, salaries etc. declined not only upto 1968-62, when the
total cost of production rose, but even thereafter upto 1370-71, when the latter experienced a
declining trend - - - - - f the Public limited companics expericnced a raduction in total cost as a
proportion to value of production after 1363-63, it was primarily due to the decline in relative
cost of wages, salaries etc.” (p, 1868) Clause in brackets supplied.

Also see N.J. Jhaveri “Wages in Industry and Incomes Policy”, Cammerce August 4, 1873,
pp. 217-221. He also finds that - - - - - a5 percentage of value of production (at currert prices)
wage cost declined from 15.1 in 1865-66 to 14.21in 1970-71", (p. 217).

See also M.M. Dadi '*"Wage Share in Organised Manufacturing industries’, Productivity,
this issue, pp. BB—96.

b. Indian Labour Statistics for various years.
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wages. Between the years 1960 and 1971 the index number of consumer
prices of food items has increased by an average annual rate of 8.36 percent
and the general index by about 8.18 percent. The index number of wholesale
prices of food items has increased by an average annual rate of 10.7 percent
and the general index by 8.61 percent.

Capital Intensification : There has been a relative shift from labour to capital
in the input pattern of Indian industries. This is evidenced by the phenomenai
rise in the capital labour ratio in the manufacturing sector. The estimated
trend rate of growth in the capital-labcur ratio, at constant prices, comes to
about 9.6 percent per annum between the years 1946 and 1964.% On the other
hand, the increase in capital-labour ratio has not been followed by correspond-
ing increase in output-labour ratio thereby resulting in a sharp decline in the
output-capital ratio. The estimated trend rate of growth of labour productivity
measured by value of net output per unit of labour, at constant prices,
comes to be of the order of 3.3 percent per annum for the period between
1946 and 1964. Correspondingly, it is estimated, that capital productivity
measured by value of net output per unit of capital, at constant prices, has
been declining at the trend rate of 6.2 percent per annum. Capital substi-
tution, therefore, seems to be the dominant feature of industrial growth during
these two decades.” The increasing capita! intensity coupled with declining
capital productivity could be a logical consequence of the investment policies
followed in the past two decades of planning, for, much of the investment
expenditure in the organised manufacturing sector was channelised fowards
basic and heavy industries, many of them with considerably long gestation
periods.

8. See Asit Banerji “Productivity Growth & Factor Substitution in Indian Manufacturing”, fndian
Economic Review Vol. 6 (new series) No. 1, 1971 pp. 8-8.

7. There seems to be some ambiguity regarding factor substitution in Indian manufacturing. The
two recent studies on the subject used the same set of data, from the company finances study
of Reserve Bank of India, but reached apparently opposite conclusions. *“A prabable
explanation for this (declining share of wage costs) is to be found in the introduction of mora
sophisticated machinery and thus a relative shift from ’‘labour input’ to ‘capital input’.’” Sse
S.L. Setty “Trends in Wages & Salaries ... ' op. cit, p. 1868. Ciause in brackets supplied,

Jhaveri, on the other hand, maintains **,....it appears reasonable to rule out a decline
in the share of wage cost in the value of production on account of replacement of fabour by
capital in the process of production.” See his “Wages in Industry... .. ", op. cit, p. 217,

These apparently opposite conclusions could possibly emerge from the differences in
concepts on which each of the studies is based. Thus while Setty bases his observations on
total cost of production, inclusive of cost of material inputs other than capital and labour,
Jhaveri's is on total value added, which excludes cost of material inputs. Theoretically, this
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Declining Profitabilily Rates : Paradoxically, the capital intensification in Indian
manufacturing has been followed by declining profitability rates. Data analysis
based on the study of finances of the large scale public limited companies in
India incdicates that gross profits as percentage to total capital employed has
declined from 10.2 to 8.5 during the period between 1960-61 and 1968-69 with
vear-to-year fluctuations. In ail subsequent vears, thizs has shown a margina!
increase and was 10.4 percentin 1970-71 against 9.6 percentin 1969-70. There
are evidences indicating that in the following vears of the seventies the ratio
has registered further decreases. Profits after tax as percentage of net worth
have also shown a deciining trend, almost corresponding to gross profits as
perceatage of capital employed. For instance, from about 10.9 in 1960-61,
profits after tax as percentage of net worth has declined to 7.0 in 1968-69
and then has increased slightly during the foliowing two years.®

Constant Share of Re-investible Surplus ; The share of re-investibie surpius
{(profits before tax plus interest payments plus remuneration for managing agents)
in the net output has remained somewhat constant if not declined. According
to the company finances data, this share has remained more or less stable
around 38-40 percent. In this, however, the share of interest payments alone
has increased from about 5.51 percent in 1960-61 to about 7.32 percent in
1964-65 (based on data relating to 1333 public limited companies), from 8.94
percent in 1965-66 to about 11.30 percent in 1970-71 (based on data reiating
to 1501 public limited companies). The share of profits before tax has shown
a declining trend almost corresponding to increases in interest payments ;
from about 31.50 percent in 1960-61 (1333 companies) to about 29,89 percent
in 1964-65 and from about 29.27 percent in 1965-66 (1501 companies) to about
26.75 percent in 1970-71. The share of profits after tax has shown a declining
trend of a higher order : from about 19.31 percentin 1960-61 (1333 companies)
it has decreased tc abcut 14.74 percent in 1964-65 and from 14.63 percent in

dgifference could disappear at the macro level and in a static madel.  On the other hand, analysis
on the basis of CMI & AS| data which covers almost the entire manufacturing sector shows
that “‘whila there is vear-to-year fluctuation in the share of wages, there is a constant downward
trend which is particularly noticeable during the period 1953-64.. . The share of wages in
gross value added has declined even more than the share in net value added which indicates
increasing capitalisation of the sector.  The decline in share of wages has not alwavs implied
an eguivalent shift in profits, To that extent, it is the salary earners in the sector who have
improved their position relatively to wage earners”. See K.R. Ranadive "Growth, Pattern of
Investment and income Distribution :  Earning Structure 1n Qrganised Manufacturing Industries
in India, 1951-1864." Paper presentzc at the Seminar on Employment and Income Distribution,
New Delhi, March 29-30, 1870 (mimeographed; pp. 16-17.

8. Reserve Bank of India sources quoted in N.J, Jhaveri ““Wages tn Industry...... " op. cit, p. 219,
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1965-66 (1501 companies) it has gone down to about 11.19 percent in 1968-69
and then has increased to about 14.89 percent in 1970-71.°

Sort of a Ricardian System : These characteristic trends in the income shares
suggest that Indian economy is moving like a Ricardian system, a system in
which the main beneficiaries seem to be the rentier class.! This process has
been further accentuated by the type of inflation that has been prevailing in the
economy. In fact, price increases have robbed the wage earners and the salaried
groups most of the real benefits of the increases in money earnings. Nor the
re-investible profit margins seem to have increared because of the increasing
prices of raw materials and intermediate goods. While the index number of
wholesale prices (1961-62--100) of manufacturers reached 174.3 in 1972, that
of fuel, lubricants etc., recorded 178.2 and industrial raw materials showed
182.2."" On the other hand, margins in trade and business, profits from agricul-
tural surpluses and contract incomes are some of the major categories which
seem to have been swelled during this period. Categorical accounts of such
increases cannot be presented because of the lack of adequate data. It should
be noted, however, that the very changes in the production process, inherent in
growth, increase the possibilities of income accruals to asset and property
holders, mainly through the appreciation in the value of their holdings, parti-
cularly in the short run. It is ail the more important that such accruals could
not be envisaged to be distributed evenly among their recipients, leading to the
generation of forces conducive to concentration of economic power. A large
part of these incomes is unproductive because of the high propensity for
conspicuous consumption among their holders."

Inflation—The Diagnosis

The above trends provide a framework within which the scope of income
policy in India could be defined. In particular, they bring to our attention the
fact that wage restraints alone would not constitute the content of an incomes
policy. Firstly, lack of inducements for entrepreneurs due to a rising wage
cost could never be recognised as a significant factor in Indian economic
9. lbid p. 218.

10. See T.S, Papola “Incomes Policy for India”, Econamic and Political Weekly, Vol. 8, No. 62,
1973 p. 2299,

11. CSO Monthly Abstract of Statistics, Jan. 1974, pp. 66-67,

12. Also see M.P, Chitale “Would Tax Proposals Check Inflation"?, Commerce. March 9, 1974 p. 9
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growth. Secondly, the money wage levels in the organised sector of the
economy are not high enough to yield a per capita income among workers’
families much out of proportion with the overall per capita income. Instead,
the causes of the inflationary trend could be traced to —

(i) inefficient deficit financing of a high order ;
(iiy critical shortages particulariy of agricultural products ;

(i) indiscriminate and heavy indirect taxes leading, quite often, fo direct
increases in prices ;

(iv) a money market insensitive to credit restrictions ; and

{v} unproductive expenditure of a high order in public administration.

Unrealistic Investments ; While the controversy regarding the causes of the
inflatiorary trends remains unresolved, *‘One widely held view is that
inflationary pressures of this kind have developed from time to time primarily
because the planned investment programmes have been unrealisticatly large.”"®
These unrealistically large investment programmes are, quite often, justified
by the philosophy of pianning i. e. by the objective of securing higher rate of
economic growth, relegating considerations of ‘‘distributive justice’” to a
secondary position is not ignored altogether. Also *. . considering the
philosophy of planning operationally conducive to growth in the mixed set up
of the economy, some doses of mitd inflation are rationalised as compatible
with growth which has the naturai consequences of laying stress on the role
of deficit financing in growth.”** This kind of a thinking has led to deficit
financing of a high order, sometimes to the extent of Rs. 800 crcres per year.
Such heavy doses of deficit financing have been consequent upon —

(a) inadequate accruals from public borrowings of the government ;

(b) inadequate transfers from the profits of the public enterprises ; and

(c) inadequate proceeds from taxation.

Market borrowings are inadequate because, among other things, . the rafe
of interest on government debt is incredibly tow.”"™® Not only that the rate of

13. K.N. Raj “Planning and Prices in India’”, The fconemic Times, 15th March, Bombay 1974, p. 5.
14, G.P. Mishra “"Spotlight on Shortcomings’, The Econamic Times, 16th April, New Delhi 1974, p. 6.

15. A.M. Khusro “India’s Economic Poiicy : A Critique and an Appreach™ Productivity this
issue, p. 25.
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interest is not competitive, but even the face value of the borrowing is also
not linked with the index of prices, as a protection to save the real value of
borrowing from shrinking.'® Public undertakings could not transfer surpluses
ina large way, for a variety of reasons, well-known as they are, including
faulty planning, inefficient management, non-expert pricing etc. inadequate
proceeds from taxation could mainly be traced to a shrinking tax base, even
when output and incomes are rising. The tax base shrinks hecause of the
growth of black earnings generated and fed by a variety of ill-conceived
controls, on production, distribution, pricing, etc. Given the objective of
growth and the consequent requirements for investment funds, deficit finan-
cing has become a Sine-qua-none for resource mobilisation. But most of the
planned increases in the rate of investment have been based invariably, on the
assumption that the output in the economy would grow at a very rapid rate
which has not happened in India. Against a targeted rate of growth of 5 to
6.5 percent in the past four plans, “The first decade of planning 1951-60
achieved a trend rate of growth of only 3.8 percent and the second decads
1961-1970 only 3.7 percent.""” “Thus. .. the investment expenditures over
savings have raised more increase in demand for output than its supply. ...
This explanation contains the Keynsian type of demand pull theory of price
inflation. . . . that planned investment expenditure during the planning has
been more income-cum-demand generating than output-supply generating in
effects."®

Shortages : Regarding shortages nothing is more convincing than the statement,
“a feature of today's inflation is that higher prices apart, a large number of
crucial preducer and consumer goods are simply not available. In this situation
consumers try to stockpile and producers attempt to hoard larger inventories
and both add to higher prices.”"'® This is applicable more to agricultural
products though outputs from other sectors are not exceptions. As against
a targeted output of about 129 million tonnes of foodgrains at the end of
Fourth Plan, it has been now reckoned that the output may be about 114
million tonnes.?®  Also ‘“‘agriculture. .. had a setback during the third year.

16. For an exposition of the case for linking bonds with the index number of prices. See K. Prasad
“Indexed Bonds-—Non-Inflationary Scheme to Mop up Resources”, The Economic Times, 16th
October 1973, p. 5.

17. India, Planning Commission Draft Fifth Five Year Plan, 1974-.79, Voi. 1, p. 7.
18. G.P. Mishra *Spotlight on Shortcomings’, op. cit,, p. 5.

18. A.M. Khusro “India’s Ecanomic Policy...... " op. cit., p. 21.
20. India, Planning Commission, Draft Fifth Five Year Flan 1974.79, Vol. 2, p. 1.
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There was a further setback in 1972-73."2 However, the growth rate wes
only about 3.1 percent per annum as against a targeted growth of 5.6 per-
cent per annum during the Fourth Plan period. On the whole, agriculturas
output during the decade 1961-71 has grown at the rate of 2.1 percent per
annum as against 3.3 percent in the previous decade. The output of food-
grains during this decade also followed a similar trend, increasing at a rate
of 2.5 percent per annum as against 3.3 percent during the previous decade.
The position has been much worse during the last two years, demestic output
of foodgrains having actually fallen by about 10-12 percent® Logically, if
money stock with the public is rising at the rate of 15 percent a year,” when
output is rising at 3 percent per annum, prices will generally rise, say kelween
10 and 14 percent. “That is roughly what has been happening in India in
the last two years and is now happening much too chviougly and

disturbingly.'?*

Misconceived Priorities : These shorteges in fact could be a corollary of the
investment policies follcwed in the Plans. True that the perfermance of the
econcmy, particularly its agricultural sector, is heavily monscen based and a
failure in monscons may contribute substantially to its hardships, btt, such
exogenous forces apart, the type and the magnitude of investments that have
aiready gone into the econcmy have, by and large, been inccme augmenting
and not output generating, a least in the shcrt run.  Partly this is warranted
by the underlined considerations of eccncmic growth. Thus agricultural
sector, particularly focd items, towards which much of the increased con-
sumption expenditure would be directed in the initial steges of deveicpment,
has not been given adequate attention in the Five Year Plans.  This has now
been recognised as a gross mistake, a mistake originating in the misconceived
priorities and Icpsided ordering of India's primary needs. This has led to the
“ . .strange spectacle of the world’s largest industrial nation (United
States) feeding the largest agricultural nation (India)."® What Colin
Clark called ‘economic shcwmanship and conspicuous investment' have

21, India, Planning Commission, Draft Fifth Five Year Plan, 1974.79, Voi. 1. p. 7.

22 V.K.R.V. Rao et al “Inflation & Economic Crisis”, Vikas Fublishing House Private Limited,
1973 p.33%

23, Between March 1871 and Nov. 1873, the stock of meney with the public has increased by
about 38.4 percent. See Reserve Bank of India Bulletin, Nov., 1£73.

24. A.M. Khusro *India’s Economic Policy...”, op. cit., p, 22

25. Sudha R. Shenoy “'Central Planning in India & Critical Review”, Wiley Eastern Fvt. Ltd., 1971
p. 55, Clauses in brackets surpiied.
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taken precedence over the humar task of raising standards of living,2

This overemphasis on growth has aiso led to the diversion of investment
resources more towards basic and heavy industries than towards essential
consumer goods.* This policy has not oniy resulted in a high level of capital
intensity, but also damped the productivity indices because most of the
investment projects undertaken involved long gestation periods. Also the
uncertainties and vicissitudes of the foreign aid and export front caused
serious dislocations in many of the important industries which were heavily
dependent on foreign aid. A serious consequence of this has been the
emergence of substantial excess capacity in a number of industries. Thus
there is, on the one hand, a built-in-bias towards basic and heavy industries
which would result in the generation of an inflationary gap in the short run,
but, on the other, even the created potential has not been fully tapped ensur-
ing the smooth flow of goods and services.

Human Capital : At least part of the excess demand generated in the economy
has its origin in what is called human capital formation, i.e. expenditure on
social services like education, health and welfare. In India almost the Wwhole
of such expenditures are at the instance of the government whether Central
or State. “Though, in the long run, investment in human capital may increase
the earning capacity of the individuals . .. they are not accompanied by any
expansion of goods or services in the short run."28

Indirect Taxes : Apart from the heavy order of deficit financing attempted in
the past, fiscal policies contributed directly to the rise in the general level of
prices. A notable feature is the increased reliance on the indirect taxes for
resource mobilisation, particularly on excise duties, sales tax, taxes on passen-
ger fares and freights etc., which are shiftable to the final consumer either
fully or in part. For instance, while the total tax revenue of both Central and
State governments increased from Rs. 627 crores in 1950-51 to about
Rs. 1350 crores in 1960-61 and then to about Rs. 4504 crores in 1969-70,

26. Colin Clark, quoted in ibid, p. 8.

27. “The relative neglect of agriculture and hence the ‘wage goods’ constraint with its attendent
somewhat exaggerated concern with the building up of the investment sector to braak
eventually the ‘cepital-goods constraints” were to be shown by the subsequent turn of events to
have been unfortunate and harmful to the process of ecanomic development in the country.”

J. Bhagwati and P. Desai "*Planning for Industrialisation Industrialisation and Trade
Policies since 19581, Oxford University Press, 1370, p. 117,

28. M.J.K, Thavaraj, “Fiscal Policies & Inflation : A Critical Evatuation”, Productivity this issus p, 54,




Goel WNair Rao
10

direct taxes account for only about Rs. 231 crores in 1950-51, about Rs, 402
crores in 1960-61 and about Rs. 954 crores in 1969-70.%°

Even among the goods taxed, it has been pointed cut, items of mass con-
sumptior account for the bulk. This has added to the regressive impact of
commodity taxes. Thus white the total revenue from indirect taxes increased
from abcout Rs. 396 crores in 1950-51 to about Rs. 948 crores in 1960-61 and
then to about Rs, 3649 crores in 1869-70, sales tax alone has increased from
about Rs. 58 crores in 1950-51 to about Rs. 164 crores in 1960-61 and tc
about Rs. 661 crores in 1968-70. Excise duties levied by both State and
Central governments also shewed remarkable increases from ebout Rs, 117
crores in 1950-51 to about Rs. 461 croves in 1960-61 and then ic

about Rs. 1706 crores in 1969-70. Also .. .. it is the commcdities
of common consumpticn of the masses .... and middle clésses
which bear the brunt of commodity taxation . ... The bulk of -evenues

from centra! excise is drawn from cotton textiles, sugar, kerosene, tchacco,
coffee and other necessities the demand for which is almost inelastic in view
of the non-availability of untaxed substitutes.”'®® In most of the cases where
the levies are imposed on basic raw materials and intermediate goods, the
effect of taxation is cumulative. It follows that the heavy accent placed on
indirect iaxes curbing the necessities of life accounted for a substantial
increase in the general price level in India over the plans. This ‘ncreased
reliance on indirect taxes, particularly on sales tax and excise duties, is an
unhealthy practice or the part of an under-developed economy especially
when confronted with an oligopolistic product market. Such levies will not
always lead to substantial curtailment in the household consumption, but
would rather result in pushing the level of pri-=s to higher levels.®" This
tendency would get accentuated when the price iise could be compensated
by direct wage increases for the wages and salaried groups through the
wechanism of dearness allowance and related components.

Expenditure on Public Administration : In India a large part of the resources
mobilised through deficit financing finds its leakage in filling the gap between
public expenditures and budgetary resources. A major portion ot this
expenditure is accounted for by unproductive activities iike public adminis-

26, Statistical Abstract 1870, pp. 498-200.
30, M.L1.K, Thavaraj “Fiscal Falicies end Inflation.. .. ~, op cit., pp. 57-58.

31. For instance ““Indirect taxes have never helped wefore in checking consumption and supplies
and production of unessential commodities” M.P. Chitale “Would Tax Proposals Check

Inflation?” ep. cit., p. 13,
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tration. The magnitude of such expenditures could be seen from the fact that
while the net domestic product at factor cost (at current prices) has doubled
between the years 1960-61 and 1969-70 from R, 13,366 crores in 1960-61 to
Rs. 28,936 crores in 1966-70—total revenue expenditure of both Central and
State governments on non-developmental items alone has increased more
than three fold from about Rs. 953 crores in 1960-61 to about Rs. 3171
crores in 1967-70. The increase is mainiy on account of items iike defence
(from about Rs. 248 crores in 1960-61 to about Rs. 979 crores in 1969-70),
police (from about Rs. 99 crores in 1960-61 to about Rs. 311 crores in
1969-70), genera! administration (from ahout Rs. 79 crores in 1960-61 f{o
about Rs. 160 creres in 1969-70), interest payments (from about Rs. 218
crores in 1960-61 to about Rs. 679 crores in 1969-70) etc.  “* It follows that
though undue expansion of current expenditure may carry an inflationary
potential, it is the unproductive administrative expenditure and the sizeable
seepages that take place across the hoard, especially in defence, public
works. . . which contribute a great deal to inflation. . . .3

Public Distribution : Adding further ic these vulnerabilities of the economy, has
been the faulty system of distribution. Despite the repeated verbal
commitments made in the past plans to streamline the public distribution in
conformity with the stated objective of eradication of poverty®*® among the
lower strata of about 30 per cent and also “ensure equitable distribution of
the proceeds of growth” practically not much has been achieved. Critics of
Indian planring have recently become articulated with observations |ike
“excess of investment expenditure has caused price inflation because of the
right to accumulate property and its ownership and the operation of a
money oriented mode of exchange and distribution.”®

32, Statistical Abstract 1870 p. 482 and pp. 503-504,
33. M.J.K. Thavaraj “‘Fiscal Policies and Inflation,.....”, op. cit,, p. 55,

34, The concept of eradication of poverty in lrdian Plans is debated much too often, Curiously,
no clear consensus have also emerged from these debates. See, for instanca—
(i) B.S. Minhas ""Rural Poverty, Land Distribution and Development”, /ndian Economic Review,
Vol. & {(New Series) No, 1, 1970, pp. 97-128.
(i) P.K. Bardhan “On the Minimum Level of Living and Rurai Poverty”, /ndian Economic
Review, the above issue, pp, 122-138.
(tii) P.K. Bardhan *“On the Incidence of Poverty in Rural India of the Sixties”, Efconomic &
Political Weekly, Val. &, Nos. 4-6, Annual No. 73, pp. 245-2584,
Also see: “"Notes en the Controversy around Rural Poverty and the Minimum Levels of

Living” by both Minhas and Bardhan, in /ndian £conomic Review Vol. 6 (new serfes)
No, 1, pp. 69-102,

35. G.P. Mishra “Spotlight on Shortcomings”, op. cit, p. 5.
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Though there was a public distribution system operating in india in the past,
its operation is inadequate both in terms of coverage of commodities and its
guantities. This system has been concerned primarily with foodgrains,
though some other commodities such as sugar and kerosene have also been
covered from time to time. The effective coverage of public distribution
system is reflected very well in the quantity of foodgrains distributed annually
through it.  Until 1964, it was seldom more than 5 miilion tonnes which is
less than one twelfth of the total output of foodgrains. Though this has
increased to about 13 to 14 miliion tonnes during the latter ha'f of the sixties,
it again came down to 8 muilion tonnes in 1969 and 1970.%

The speculative character of Indian trading sector is weli-known. Ina
situation characterised by exireme shortages, such specuiation would gather
additional momentum. This speculation ieads to the mode of exchange and
distribution more favourable to traders and stockists. The position hacomes
more haneficial if the process of growth is deficit induced. “'Thus a small
number of large farmers produce and control marketable surpluses of food-
grains having the objective of profit maximisaiion. The system of wholesale
trade, being private in nature, market those surpluses and hoard them for
specuiative purposes.”® The behaviour of prices under such circumstances
naturally would be characterised by chaotic rises. The available indications
show that this is applicable in India not only with regard to agricultural sector
but a wide range of essential consumables like sugar, kerosene, edible ol etc.

Growth, Price Stability and Incomes Policy : Some Constraints

Reconciliation of the long-term and short-term objectives of naticnal planning
in the context of incomes policy poses itseif as a critical constraint.  For
instance, while curtaiiment of deficit financing and expenditure on public
administration could be enthusizstically advocated, it may result in the
reduction of net developmental ocutlays essential for accelerated rates of
growth of production or may shrink expenditure which may cirectly or
indirectly promote employment generation. In fact, in market aconomies, it
has been advocated, the path of optimum economic growth is one that cuts
its way between two distinct phenomena: inflation on the one side and
unemployment on the other. But, now, this traditional doctrine has been
questioned and a ‘new indation' has been discovered, an inflation characterised

36. K.N.Raj “Flanning and Prices in India”, The Economic Times, March 16, 1874 p, &,

37. G.P. Mishra ~*Spotiight on Shortcomings”, op. cit., p. 7.
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by the disconcerting persistence of significant and even substantial unemp-
loyment. In this world of ‘stagflation’®® both inflation and unemployment
can co-exist to a cerfain extent and hence the apparent weakness of
aggregate demand cculd not be inveked as an explanation. It has
been reconciled sometimes that “Inflation is essentially a phenomenon
related to the behaviour and therefore to the expectations of the varjous
economic agents.”®

Some element of non-compatibility is involved even between accelerated
economic growth and raising the income levels of the poor, have nots and the
less paid sections of the society. The genesis of conflict in this case has
its origin mainly in the negligible saving capacity of the poor. By the very
fact that the marginal propensity to consume of the poor would be around
unity, any immediate increase in their real inccive, if attained through the
popular redistribution instruments, would step up their consumption expendi-
ture initially, leaving the saving margin of the economy thinner.40 Deficit
induced investments again assumes its importance if the econaomy has to
attain accelerated rate of growth. Further, the redistributed income, if spent
on consumption expenditure, would help in raising the prices of such items
which are usually essential consumables, defeating the stated objectives of
the incomes policy, viz.,, holding the price line. One may have to suspect
whether [ndian economy has already been subjecied to the strains of lower
rate of economic growth coupled with a galloping inflation, because of the
vicious circle of the nature described above.

The problems of an incomes policy in the !ndian context would not find an
end here. In an economy characterised by a predeminantly peasant farming

38. For a brief discussion, ses Jean Mouly, “Prices, Wages and Unemployment : inflation in
Contemporary Economic Theory', /nfernational [abour Aeview, Vol. 108, No. 6, Oct., 1973
pp. 329-343, ‘

39. Ibid p. 342,

40. "The same overall percentage rate of savings ..... can be realised by the prices of most essential
commodiies being kept very low...... and the less essential being priced very high (in orger to
divert the resources to higher-priority uses) "is the idea given in a recent study.

See K.N. Raj, “Planning and Prices in india”, op cit, p. 9.

But this contention stems from the belief that the marginal propensity to consume of
the poor, whose absolute consumption levels of esszrtial items remain low because income
remains very low, may be less than or equal to that of the ricl. But any absolute increase in
the real income (at least if the increase in prices is kept low relative taincrease in income)
would lead to proportionate or more increase in consumption expenditure, |n effect, there
could be a reduction in the overall percent of saving,
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sector, non-wage incomes constituting a major share in the net output, the
efficacy of such policies are directly rendered difficult. The position becomes
further difficult when it is realised that the bulk of wage payments in this
sector is in kind and not in money. Thus, to some extent, the basic problem
is to bring a major sector of the economy directly into the purview of the
incomes policy,

A New Wage Policy

it is inevitable that a whole pharmacopoeia of measures relating to maonetary
and credit, hudgetary and fiscal, investment and its financing etc. will have to
be mobilised for a meaningful prices and incomes poticy for India. indeed
they are complex issues and {0 some extent beyond the scope of the present
paper. However, since labour is one of the major recipients of income in
India, and therefore any difference, positive or negative, between its contri-
bution to output and the share it receives would affect the performance of the
economy in many ways, some observations regarding the role of an
appropriate wage policy are called for. Admitting that ‘wage restraints’ alone
would not constitute the scope and substance of the ‘new incomes policy’
yet labour has to play a positive role init. Hitherto, welfare considerations
have a dominating role in the wage policy in India. This is clear from the
observtion “The labour and wage policies in India....emanate from these
basica aims (of increase in production and employment and attainrment of
economic equality and social justice) and are essentially directed towards the
well defined goals of a welfare state and the socialistic pattern of society.”*
But this welfare approach to wage policy has resulted in a situation where
money wages in a large part of the wage employment sector move monoto-
nously with changes in the cost of living index, irrespective of the
productivity movements, through the mechanism of dearness allowance.*
Neither such a system offers any incentive for contributing higher to the
national output nor it guarantees autonomous growth in output. The conten-
tion is that the present practice orbits around its own vicious circle of higher

41 Labour Bureau, “Wage Policy in Five Year Plans: A Review", Productivity, thisissue p. 68,
Clause in brackets supplied.

42 The ‘indings of a recent study are exceptions to this. **The productivity index...... his relatively
higher importance in explaining changes in money earnings.”” See G.K. Suri & C.M. Sastry :
«Determinants of Workers Money Earnings and Incomes Policy” Productivity, this issue, p 108
It |s important to note that the concept of productivity, in this case, has baen defined as ‘net valus
added by manufacturing per man hour worked at current prices”. The risks to wh.ch this kind of a
cencept is subjected to are:
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prices, higher wages, higher costs and then again higher prices. Interestingly
wages and prices move disproportionately upwards, leaving wages to trail,
always, behind. However, the need for a total departure from this conven-
tional basis of wage setting viz., price-wage-link up, to an incentive based
productivity-wage-link up finds ifs due echo in the Approach to Fifth
Plan.®

Inherent in the gquestion of linking wages with productivity is the problem of
its measurement, for, underlying the estimation of output-input relation
stands the concept of a production function i. e., the notion that the physical
volume of output depends on the quantities of productive services or inputs
employed in the production process. But “Conceding that in a complex
production system it may not be possible to measure the net contribution of
labour towards higher productivity the concept of total productivity could be
used as the basis.”* While the conceptual details of the so called ‘total
productivity' are yetto be explored, and operational issues are yet to be
resolved, the proponenis of the approach have conceded that even with this
revised approach “.... neither country wide or industry wide index of
productivity nor the level of national income could be the criteria as they do
not take into account the situation of an individual unit. .. only. .. alternative

. is of arriving at an arrangement for linking wages with productivity at the
unit level.”*  Thus at the unit level it is considered to be possibie to develop
statistical methods capable of measuring labour productivity independently of
other factors of production particularly capital, fairly accurate.

{a) Netvalue added per unit of labour would not reflect the contribution of labour alone as is
envisaged by the authors.

{b) In an oligopolistic market, product prices could be adjusted to changing cost of production
necessitated by higher wages.

Since both the concepts viz,, productivity and wages are measured at current prices, the model
explains only about the behaviour of prices, and not necessarily about wage praductivity relation-
ship. For somewhat similar findings see G. K. Suri and H. V. V. Chellappa, “Wage-cost-
productivity Nexus and Incomes Policy.” /fadian Journal Industrial Relations, Vol. 9, No, 1, July
1973, pp. 69-82.

For 2 brief discussion on the relevance of net value added in the context of wage praductivity
comparisons see : National Productivity Council, “'Productivity Trends in Iran & Steel Industry in
India,”” New Delhi 1974, pp. 2-4 and p. 34.

43. India, Planning Commission Approach to Fifth Plan, pp. 50-54.

44. See G. R. Dalvi, “"Production & Productivity Aspects of Wage Policy™, Paper presented at the
Industrial Relations Conference in New Deihi 24-26 Jan., 1874, (mimecgraphed) p. 4,

45, lbid pp. ¢-5.
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Summary and Conclusions

If the propcsed incomes policy is intended to be more than a fashion, it has
to be realistic in its approach to the questions of realizable growth rates and
equitable distributicn of the proceeds of economic growth. It is, thus, obvious
that the twin problems of poverty and inequalities require & coherent overall
economic strategy. An incomes policy has necessariy to fit into this overall
strategy. The tendency to lock up on incomes policy in terms of merely a

wage policy may finally lead to the very defeat of its chjectives.*®

In particular, prices and incomes poticy cannct be envisaged only as a
negative instrument of restraint alone, it necessarily has to be a positive
instrument of growth. What is involved is a certain measure cof regulation
of the rate of growth of consumption of thcse who are fully employed,
whether they be wcrkers, profit earners, fixed asset holders etc, in the
interest of those who are under-emptoyed, and unempicyed. interpreted in
this wav the envisaged policy, if accepted and implemented by all the
concerned agencies inctuding government and trede unions, could bhe
an importani element of the sirategy cf overall economic and social
development.

6. ltis eviden: that thase who are finally responsikle for the implementation of the propased policy
are weli aware of this fact.  See., for instance, the inaugural spesch deliveied by Y. B. Chavan,
Union Ministar for Finance, at the Seminar on “lncome Policy and Industiai Reletions’™ in
New Dsihi 23-25 April, 1873, (mimeograpned).



India’s Economic Policy :
A Critique and An Approcah”

A. M. Khusro

This paper has two cbiectives, namely (1) to analyse some critical segments
ot the Indian economy, and (2) in the light of this analysis, to recommend
some basic policy changes in order to correct fauity policy postures and
improve the economy's performance.

The paper focusses on short-period changes and aims at policies calculated
to give early rather than late results. [t accepts fully the ideological pre-
“mises and politico-economic objectives of India’s policy - the maintenance
and the strengthening of democralic institutions, rapid economic growth,
massive distributive justice, an early elimination of absolute poverty, and early
freedom from foreign aid. While our basic objectives are unexceptionable,
the paper shows how ill-calculated to achieve these objectives our policy
instruments are. It suggests changes in these instruments.

The paper notes that we in this country have rightly discarded the totally free-
market economy or the laissez-fairy land in which the sum total of all
individualistic activity is somehow presumed to add to the greatest good of
the greatest number - which it never does owing to the co-existence of high
and low income consumers and monopolistic and competitive producers. We
have also rejected the fully regimented economy in which all means of
production, distribution and exchange are owned by the State only
administered prices function. We thus have a mixed economy. But what is
not generally understood is that there are two {ypes of mixed economy—one
which has been functioning in India and functioning rather badly, and the
other that cou/d function or cught to be made to function. For want of a
better phrase we could call it a progressive economy in which a continued
progress is maintained cn several fronts—on growth, on distributive justice,

*This Paper is addressed to the policy-maker. A technical examination of it may reveal some
theoretical flaws, But the expert reader would have to bear with it as itis being presentedin the
hope that the advantages of a policy shift from no theory to good theory are far greeter than those
of a shift fram good theory to very good theory. The plea therefors is that the best should not be
made the enemy of the good—Author.
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on elimination of monopoly and oligopoly, on desirable structural changes and
on self-reliance. This paper suggests some methods of moving quickly from
the badly functioning Indian (mixed) economy to the efficiently functioning
progressive (mixed) economy.

A mixed economy is mixed in two important respects: (a) it has a mixture of
public and private means of producticn - capital stock and employment; (b) it
has a mixture of markets for goods and services - iree markets and controlled
markets. The difference between the Indian econemy and the progressive
economy is precisely this that:

(a) The Indian economy has no pre-existing or known logic or criteria as to
why certain lines of production should be in the private or the joint or the
public sector. (Of course, the Industrial Policy Resoclution gives a list
of industries which ought to be ir this ecr that sector, but it does not
say, why). This absence of objective norms or criteria makes its
decision-makers and administrators timid and evasive and its entre-
oreneurs irritable and frustrated. By contrast, the progressive economy
has well-known rules for this classification.

(b}  Nor has the Indian economy a known logic or crileria as to why a certain
commodify should be sold in the ccnirolied markel and why another in the
free market. Why should aulomobiles be sold at controlled prices and
auiomobile parts at tree prices? Why should housing be free
and cement be contrelied? Why should engineering goods be free and
steel be conirelled 7 The progressive economy, by contrast, has a
clear logic to guide it on these issues.

Thus the progressive economy is a discriminating economy—an econemy which
discriminates between competitive and monopolistic (oligopoiistic) businasses
and then permits the former in the private secior and the latter in the joint
sector or the public sector. But then it fias lo estimate tne degree of mono-
poly/oligopoly which the present Indian pelicy does not do. Neither the
Ministries dealing with industrial production nor the Commissicn and other
bodies dealing with ronopely and resirictive practices have any idea about
the degroe of menopoiy cr eboul the mest economical scales of production.
The progressive economy also ciscrimiews belween commodity and
commodity or market and market end permiis i'ce markels in some com-
modities in which production responds substantietly and quickly to changes
in price and incomes, and imposes price and quantitative controls in other
commodities. But then it has to estimate in a technical way the responsiveness
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of supplies to prices and incomes, which the current Indian policy seldom
does.

In other words, the policy-makers and administrators of the present-day Indian
economy are confused about the market mechanism. They seem to indulge
in ‘controlmanship® - which is defined as the art of talking and legislating a
great deal about contrclling the weaknesses and inequities of the market with-
out actually knowing how the market functions ! The controlman then
proceeds to intervene with a great many indiscriminate and non-export
controls in all sorts of markets because he cannct discriminate one market
from another. He thinks that the controls are working. But since non-expert
controls do not work, what actually works is the market mechanism ! In the
result, instead of controlling the market, the cortrelmon turns out to have
been controlled by the meiket ancd by the black-marketeers,

The progressive econamy is not confused on these matters. It knows that
the price mecherism is one of the greatest inventions of mankind and that the
laws of supply and demand generally work in all sorts of econcriies e.g. in
the Soviet type as well as the American type. But it also knows that whaf
makes non-sense of the price mechanism is basically (i) the maldistribution of
income or purchasing pcwer and (ii) the existence of mecnopolyjoligopoly. So
the progressive economy faunches a concerled atfack on income distribution on
the one hand and the elimination of monopoly oligopoly on the other. But it
does so not by words or mere pclitical decisions but by expert analysis
followed by political decisions and these followed by expert action.

(c) The progressive economy is thus a sophisticated economy demanding
expertise from its political, economic and social decision-makers and its
administrators and managers. It has complex policy goals and a complex
set of instruments to achieve these. Such an economy shows high
respect for ideological and socio-political objectives as well as high regard
for technical-economic considerations. The present-day Indian ecenomy
does have its goals and its sociopolitical decisions, but does not have
enough expertise to fashion a consistent set of instruments to achieve
those goals, or to critically evaluate its own, decisions or to foresee the
second-and-third-stage implications of these decisions. That is why
errors are numerous, many decisions have to be reversed and objectives
remain grossly underfuifilied. Despite some augmentation of pro-
fessional skills in the public and the private sector, the current Indian
economy remains a good place for the non-expert. For instance, itis a
pity that economic policy in this country is not informed by economic
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theory but only by a non-expert general wisdom - which does not go half
as far as a combhination of expertise and wisdom would.

Achievements and Non-Achievements

The Indian economy and polity has substantial achievements to its credit ~
during the last two decades. Democratic institutions have survived and even
got strengthened. Economic growth at 3 to 4 per cent per annum has been
maintained over two decades. As for distributive justice, it can be asserted
that the absolute level of consumption of the good things of life by the masses
has increased (except perhaps in the eastern segment of the country and
some other pockets). Between 1954 and 1968 while the absolute mass of
the poor in the rural sector of the economy may have remained approximately
the same (between 150 million and 175 million peop'e below the poverty ling),
more than a 100 million people got added to the ranks of the non-poo- ! That
is a substantial achievement.

But, at the same time, the failures in achieving the three objectives of
economic growth, distributive justice and political development are also
colossal. Consolidation of democracy still leaves a great deal to be desired.
Economic growth has never been what it was planned to be and has been
limping at a slow pace of about 31 per cent per year, not to mention the
fluctuations in the rate of growth. As for distributive justice, while absolute
levels of the masses have generally risen, their relative position has weakened
and economic inequaiity has widened. ©On top of it all has come the
inflationary spiral. |Inflation, like poverty, has always been with us, but has
now assumed a very disturbing pace. With more than a 20 per cent rise in
the last 12 months and a higher price rise in food articles of mass consump-
tion, India now appears to be moving into the Latin American zone of inflation.
Actually, prices have risen more than what the official price index shows. The
index is based sunstantially on guotations of controiled prices and not those
of free market prices and hence under-states the true price rise.

This phenomena! inflation of prices has been having many well-known effects
but also some very sericus concealed effects. Real incomes have been rising
far less than money incomes and corsumers have been finding holes in their
pockets, Wage earners have been clamouring for higher wages. Budget
deficits have been tending to become alarmingly large. Both deficit financing
and wage payments in general unaccompanied by a proportionate rise in
production or productivity, have been causing further inflation. On the
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external front, inflation has been sucking away the exportable goods into the
home market and augmenting the balance of payments deficit. This requires
a greater resort to foreign aid and means lesser self-reliance.

A feature of today’s inflation is that higher prices apart, a large number of
crucial producer and consumer goods are simply not available. In this
situation consumers try to stockpile and producers attempt to hold larger
inventories and both add to the price rise. When the value of the rupee falls
visibly, people begin to get rid of money and shift into goods. The situation
then hegins to border on galloping inflation and that is a terrible thing to
happen to any economy. Luckily this is not yet the Indian situation.

But it is the Indian situation that a very iarge number of goods are in short
supply. Every manufacturer finds one or more inputs in serious shortage.
To take just one out of a thousand examples, a large firm making bread and
biscuits nearly closed down owing to power shortage. As it commissioned
its own generators and got over the difficulty, it ran into a scarcity of hydro-
genated oil and was again about to close down. However, it negotiated oil
suppiies at a high price and managed to stay open. But presently it did not
have wheat flour and again stood in danger of closing down. The latest news
is that it has closed down. Such critical inputs as steel, cement, power and
water are not available to many manufacturers. On the household front, off
and on, such items as bread, butter, edible oils, cooking gas, sugar and wheat
have gone into shortage. The political and social repurcussions of all this
and more are chviously very disquieting.

While these and many more are the open effects of inflation, the other effects,
often hidden from the naked eye, are at least as damaging to growth and
redistribution.  When the vaiue of the rupee falls by 20 per cent (or even 10
per cent) in one year, why should anyone attempt to save at all if he gains
only 7 per cent interest on it (if at all) but loses 20 (or 10) per cent on the
value of capital ? Obviously a rate of price rise higher than the rate of interest
has been doing a good deal of damage to savings. If savings in some
limited spheres are still rising that is owing to other reasons.

It is well-known that social services like education, health, sanitation and
nutrition benefits never reach the target groups as they are supposed to
reach. Nevertheless, if there is somewhere a lucky beneficiary whose real
income through enhanced social services has gone up by, say, 5 per cent in
one year, why should he consider this as any benefit at all if his real income
has actually gone down by 20 per cent due to price inflation ? Social services
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are meaningfu!l only when the value of meney is relatively stable. Inflation has
thus been making non-sense of our social services and our programmes of
socialist redistribution. No wonder the recepients of these great services do
not feel enthused but only talk of what they have lost.

A price inflation of 20 per cent in a year is aiso the reason why a price offer
of Rs.76 per quintal of wheat iooks like a real offer of Rs. 69 six months later
and of Rs. 61 a year later. [t seems an essential condition for successful
grain procurement at any given price that the ganeral price level shouid be
somewhat stable.

Controlling Inflation Through Controlling Demand

(f inflation and its many undesirable effects are to be brought under control,
this cannot be done merely by putting a legal price-control, on the inflating
commodities. That is like putting a lid on the chimney to hide the smoke
when the kitchen has caught fire. The basic causes of inflation, some on the
demand side and others on the supply side, would have to be understood and
tackled.

Our Five-Year Plans are hasically plans for expanding investment — i.e. goods
which produce more goods. Investment has two well-known effects: (a) it
increases demand or incomes in the hands of people through a multiplier
effect; and (b) it increases productive capacity and production or supplies.
But it so happens, typicaliy, that owing to long gestation periods, ineficiencies
etc. supplies emerge slowly and demand runs ahead faster. In the eveni,
price tends to rise as in the Indian case, with all their undesirable consequ-
ences. Anti-inflationary policy has then to work on two fronts: reduce the
demand and augment the suppiy.

Neglecting the exolic controversies among schools of economic thought, to
say that total demand in the economy is too high compared to total supplies,
is the same thing as saying tha!l money stock in the economy is rising too fast
compared to the zouniry's output (if the speed with which money circulates
is not changing muz1) lrraspactive of the controversies among schools of
economic thought as o whather mansy stock i a rough or a fairly reliable
index of demand, it is not a matter of much controversy that if money stock is
rising at the rate of 15 par cent per year when output isrising at 3 per cent per
year, prices will generally rise, say, betwzen 10 and 14 per cent, This is
roughly what has been happening in India in the last two years and is now
happening much too obviously and disturbingly.
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TABLE—1
. { | .
Financial ‘ Money Supply \ National Output Whaolesale price Index
year o o
|
! Rs. crores Annual %, | Rs. crores ‘1 9% rise Index % rise
rise over | (at 1960-61 | over Jast (1961-62) over
fast year | prices) ! year =100 fast year
1970-71 7.140 11.8 18,760 180.6 2.8
1971-72 B.138 14.0 191386 182.3 6.4
1972-73 8,285 13.5 19,521* 218.4 13.6
1st quarter
of
1873-714 9,733 1oL a5 — 240.8 41,0%*

**(uarterly Increase converted into an annual rate.

*On the basis of a presumed 29 increase over last yeaf.

Why do we allow the money stock (total demand) to rise so madly and so
much out of line with output? There are two explanations but neither can be

justified:

(i)  The Reserve Bank of India has no known rules about the quantum of
money stock, such as :

(a) Let the trend increase in money stock be equal to the trend increase in
output; or

(b)  Let the trend increase in money stock by a certain percentage (say 1 9%
higher than the trend increase in output, since the Indian economy is
subject to a monetization process and needs somewhat more money
each year; or

(c) Let the trend increase in money stock be a certain parcentage lower

than the trend increase in output, since (i) the monetization process is
drawing to a close, (i) the economizing in the use of money owing to
hetter trust and confidence and greater integration in production is
slowly increasing the velocity of money and reducing the demand for
money in relation to output; or
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(d) Let the stock of money rise somewhat less than output in the upward
phase of the cycle and fall somewhat less than output in the downward
phase.

The absence of such rules prevents the Reserve Bark from acting promptly
when it should and unduly protects it from criticism by the public and the
experts. Hence :

Policy Recommendation No. 1 : The Reserve Bank of India must promptly fix
the upper and lower bounds of money sfock in relation to output and other
factors and must announce the rules governing the change of stock. It must
recognize that India now needs a sophisticated monetary policy and a degree of
expertise in monetary management consisfent with the working of one of the
great Cenfral Banks of the world.

(ii) Even though the Reserve Bank does not have well-defined rules, it is clear
that the recent undue expansion of money stock is not due to much laxity on
its parts. Credit to the private sector has been kept tight. Neither this nor
foreign transactions have exerted any major influence on money stock expan-
sion. State Government deficits and the resultant overdrafts used to be
inflationary in character but the Ministry of Finance has to be complemented
on eliminating these. It is true that the States have received the amounts
back from the Centre on grounds of drought relief and emergency agricultural
programmes. State deficits have reappeared in the name of Central deficit.
The great inflationary factor now is the Centrai deficit.

Even as the Reserve Bank has no theory about the relation between total
output and total money stock, the Ceniral Ministry of Finance has no theory
about the relation belween ftotal money stock and budget deficits. These
relations are very important. In the present Indian situation a 16 per cent
rise in money stock could only occur if the budget dificit was around Rs. 800
crores, not if it was Rs. 400 crores. A 10 per cent rise in money stock would
probably go with a deficit of Rs. 400 crores, not Rs. 200 crores; and a 5 9 rise
would go with a deficit between Rs. 100 crores to Rs. 200 crores, other things
being equal.

So if prices in the last two years have risen at an average rate of 14 per cent
per year It is largely because maoney stock, in the face of a mere 2 per cent
rise in output has risen by 13 to 16 per cent per year. And if money stock
has risen by that much, it is because budget deficits have heen of the order
of Rs. 800 crores per year. Hence:
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Policy Re\commendatfon No. 2 : The Ministry of Finance must recognize the
relation between budget deficits, the quantily of high-powered (Governmant) money
and the quantity of total money and must not generally permit a deficit which
eventually ends up, via high-powered money, in a larger increase in total money
stock than is warranted by the rule of the RBI (Policy Recommendation No. 7).

But why is the deficit so large? Owing to excessive Government expenditures,
it is alleged. That is not a very fruitful line of analysis and this is where
most analysts get themselves deflected into secondary questions and never
reach the primary issues. Some chopping and chiselling of expenditures is,
of course, always possible. The Finance Minister has already announced the
cuts. But, by and large, at current price level those expenditures have got to
be incurred. Given the gunuine need for expenditures, deficit financing /s so
large because not enough is forthcoming from (a) public borrowing, (b} profits
of public enterprises, and (c) taxation. Now borrowing is relatively smali
because, among other things, the rafe of interest on government debf is
incredibly low. Savers will not save much at that rate of interest when other
rates of interest are much higher and when price inflation is so high. Profits
of public enterprises are low for various reasons, not the least important
amongst them being the non-expert pricing policies. In this paper we shall
not go into the question of low receipts from borrowing and low profits of
public enterprises, but concentrate on a much-neglected but critically
important area of tax receipts, which is, today, the crux of the rosources
problem. Nevertheless, we shall make :

Policy Recommendation No. 3: The interest rate structure, in today’s circums-
tances, must be shifted upwards and within that structure, the raltes of interest
on Government borrowings and on borrowings from public financial institutions
should be suitably raised relatively to other rales.

Policy Recommendation No., 4: The Pricing Policies of public enterprises must
be informed by good theory and must get oriented, together with costing
policies and management policies, towards higher surpluses.

To turn to the basic issues: to a superficia' eye, tax receipts in India seem to
be rising fast, but actually that is an optical illusion due to price inflation.
Tax receipts in real terms (at constant prices) are not rising much. Relative
to the expanding needs of the Five Year Plans, too, they are not rising. The
fax base is shrinking even as the tax rates are rising. An increasing proportion
of people, eminently qualified to pay taxes, are becoming non-tax payers. Most
of them are probably among the top 10% of income-earners; and because
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these are getting away so lightly that the others are having to pay so much
more. Real tax receipts have become very inelastic. Hence a much la-ger
budget deficit than is necessary.

Why then is the tax base shrinking? Why this problem of resources, leading
to so much deficit finance? This is the critical question fo which proper
answers have nof been given and this is where the biggest concentration of
analysis and action is required. We attempt such an analysis and deduce
from it some policy recommendations.

Shortages, Controls and Black Markets

When, in the process of investment, as a result of total demand running
ahead of total supplies, the price level begins to rise, manifesting several
undesirable inflationary consequences, the Government can contain these in
three alternative ways—(i) a tight monetary policy, (ii}) an anti-inflatonary
fiscal policy, and (iii) price and guantity controls.

Now monetary and fiscal policies can be administered only by the Ministry of
Finance and the Reserve Bank of India and not by individual Ministries. On
the other hand, every Ministry can administer its own price and quantity controls.
Hence it comes very readily o ministerial representatives to impose price and
quantity confrols and this instrument is promptly administered and multiplied,
almost in total ignorance of what controls the other ministries are administer-
ing and certainly in ignorance of what the total effect of these controls is.

DIAGRAM 1 But the administration of prices

is fundamenially different from the

YEARS administration of districts. A
\ different discipiine and a different
|9-75!_ __________ ™1 thought pattern s required. A

non-expert policy-maker or adminis-
frator {non-expert only in economic
analysis) generally sees demand

F 1 and supply as points on a graph
r paper. (as in Diagram 1). He
! ‘[ observes that in 1972 the demand
5 boa { ! for foodgrains was 110 million
108 110 15 117 tonnes; in the same year the supply

DEMAND AMD  of foodgrains was 105 million
SUPPLY tonnes. in 1975 demand would be
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117 million tonnes and supplies 115 million tonnes. The experf policy-maker
or administrator sees demand and supply as a curve or schedule which
responds lo en‘ces and incomes.

If (as seen in Diagram 2), prices DIAGRAM 2
were lower, demand would be pgiCE

higher, along a curve or line, and if
prices higher, demand would be
lower. There is a negative relation- 100
ship between price and demand. At

the same time, if income were
higher, the whole demand curve B0F—— — — = — —
would shift forward, so that at a
higher income demand would be
higher and at a lower income, lower. ;
There is a positive relation between 0 1 120
income and demand. DEMAND

I S S S N

These propositions follow the basic /aw of demand to which no one has
found, for all practical purposes, any significant exception. In like manner,
the expert analysis would reveal the point that if (as seen in Diagram 3)
prices were higher, supplies would be greater along a curve, and if
prices were lower, supplies would be lower. There is a positive relation
between price and supply. Also, if

DIAGRAM 3 the income or resources of the

o, producers were greater, supplies
g would be greater and if resources
smaller, supplies smaller., The

whole supply curve would shift

forward or bechkward. Thus, there

i a positive relation between

resources and supply. So says the

faw of supply to which, again, no

very significant exceptions have

been found in practically any

0 L society. Of course, the degree of
110 120 response of supply and demand to
- SUPPLY prices and incomes is different for

different commeodities in different
societies and the knowledge of these responses (elasticities) is essential
for policy-making in this realm.
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Now, as the non-expert does not have either the apparatus of thought or the
knowledge of commodity responses or elasticities, the effects of control—
especially the second-and-third-stage effecis—escape his attention. The
following effects of prices and guantify contfrols must be noted. They will
presently be substantiated:

(1)  Price controls lead to excess demand, ie. shortage—and the shortage
prompts producers and consumers alike to deal in the black-
market.

(2) Not all commodily conftrols have the same potential for black-market
dealings—some have /less and some have more, depending upon the
natural elasticities, of the commodity in question.

(3) Confrols are self-expanding. They proliferate and extend, through their
own inner logic, from commodity to commodity.

(4) Controls are seif-perpetuation; once they come, they tend to stick.

These are the micro-effects of controls within the commodity markets. There
are ofher crucial macro-effects on the economy which will be dealt
with later.

(1) For convenience of exposition the reader is referred to Diagram 4. A
key commodity has its demand curve, its supply curve and its market price,
OP,. At this price, demand and supply (AB} were equal. As the market
price was too high for many

DIAGRAM 4 users, a price cortrol was
B imposed on the commodity and
S its price was reduced by a

legal or administrative decree
to OP,, that is below the
Pnbeoee e prevailing market price. At
this lower price, lower by
EN, as the law of demand
nredicts, the demand for this
t commaodity would increase by
IB NG. Simultaneously, at a lower
controlled price, as the law of

DEMAND L supply ordains, the supply of
AND SUPPLY i o mmodity would shrink

PRICE




India's Econcmic Policy : A Critique and An Approach

29

by NF, and resources would shift to other more remunerative commodities.
Thus, the first impact of the control is o create an excess demand ot shorfage
of the controlled commodity. The price controller who has a point concept
of demand and supply and who does not draw the demand and the
supply curves, at any rate mentally, cannot see the emerging shortage.
¥ he does not have an idea of the elasticities—i.e. by how much will
demand increase and by how much will supplies shrink if price is reduced
by 10 per cent?—he will never gauge the degree of shortage.

(2) But the shortage resuiting from the imposition of a controlled price is
not the same in all commodities. In some commodities, as in Diagram 4,
reduction in price (EN) would

bring about a large increase in DIAGRAM 5

demand (NG) and a large dec-  pRICE

rease in supply (NF), leading
to a serious shortage and, in
consequence, a strong ten-
dency to do business in the

black-market. This commodity po |\ __ v m Yo ——— -
is a bad thing for price control.
In another commodity, as in '

Diagram 5, an equal reduction Pel=r-—~=~f{~7~7777
in the controlled price (E'N")
would cause only a small in-
crease in demand (N'G") and
a small decrease in supply
(N'F') so that the resulting DEMAND AND
shortage would be manageable supPPLY

and the consequent black

market dealings negligible. Such a commodity is a good thing for
price control.

We now have the result that commodities with a small price elasticity
of demand are amenable to successful control; those with a high price
elasticily are not. Also, commodities with a small price elasticity of
supply are amenable fo successful controf; those with a high price
elasticity are not.

Demand and supply respond not only to prices but also to the incomes of
consumers and the resources of producers. If, as seen in Diagram 6, the
price of a commodity is reduced (by EN) by imposing a price control,
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DIAGRAM 6 consumers’' real income would
go up, as the same money
income can now buy more,
Since demand depends on real
income, the demand for ali
commodities would go up,
including the demand for the
commodity whose price has

i been controlled—depending, of

N course, on how important in

£ | \D’ the budgets this commodity is.
D ! Its demand curve would have

L shifted forward from DD posi-

A B C ke tion to D'D' position and
DEMAND AND  jomand enhanced by GH=:CL.

SUPPLY Thus the commodity shortage

will be further aggravated
for income reasons and the black market will further flourish.

How much shortage develops and to what degree the black market is
strengthened for this reason, depends upon how much the demand
curve shifts forward after price control--that is how large is the income
elasticity of demand. In Diagram 6 this shift (income elasticity of
demand) is large. But in Diagram 7 there is a different commodity
in which the shift {income elasticity of demand) is smali; and hence not much
shortage (only C'L") and

not much black market. The DIAGRAM 7

commeodity in Diagram 7
represents a good case for
control and that in Diagram
6 a bad case.

And, finally, if the price
of a commodity is reduced L o — — —
through price contro! (by
EN), producers’ income or
resources would diminish as
they receive their incomes ‘ D' D
through prices. Since sup-
ply depends on resources, DEMAND AND
supply would be reduced SUPPLY
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and the supply curve would DIAGRAM 8
shift backward, as in Diagram PRICE Se
8, from S8S to §,§,. There D e
will be a considerable reduc- s S
tion in supply due to 7
producers’ income fall (FK V4
A=M) and the black market B 7~
would be buoyant. af~ T T E
Pm, p; -
But how much is the shor- _ kK-~ F \G
tage and how huoyant the Pc A N
black market would depend 5. ;
on the degres of shift in the 1
supply curve, i.e. on the s D
magnitude of the income |
elasticily of supply. In 0 %) A BC DEMAND
Diagram 8 the shift is large AND SUPPLY
DIACRAM 9 but in Diagram 9, with
another commodify, it is
PRICE , small (FK' = A'M') and
D’ So _* hence in this commodity
'S there is not much of a black
/ market. The commodity in
! Diagram 9 is a good case
) ',’ for control and that in
E’mz """"""" A Diagram 8 a bad case.
Prm / i
o IF \G' We, thus, have the result
re 4 that commodities with a
£/ small income elasticity of
< i D’ demand are amenable to
i b;, A’AB‘ <’ successful conirol; those
DEMAND AND yjth a high income elasticity
SUPPLY are not. Furthermore, com-

modities with a small income elasticity of supply are amenable to successful
control; those with a high income elasticily are not.

These elasticities are quite easily estimable by people who know how to

estimate these.

If appropriate cells are set up in the economic Ministries

and other organisations, the elasticities can be estimated in most cases

y
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within three months; but the estimation should be on a continuing basis,
since elasticities do change. 1f on some items data do not exist, the
decision to obtain the elasticities will call forth the required data—
and—data will come. For most commodities, experts already have
an idea of these elasticities. The policy-maker does not need to
estimafe the elasticities himself. He only needs to wuse them and he can do
that if he trains himself in the general logic of these things. The reader
will have noticed that the plea here is not for decontrol; it is for a much more
judicious control after studying the responsiveness or the elasticity of each
commodity's demand and supply with respect to price and income. In the
light of this analysis the following reccmmendations are in order:

Policy Recommendation No. § : Price and quantily controf policies (and other
policies like tax and subsidy policies) should not be 'ad hoc' in nature but
should be based forthwith on an understanding of the nature of the commodity
in question—in particular the elasticities of demand and supply with respect to
income and prices. By and large :

Have a presumption in favour of price and quantily control.

If the price-efasticity of demand (Ep,) is small,
if the price-elasticity of supply (Ep,) /s small,
if the income elasticity of demand (Ej) is small, and -

if the income elasticity of supply (E.) is small.

In general, if the sum of the four elasticities (neglecting the signs) is small,
price and quantily control is advisible.

In the opposite cases of elasticities, have a presumption against this lype of
control. In general, if the sum of the four elasticities (neglecting the signs) is
large, price and quantily conirof is not advisible,

Policy Recommendation No. 6 : Immediately sel up fechnical celfs in the
economic Ministries to estimate economeltrically, and in other ways, the relevant
commodity-wise elasticities of demand and supply with respect fo income and
price. The Cenfral Statistical Organisation, the State Bureaus of Economics
and Statistics, and research units in Universities and instifutions could be
asked lo help. Meaningful demand and supply models should be both time-
bound and continuous.
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The plea is not for no controls—that would be absurd—but :

(a)  for an informed and judicious price-quantity confrol which makes sure
that the price administrator can control the market rather than the
market control the price administrator; and

(b) for other controls, in particular, monetary controls and fiscal controls
which could be substituted, wherever feasible, for price-quantity
controls. This prescription is aimed basically at eliminating the
blackmarket, which, as will be shown later, is the greatest esnemy of
growth, of socialist redistribution and of self-reliance.

In the price and quantity controls administered so far in this country, as no
reference has been made to the basic question of elasticities, some extremely
ad hoc and indiscriminate decisions have been taken which has resulted in
extra-ordinarily buoyant black markets. Not only have indiscriminate controls
led to shortages but have revealed some of their worst properties. Not merely
the commodity markets have been affected but the economy as a whole has
been involved through the macro-effects of these controls. Some of these
effects are not self-evident and must be noticed through analysis.

As price controls have heen imposed, one by one, and supplies have shrunk,
one by one, authorities have heen forced to impose a quantitative control
as well—rationing, allocation, quotas, in order to distribute the remaining
supplies better. If rationing works well, a smaller quantity of the rationed
commodity is sold at a smaller (controlled) price compared to the pre-
control situation. In that case some expenditure is ‘saved’ by the community
and the amount saved promptly overflows to be spentin other commaodity
markets. The prices of other commodities then increase owing to a strengthen-
ing of demand. These other commodities are then promptly brought under
price control. Controls then have a self-expanding, proliferating nature.

While controls strengthen commodity demands and raise prices, there is
nothing in the control system which enhances production and so bring
down prices. While demands tend to move forward, supplies tend to move
backwards. If they are seen to move forward at all, that is because of other
reasons—subsidies, secular increase in demand, technical change, etc. Price-
quantity controls are thus, self-perpetuating : once they come, they seldom go.

Under the control system, which keeps on widening its network, black
earnings increase in three different ways :
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(a) suppliers have a stake in selling at the free market price which is illegal
and cannot, therefore, declare the price for fear of the law;

(b) suppliers have a high motivation to sell gquantities in the free market
beyond the permissible (rationed) limits and cannot declare these
extra quantities for fear of the law; and

(c) these undeclarable dealings (illegal quantities multiplied by illegal
prices) not only expand in each commodity market but, as commodity
controls multiply, the black markets multiply in number.

On all counts black earnings increase with tremendous gusto. The rate
of increase of black earnings, from all accounts, appears to be much
faster than the rate of increase of naticnal income. These black earnings,
ever-multiplying, cannot be declared to the tax authorities, as they have been
illicitly earned. The fax base, thus, shrinks or perhaps, increases at a
much slower rate than it would normally do. Tax authorities whose needs
for tax resources are multiplying rapidly, become nervous at the relative
shrinkage of the tax base. /n their anxiety fo make good the loss of base,
they enhance tax rates on direct taxes, on indirect taxes, here and there and
everywhere. Faced with sharp increases in the margina! rates of tax,
the communily responds with a serious tax evasion. The effect of very
high marginal tax rates is that the activily called tax evasion begins lo yield
a very high rate of return. No wonder, a very large fraction of the community
begins to indulge in this activity. Be that as it may, the tax base undergoes
a second round of shrinkage, this time because of high tax rates. The
authorities truly become nervous and not finding their way to enhanced
resources, decide to declare plan holidays and the like under different
respectable names like ‘annual plans’. Planned development becomes the
main casualty.

While the wrong mix of policy instruments does so much damage via black
earnings and tax evasion, to economic growth through the public sector
investment, equally serious damage is done to private investment and to the
capital market. Black earnings cannot possibly be invested in the capital
market for fear of being challenged and brought to book Neither shares
nor government bonds can be purchased through black money, exceptin
small volumes. The main outlet of black earnings then is in non-institutional
assets like lands, buildings, gold and commodity stocks. But those who
sell these assets against black earnings often do so for purposes of tax
evasion. Having got the black money, they are themselves contrained
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net to go into the capital market and are forced to invest in other non-
institutional assets like land, gold, etc. A paralle/ economy s then fruly
set up. Now, it is the properly of many of these non-institutional assets
on which black money is spent, that their supply is fixed. Very often they
are non-reproduceable assets. Thus it comes about that fhe high demand
for them only pushes up their price but not their supplies. Economic growth
does not occur. Black earnings are truly the enemy of economic growth
both in the public and the private sector. As the black earnings are
generally in the high income brackets, and still escape the tax they turn
out to be an enemy of distributive justice as well. Black money and socialism
do not go fogether.

The solution to the preblem of shrinkage of tax base does not lie in
employing more inspectors, tax gatherers and officers. Nor does it lie
primarily in conducting raigs on tills and godowns, nor indeed in demoneti-
saton of currency—all of which measures have, no doubt, some limited
logic in their favour but none attacks. The system, the machine that creates
black earnings. The basic solution lies in giving a body-blow {o the system
which generates black money and forces the earners not to declare their
earnings. It is clear that a more discriminate price and quantily controf
based on technical elasticities will free many commodities with vast black
money potential from the realm of confrols. These commodities will then be
soid openly at the market price which will then be a legal price. He who
selis at that price will feel free to do s0 and will, therefore, deciare his earnings.
As declarations expand, the tax base will expand; and as this happens,
undesirably high marginal tax rates can be reduced suitably. As the rates
are reduced, declarations of earnings will be further enhanced and the elasticity
of taxation will improve. it is certain that more fax receipts can be had
today in the exchequer not by higher rates of taxation but by lower rates—not
by getting more money from the same people but by bringing in more people
from the fold of non-tax payers to the category of tax payers.

In order to eliminate black earnings, a fofal decontrol of a commodity is not
the only method, partial de-control can be considered, as in the case of sugar,
and can, in suitable cases, be a phenomenal success. In addition, there
is the method used in some of our recent budgets to bridge the gap between
the control price and the market price. This can be done : (a) by enhancing
the retention price allowed fo the producer, who will then go on to produce
more, provided inputs are available, and (b) by enhancing the indirect
taxation which accrues to the government and then can be ploughed back
into investment activity in the public sector. In either case, while growth




occurs the black marketeer, who typically buys at the controlled price and
sells at the free price, therehy making his black earnings, /s squeezed out.
The black profit is transferred into white hands and meanwhile, supplies tend
to increase.

As tax rates enjarge through these two major moves—judicious controls and
judicious tax rates—authorities can substitute tax resources for deficit financing.
Deficit financing can then be reduced and we sze here the beginning of a
major process—a reduction in governmental borrowings from the Reserve Bank,
a reduction in the rate of increase of money and a consequent stabilzalion
in the general price level. Moreover, and indeed very importantly, as suppiiers
are left free in many commodities to supply at the gyiven market price, they
will certainly tend to supply more according to the good law of supply. It is
only through this process that shortage after shortage would be eliminated
and the economy move to a desirable abundance.




Growth with Social Justice :

A Critical Evaluation of Policies and Programmes
in the Five-Year Plans

V. Jagannadham

Growth with social justice is a subject of universal and perennial
interest both at the societal and national levels. Even at the individual
level, the concept of progress from being to becoming in terms of “nirvana”
or liberation has this element of growth expressed in religicus or ethical
terms. In the view of Ernest Barker, the preamble to the Indian Consti-
tution marks a progress in human history in so far as it puts Justice as a
coping stone on the edifice of liberty, equality and fraternity enshrined
in the philescphy of tFe French Revolution and of the socio-political
movements thereafter.  Developments in science and techriology during the
last couple of centuries have enabied mankind to achieve such
tremendous speed and variety in the exploitation and manufacture of material
rescurces, thereby enabling the masses to have goods and services formerly
possessed by a few. In addition, community services like education, health,
housing, welfare, social security are now capable of being spread with
speed for all in need, provided racial prejudices and national barriers
are removed. This is what Mcnamare meant when ke said that Growth is
not encugh; it must be coupled with Justice. Growth with Justice is an
undisputed objective of prcgressive iceclogies but the achievement of this
cbjective by translating it into policies and the management of programmes
accordingly is the biggest task that needs careful consideration.

Development-Frame

Soon after adopting the Constitution in January, 1950, the Planning
Commission was established in March of the same vear, for designing
scheme of developing the nation's rescurces so as to eliminate poverty and
unemployment. Since 1931 the Congress Party was pursuing the twin
objectives of achieving progress and justice. The A.L.C.C. Resolution of
1931 says : The organisation of economic life must conform to the principle
of justice to the end that it may secure a decent standard of living. So
far we had implemented four Five-Year Plans and the Fifth Plan is on the
anvil, In all these Plans, there has been a clear identification of the need
for balanced development. This was understood to mean a simultaneous
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achizvement of speedy growth and fair diztribution of the fruits of deveicp-
ment among different regions and classes of people in India. The emphasis
in particular was upon rapid development and bringing hackward areas
and weaker sections of population to the level of the advanced areas
and classes.

The policies and programmes embodied in all the Plans reflect the pre-
occupation to achieve these objectives by adanting the programmes to the
changing conditions. The basic features of our country’s development
framework are federal democratic decentraiized policy and mixed economy.
Within this framework, Growth with Justice has to be achieved. Some
question the wisdom of federalism; some coubt the capacity of demacracy
and others are skeptica! of mixed economy in achieving growth with justice,
but these three systems namely, federalism, democracy and mixed economy
form the basic framework of development planning.

Features of Development Plans

Within the framework referred above, emphasis in all the Plans was placed
upon achieving a higher rate of nroduction of capital and consumption goods
and these provide the infrastructure for acceleration of employment and
for the provision of social services like education, health, housing for ail the
people, During the first three Five-Year Plans, there was proportionately iarger
allocations for basic industries like steel and cement, for multipurpose
irrigation projects like Bhakranangal, Nagarjunsagar and Hirakud, and for
the development of highways, transport, etc. These were long gestation
projects end the gap between production of wage goods anc capital
goods had created conditions of inflation. The inflationary situation was
heightened by the wars with China and Pakistan as weil as hy floods
and droughts curing the sixties. Also, the Census of 1961 ana 1371
disclosed a phenomena! growth in population. Besides these, for strategic
as well as ideslogical reasons, a large proportion of investment had gone
into public sector undertakings whose performance had not fulfitled the
expectations. Thougii the large investment on public sector was in
pursuance of © poitay of placing it on commanding heights and for
correcting the imbalances likely 1o be caused by the private sector under-
takings, the management did not match to meet the expectations.

Achievement of Growth with Justice in India was identified as a probiem
of reducing (1) the growth of population, (2) the land people ratio, (3) the
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migration of population to urban, particularly, metropolitan areas, and (4)
the inequalities between the propertied and the non-propertied and also the
employed and the unemployed people partly by ceilings on lands and partly
by increasing employment opportunities. To achieve these ends, many
policies and programmes have been adopted, the focus of all of which
was to increase production and to distribute income fairly among all
classes. The interdependence of agricultural and industrial production
was recognised for promoting growth. The place of small and village
industries was recognised and the need for developing small towns so
as to arrest the growth of megalopolis was felt. Towards this end the
policy of identification of backward areas and the dispersal of industries
to those areas even at higher rates of investment was followed. The
weaker and backward sections of population were listed and special
programmes for promotion, relief and rehabilitation of their interests
were followed.

Among the techniques adopted for implementing the policies and pro-
grammes to achieve growth with justice special mention should be made of
(1) Community Development and Extension Services, (2) Joint and Co-
operative sectors to supplement private and public sectors and (3) industriat
licensing and restriction of trade practices and monopolies. These three
techniques, it was hoped, would accelerate agricultural and industrial
production as well as facilitate fair distribution of incomes.

Disarray and Disillusionment

Unfortunately, the conflicts with neighbours and the droughts in the
sixties had made a disarray of the policies and programmes under the
Fourth Five-Year Plan and for some years, there were only annual plans
eariier to it. However, the disarray resulted in a degree of disillusionment
about the assumptions and policies under the earlier plans. As a result,
new policies of identification of backwardness, both of areas and classes,
was attempted and new programmes for small farmers, marginal farmers,
for drought-prone areas etc. were developed.

Notwithstanding the exercises in identification of reasons for slackness
in production and persistence of backwardness ameng districts and
communities, and aiso in spite of adaptations and modifications in pro-
grammes and techniques, certain basic conflicts and contradictions in the
policies, programmes and their management have been undermining the
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faith in democretic plenning as &n instrument of achieving growth with
justice. Scme of these contradictions are described below :

Plan and Non-Plan Policy

From the beginning, a distinction was being maintained beiween Plan
and non-Plan activities and allocations. Delence and Police, to mention
only a few, are under the non-Plan sector. They have not received as
much attention from the Planning Commission as they deserve. Development
has an implicit force of generating conflicts in interests between the haves
and have-nots. The resolution of these conflicts is a function of Govern-
ment. Police which is regarded as a non-developmental activity, have
not been able to handle the law and order problems arising out of conflicting
interests in development. Defence, fortunately, is receiving greater attention
after our experience in wars with neighbours.

Labour Policies

—- 0= S
The labour policies of the Government are more welfare then preductivity-
oriented. Consequently, the ‘right to strike” is cflien used to extract
welfare beriefits. The trade unions have not become enlightered encugh to
relate their ideclcgies to development. Intra end Inter-union rivairies among
trade unicns have been introducing indiscipline into the lebour movement.

Political parties are also respensible to encourage fragmentaticn end factional-
ism among trace unions. Workers emong organised industries constifute a
large and powerful bleck of voters. Each pclitical parly has a labour wirg in it.

As a legacy of the past, there was poor articulation of the problems of
agricuitural labourers. This was sought to ke remedied by the ruling party
by land reform legislation and land redistribution ameng landless labourers.
Rural Works Programmes have been formulated and undertaken fo alleviate
the miseries of the rural unemployed and the underemployed labourers. But
the management of these schemes suffers from many drawbacks.

Education Policy

The education policy of the Government has been highly unfavourable bcth
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to development and employment. The legacy of the educational system
was such that it puts a premium upon a kind of knowledge appropriate
for office jobs rather than for production skills in industry, agriculture
or trade. Also, the proportion of investment on higher education was
much larger than on primary education even though several field studies
brought to light the low returns from higher education and the high benefits
of Primary Education to development. Incidentally, Article 45 of the
Constitution lays down as a directive principle that “The State shall
endeavour to provide, within a period of ten years from the commencement
of the Constitution, for free and compulsory education for ali children until
they complete the age of fourteen years’”. We are now here near the
realisation of this goal, notwithstanding the lapse of a little more than
two decades from the adoption of the Constitution. To the basic education
scheme which was an experiment in vocationalisation of our entire education
system, lip homage was paid even during Dr. Zakir Husain's lifetime,
who was the author of the scheme. OQOur attempts to relate education to
required skills in agriculture and industry, health and medicine, etc. through
manpower planning have been a thorough failure. We find disparities
in the services of doctors, between urban and rural areas and mounting
numbers of unemployed persons among the educated. The unemployment
among the educated persons is a source of unrest and frustration.

Absence of Wages and Salaries Policy

The wages and salaries policy of the Government has been a great
source of inflation, disincentives and disenchantment with the ideology
of socialism. Indeed, there is hardly any wages and salaries policy but
to react to price-rise. The poverty studies of National Councii of Apptlied
Economic Research, of Dandekar and Rath, of Minhas and others point
out how the development plans have been benefitting the enterprising classes
who are resourceful and articulate. This is partly due to the failure of
expectations about industrialisation in providing accelerated employment
opportunities and partly because of the incapacity to sustain the so-called
“green revolution". The failure to implement land reforms and the in-
capacity to distribute the surplus land to the landless as well as to help
those landless who got the lands to retain the land through supply of
credit and other facilities is equally responsible for the persistence of rural
poverty. Consequently, the migration to urban areas has not declined
The dispersal of industries to backward areas has not helped the local
people but attracted outsiders. The availability of infrastructural and
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environmrental advantages around metropolitan areas makes private indus-
trialists somehcw manage to start industries arcund metropolitan cities.
The unit costs of cervices to the immigrant population to the metropolitan
cities are going up and the number of slums is increasing. Failure in all
these areas has caused a chase between wages and prices. In regulating
this race, laissez-faire rather than planning prevails. This phenomenon
could be singled cut as the critical factor in the failure to relate growth
with dJustice,

Anti-Growth Policies

Bonus and Licencing : Besides rising uremplcymentand increasing immigration
to urban areas, the statute providing compulsory payment of bonus, recently
increased to a little over eight percent, without reference to profits, has a
negative effect on growth. The discouragement of production, heyond
the licensed authoriced capacity has positively hindered production. The
intenticns behind these licensing pclicies may be to encourage a chain
of small industries but, unfortunately, the latter has not succeeded and the
former is anti-growth,

Central Pay and Dearness Revisicns: Itis not nececsary (and space dces not
permit it even if necessary) to go into the phencmena of inflation and the
altempts through pay and dearness allowance revisions to relate the salaries
of Central and State Government employees to the epiralling prices. The
multiplier and demoralising effects of the revision in pay ccales instead of
attempting to increase production and stabilize prices have causad havoc
to the whole concept of growth and justice. In one werd, growth is
negatived and justice is frustrated by the runaway inflation. Centrai Pay
Commissions were the cause of inequities in pay among Central, State
and Local Goverrnments. The Central Pay Cocmmissions initiate upward
revisions and the others were compelied to follow suit without the will or
the capacity to raise additional resources. The absence of a national
income and wages/salary Commission so far is regrettablie.

Perspective of Growth with Justice

There was no doubt considerable investment and much growth was effected.
An NCAER Survey of 1967-68 showed that the average income for each
percentile group is higher in 1967-68 than in 1962. The study also brought
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out that while in 1962, 63 percent of the households had an ircome below
Rs. 1,200, in 1967-68, the propartion declined to 36 per cent.

The important point is not so much the national aggregate or the statistical
averages as the perceptions and feelings of the mass of the people. The
pay packet may be bulging but the standard of living has been declining.
The 1971 Census showed a substantial increase in the population
in spite of the family planning programme. The 2.5 per cent growth raie
cancelied out an almest equal per cent growth rate in economic development.

While growth rate is thus impeded, justice is felt and perceived to be
on the decline because of unemploeyment, corruption, caste and regional
disparities, sharp wage-salary income differentials, censpicucus consumption,
costliness of elections and other participative processes in Government and
administration and so on. No attempt seems to have succeeded in alieviating
injustice in these matters. Even if there was slight growth economically,
social injustice was felt to have grown more.

In 1973 the money income of many is probably high but satisfaction is
very much less because of rising expectations. All citizens have liberty
that they never knew; there is greater equality than ever before; fraternity
at the national level exists in spite of linguistic and communal outbursts
sporadically in different localities. But the overall feeling is that the
quality of life has deteriorated notwithstanding the four Plan policies and
programmes.

The Fifth Pian and the Lacunae

The Fifth Five-Year Plan is in process of finalisation after its draft was
accepted by the National Development Councii in December, 1973. This
Plan is described as a People's Plan specifically oriented to provide
the minimum needs of the common man. For the first time, one finds a
concrete objectivisation of the consumption: requirements cof the bottom
thirty per cent of the population. The Approach to the Fifth Five-Year Plan
identifies the supply and demand sides or the goods and incomes required
for satisfaction of minimum needs. The Fifth Plan draft also ties up many
of the programmes under specific rubrics and spells out the implica-
tions of the implementation of policies and programmes.

However, there seems to be some lacunae. The implicit assumption under-




Jagannadham

44

lying the Fifth Plan draft methodology was that ours is a socialist society.
True enough, but the interplay of democracy upon socialism and the
constraints put upon cur planning by the system of mixed economy and
the ineptness of our inherited administration as well as the non-involvement
of the bulk of the people in the plan formulation and implementation seem
to have heen overlooked. A noted economist writes: 'In other words,
in a country like India, unlike in socialist countries, there has to be a shift
from the material balances approach—which is after all aggregative—to one
of planned distribution of benefits of growth to the poor, in terms of
employment, income and social services."' If justice is to be realised
consistently with growth, we have to think differently both from socialist
countries and from capitalist countries. The same economist suggests
“As things are, there are several administrative and structural deficiencies
in the economy which can undermine in the process of implementation
even the most carefully worked out plans. The structural resistance would be
even greater in the case of an objective like removai of poverty. In these
circumstances the plan for removal of poverty has a somewhat better chance
of overcoming such resistance, if the plan for employment and income-
generation for the poor is spelt out at least as clearly as that for sectoral
allocation of resources.”?

For Growth with Social Justice, in the light of the experience of the previous
plans, the above suggestion to work out detailed projects for employment
emerges as the concrete suggestion. But experience about the “employment
orientation” of the Plans is wunfortunately discouraging. Writes Prof.
D. R. Gadgil : ““Therefore the strategy of the Fourth Plan, with its emphasis
on rural development and small-scale industry was based on integration of
opportunities of  employment creation with economic  development.
The Plan did not contain any massive proposals for a frontal attack
on the problem of employment per se. The tragic deficiency in our
planning is the gap between the objectives and the programmes or the
lack of harmony between the policies and investments. Our Plans seldom
make frontal attack on any single probfem, They are all hold-all plans
followed by ail mal-administration.

Dr. B. S. Minhas has come out with a plan of consclidation-cum-public

1, C.H. Hanumantha Rao: ~Strategy for Removal of Poverty—Lopsidednsss of Fifth Plan.”
Feonomic and Political Weekly, Special Number 1373, Vo!, VIII No. 31-33 p. 1463,

2. Ibid. P. 1466.

4. prof D.R. Gadgil : “Towards Social Justice : Employment in Rural Areas,” p. ill. Govt, of India,
Ministry of Information & Broadcasting, April 1971, New Delhi.
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works programme neatly worked out with a scheme of organisation, per-
sonnel and an estimate of employment opportunities not only for rural
population but with a carry-over of these oppoartunities into urban areas. He
optimistically said : “In the present radical ferveur of India, when different
political parties are vying with each other in asking for limitation of rights
in private property and for redistributive measures, implementation of a
programme of compulsory consolidation of land holdings and complementary
works should seem relatively the easier task to undertake and accompolish.”®

There is a nostalgia about these suggestions because for over a century
we have been reading about remedies to rural poverty in the form of
compulsory consolidation of fragmented holdings and public works to
relieve poverty. One could not comment about these matters better than
in the words of Gunnar Myrdal : "But | have wanted to stress that in India
there is no dearth of intellectual capacity of the highest order. All the
arguments for my thesis, and the practical policy proposals in line with it,
have been authoritativéely stated and developed by supremely competent
persons in leading positions in their fields. It is only the implementation of
their reform proposals that has largely been missing.'®

New Dimensions of Development Plans

So far growth and justice have been apprcached separately or, as the former
preceding the latter. Of late, growth with justice has been receiving attention.
The process of this thinking was initiated in India but it is being studied in
detail in developed countries. For example, Paul Samuelson says :

“No discussion of the theory of economic growth should be complete
without mention of the fact that growth in the gross national product
is only one aspect of modern economic goals. If higher G.N.P.
means more pollution and deterioration of the environment, and if
the fruits are distributed inequitably among the few or squandered in
militaristic ventures, then it can become an evil and not a good."”

But Prof. Samuelson has one thing more to say about the uses of sciences

4, Dr. B. 5. Minhas : “Towards Social Justice : Rural Poverty, Employment and Growth.” Govt. of
India Ministry of Information and Broadcasting, May 1970, New Dalhi.

5. lbid, p. 15.

6. Gunnar Myrdal: “Conflict of Goals™ : The Economic Times Annual, 1972, p. 45.

7. Paul A, Samuslson : “Process of Growth.” The Economic Times Annual, 1972, p. 63.
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and technologies for the benefit of humanity. He writes:

“And yet, those who are seriously concerned for the quality of life
and for the environment will realize, upon reflection, that only through
more skiiful use of the benefits of science can a nation afford to
clean up its rivers and streams, purify its atmosphere and distribute
to all a decent minimum standard of life and economic opportunity.
Growth is no end by itself, but without growth modern problems
are uniikely to get solved.”®

Prof. Samuelson diagnosed that the mixed economy of Welfare States suffers
from the serious blemish of “stop-go' driving. By this he meant that when
the rate of unemployment is high, economy is stimulated by budget deficits
and expansion of the money supply, however, when inflation spirals up,
the Government tightens the credit and pumps out money supply. In the
Indian context, the phenomenon of crash schemes of rural employment,
tamine or drought relief schemes etc. correspond to these “stop-go” adhoc
approaches. The saddest conclusion of the most famous economist, Prof.
Samuelson, is that “we simply do not have the knowledge to get rid of the
conflict between full employment and price stability'.® Growth of the economy
in India under the Five-Year Plans has been continuously and consistently
suffering from rising prices, growing unemployment and increasing pooulation.
We too do not seem to have learnt as to how to plan or achieve the
goal of growth with justice.

Need for Research and New Approaches

Another development economist, Jan Tinbergen, commenting upon the
recent debate on limits of growth, suggested inter alia “a redirection of the
whole body of scientific research away from useless research toward more
relevant research; more relevant, that is, for the solution of the problems

formulated.”"®

The one most important single change suggested by Jan Tinbergen is the
need for a change in the human attitudes towards birth control. A more
interesting suggestion which is relevant for Indians is his plea for upgrading

8. Ibid.

9. Ibid, p. 62,
10. Jan Tinbergen : ““Limits to Growth'" : The Econonmic Times Annual, 1972, p. 46,
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ogain cultural values of simplicity as against acquisitiveness of material goods.
He says : '"Generally the rich of the earth should prepare themselves for
a simpler life in the future. The leading philosophy of the present which
always asks for more material goods and does not attach much value at
simplicity of life or modesty in claims has to be replaced by alternative
philosophies and surely much could be learned from Mahatma Gandhi's
words and example. The real values of life do contain a sufficient quantity
of food and shelter; but it is not necessary to have the luxuries aimed at.”
One of his immediate recommendations, in the context of the earth's limited
resources, is to curtail the tremendous waste on armament and ocuter space
research. To fellow-economists he recommended new poiicies of distribution
of very scarce commodities and a strategy of making income inequalities less
as a top priority one during the second development decade."

Scope of Social Justice

What do these diagnostic studies by eminent economists and planners
amount to in the context of our present subject, namely, Growth with Social
Justice? So far no attempt has been made to give an idea of social justice.
While growth is defined in terms of increase in guantity, social justice (as
distinguished from Justice according to Law or distributive justice, etc.} is
understood to include many more elements than covered in this paper. For
example, William K. Frankena writes “Social Justice is the equal (though not
always simifar) treatment of all persons, at least in the fong run. This equal
treatment must be qualified in the light of certain principles : the recognition
of contribution and desert, the keeping of agreements, non-injury, non-
interference, non-impoverishment, protection, and perhaps the provision and
improvement of opportunity.”"® In India growth with social justice is under-
stood to mean ""'material advancement as well as moral progress.”" Problems
both of production and distribution are simultaneously facing the country in
India unresolved under the series of Five-Year Plans so far.

Growth with Social Justice in India remains an unresolved problem for
generations to come, because of difficulties of establishing a coordination
among federal democracy, Welfare State, mixed economy and traditional

11. Ibid. pp. 46-47.

12. William K, Frankena:; * The Concept of Social Justice” in the book entitled *“Social Justice™ Edited
by Richard B. Boandt. Prentice Hall, 1962. printed in India, M. Sundaram, New Delhi, p, 23,

13. Vide Whither Social Justice : “Our Resolves versus the Reality.” Avard, Vol. Vi No, 1.2, January-
April, 1964,
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society. The reconciliation of liberty with equality in a society of authoritarian
family and caste-occupations as well as achieving fraternity in a nation of
diversities in languages, religions and regions, is not merely the function of
Plans and Policies. The State ways, the market ways and the folk ways
should be brought on the same common wave length for achieving social
justice, national integrity, economic equality and secular fraternalism. These
could not be achieved under the present process of centralized planning or
bureaucratic management. There is need for a change in development
planning towards decentralized as well as concentric planning. This must be
coupted with the full sense among common people of belonging in the
formulation of planning among all sectors of people in the develooment
endeavour. Also we should develop the art of social management and
community development for encouraging the feeling of achievement, and
fulfilment. This is equally necessary among ail the people at all levels and
among ail classes. Somehow we have drifted towards estrangement of the
people from planning and government except for periodic elections. Also, the
objectives of planning are negatived in the process of implementation
and quite the reverse results are reaped after each Plan. We have to
recapture the spirit of adventure in planning for growth with social
justice, which has gradually evaporated during the last few decades. In
the words of the present Prime Minister, “There is need to recapture
the spirit of involvement of the people in a greater national edort to
make the Plan a success'.

Suggested Solution

The theme of the Seminar is on Prices, Income, Wages and Productivity
Relationships. On all these matters barring Productivity something or other
was said in the paper. In fact, productivity is the critical element in the
concept of Growth with Justice because it is the link between preduction and
distribution. Development is ensured by accelerated productivity. However,
productivity is dependent upon not only increased production but fair distri-
hution because, larger number of citizens would be motivated to produce more
and better. Here we should also note that increased production as well as
productivity could be achieved only when there are larger investments on
health for energy, education for skills and motivation for will to do better.
These could be expressed in the following formulae :

Health — Education -- Motivation

Productivity == Resources
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whereas
Productivity

Growth--Justice

Development =

These ideas are not new but relating them together suggests a new mix. The
above suggested idea of involvement of the people in the process of plan
formulation and implementation in appropriate ways at different levels is, it may
be hoped, likely to create a sense of belongingness. The sense of belonging-
ness is not enough. [t must be supplemented by necessary energy and skills
through appropriate measures of health, nutrition, functional literacy,
vocational education, social security measures, etc. These social service
schemes would energise and enskill the citizens. These services have in
them a distributive element besides contributing to increased production
provided the motivation for it is generated by involvement and belongingness.
This remedy demands a new climate of discipline, a fresh outlook among
leaders, a different emphasis by intellectuals and a modified multi-level
planning and administration in government. These are perhaps not too much
to ask for achieving growth with justice.



Fiscal Policies and Inflation :
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Since ‘fisc' is @ ccmponent of the governmental apparatus fiscal policy
reflects the character and scope of the State. To a large extent, the
volume and pattern of incomings and outgoings of the government would
depend upon who wields State power. Under the early stages of captalist
economic development, Governments played the role of an umpire for the
ruling elite and that of a policeman protecting the basic framework of the
system and its dominant interest groups from antagenistic {orces threatening
the system from within and without. The philoscphy of Laissez Faire kept the
governments small. Consequently, the hest of all public finances was that
which was least in amount. S.owly, however, regulatory and welfare functions
have been added to the sphere of government so as to temper the excesses
arising from the operations of the capiialist system at the national and
international levels.

Stability of the economic system became one ot the major concerns of
government of ihe developed capitalist countries since the Great Depression.
The devewoping countries, on the other hand, were anxious to make up for the
backlog in their ecenomic development through enlarged state intervention,
Extension of adult franchise has also attractad governmental attention to
oroblems of inequalities in income and wealth. The successes scored by the
socialist system in the sphere of planned deveiopment and equitable
distribution have forced the rest of the worid to have an expanced public
sector with stakility and accelerated development as well as deconcentration
of the ownership of property as some of their ceclared objectives.

Fiscal policies reflect the stage of development and the corresponding role of
the government in the capitalisi world.  In the infant stages of capitalism,
governments gathered only a minimum gquantum of revenues to meet their law
and order functions. The burden of such mohilisation largely fell on those
sections who could not defer.d themsewves adequately through the prevailing
framework of institutions and taws. Sturdier growth of adolescent capitalism
necessi‘ated a greater invoivement of the government in the creation and
maintenance of economic ‘nfrastructures which were scmeiimes financed
through public borrowing. Instabilities of mature capitalism have led to a
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substantial enlargement of the scope of public investment and social services.
Accordingly, the concept of ‘“‘compensatory financing” characterised by
unbalanced budgets, massive public debt and deficit financing have become
the salient features of financing policies of governments in the developed
countries.

In the developing countries, where governments have assumed a pioneering
role in industrial development, the scope of public investment embraces
several massive and innovative lines of basic, intermediate and directly
productive activities apart from the creation of social overhead capital and
other infrastructural facilities dictated by the pace and pattern of economic
development. Doses of social services have alsoc been added depending on
the needs of the ruling classes and the pressures exerted by the under-
privileged masses of people through the electoral and other channels
available to them. Fiscal policies in the developing capitalist countries
reflect, in varying degrees, these multiple—often contradictory—objectives
such as stability, development, seli-reliance, reduction of inter-personal
inequalities in income and wealth, balanced regional development and so on.
Thus, fisca! policies, in general, are geared to the needs of the politico-
eccnhomic system and the interests it seeks to serve,

In a market economy, fiscal operations are meant tc influence economic
decisions in desired directions by stimulating or curbing market forces. It is
also recognised as one of the instruments of social and economic planning
in mixed economics where market mechanism constitutes the most important
channel of resource allocation. However, in totally planned economics
where physical controls is the major instrument of rescurce allocation, fiscal
policies are confined merely to balancing operaticns. Thus, fiscal policies
derive their goals and objectives from the broader system of potitical economy
in operation. The degree of conformity would depend upon how closely
fiscal policies are integrated with the broader objectives of the plans. In
practice, fiscal policies in the market-oriented mixed economies have a short-
term focus rather than a long-term perspective. Nevertheless, secular trends
in fiscal performance can be judged only with reference to plan objectives.

Theoretical Framework

Stability denotes an overall trend emerging out of certain dynamic instabilities
characterising the various components of the economic system. General
price level indicates whether the system is stable or unstable. An upward
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trend in the general price level over a secular period is regarded as instability
marked by inflation. Traditional monetary theories.built on the assumption of
full employment assumed a direct relationship hetwezsn the quantity of money
and the level of prices. Various equations were built around the Quantity
Theory of Money. John Maynard Keynes introduced drastic modifications of
the Quantity Theoary in the !ight of widespread unemploymeant during the Great
Depression. As explained in the General Theory of Keynes, expansion of
money supply will not result in arising prices until full employment is reached,
uniess “bottlenecks” 'appear in the supply of factors before full employment
level. Based on this formulation, Keynes and his followers adopted deficit
financed public spending and created money as potent remedies for compen-
sating for the deficiencies in the aggregate demand of the economic system.
They were also advocating a mild inflation or a fascile boom .as the best way
of ensuring near full employment. :

Some economists, brought up in Keynesian traditions, sought to apply
Keynesian prescriptions, which were tested and found effective in overcoming
deflationary conditions to deal with probiems of capital formation in under-
developed economies having an inflationary gap. Surplus labour abounding
in the wunder-developed economies was looked upon as a vast hidden
investment potential. The successes of the Soviet Union in this direction
prompted them to think of their application in the market-criented developing
economies based on private property.. W.A. Lewis, Ragner. Nurkse and
J.S. Dusenbery argued that conversion of surplus labour into capital is
possibie by redistributing consumption- (from those who. are already employed
to .those whose surplus labour is to be converted into capital) thraugh deficit
financing. A note of caution was also sounded that deficit financing
unaccompanied by commensurate increase in wage goods would resultin
inflation in all but comprehensively planned and controlled economies. Some,
like Arthur bLewis, were suggesting that a faster rate of capital accumulation
and development would depend upon the extent to which income caould -be
redistributed from the corsuming to the saving classes in the developing
countries.  Consumption was to be curbed by taxing consumption as well as
by eroding real earnings of the consuming classes. At the same time, fiscal
policies were meant to augment public savings besides stimulating savings in
the private sector.

Iindian Inspiration

Fiscal and monetary policies in India echo the theoretical formulations outlined
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above. Even before Independence Keynesian influence was reflected in the
‘easy money policy’ of the Reserve Bank of India. - The IMF mission: (consist-
ing of £.M. Bernstein and |.G. Patel) which visited India in the early years of
the First Plan suggested a mild inflation punctuated by unexpected occasional
fall in the general price level as the appropriate monetary policy for the
developing countries like India. H.V.R. lyengar and B.K. Madan have also
endorsed this policy in their writings in the early sixties.

Fiscal policies hamriered out by Walter Helier and other U.N. Experts inspired
by Keynesian traditions are also reflected in Indian thinking and -practice.
Keynesian influence could be traced in the theoretical underpinnings of the
Taxation Enquiry Commission of 1953-55. They are also reflected in the
indian Plans and Budgets. Obvicusly, redistribution -of income from the
consuming to the saving classes is a patently capitalist solution to the
problems of capital accumulation and financing of development. On the other
hand, the Directive Principles of State Policy adumberated in the Indian
Constitution as well as the deciared objectives of the various plans have
emphasised the need for reduction of inequalities in income and wealth and
preventioen of concentration in the ownetship of private property as the
corrnerstone of economic policy. Evidently, fiscal policies designed to
redistribute income from the consuming to the saving classes run counter to
the professed social objectives of economic policies in India. Such contra-
diction is highlighted by the Socialistic Pattern ¢f Society procfaimed in the
Second Plan and the fiscal policies announced by Shri T.T. Krishnamachary
in his budget speech of 1957, He delinealed the tax policy for the Second
Plan in terms ‘of mobilisation of additioral resources, provisions of incentives
to saving, restraint on consumption and so on. It could be argued that if
additional resources are mobilised from those who have the ability to pay and
incentives are offered to small savers and restrainis are imposed. on luxury
consumption and tax administration is insulated from the corrupting influences
of tax evaders and delinquents, tax policy may be regarcded as conforming to
socialistic pattérn of society. Besides, it is conceivable that, in the midst
of far-reaching changes in the ownership of property and property relations,
fiscal policy would pale into insignificance as -an instrument of translating
socialist objectives into reatity. Unfortunately, in India, the brunt of the tax
burden has fallen on the poor and inequalities in income and wealth has
grown over the plans.  Against this. background, fiscal - policies . which
ignore adverse social consequences coukd only be regarded as an additional
instrument:of capitalist development in India. However, the purpose of this
paper is~t6 focus attention on the impact of fiscal policies on:stability rather
than highlighting the lopsided pursuit of national purpeses and- the contradic-
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tions between fiscal and social objectives and practices under the plans. It
should, however, be borne in mind that while inequalities can be perpetrated
even when there is stability, the inflationary impact of fiscal policies are
bound to be more inequitous.

Inflationary Potential of Fiscal Policies

Sometimes, in federal formations fiscal policies are discussed only with
reference to federal government. But, the full impact of fiscal policies on
economic development or social transformation can be seen only when a
comprehensive study and analysis embracing all levels of government is
undertaken. For instance, most of social and developmental expenditure in
India is undertaken at the state and local levels. The pattern of resources
mobilisation at these levels would have differential impact on development and
stability. Sales Tax which is highly regressive in nature is the major
instrument of resource mobilisation at the State level. Conversion of over-
drafts incurred at the State level into central leans, liquidation of securities
issued by the Central Government through the commercial banks or the
Resarve Bank of India, operation of the cash halances at the state level and
so on will have their own impact on the stability of the economy. Neverthe-
less, the main thrust of monetary and fiscal policies emanate from the centre
since it has an enormous command over the available fiscal ins‘ruments
including that of deficit firancing.

Fiscal impact couid be transmitted either through the size and pattern of
public expenditure or by the ways and means of financing. Public expendi-
ture could be classified as consumption and investment. In recent literature,
current cutlays on education, health and so on are regarded as investment in
human capital. The rest of current public expenditure may either be for
direct public consumption such as defence or law and order or for supple-
menting private consumption through social services or for augmenting
private saving or consumption through subsidies and other forms of fiscal
transfers.  Though, in the long-run, investment in human capital may increase
the earning canacity of individuals apart from conferring social benefits, they
are not accompanied by any expansion in goods or services in the short-run.
From an equity point of view, that part of expenditure on social services and
transfers supplementing or strengthening the consumption of the poorer
stratum of population may be important. However, Keynesian analysis
directed at macro level would club such socially beneficial outlays together
with other administrative expenses as public consumption bolstering up the
purchasing power of the community.
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In recent years, some economists have observed a close correspondence
between the magnitudes of increase in the salaries and wages of the
government employees and the expansion of money supply. They attribute
inflation to undue increases in the pay packets of the government sector.
This argument implies that public expenditure is wasteful and unproductive
and that government employees are privileged and well to do. It is necessary
to sift the grain from the chaff in this line of thinking. Apart from the
normal growth of government expenditure necessitated by an efficient perfor-
mance of the expanding developmental programmes and activities, it is
reasonable to understand the anxiety of the government employees to catch
ap with the soaring index of cost of living. It is a pity that even after 25 years
of Independence the Government could not guarantee need-based minimum
wages to its employees. Besides, operating expenses of public enterprises and
departmental undertakings cannot by any means be regarded as unproductive.

1t is true that Indian administration has increasingly become top heavy with
widening wage differential between the top and the bottom and ever-increasing
perquisites and fringe benefits at the top layers of management. Too many
intermediate levels between policy-making and grass-roots of administration
unduely inflate the cost of delivering the goods and services of government
apart from being dysfunctional. Though defence is looked upon as a sacred
cow it is widely recognised that it has become too fat. Police expenditure
of the Government of India has shot up by nearly 150 times since
independence though it is a State subject! Veteran administrators have
estimated that the seepages in government expenditure might range anywhere
hetween a quarter and a half of the total. It is through these channels that
the pool of private blackmoney merges with that of the corrupt elements in the
Government. Incomes generated through such illegitimate channels aggravate
the inflationary impact of public expenditure partly by encouraging speculative
hoarding of sensitive commodities and partly through hot pursuit of consumer
goods especially those catering to the comforts and luxuries of the U-sector
thereby bending the market forces to divert a large volume of scarce
resources into socially unimportant areas of production. [t follows that,
though undue expansion of current public expenditure may carry an
inflationary potential, it is the unproductive administrative expenditure and the
sizeable seepages that take place across the board especially in defence,
public works and other forms of construction which contribute a great deal to
inflation since they have moved far ahead of the rate of expansion of
commodity production.

It is maintained that hardly 28 percent of revenue and loan-financed public
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expenditure at the Central and State levels constitute developmental outlays
ard capital formation. Even here, just as a part of social services are deemed
to be contributing to the building up of human capital, a sizeable part of
public investment especially in the construction of palatial and. air-conditioned
office’ buildings and ‘skyserapers alongwith their fancy frills which resemble
consumer durables in the private sector do not add much to the productwe
pofentlal of the economy.

As for the rest of public investment, there is a considerable time lag between
fnvestment and the emergence of output thereby bearing an inflationary gap.
The gestation period is longer in the basic and heavy industries involving
farge investments, When adequate financial and organizational resources
are at hand, projects may be ccmpleted on time. When government is
constrained by inadequate resources mobilisation and organisational skills,
gestation period gets elongated and the emergence of output gets delayed.
Delayed production of crucial investment and intermediate gcods creates a
chain- reaction back and forth dampening the growth of interdependent
industries thereby creating bottlenecks in the supply of final ccnsumer gceods.
With the broadening and deepening of the industrial base, the average
gestation pericd of the industrialisation programmie becomes cumulatlve|y
loniger thereby worsening the imbalance between supply and demand. Frolonga-
tion of the gestation pericd on account cf the thin spread cf limited rescurces
could als¢ happen when political consicerations of nursing the constituercies
push the Governrmental machinery to undertake more work than warranted by
rescurces "and organisational capabilities. This is a ccrrmon feature in
public' works at the state and lccal levels. Whereas one could identify
wastages and delay, it is dangerous to use the cumulative ircrease in
the average gestation pericd of the packages of public investment cver the
plans as an argument to tone down basic and heavy industries in favour of
quick invesiment’ Those who are cshy cf comprehensive physical controls
would fall an easy victim to a quick investment bias in the event of cumulative
élongation of 'the average gestation period of public investmert. This
approach would seriously undermine the efforts to build up balanced deve-
lopment of a self-reliant econcny over a long-period. ‘What is needed is a
drastic cut in unproductive pubtic wvestmert and irrational commi‘ments of

I|m1ted resources :

Keynesians would have ro hesitation in suggesting that Governments shoubd
curb the inflationary potential by mopping up the excess demand through
appropriate pricing policies and commodity taxes. They generally prefer the
manipulation of the market forces through various fisca!l operations to
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comprehensively controlled allocation of real resources.and rationed: distribu-
tion of supplies. Hence, they -place.-a heavy accent on taxes curbing
consumption., In simple terms, Keynesian theory, which .is: concerned with
the macro aspects of economic analysis; regards the. rate of .saving -and
investment as a major factor in stimutating long-term economic. growth. -When
applied to. mixed economies like. India, it would imply that fiscal: palicies
which divert savings from private to public sector will not add to the aggregata
savings in the economy. According to. this reasoning,: at best, savings
diverted from private hands -may be put fo better use in the public sector ;
at worst, it .may be frittered .away in unproductive 'and - secially - wasteful
expenditures. -Since public sector in a. mixed economy dominated by big
property hoelders neither moves briskly forward in response to -carrois and
sticks nor releases the creative energies associated with the socialist system,
the Keynesians have no difficulty in asserting that taxation of saving would
curb the iwillingness. and capacity to' save andinvest. - Consequently; they
regard curbing consumption as the best way of mobilising resources with -a
view to augment public saving besides strengthemng a.nd stimulating savmgs
in the prwate sector. : .

Of course, they would enthusiastically proclaim that luxury -.consumption
should bhe drastically curtailed through progressive rates -of commodity
taxation. What they: do not care 1o :recognise s -the: regressive
character of. commodity taxes in the light of the growing inequality -in: incoms
distribution, phenomenal growth . of black income, Hching for conspicuous
consumption and the negligibly mild progression .in the rates. applied to
luxuries .especially in the sprawling black market transactions. - In practice,
therefare, (it is the commodities of common .consumption. of the masses
of the poor and middle-classes which hear the brunt of commodity taxatiom
For instance, though the volume and concentration in the ownership. of
reproducible wealth as well as the inequalities in the ownership of immovable
property have increased over the plans, taxes on the stock of wealth and
property does not exceed Rs. 55 crores in the current year, Income and
corporation taxes have gone up by about 10 times since 1949. Landlords
and capitalist farmers pay only a pittance out of their fabulous incomes
resulting from Green Revolution. On the other hand, commodity taxes (excise,
sales and customs duties) have increased by .about 18 .times - over the same
period.  When customs is excluded, the increase is-about 40 times.  Central
excise alone has recorded a 60-fold.increase over 26 yea.rs ; -

Unlon excise was lewed an. about 12 commodmes in 1950 51 The-‘number
of commodities covered has gone up to about 132 in 1974- 75. There has
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also been a considerable step up in the rates of excise duties over these
years. Some of the levies have fallen on an expanded productive base. The
index of industrial production has nearly doubled during 1950-51 to 1871-72.
The bulk of revenues from central excise is drawn from cotton textiles, sugar,
kerosene, tcbacce, coffee, tea and other necessities the demand for which is
almost inelastic in view of the non-availability of other untaxed substitutes.
May be Indian taxation follows the dictum that “necessities are the ideal
choice for commedity taxation”. The pursuit of this dictum in India
has thrown overbcard the professed sccial considerations. The fact that
tuxuries are taxed at slightly higher rates does not offset the regressive bias
of the tax system in India. Keynesian economists whose eyes are set on
raising the rate of savinglare prone to ignore the deleterious social eflfects of
their tax proposals.

However, frcm the point of view of stability, we are mainly concerred about
the infuence of indirect faxes c¢n the gereral price level. Taxation would
lead tc price rise if the additional burden can be shifted to the final
censumers in the form cof higher prices. This has happered in India in a
number of ways. Firstly, as mentioned earlier, more and more commedities
with inelastic demand have been subjectec to indirect taxatior. Seccndly,
the rates have been progressively raised over the plans. Thirdly, in most
cases where the levies are imposed on the basic raw materials and interme-
diate goods, the effect of taxation is cumulative. Since in India, sellers’
market has been the rule rather than an exception, the entire burden has been
on final consumers. Scmetimes, the extent of price rise at the consumers’
end has teen far more than justified by the rates or the stages through which
commodities pass before reaching the final consumers. It follews that the
heavy accent placed on indirect taxes curbing the necessities of life has
accounted for a substantial increase in the general price level in India over
the plans.

Public Debt

Debt financed public expenditure was one of the most popular Keynesian
prescriptions for activising idle savings accompanying economic depressions
in the mature capitalist economies of the West. In fact, rapid accumulation
of public debt accounted for a sizeable and increasing proportion of the
naticnal income in these countries since the Great Depression. Net export
of capital was but an aspect of this policy of activising idle savings though
foreign investments had far-reaching implications as an instrument of neo-
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colonialist domination over the developing countries. On the other hand,
“foreign aid” has dulled the will and determination to stop up their efforts
toward an intensive mobilisation and efficient and economic utilisation of
domestic resources apart from enticing them into a web of dependent
relaticnships threatening the possibility of building a self-reliant economy in
the developing countries over a long period.

For the saving classes which are not directly engaged in productive investment,
public borrowing offers a productive avenue for employing surplus funds
without affecting their rights to property or the income accruing therefrom.
Even some of the well-known porifolios of small savings benefit the rich
than the “small" savers. To the extent that the burden of debt servicing falls
on the masses of the tax payers, public debt is another means by which
resources are transferred from the non-savers to the savers in the long-run.

The outstanding public debt of the Government of India is expected to amount
to Rs. 17058.23 crores at the end of 1973-74 and Rs. 18412.20 crores at the
end of 1974-75 comprising

TABLE—1
As on March 31 As on March 31
1974 1975
{In crores of rupees)
Internal Debt 11228.32 12029.82
External Debt £829.91 6382.38

In addition the Government is liable to repay the outstanding against the
various Small Savings Schemes, provident and other funds and deposits on
public account amounting tc a net figure of Rs. 22968.94 crores for 1973-74
and Rs. 24850.51 crores for 1974-75. Interest payments and saving of debt
alone about Rs. 897.48 crores of the revised estimate for 1973-74 and
Rs. 975.13 crores in the budget for 1974-75.

it must be borne in mind that, in the developing countries, pubiic borrowing
is not meant to activise idle savings. Instead, it attracts savers who are
either allergic to risk-taking or have no opportunity for more productive
investment. Institutional savers use government securities as one of the
secure avenues amongst the spectrum of manifold opportunities. Thus, in
the developing countries, public borrowing is either to stimulate savings
habit among potential savers or to transfer resources from savers to
investors.  Deposits in the commercial banks is another important
channet of such transfer. But, to the extent public borrowing either
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directly from the public or through the commercial banks used for
unproduction financing of the government, debt financing will have an
inflationary bias in the developing countries. Inflationary pressure may also
be generated when subscribing public convert their government securities in-
to commercial bank credit which is not warranted by the requirements of
productive activities in the economy. In fact, undue expansion of commercial
bank credit to the Government sector has been one of the important contri-
butory factors for inflation in india especially over the last 3 years. Thus debt
financing of public expenditure in India has led to inflationary pressure while
at the same time aggravaling inequality.

Deflcit-Induced Inflation

While it is true that commodity taxation has contributed significantly to
rising prices, it is the quantum of deficit financing in relation to the
sluggishness of production which explains the spiralling of prices in recent
years. In a broader sense, the current inflation is only a symptom of a
deepening economic crisis in India. For instance, the growth of per capita
real income over the sixties has been slower than that of the previous decade.
There has been further deterioration in the growth rate under the Fourth Plan.
Constrained by inadequate resource mobilisation, the quantum of deficit
financing has increased in every successive plan. Though the concept of
deficit employed in the Indian Plans and budgets are not quite same time or
consistent, the size of budgetary deficit has increased progressively as a
source of plan finance as seen from the following table :

TABLE—2

Deficit Financing by Government of indla

Period Amount (Rs. Crores)
First Five-Year Plan (1951-56) 532.00
Second Five-Year Plan (1956-61) 948 00
Third Five-Year Plan (1961-66) 1133 00
Plan Holiday (1966-69) 733.00
Fourth Five-Year Plan {1963-74) 3750.00

(tentative)

The role of deficit financing can be fully appreciated when seen together with
credit expansion in the entire economic system on the one hand and the
sluggish performance of the economy on the other.
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For instance, between 1960-61 to 1968-69 the Net National Product increased
by about 26.6 percent while the money supply doubled. Similarly, while the
NNP increased by hardly 15 percent over the period March 1969 to March
1973, money supply increased by 60 percent. Since then, money supply has
increased by ancther 30 percent while agriculture has suffered a setback and
industrial production has been virtually stagnant. Government horrowing
for Reserve Bank ot India and the commercial banks has accounted for a good
part of the expansion in money supply. In fact, bank borrowing during
July 1972 -dJuly 1973 has amounted to Rs. 1542 crores. The trend has
been continued unabated. At the same time, the performance of the economy
has been depressing. As against the 5.5 percent growth rate planned
for the Fourth Plan the actual may not be more than 3.5 percent. On
the other hand, increase in money supply has reached nearly 20 percent
per annum.

Deficit financing has led to soaring price levels touching new heights at every
successive wave of deficit financing in the past two decades or so. Based on
1949 prices, there was relative stability in the price level over the First Plan
partly because of the successive good harvests towards the end of the Plan.
Prices increased by more than 25 percent over the second plan. The increase
was about 32 percent over the Third Plan. It has gone up by more than 70
percent since then. It is well known that these indices built on the basis of
officially recognised prices understate the reality.

However, it is acknowledged that the cv -=nt inflation which he reached a
critical stage has hurt the masses of t > poor people with unprecedented
severity. The limited scope of rationing 2and controlled distribution of
essential commodities could not insulate the majority of the vulnerable
sections of population from the onslaught of inflation. By robbing the real
incomes of the poor, inflation has helped to faiten the landlords who account
for the bulk of the marketed surplus in foodgrains, monopolistic and oligopo-
listic producers in organised industry and speculators amongst traders. In
other words, inflation has done the job of curbing consumption of the wage
earners, salaried employees and other fixed inceme groups in a clumsier
manner than indirect taxation. But, as Arthur Lewis has pointed out, the
choice between taxation and inflation is political. Sometimes, inflationary
methods are resorted to when further taxation becomes politically inconvenient.
In India, both commedity taxes and inflationary deficit financing have been
used like a double barrel gun aimed at curtailing the purchasing power of the
masses of the consumers. Nevertheless, depending upon the classes against
whom they are directed, taxation calls for a political will and farsightedness
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whereas inflationary financing symbolises political irresponsibility and
economic bankruptcy.

Conclusions

Developing countries engaged in raising the rate of investment far above the
voluntary rate of saving would generally be confronted with an inflationary gap
uniess they adopt a comprehensive system of planned allocation of resources
and controlled distributicn. The mixed economy evolved in India has assigned
to the public sector riskier jobs of building up of the incdustrial base of the
economy invelving huge investments leaving the centres of quick profit in
private hands. The system operates mainly through the market mechanism
subjected to partial regulation and conirol. There are enormous wastages
inherent in the system. Quite a bit of scarce resources—both internal and
externai—are frittered away to ensure the supply of “incentive goods” to
propitiaie the gcods of private investment. A substantial part of househoid
savings seek unproductive channe!s of investment. The surplus labour which
abounds in the economy couid not be utilised for want of a suitable organisa-
tion. Manipulative tendencies on the part of monopolists and oligopolists
results in non-utilisation of created/intended capacities. One wonders how far
high pressure advertisement and sales promotion characteristic of mature
economies faced with a deficiency of demand are consistent with a sellers’
market having acute shortages. Even the Government is unable to keep
unproductive investments under check.

Under this system, the excess demand impiied in any major investment effort
manifests itself through inflationary pressures which defy the system of
partial reguiation and control. There are saveral factors which aggravate
inflation. First of all, the inability of the system to convert surplus fabour
into productive capital cansiricts the averall investment effort and thereby the
growth of output. Secondly, dissipation of scarce resources in wasteful
consumption and unproductive investment widens the inflationary gap.
Thirdly, there is a secular tendency to eiongate the average gestation
period of public investments on account of the deepening of the industrial
base dictated by the long-term needs of balanced economic development.
Fourthly, growth of unproductive consumption and investment in the public
sector has kept public savings far below what was envisaged under the plans.
Paucity of investible resources have led to their thin spread over committed
programmes and projects resulting in a further eiongation of the average
gestation period of public investment.
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The irrationalities and expediencies in political behaviour have aiso adversely
affected the gestation period. Investment decisions in India are not based on
appropriate cost-benefit analysis. Locational disadvantages are often disre-
garded. More serious is the inclination of the politician to mortgage the long-
term objective of development to immediate political gain and popularity with
ihe electorate.  Consequentiy, e is always prone to undertake more projects
than would be warranted by resource availability and organisationa! capabili-
fies. Eiting more than what could he chewed results in delayed action and
indigestion. The number of false or half starts or miscarriages increases
with every successive election at the national, state and iccal levels. When
empty slogans and promises fail to impress upon the eiectorate more and
more abortive investments are undertaken to cover up the dismal faiiures in
the past. Apart from misdirection and waste of real resources, such irres-
ponsibility and irrationality on the part of political executives have played
havoc with completion schedules leading to long delays in the supply of
investment and intermedia’z goods and services essential for the full utilisa-
tion of the productive capacities in the system.

In this context, the Keynesian remedy of slashing down public expenditure
would not solve the problem. In fact, cutling down the rate of investment or
toning down the heavy investment bias woutd only impair the long-term
objective of balanced development. On the other hand, a prudent develop-
ment strategy would call for a considerable step up in the rate of investment
alongwith a more pronounced bias in favour of capital goeds sector. Pruning
of social services would also militate against the building up of human capi-
tal over along neriod. Itis true that social services benefit the rich mare
than the poor. But, to the extent social services henefit the poor, any cut
hack on them would alsc cut into the welfare of the needier sections of the
population in the short-run. Similarly subsidies in support of the consump-
ticn of the vulnerable secticns of the population can no doubt be justifiable on
social considerations. But, fiscal subsidies and other subsidised inputs and
services benefiting these who otherwise reap fabulous profits cannot be
justified either on grounds of production or of social justice. Fiscal
prudence demands that all such subsidies should be withdrawn, A
good deal of resources which would otherwise have appeared as profit in
business accounts gets camaflaged as perquisites and expense accounts
inflating the operating expenses. The existing fiscal instruments havefailed
to penetraie behind these accounting juggleries to prevent such dissipation of
resources.

One should, therefere, he discriminating white dealing with economy in public
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expenditure. A drastic clamp down on the construction of palatial office
buildings, five-star hotels, inessential defence installaticns and so on along-
with the plugging of leakages and the clipping of frills and trappings in public
construction may bring about substantial economies without in the least
undermining the long-term developmental objectives. In fact, more real resour-
ces could be released for productive investment by this step. If politicians
could resist the temptation of mortgaging the future well-being of the economy
for immediate political gains, considerable waste and misdirection of resources
could be avoided. They should alsoc be induced to employ tools and
techniques of analysis and management with a view to introduce rationality
in investment decisions and their implementation. Elimination of dysfuncti-
onal levels and tiers of administration and toothing the cutting edge would
be helptful in accomplishing better results at the grass-roots of administration.

Had there been abundant resources, a little waste here or there could have
been overlooked. But the system has imposed severe constraints on resource
mobiiisation. The brunt of the burden of taxation has been on the poor and
middie classes of the population.

There is a clear case for shifting the focus of resource mobilisation to those
who have the ability to pay. The resources potential of the richer stratum of
population is really great. The black money which plays havoc in the
economy is estimated to be more than Rs. 10,000 crores. Evaded taxes exceed
what is being collected. The landicrds gloat in unprecedented wealth and
prosperity. But the ev~+.i~creasing dominancc - * the monopolists and oligo-
polists over industry @.d trade and that of the .zndlords in the country side
as well as their combined power and influence over the state and the apparatus
of governance and administration have made it impossible to carry out any
drastic programme of restructuring ownership of property and property
relationship. It is this institutional obstacle which has strangulated the
efficiency of certain sensibie economic and fiscal policies.

Concentration in ownership of property and the highly skewed distribution of
income has left enormous disposable purchasing power in the hands of the
affluent. The economic organisation commits sizeahle resources in the
production and import of comforts and luxuries meant to meet the insatiable
demand for conspicuous consumption. There is no regulation or control
which this section cannot flout with impunity. The progressivity in the
taxation of luxuries only remains in paper. |t is against such fortifications
of vested interests that the limited fiscal policies have floundered. Deficit
financing on an unprecedented scale is an admission of the glaring failure of
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fiscal policies in realising the proclaimed developmental and social objectives.
The instabilities of the system is also afiributable to the constraints of the
system on resource mobilisation. Past performance in public saving casts
a dark shadow over the prospect of substantial resource mobilisation under
the Fifth Plan. In the absence of comprehensive physical controls for
the mobilisation and allocation of resources as well as for the distribution
of final output, systematic failure to generate enough surplus from those who
can afford to shoulder a much larger burden of resource mobilisation would
inevitably lead to fresh waves of inflationary financing. The utilisation of
P.L. 480 funds for budgetary purposes would only add fuel to the fire.



Wage Policy in the Five-Year Plans:

A Review

Labour Bureau

In the modern industrial community, wages form the pivot around which
most of the labour problems revolve. Wage issues give rise to frequent
unrest, grievances and industrial disputes. Dissatisfaction with wage rates
is ane of the most common causes of low level of production and has an
important bearing on the standard of living and welfare of working force,
In a developing economy like that of ours, the utility and the importance of a
wage policy in the context of a broader income and wealth palicy cannot be
underestimated. The issues connected with the wages and salaries etc,
are basically important because of their direct impact on other factors affecting
national growth. Commenting on this, the National Commission on Labour
has remarked :

“|n all countries, wage policy is a complex and sensitive area of public
policy. This is because ths relative status of workers in the society,
their commitment to industry and attitude towards management, their
morale and motivation towards productivity, their living standard and, in
fact, their way of life are all conditicned by wages. Hence, a policy
dealing with this crucial problem cannct be simply economic, as it has
io reckon wiih the realities of multi-dimensional social phenomena, in
which besides the worker and the management, the consumer and the
society at large, and in consequence the State are all vitally in-
terested . . ..M

The Commissicn also highlighted ‘that issues concerning wage policy are
inter-retated with the broader economic decisions on the one hand and on
the other with the goals set for social policy. Wage rates and dfferentials
have a functional rcie in sustaining and developing the structure of society
and thus merge with other elements of economic and social policy'.2

Brior to independence, no proper wage policy had been formulated in the
country. This was followed by a series of struggles, enactment of various

1. Report of Nationai Commission on Labour - p. 220,

3. {pid - para 16.24.
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labour legislations, recommendation of number of committees and con-
ferences, awards of industrial tribunals, courts and wage boards, etc. coupled
with collective bargaining which brought about notable changes in the wage
patterns.

The International Labour Organisation also contributed in giving new
directions to our wage policy through recommendations/conventions;
important amongst them being (i) Minimum Wage Fixation Machinery, 19283,
(ii) Protection of Wages Recommendations 1949, (iii) Minimum Wage Fixing
Machinery (Agriculture) Recommendations, 1951 and (iv} Wage Hours of
work on Boardships Manning Recommendations, 1958. The L.L.Q. in its
publication entitled ‘Problems of Wage Policies in Asian Countries (1956)"
outlined in brief the following objectives of wage policy in an economically
weak group of population :

(a) to abolish malpractices and abuses in wage payments;

(b) to fix minimum wages for workers whose bargaining position is weak
because they are either unorganised or inefficiently organised,
accompanied by separate measures to promote the growth of trade
unions and collective bargaining;

(c) to obtain for workers a just share in the fruits of economic development
supplemented by appropriate measures to keep workers' expenditure on
consumption goods in step with available supplies so as to minimise
inflationary pressures; and

(d) to bring about a more efficient allocation and utilisation of man-power
through the operation of wage incentives particularly through wage
differentials and where appropriate systems of payment by results.

These objectives have been taken into consideration in formulation of wage
policy in India.

The case for fair deal to labour has been emphasised in Indian Constifution.
The constitution assured that—

"The State shall secure work, a /iving wage, a decent standard of life,
leisure and social and cultural opportunities for people, and in

3. Convention ratified by India.
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particular to promote cottage industries (Article 43)".

The constitution also provides for equa! pay for equai work for both men and
women as well as recognise the right of citizen to an adequate mzans of
livelihood. The acceptance of sociaistic pattern of soc'aty as the basic
objective of State Policy and the concept of planned development backed by
the constitutional guarantees provided further momentum to the cause of
labour in matters of wage determination etc. However, the period o® plann-
ing witnessed the evolution of a positive wage policy.

Five-Year Plans and Wage Policy

A common feature of post-war economic and sacial policies in most countries
have been an atiempt to increase the welfare of the people through planned
economic development.  The main objective of planning in India has been to
initiate a process of rapid davelopmant which will raise living standards and
herald an era of new opportunities for a richer and more varied life for the
masses. The task is not mare'y one of reaching any fixed or static point
such as doubling of living standards but of generating of dynamism in the
economy which will lift it continually to higher levels of material well-being
and o° intellectual and cultural attainments. The planners beieve that
eradication of poverty cannot be achieved merely by redistributing the existing
wealth nor can a programme aiming only at raising production remove existing
inequalities. The wage policy should, therefore, seek to provide in the
framework of democratic planning for a balanced emphasis on ircrease in
production and employment and the attainment of economic equality and
social justice. The labour and wage policies in India, like all other social
policies, emanate from these basic aims and are essentially directed towards
the well defined goals of a Welfare State and the socialistic pattern of
society, The plans have emphasised in particular that the fruits of
development should accrue more to the reiatively less privileged classes of
society and that there should be a progressive reduction in the corcentration
of incomes, wealth and economic power in the hands of a few.

The First Five-Year Plan stressed that in order to check the inflationary
pressure caused by the rise in prices, profits and wages during the war and
post-war periods, it was necessary to exercise considerablie wage restraint,
as otherwise the economic stahility of the country wo>aid b2 jeapardisad. I,
however, agreed that wage increases ware justified in cas2s wnere it was
intended to (i) remove anomai'ies or where existing wages were abnormally
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low; and (ii) restore pre-war real wages as a first step towards the living
wage, through increased productivity resulting from rationalisation and the
renewal or modernisation of the plant. It also laid down some guidelines to
be followed in the immediate future in regard to wage policy. These were:

(a)

(b)

(c)

All wage adjustments should conform to the broad principles of social
policy and disparities of income have to be reduced to the utmost
extent. The worker must obtain his due share in the national income.

The claims of tabour should be dealt with liberally in proportion to
the distance which the wages of different categories of workers have to
cover before attaining the living wage standard.

The process of standardisation of wages should be accelerated and
extended to as large a field as possible. There should be a progres-
sive narrowing down of disparities in the rates of remuneration of
different classes of workers in the same unit, of workers engaged in
similar occupations in different industries and in wages in the same
industry at different centres. Differentials for various jobs should be
maintained at the minimum levels justified by :

(i) degree of the skill required;

(ii) strain and fatigue involved;
(iiif) training and experience required;
(iv) responsibility to be undertaken;

(v} menta! and physical requirements for doing work;

(vi) disagreeableness of the task; and

(vii) the attendant hazards.

A scientific assessment of the relative work-load in different occupations and
industries should be taken up.

(d)

(e)

Fifty percent of the dearness allowance admissible to the Central
Government Servants drawing basic pay upto Rs. 750/- per month
should be amalgamated with pay. This recommendation should be
extended to workers in private sector also.

to work out the proper basis for bonus payments.
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) Full and effective implementation of the minimum wage legislation
should be secured and depressed areas should be given priority. In
view of the paucity of data and administrative difficulties a limited
beginning was advocated in the fixation of minimum wages for agricul-
tural warkers.

(g) Permanent Wage Boards with a tripartite composition should be set up
in each State and the centre to deal comprehensively with all aspects of
question of wages.*

The Second Five-Year Pian reasseried the wage policy initiated in the First
Five-Year Plan period with a shift in emphasis. It suggested that increase
in wages should be based on increased productivity brought about not merely
by efficient and hard work on the part of labour but also on better /ayout of
plants, improvement in working conditions, management practices and training
of workers. The concept that earnings beyond the minimum wage shouid be
related to payments by results subject to safeguards like fall-back wages,
protection against fatigue and undue speed up was envisaged in the Second
Plan period. The plan emphasised the need fo evolve such a wage structure
for workers, which may aim at rising real wages. The workers' right to a fair
wage was although recognised but the plan found it difficult to quantify it. A
major difficulty experienced in the fuller implementation of the principle of
fair wage is the drag exercised by the marginal units in determining the wage
structure. The Plan also advocated for laying down the principles tc bring
wages into conformity with the expectations of the working ciass in the
future pattern of society as well as to provide for settling industry-wise wage
disputes. The Plan recommended that creation of wage boards on tripartite
basis will be an appropriate step in this direction, as it will provide a hand to
the concerned parties in evolving a wage structure. It also pleaded that with
a view to making the existing cost of living indices uniform, an enquiry for the
revision of the same may be undertaken along with the Wage Census. As
regards bonus and profit-sharing, the Plan was of the view that further study
of the principles with regard to its settlement be made before a formula
acceptable to all the parties could be evolved. Till such time any dispute
aristing out of bonus issue will continue to be settled through the industrial
relations machinery. During the Second Plan period there were two other
important develoments. These were: (i) recommendations of the 15th Indian
Labour Conference regarding need-based minimum wage and (ii) report
of the Second Pay Commission in respect of the Central Government

4 First Five-Year Plan - pp 584-85,
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Employees. A reference was also made to the principles of wage determin-
ation as laid down in Report of the Fair Wages Committee and the norms laid
down by the Indian Labour Conference (15th Session). Due to divergent
opinion on the subject no recommendation was made with regard to the
acceptance of this principle on a national basis. The concept of the need-
based wage was also examined by the Second Pay Commission and they
found it impracticable in the then prevailing conditions. The Third Pay
Commission also found it difficuit to recommend the need-based wage in
view of the economy.

By and large, the Third Pian reiterated the Governmant policy on wages
followed in the First and Second Plan in matters of minimum wage fixation,
reduction in disparities, wage differentials, etc. but a shift in emphasis to-
wards productivity was clearly apparent. For securing better implementation
of the Minimum Wage Legislation the plan suggested the strengthening of
enforcement machinery. It also recommended that care should be taken in
fixing fair wages for different classes of workers and that adequate incentives
are provided for the acquisition and development of skills and for improve-
ments in output and quality,. As regards bonus, the Plan expressed the
hope that the Bonus Commission already appointed will study the problem
in detail and lay down guiding principles and norms for its payment. The
Third Plan also pointed out that wage determination in major industries was
to be left to the process of collective bargaining, conciliation, arbitration and
adjudication,

When the Fourth Pian was bsing drafted the couatry was in the grip of
inflationary pressures. The sole objective of the planners was to evolve
such programmss and policies which could take the country out of prevalent
adverse economic situation. [t was in this context that the planners realised
that due to wage-price spiral not only wage policy needed rethinking and
adjustments but it was also felt that it cannot be evolved in isolation from the
overall incomes and prices strategy for the country.

The draft Fourth Five-Year Plan accordingly recommended for the formulation
of an integrated income policy for the guidance of the private and public
sectors. It was felt that wages, salaries and incomes of all kinds must be in
a reasonable organic relationship with the performance of the aconomy as a
whole in case growth was not to be retarded. An emphasis was also laid on
relating wages squarely to productivity, extension of payment by result,
incentives, wage structure to have three components namely basic or the
minimum wage, an element based on the cost of living and an element relating
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to increase in productivity and sharing the gains of productivity, priority to be
given to workers whose wages are abnormally low, dearness allowance to
be linked to cost of living but not necessarily involving full neutralisation at
all levels, etc. In short the Draft Fourth Five-Year Plan made the following
recommendations:®

(i) Integrated incomes policy in line with overall performance of the
economy at a given time which marked a new approach by way of
conceiving the problem in a wider national perspective as com-
pared with earlier social philosophy of considering wage issues
etc. piecemeal on sectoral basis lacking cohesion, uniformity and
above all an crganic relationship with the economy;

(i) Generation of higher savings to ensure sustained growth essential
for meeting minimum requirements of the community.

(iii) Price stability; and

(iv) Linking wages with productivity, at the same time ensuring no
further erosion of workers' real standards of living as an immediate
ohjective of such a policy.

However, the Fourth Plan as finally approved by the Planning Commission
relegated the entire subject to the background probably because a high
powered National Commission on Labour had already been set up and was
seized of the matter.

The Draft Fifth Five-Year Plan stresses on redistributive growth., This makes
it necessary to provide an equitable system for sharing the gains of higher
performance. To this effect one approach will be to broadbase the reward
structure of the industrial empioyees in terms of wage and non-wage benefits
on the one hand and to link the structure more directly to the performance
recards in industrial enterprises on the other hand. For such a system, the
Plan stresses on coordinated efforts at all levels nationa!, state and local. It
suggests that the labour in unorganised and depressed sectors of industry
be provided protection in their earnings. This equitable system should also
take care of the interest of the poorest section of consumers. Large scale
unemployment and underemployment being a major cause of inequality, the
Plan has laid emphasis on providing vastly expanded employment oppor-

5. Draft Fourth Five-Year Plan -~ pp. 292-294,




Wage Policy in the Five-Year Plans : A Review

73

tunities at reasonable income levels in wage-paid employments as well as
in self-employment. [n this regard the Plan has advocated increased
emphasis on the generation of employment opportunities for the poorer section
of the population as well as to increase the earnings of the marginally
empioyed persons.

The Plan lays stress on undertaking studies in the field of labour and
productivity and points out that the Labour Bureau will undertake various
studies relating to Rural Labour, Working and Living Conditions of Scheduled
Castes and Scheduled Tribes, Occupational Wage Survey and other subjects
in the field of Labour.

Wage Policy as an Integrated Approach to Incomes, Prices and
Productivity

An equitable distribution of income and wealth is an essentiai objective of
our social and economic planning. Incomes Policy plays a very important
role in maintaining economic stability. If incomas of particular sections in
the society continue to rise persistently at rates unrelated to the growth of
real national income, there is likelihood of a strong built-in pressure towards
inflation resulting in arbitrary shift in income distribution. The underlined
philosophy of incomes policy is to ensure rational distribution of national
wealth among various partners of production. Thus viewed, the relationship
of wage policy with incomsas poalicy is very close and in fact wages policy is
an integral part of an overall income and distribution policy. While wage
policy determines the share of labour in the national cake, the income and
wealth policy provides for allocation of shares for other sections of the
society including labour,

It is true that in India the inequalities in income have grown over time. The
rich have tended to becomsa richer and the poor have becoms poorer. This
is as a result of uneven distribution of wealth between various segments of
society. As such the incomas policy of the country should be so carved out
which inter alia may take care of rightful claims of all the sections of the
community. No wage policy could be described as fair unless positive
measures are taken to ensure that the level of non-wage income are also kept
at a reasonable level. The tendency to regard incomes policy mainly in
terms of wages policy is no longer regarded as correct. Unless integrated
incomes policy covering all major categories of incomes, e.g., profit, rents,
dividends, etc. is formulated its success will be in doubt,




Labour Bureau
74

While the workers get wage rise in the form of frequent increases in dearness
allowance or wage adjustments as a result of price rise, other sections of the
community are not provided any such protection. [t is in this background
that the slogan of wage freeze is often raised. This demand is, however,
resisted by labour on the ground that ceiling on wages cannot be applied
alone, while feaving profits and prices rise freely. There is enough weight
in the argument. Moreover, any wage policy which provides curbs on wages
and incomes of the iabour will prove ineffective as it will not provide for any
monetary incentives for increased productivity. -

Prices always include cost of production and cost of production includes
cost of labour. It is also our general experience that if prices rise, there
would be a demand for higher pay-packets on the part of labour. Thus in
actual practice, wages influence prices and vice versa.

A certain extent of price rise in any developing economy is inescapable and
should not cause any serious worry. However, the recent price spiral in the
country has touched all time high and, therefore, it has become a matter of
serious anxiety. The worst sufferers are the wage earners and other
financially weaker sections of the society. It is often regarded that prices
are rising because of arbitrary increase in wages irrespective of preductivity
considerations. This may not be true. In actual practice, wages always
chase prices which rise continually due to inflation which is more as a result
of monopolistic control and general economic and financial policy.

With the intention of protecting real wages of workers against the price
spiral, the practice of paying the dearness allowance in conformity with the
rise and fall of Consumer Price Index Number has been widely adopted,
especially in the Organised Sector of industries, In some cases protection
is provided by making necessary adjustments in the basic wages of workers.
This system has proved useful in providing some financial cushion to workers
in times of scarcity of consumer goods and higher prices. However, this
process itself leads to rise in the cost of living further. It thus oniy
strengthens the vicious circle of wages chasing prices. No country, parti-
cularly a developing one, would afford such a situation where wages and
prices push each other continuously. Itis in this context that frequent wage
hikes are disfavoured. Efforts may, therefore, be made to secure stability in
the general price level for ensuring that increase in wages do not outstrip
the growth in the real national product.

In considering the relationship between the wages and productivity, numerous
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problems crop up. These relate to the manner in which the national drive
for higher productivity can be ensured; measurement of labour productivity,
sharing the gain of such efforts, impact of finking wages to productivity in
individual industry or in the inter-industry and inter-sectoral wage structure
etc. Wages and productivity are closely interlinked with each other : while on
the one hand it is the level of wages and incomes which provide incentives
for higher productivity, on the other the labour productivity determines
national growth to sustain that wage level. In actual practice any improve-
ment in wages can only result from the increased productivity. Such an
increase in productivity must necessarily be based on technological improve-
ment and through the effective use of existing resources especially man-
power.

A demand for formulation of a wage policy which should ensure rise in wages
in conformity with the rise in productivity is gaining popularity day by day.
This concept is, however, being resisted by labour. The feelings generally
reflected by the Trade Unions on this question were also voiced in the Asian
Trade Union Seminar held in New Delhi during April 24th to 28th, 1972, The
views expressed are reproduced below :

"Wages are not dependent upon productivity of labour and cannot be
linked with it. The slogan of linking wages with productivity under
conditions of capifalistic relations is another attempt to keep wages low
while increasing work-loads and profits. The presence of a large army
of unemployed is used to depress the wage level. In Australia and
Japan scientific and technological advance is used to increase the value
added by manufacture which while reducing the relative share of
waorkers as wages, multiplies the volume of profits."®

The fact, howevgr, remains that practical difficulties apart, the soundness
of the basic principle of linking wage to productivity cannot be questioned
easily.

Existing Wage Policy

Broadly speaking, the existing wage policy in the sweated industries provides
for wage fixaticn under the Minimum Wages Act, 1948. Such a machinery

has been prescribed to protect workers from exploitation where they are in a

6. Industriai Relations Letter dated May 2, 1972 - p. 2.
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weak bargaining position. In the field of organised industries, the wage
policy is usually guided by the recommendations of various Committees;Com-
missions and Wage Boards. Adjudication, awards and decisions of industrial
courts under the Industrial Disputes Act, 1947 have also provided important
guidelines in the determination of Minimum Wages and wage differential etc.
for any industry on regional and national basis. Collective bargaining
(bipartite/tripartite) has also in its own way contributed in shaping the wage
policy.

A Review

As would he evident from the above discussion, the broad objective of wage
policy in the country during the various plan periods was to secure sccial and
accnomic we!l-being of the working population through higher growih of pro-
ductivity. The wage policy has been a progressive one after independence
due to a nrumber of governmential measures initiated from time to time. Series
of strugglas, enactments of variouds labour 'egisiations, recommendctions of a
number of committees and conterences, awards of industrial tribanals, courts,
wage boards eic. ccupied with collective bargaining have brought about
notable changes in wage patterns. In order to reduce the disparities and to
introduce rationality in wage patterns, the norms and principles suggested by
the verious committees and commissions were followed by the wage fixing
machineries;agencies. With a view to provide proteclion te workers in
matters of their earnings in the unorganised sector of industries where
workers' bargaining position was weak, more and more scheduled employments
had been gradually brougnt within the ambit of Minimum Wages Act, 1948,
By now it can be said that a sizeahle section of working ciass in the
unorganised sector are covered by it.

I the field of organised sector of industries, the Government of India had
appo nted Central Wage Boards as per the recommendations of lhe Second
Five-Year Plan. These Central Wage Boards were askaa to rationalise the
wage structure in the concerned industries in accordance with the concept
of ‘Fair Wage' as recommendeu by the Fair Wages Commiitee. By now
tweniy two wage boards (including three Second Wage Boards for Sugar,
Cement and Cotton industries) have been appointed. The Wage Boards have
not only improved the wage structure but have also been able to rationalise
arnd standardise wage structure witn due regards o regional conditions. To
take care of future rise in prices, incremental scales have been provided and
dearness aliowance has been linked o the Consumer Price Index Numbers.
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The system also provided a common forum for workers and employers where
they could freely express their viewpoints and seitle wages and allied pro-
blems through mutual negotiations, mediations and voluntary arbitration,
which was hitherto zhsent. The system of dearness allowance payment in
accordance with ihe rise and fall of Consumer Price |ndex Numbers for the
adjustment of basic wage have provided some financial cushion to workers
against price rise.  Workers have been guaranteed a minimum percentage of
bonus with the exception of a few industries through a statulory provision.

Prosperity of any developing nation lies in increased productivity, the Second
Five Year Plan recommended that wage should be linked with productivity.
The system is already in vogue wherever workers are paid wages on pasis of
piece-rate system. Eesides the schemes on produciion bouns and incentive
bonus in some of the indusiries are manifestation of the above concept,

In the matters of earnings of workers in manufacturing sector of industries
the experience had been that the money wages since independence have
shown marked improvement.  But this increase has not been reflezted in real
wages nor have been commensurate with improvements in productivity, The
views expressed by the National Commission on Labour are noteworthy., The
Commission in this regard observes that :

“The increases in money wages of industrial workers since ingepen-
dence have not been associated with a rise in real wages nor have real
wages increases been commensurate with improvements in productivity.
Simultanecusly, wage costs as a proportion of total costs of manufac-
ture have registered a decline and the same is true about workers' share
in value added by manufacture”.

Since various kinds cf anomalies have cropped in our economy over a period
of time creating ci-pariiies in the wage structure between industries and also
among comparah'e occupations traces within an industry, it may be necessary
to effect reacjisimenis in cur wage policy. If these anomalies are allowed
to continLe, these wouid cause a strain and stress in industrial relations. A
aveveloping couniry like India cannot afford the luxury of work stoppages,
particularly in the difficult econemic times. It would, therefore, be advisahle
1o evolve a netional wage policy on some sound principies in order to create
a better climate for industrial relations.

In a mixed and developing economy wedded to democratic institutions, the
formulation of a wage policy is beset with numerous difficulties. This
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obviously calls for a thorough study of all the issues connected with the wage
policy. The proposed wage policy may inter afia bring within its compass the
following broad objectives:

(i) to evolve a wage structure for workers which may aim at rising

real wages. Woages, salaries and incomes of all kinds should be in
a reascnable organic relationship with the growth of the economy
as a whole so that national growth may not be retarded;

(i) wage policy must generate higher savings and stabilise economy

by favouring non-wage incentives to workers in the form of better
working and living conditions, reduced working hours, greater
leisure and oiher fringe bhenefits. This approach will contain
inflationary tendencies;

(iii) to take care of the earnings of depressed section of workers and

(iv)

v)

those employed in unorganised sector of industries including those
who are either unemployed, under-employed or marginally employed;

to evolve integrated income policy which should take care of
legitimate claim of all factors of production. A reasonable balance
has to be maintained bhetween wage and non-wage incomes:

to ensure wages in conformity with the expectations of working
class and in the process it must seek to maximise employment with
rising levels of productivity. For this, it must take into account the
price levei which can be sustained, the employment level to be
aimed at, requirements of social justice, and capital formation need
for the development of the country;

care must also be taken to ensure that the fruits of development
accrue more to the heretofore reiatively less privileged class of
society, such as Adivasis, Harfjans and especially in rurel areas.
Priority in the wage programme should, therefore, first go to them.
The wage policy must attack multi-dimensional wage problems at
the very grass root, which alone would ensure the groper ezonomic
and social advancement of the working population.

It can be said that the success of any wage policy would largely depend on
how far we are successful in controlling the inflationary tendencies in our
economy which is a pre-condition for any successful wage policy.
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For formulation of guidelines and criteria of any workable wage policy for the
tuture, an accurate and clear picture of the prevailing wage position in the
country is needed. The data available on wages and earnings, at present,
are neither complete nor accurate. Any policy inference based on such data
is bound to have serious limitations. As a first step in this direction, it is,
therefore, necessary to have a suitable data collection machinery which
should also be responsible for its timely presentation. The Government of
India have already constituted a wage cell in the Ministry of Labour probably
with this objective in view. For implementing the national wage policy, a
National Wage Commission with well-defined statutory powers should
immediately be created. It should be the function of the National Wage
Commission to ensure that wage fixation in all sectors is consistent with the
wage paolicy. The Commission should also have the superintending, imple-
menting and evaluating authorities and its decisions binding on the industry
and the Government,

The new trend in favour of bipartite negotiating machinery for wages instead
of the usual tripartite set-up has to some exient helped to fessen the causes
of friction. Work stoppages were prevented in the Cement, Coal and Sugar
industries. More such bipartite bodies may be formed for the industries in
the organised sector.

The minimum wages fixed should be sufficient to get the workers minimum
nutritional requirements in order to enable him to put in increased physical
efforts and thus increase his productivity. Wage rates in industry should
be fixed in such a manner as to encourage adoption of labour-intensive
techniques, i.e,, in other words, the wage policy should be employment-
oriented. The time perhaps has also arrived to mould the wage policy in
favour of the workers in the unorganised sector, who by all means now
deserve a better treatment. Indeed, a progressive Labour Policy has to take
into account all these aspects and mould itself to the growing challenge(s) of
the times.



Growth of Factor Shares in
Indian Agriculture

J. P. Singh*

Tha main objective of this paper is to examine the changes, which took place,
in the relative shares of factors of produztion in Indian agricultare after
the inception of green revolution. In order to meet this, the partial elasticities
of factor inputs have been estimated by considering that the nroduction
relation is of the Cobb-Douglas form and by using the least squares method
of estimation for two periods of time, 1961 and 1971. According to neo-
classical theory of distribution, partial elasticities of production derived from
the Cobb-Douglas function at the macro-level indicate the relative shares
of factors of production. Comparison between relative shares at two points
of time wil! enable us o know about the changes in factor shares.

Specification of Mode! and Measurement of Variables

The irout-output data used for production functions belong to individuals
states', The specification of the Cobb-Douglas production is given beiow :

v=c APt 1Pz kP ™
where
v -:Velue of nutput (Rs.)
A=:Land Area (Hectares)
L -- Male Agricultural Workers (Nos.)
K -- Capital Services (Rs.)
F- - Fertilizer (nutrient content, Tonnes).
C stands for constant term and b, ..... b, are the partial elasticities of

production of different input factors.

« The author is grateful to Proi L. S. Venlataramanan for his valuable comments o an earlier draft of

this papet-

1 The production function results are based on the data of 15 states of indan uniolr. The names
of these states are Andhra Pradesh. Assam, Bihar, Gujarat, Himachal Pradesh Jammu and
Kashmir, Kerala, Madhya Pradesh, Maharashtra, Mysore, Otrissa, Punjab (including Haryanaj,
Rajasthan, Tamilnadu, Uttar Pradesh, and West Bengal.
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Some of the important variables, such as seed, could not be included in the
function owing to non-availability of data. The introduction  of high-
yielding varieties of seeds would have played an important role in bringing
changes in the relative shares of factors of production. It can, however, be
expected that a major part of the effect of high yielding seed on production
will be caught by the fertilizer variable since there is high correlation between
the adoption of high-yielding seeds and the use of fertilizers,

The definition and the measurement of variables are given in the following
paragraphs :

Output (Y)

Qutput has been defined as the sum of the value of 26 forecast crops?
evaluated at constant prices. Since output of crops fluctuates from one
year to another, three years average of the output of individual crops has
been taken for each period of time to eliminate the effect of the non-accounted
weather variable. Thus, cutput in 1961 is taken as the average for the vears
1959-60, 1960-61 and 19861-62; similarly the outputin 1971 is the average
of the vyears 1969-70, 1970-71 and 1971-72. The average output of each
individual crop has been multiplied by the corresponding all-India average
harvest price of 1949-5C to 19513 except for small millets, mesta, sugarcane
(gur} and dry ginger which pertain to years 1956-59*. The sann hemp (fibre)
has been evaluated at the price of mesta,.

2. Thecrops included under this study are rice, wheat, jowar, baira, barley, maize, ragt, small
millets, gram, tur, other pulses, sugarcane {gur), groundnut, castor seed, sesamum, rape and
mustard, linsesd, cotton, jute, mesta, sann hemp, tobacco, potato, chillies, ginger, angd
black pepper.

3. The main reason for selecting output prices coresponding to year 195C-51 has been the
avallability of fairly accurate prices for builocks and most of the implements and machines for the
year from Tara Shukla, Capital Formation in Indian Agriculture, Vora & Co.. 1965 p, 81. With g
view to make prices correspond to a single year for all the variables to ba taken in value terms for
the sake of aggregation, the year 1950-51 was chosen, It should, however, be mentioned at
e outset 17al some prices do not strictly correspond to 18950-51. But these items are of minor
importance and hence may not have any s.gnificant effect on our resuits,

For the harvest piices, sce, P. V. John, Some Aspects of the Stucture of lndian Agricultural
Economy, 1947-48 {0 1961-62. Asia Publishing House, 1968, pp, 195-202.

4, See B. 5. Minhas and A. Vaidyanathan, "Growth of Crop Outputin India, 1951-54 to 1958-61:
An Anaiysis of Component Elements™, Jsurnal of Indian Sacisty of Agrizuitural Statistics, Val,
XVIi 1035, pp 248 49,




Land (A)

Land has been measured in hectares adjusted for irrigation. Since, there is
considerable difference between the productivity of irrigated and unirrigated
land, adjustment for irrigation became necessary in order to make the land
input homogeneous. This has been done by multiplying the irrigated area
under the selected crops by 1.67 on the presumption that one hectare of irri-
gated land is equivalent to 1.67 hectares of unirrigated land®. The converted
figures have been added to the difference between the area sown and the area
irrigated under the selected crops with a view to represent land area as
standard unirrigated land. The area sown and the area irrigated® figures used
in this study are three-year average corresponding to that of output.

Labour (L)

Labour stands for the number of male agricultural workers (cultivators plus
agricultural labourers). Flow of labour services in term of man days or man
hours are better measures of labour input for the production function studies.
Since, the data on labour services are not available, we were left with no
option but to use the number of workers as the labour input.

Capital (K)

Capital has been measured in flow terms and stands for depreciation plus
interest on bullocks and implements and machines. Data on these items
have Faen taken from the Live-Stock Census of 1961 and 1966, except for
tracicrs and pump sets (both oil and electric operated) in the Census 1966
which are taken from other sources? and pertain to year 1969% In the
absence of data on capital items for 1974, it was decided to use the data

t

See, Raj Krishna, "Some Production Functions for the Punjab™, fndian Journal of Agricultural

Economics, Vol. XIX. July-December 1964, p. 88. Raj Krishna's ratio relate ta Punjab only,

Howevar, this ratio is not widely d:fferent for other states in regard to irrigated and unirrigated

wheat and paddy. See Government of india, Ministry of Food and Agricuiture, Farm Management

in India: A study Based On Recent lavestigation, 1966, p. b3 and p. 68.

¢. Data onirrigated area far the period 1971 gertain to year 1969-70.

7. Data on tractors are taken from S M Patel and KV Patel, “"Progress of Farm Mechanisation in
India” in Indian Society of Agricuitural Economics, Probiems of Farm Mechanisation. 1872, p.
A?: and those on pumpsets are taken from Roy E. Harrington, *“A Note on Tractors and Employ-
nent of Farm Workers™, Ibid., pp. 108-108.

8. Except for Jammu and Kashmir which relate to year 1966.
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of 1966 census by updating some items, as mentioned above, to represent
the capital services for the period 1971.  This will certainly lead to under-
estimating the figures of capital for the function of 1971. It is, however,
expected that the under-estimation may not be large because of the fact that
bullocks which constitute the major item of capital services, accounting as
much as 89%, of the twial in 1961, have risen very slowly between 1861 and
1866° and secundly, the capital items, which have risen very fast (more than
80 percent between 1961 and 1966), have heen updated to a certain extent.

So tar as the buliocks are concerned, only male working bullocks above 3
years of age have been taken inta consideratiun. Buffaloes hiave, however,

been excluded from the analysiz.

Data on the prices ot bullocks, ploughe (both wooden and iren), carts,
sugarcane crushers (both bullock-drawn and power-drawn), cil engines,
electric pumps, and tractors have been taken from Tara Shukla’'s study and
relate to year 1950-51'°.  Prices of persian wheel, chaff cutters, and power
tillers have heen taken from the Handbook of Agriculture’.

Prices of harrow cuitivators, improved seed drilis, and improved threshers
have been taken from S. C. Jain's study’ with modifications so that they
could correspond to the year 1950-51. The price of sprayers and dusters

has been taken as Rs. 100;-.

The bullacks and those implements and machines whose prices were taken
from Shukla's study have bsen depreciated on the straight line basis on
average expected life given in the book'. For other implements, the average
expected life has been assumed as 10 years and the rate of depreciation
has been taken as 10 percent of their value.

On the value of cullocks and implements and machines, it has been considered
appropriate to use (charge) an interest rate of 9 percent.

9. Percentage increase in five years have peen only 0.7,

10. Tara Shukla, op. cit. p. 81.

11. ICAR Handbook of Agriculture. 1961, Prices of persian wheel and chaff cutters retate to vear

19546, {pp. 780-81). In case of power tillers, the lower range of its price is taken for evaluation

I p. 89 ).

S C Jain, Price Behaviour and Resource Allocation 10 Indian Agriculture, Allied Publishers, 1968,

pp. 35-41, and p. 5u.

12, Tara Shukla, op.cit. p. 14 .
ibid, p. 148.

The average working age of builocks has been taken as 7 years




Fertilizer (F)

Fertilizer has been measured in terms of tonnes of nutrient content of
phosphatic fertilizers consunied. Data on the consumption of nitrogenous
and phosphatic fertilizers in terms cf rnutrient contents fer individual states
for the period 1961 are average of the vears 1859-62, while those for 1971
pertain to the year 1970-71. The nutrient of nitrcgenous fertilizers consumed
has been converted into that of phosphatic by multiplying the former by a
factor 1.77 on the presumpticn that cne unit of the nutriert content of
nitrogenous fertilizers is 1.77 times mere productive thar: that of prosphatic
fertilizers'®. This has been added to the nutrient of phosphatic fertilizers
consumed with a view fo represent fertilizers in homogeneous units.

Production Function Results

The cross-section production function results for the periods, 1961 and 1971,
are presented in Table 1. Itis noteworthy that the percent of variations
in inter-state agricuttural output explained by the independent variables is as
high as 96 for the period 1961 and 94 for the period 1971. This, in fact,
shows the good fit of the data to the model. However, the inter-correlations
among the independent variables are quite high, higher than ¢.95 in some
cases (Table 2). This is a matter of serious concern, though the multiple
correlation coefficient for each equation is greater than the simple correlation
coefficient between any two independent variable'. Multicollinearity is not
altogether unexpected for the cross-section production functions dspending

on the 16 observations.

It can be seen from Table 1 that all the elasticity coefficients have correct
signs. But none of the coefficients is significant at the conventional level.
This may be because of the multicollinearity resulting in high standard errors
of the coefficients and also because cf the small number of observations on
which the production functions are based. In view of the multicoliinearity
and statistical non-significance of the elasticity coefficients, we are seriously
aware of the limitations of our results. In spite of these limitations and

14. The ratio is the average of the response of wheat and rice crops to the nutrients of nitrogen and
phosphates. See, Seth and Khanna (1263) quoted by S C Jain, op. cit, p. 107,

15, Inter-correlation or multicollimeanty s not necessarily a problem unless it is hign relative to
overall degree of multiple correlation among all wvariables simultancously,” L F Klein, An
introductian to Ecoromeics, Prentice-Hall, 1€69, p 101, For more specific interpretation of this
rule, see, D E Farrar and R R Glauber. “Mult collinearity 1n Regressicn Analysis; The Problem
Revised ', Review of Economics and Statistics, Mol 49, 1467, p. 88
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crudeness of the data used, a few tentative inferences about changes in the
factor shares may not be totaily out of place.

TABLE -2

Coefficient of Correlation Matrix

: {ndependent Land Labot Capilal Fertilizet

Period variable (A, iy (K (F)

1961 A 1.000 [RSE ) ER 0.705

L 1 00U 0.978 0746

K 1.0au 0.E58

F 1.000

1971 A 7000 U9 Gty 0.840

L 1060 0.943 0.803

K 1.000 078%

F 1.000

The sum of the elasticity coefficients for both the perioas is not cigrificantly
different from unity, and hence Indicate constant returns to ccale in Indian
Agriculture, both before and after the green revolution. The magnitude of
the sum of the elasticities is greater than unity in 1961 and less than unity
in 197t1. Though the estimaled elacticity ccefficients indicate the true
theoretical shares of factors'®, they may under or over-exhaust tie lotal
output. “'One may consider a solution in terms of windfall ‘profits’ or ‘loss’
which are not considered input payments in usual zense but rather pure
residuals”’.  But uniess, sum of the elasiicity ccefficients is adjusted to
unity, the factor shares between 1961 and 1971 may not bke strictly
comparable. Hence, partiai elasticity ccefficients are adjusted by faking
ratio of individual coefficients to the sum of elasticity coefficients in order to
make total shares of factors equal to total output.  The adjusted coefficients

are presented in Table—-3.

It is clear from the table thatin 1861, the relative shares of iand, labour,
capital and fertilizer were about 19 percent, 39 percent, 28 percent and

16. M Bronfenbrenner, Income Distribution Theory, Macmillan, 1871, p. 386.

17. lbid, p. 396.
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14 percent. respectivaly.  The respective shares of these factors in 1971
turn cut o boabout 24 percent, 47 parcont, 13 percent and 16 percent.
A comparison nf these :hares at two points of time reveals that the relative
shaies of land, labour and fertilizer have risen hy ahout 5 percent, 7 percent

TABLE- 3
Relative Factor Shares in indian Agriculture for Periods, 1961 and 1871

Pericd Land Lahour Capital Fartilizer Sum of Factor
shares

1961 0.1e17 0.3938 0.2760 0.1384 1.0000

1871 0.2450 0.4660 0.1260 0.1630 1.0000

and 2 percent, whereas the relative share of capital has declined by 15
percent. It i, however, difficult to say how much decline in the relative
share of capita! has bean duz to the under-e stimaie of capital input. But the
fact remain., that the relative share of capital has declined overtime. Since
the technology embedded in the grezn ravolution has been genarally of
biological-chemical nature (depending upon aigh-yielding seed and chemical
fertilizers) which incredases the use of labour and adds to the productivity
of land, itis not wsurprising that the relalive shares of land, labour and
fertilizer {which is al~o supposed to catch the effect of high-yielding seed)
have risen overtime.

From the above analysis, it may be inferred ihat the relative shares of land,
labour and fertilizer appear to have risen in 1971 over 1961, whereas the
relative share of capital seems to have declined,



Wage Share in Organised
Manufacturing Industries : 1946-1965

M. M. Dadi*

Recent literature on income distribution widely discusses ihe constancy
of income share accruing to labour class.' Economists today, according
to Heidensohn?, seem reluctant to see the constancy of wage-share destroyed,
in spite of the evidences available against the hypothesis. The alleged
stability of labour's share, he points out, got momentum because of the main
interest in refutation of the ‘immiserization of the proletariat’ hypothesis
propounded by Marx.

In the context of the constancy of labour's share an importart question that
arises is: Dces it mean that the course of economic development has no
impact on the distribution of income ?

The present paper, aitempis (i) to examine the constancy hypothesis
of labour's share in organised manufacturing industries in India, for
the period 1946-1965 and 1953-65; (ii) to answer the above question
ceneidering  the changes in  industrial structure associated with the
growih of the economy cver 1953-1965 (thirteen years of plans), the
pericd for which the required data for the factories employing 50 or more
workers (subject to certain adjustment’) are available. The basic data have
been derived from the Census of Indian Manufactures (CMI} and the Annual
Survey of Industries (ASI). Out of the total of 29 industries covered by the

*The author is highly indebted to Professor V. N, Kothari of the M. 5. University of Baroda for his
invaluable help and guidence. He also wishes to acknowledge the comments received from
Di. §. BR. Hashim, of the M. 5, University of Baroda.

1. Sees, for example, Michael Kalocki, Essays in the Theory of Economic Fluctuation, {London:
Allen & Unwin, 1939); J. M. Keynas, *'Relative Movements in Real Wages and Outpu’ Economic
Journal, March, 1939: R. M. Solaw, *A Skeptical Note on the Constancy of Relative Shares”,
American Econcmic Review, Sept. 1958 ; E. H. Phelps Brown and P. E. Hart, “Tha Share of
Wages in National Income”, Economic Journal, June, 1952; E. H. Phelps Brown, Pay and Profits

{New York: Augustus M, Kellay, 1968).

2. K. Heidenschn: “Labour’s Share in National Income: A Constant?” The Manchester School of
Economic and Social Studies, Dec. 1968,
3. C.F: M. M. Dadi: Income Shares of Factory Labour 1n India Doctoral dissertation, M. 8. University

of Baroda, Qct. 1971, See also, M. M, Dadi and 5, R. Hashim: ““An Adjusted Capital Sarias for
Indian manufacturing: 1946-1864", Anvesak, Dec. 1871, Vol. 1, No. 2,
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CMI, the last industry namely, General Engineering and Electrical Engineering
has been omitled due to difficulties of comparability between the two sources.

I
The different tetms and convepis used in the study are as follows :

The concept of relative shiaie aceruing to labour class in manufacturing can
be interpreted in two different ways :

(i) share in value added received by workers wito are directly employed in the
production nrocess; (i} shaie in value added raceived by workers and salary
earners (which includes the supervisory and managerial stafl), that is, total
empleyee compensaticn, including the muney benefits. The category of
workers, thus excludes persons holding pocitions of supervision or manage-
ment ur employea in a cunhaential position. Value added by manufacture
represents the wpart of the value of the products which is created in the
factory and is computed by uveducting from the gross ex-factory value of
cutput, the gross value of input.

One might cheose labour's share either wilh reference to share received by
workers in direct produztion or share receivad by total employees including
supervisary and manageria! staf, One inay, in the latter case divide the
income originating (total voive added) ini: wages and salaries (employee
compensaiion) as one parl and rest of the income (property income) as the
other parl. Howcver, theie is quite a subst.ince in the view that the payments
to managerial and cirectoral staff do not represent pure wages: “A part of
profits would nc doubt then be inciuded in labhour's share of income.
Salaries night Le classified separately for clerical and non-supervisory
employees were the data available”* Since the data on wages to workers and
compensation to total employees are separately available, in what follows, the
relative shares ot boil,, workers and total eraployees, are examined separately.

I
Table—1 piesents werkers' share and to'al employee share in value added

over the period 1946-65. The yearly moverrenis of the two series are more
or less simiiar o each other: when we examine the workers’ share over the

4. J.T. Dunlop: Wage Dctermination Under Trade Unions, {(New York: Augustus M. Kelley,
1950), p. 163.
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period, we find that the share has mereased by ahout 5.5 percent points

between 1946 and 1965, whereas in the case of employee shere it has
increased by about 8.7 percent points during the same period. However,
when we exanine the period of 1953-65 (the period ot planned sftort), we
find that there has been a fall both in worker share and employee share.” The
fall being more in the case of workers' share as compared to that of

employee share,

To examine {he proposiiton of constancy or otherwise of labour’'s shares and
empleyee share mote objectively. the trend coefficienis are calculated. The
followmyg regressions have been run for the period 1946-65 and 1953-65:

Y = «+ Bt +u
X = a-+ bt +u
Where ¥ — wage share in value added (wage bill as a percentage of value

added)

t - time (year)

X - employee share (employee compensation as a percentage of value
added)

u — error term.

The results of the fitted regressions are :

1946-65 {iy Labour's Share : Y = 43.164—0.057t
(0.139)

(i) Employee Share : ¥ = 55.601-+0.101t
(0.158)

1953-6% (i Labour's Share : Y = 45.773—0.456t
(0.141)

(1) Employee Share : A = 57.326—0.068t
(0.143)

In the rase of the time serias data for 1346.65, the problem of comparability arises because of
diferances 'n taverage and classification of industrigs in the two sources, namaely, census of
Ineian Manufar tures (1946 58 and Apnuel Survev of Industries (1959-65), Fortunstely tha
former source gives information by different siza-groups for the pariod 1953 and enwards, and
hares At par with the latter source giving data for the factones employing mors than 50 workers.
Morenver, it 18 1953 onwards that the plannecd effott towards growth has been experienced.
Thiss, on both these accounts the poriod of 1853-65 15 considered for the detallcd analysis.

b
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The figures in brackets indicate the standard errors of the regression
coefficients. It can he seen thal the coefficients bear negative signs for
labour’s share during 1946-65 and both labour's share and ecmployee share
for the period 1953-65. However it is 1953-65 Labour's Share coefficient
which is found to be significant.

TABLE--1

Worker Share and Emplayee Share in Value

Year Worker Share (%) Employee Share (%)

1946 356.11 46.82
1947 41.25 55.01
1848 38.89 51.24
1949 49,43 64.43
1950 44.37 59,82
1951 40.70 53.58
1952 43.00 63.48
1963 4939 60.63
1954 45,96 57.83
1855 42.05 54.77
1556 41,37 54.80
1857 44.00 53.70
1968 41,02 656.61
1959 40.30 54.52
1960 42.20 57.28
1961 41.33 65.33
1962 43.04 58,66
1863 41.44 57.01
1964 40.38 58.43
1965 40,65 65.54

Source: Calculated on the basie of data provided in Census of Indisn Manufacturing and Annual
Survey of Industries.

6. Itisinteresting te note that in the case of U.5, Manufacturing, thare has been a downward trend
in labour's share ovar the period 1949-584. D. N. Gujarati, “Wage Share in U.S. Manufacturing,
1949-64", Industrial and Labour Relations Revizw, October 1969,
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Thus, there appears to be a clear cut lendency for the overall wage share to
decline over the pericd of planned effort. So far as the values of the trend
coefficients are concerned, one should not be surprised to find them very
fow in the above results. After all, what we are concerned with is the ratio
of wages to value added, and hence it must contain certain ‘inertia' in it.
Both numerator and denominator of the ratio are dependent of each other;
with every change in wage bill, both get affected simultaneously (aithough
not by the same magnitude).

The fall in the labour’s share over the period might be a result of rise in
profit margins of the firms caused by say, a rise in the selling prices of their
products or an introduciion of cavital-intensive tezhniques in the production
methods. The rise in money wages, as pointed out by Pheips Brown/
will not increase the labour's share unless the firms are prevented from
raising their selling prices so as to protect their profit margins. Locking to
the fact that the profit margins in selling prices are generally not compressibie
in practice, what appears to have happened in ihe case of lidian industries,
is that the firms must have succeeded in raising their profit margins either
through increase in selling prices in relation to wage cost or through increase
in labour productivity relative to wage rate through increase in capital/labour
ratio accompanied by an improvement in the technique of production.

Since the overail labour's share is the outcome of changes in incustry-mix
and changes in labour shares in individual industries, the question naturally
arises as to what part of the observed labour’s share really owes to changes
in industry labour's shares—in other words what has been the relative role
played by industry-mix in making the labour's share decline over time.

v

The important aspect in the context of the observed trend in labour's share
as noted above, is the changes in industrial structure associated with the
growth ot the economy. Durniop, while analysing the labour's share during
the depression, made an interesting observation that "“those industres which
lost weight most heavily in depressions showed the most marked increase in
the rate of participation in the same period...... The decreased impaortance in
depression of industries whose rate of participation increases most rapidly
tends to make for a relatively stable share'.?

7. Phelps Brown : op. cit, p. 21,
8. J.T.Dunlop: Wage Determination Under Trade Union. (New York: Augustus M Keltey,
1950), p. 165.
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The findings are quite interesting and suggestive of the overall wage share
variations to be explained in terms of changes in industry wage share
{(participation rate) and changes in the relative importance of the industry
over time. Since the overall wage share is a weighted average of individual
wage share (weights being the industry share in total value added), the
growth of industries will always be accompanied by the distributional shifts in
their relative importance and hence influence the overall wage share. “When
than one enterprise is combined, the share of the aggregate income going to
more [abour will depend upon both the share in each firm and the relative
amounts of incomes generated by each concern.” It was this structural factor
which inspired Solow to raise some doubtfs against the constancy of labour’s
share. The ‘constancy’, he argued, may not be a 'miracle’ (Keynes), but rather
an ‘optical illusion'.’®

In what follows an attemptis made to isclate and quantify the sources of
overall wage (labour’s) share changes atiributable to changes in industry
wage share (participation rate) and changes in relative importance of the
industry (share of the industry in total value added). Since overall lahour's

share in value added is E(PW) where P, is the labour's share in it industry

(participation rate) and W is the weight or share of the i industry in total
value added,

DA (PW) =X%5(PAW, +WAP, +-AWAP).

This implies that the variations in labour's share are split into changes in
industry weights and changes in industry participation rates. This equation,
therefore, enables us fo find out the extent to which the variations in overalj
wage share are attribulable to changes in relative imporiance of industries
and to changes in participation rates in different industries. P AW, indicates
that the participation rate is held constant while the weight is allowed to
vary; and WAP, indicates that weight is held constant and participation rate
is allowed to vary. (AWAP,) is an ‘unexplained residual’; it measures the
combined influence of both weight and participation rate shifts. This term
can be eliminated by using a system of ‘cross weights'; AP, must be weighted
by W, in the initial year and then hy W, in the terminal year, these two
weighted changes in Pi are then averaged to get the term (W,AP,). |In the
same way the cross weights are applied to get the term (P,.AW,).

9. lbid, p. 164.
10, R, M. Solow : Op. cit.
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Table—2 gives the hreakdown of changes in labour's share dus t weight
shifts and due to changes in industry wage share. The changas are
calculated for each vyear with reference to 1953, The shifts in i1dusiry
weights and changes in industry wage share, as it can be sezn, have played
their roles in the same direction so as to make the wage share ‘a!l in each
year relative to 1953. In other words, the fall in overall wage share caused
by fall in individual industry wage shares, has been further aggravated by the
decline in weights of the industries. Had the industrial composition, for
example, been the same as in 1953, there would have been only 1.63 percent
decline in wage share in 1965 as compared to 1953. Out of the fall of 5.74
percent points in wage share in 1965, 7.11 percent points is purey because
of fall in the relative importance of the industries.

TABLE—2

Breakdown of Changes in Wage-Share (Changes are in Percentage Paints)

Change in the Change due te Change due to Viage zhare net

g 1853 industry weights
{Paw) (WaP)

1 2 3 4 5 6
1953 49,39 — — — 49 382
1964 45.96 -—-3.43 —0.88 —2.55 46.84
1865 42.08 —7.34 —1.22 —6.12 43.27
1956 41.73 —7.668 —1.69 —5.97 4342
1867 44.G0 —5.39 —3.51 —1.88 47.561
18£8 41.02 —8.57 —4.08 -—-4.29 45.10
1963 40.30 —8.09 —3.84 —3,25 4414
18€0 42.20 —7.18 —3.00 -4.19 45.20
1961 41.33 —8.08 —3.38 —4.€8 44.711
1862 43.04 —8.35 — 344 —Z2.91 46.48
1963 41.44 —7.95 —4.57 —3.38 46.01
1964 40,38 —9.01 —b.44 —3.67 45.82
1965 40.65 —38.74 —7.11 —1.63 47.67

Source . Same as Table 1.
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Tl e average fall in overall wage share during the period is 7.38 parcent
pcints. This fall is atiributed to weight shifting of industries by 3.51 percent
points and to industry wage shore changes by 3.87 percent pacints (both
fgures beirg averages). In the absence of anv weight shilts, thus, the fall
in average wage share would be of the order of only 3.87 percent pcints
instead of the observed fail of 7.38 percent peints.

The overall wage share series corrected for the shifts in industry weights is
presented in Column 6 of Table 2. It can be seen that the fall in wage share
series net of weight shifts in industries is very much slowed Jdown, has
remained almost constant, compared to the original observed wage share
series (shown in Column 2 of the Table). The range of variations in the
wage share has now declined to 6.12 percent points in the new =ceries as
compared to 9.09 percent points in the original obseived series.

The wage-share ceries corrected for the shifts in industry weights, when
regressed over time gives the value of the trend coefficient as —0.0017 (with
standard error as 0.12371}). Thus, the value of the trend coefficient has been
both low and statistically insignificant.  Itis the change« in relative importance
ot industries which seem to have influenced the declining overall wage share
during the period.

V

We may canclude that the propacrtion of income accruing to labour class, in
fact, reflects the relative importa.ice of labour. Since it represents the
proporticn of wage coct in total cant, any tendency in the ratio would reveal
whether the importance of labour is incieasing or decreasing over a period
of time. i is in fact, not the wage rate, but the wage bill as a proportion
of total cost which is a suitable yardstick to measure the changing cost
of an industry.” When we examine the trerde for 1953-65, we find a clearcut
tendency for the overall labour share 1o deciine over the pericd.

There are two forces which operate upon tlie overall wage share : (a) inter-
industry force or the change in relative importance (weights) of different
industries, and (b} intra-industry force which operates in a particular industry
through changes in the participation rate of the industry. The former, inter-
industry force, is nothing but industry-mix or structural shifts brought about,
say, by emphasis on heavy and capital using industries particularly in the

11. ¢.f. : Paul E. Sultan: ““Unionism and wage-income ratios: 1929-51", Review of Economics and
Statistics, Feb. 1954, p. 67.




initial stages of economic development. However, since the capital intensive
industries are generally low wage share industries and labour-intensive
industries are high wage share industry, the increase in relative importance
of capitai intensive (low wage share) industries associated with fall in
relative importance of high wage share industries would bring about a fall in
overal, wage share and thereby make the distribution unfavourable to labour
class, in spite of the fact that the industry wage shares (participation rates)
do not change.

When we isolate the effects of shifts in industry-mix on the cverall wage
share, what we find is the change in industry-mix has been largely responsi-
ble for the fall in the overall wage share during the period. The trend
coefficient of the observed wage share series which was found to bhe
significant at —0.456 is now substantially reduced to an insignificant figure
of —0.002 for the series net of weight shifting.




Determinants of Workers’ Money Earnings
and Incomes Policy

G.K. Suri C.M. Sastry

Incomes policy for industrial workers in a developing economy characterised
by low wages and mass poverty could have two planks namely, (a)an
improvement in the standard of living of the workers and (b) a steady increase
in employnent which could assure the minimum income to the vulnerable
sections of industrial workers, nemely, the unemployed. If this premise is
accepted, then several questions arise :

What has been the role of productivily in explaining changes in money
wages ?  To what extent do other factors such as rising cost of living,
technological progress, volume of employment and degree of unionism,
explain changes in money wages. What has been the relationship between
money wages and the volume of employment ? Have rising money wages
brought about an increase in real wages which is a prerequisite for an
improvement in the standard of living of the industrial workers? In this paper
we have addressed ourselves to these questions. More specifically, we have
mace an attempt at explaining changes in the money earnings of the industrial
workers in terms of selected economic, institutional and technological factors,
which are thought for a priori reasons to be influential. We have also examined
whether the increase in money earnings has led to an increase in real earnings
of the workers. Finally, policy implications of the findings have been indicated.

The Variables
The variabies selected for quantitative analysis are :
(1) Money Earnings Index :

This includes all remuneration capable of being expressed in terms of maney
paid to werkers, mcere or less regularly, for each pay-period according to the
terms of the contract of employment. This, however, excludes money value of
benefits received by the worker, Factory expenses in the shape of employer’s
contribution to the provident fund. pension, gratuity or similar other charges
have also heen excluded for the purpose of our analysis.
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(2) Productivity Index :

The term productivity is understood and defined differently. The operational
definition depends upon the use to which it is put. For the purpcse of our
analysis, we have defined productivity as net value added by manufacturing
per manhour worked at current prices,

This measure should reflect worker's contribution to productivity and changes
in the prices of finished products. Value added is the surplus generated from
production after meeting the ‘cosis’ of production. Il is generally conceded
that workers are entitled to a share of gains in productivity thal result from
their effort.  Also, money wages move in sympathy with changes in the
prices of the finiched products. I is, therefore, legitimate 1o assume a
priori a positive contribution from this index in the explanation of the
changes in the money earnings of the workers.

(3) Cost of Living fndex :

The system which has generally prevailed in India for the adjustment of
wages against fluctuations in the value of money is that of paying dearness
allowance over and above the basic wage. The principle behind this payment,
therefore, is one of a correction adopted to neutralize the fall in the
value of money, so as to keep the worker's real wages constant at a
given level. In this context, we expect 2 positive contribution from
cost of living in the explanation of the changes in the money earnings
of workers.

(4) Capital-Qutput Ratio :

This variable can be taken tfo represent the growth of technologyin the
industry. This ralio may give some tentative idea abcut the value of fixed
capital reqguirement per unit of output. 1f capital-output ratio remains
constant, wage increases proportionate to labour productivity would imply a
constant rate of return. 1§, however, capital-output ratio increases, wage
increace proportionate to productivity cannot be aliowed without depressing
the rate of return. 1f, on the other hand, the ratio of capital-output declines,
it may be possible to allow more than proportionale increace in wages
consistert with stable or even rising rate of return. We would expect that
over the period of analysis, technological progress would result in higher out-
put per unit of capital. This would increase inoney wages without effecting
adversely the rate of return on investment.
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Employment Index :

Ordinarily, an inverse relationship between growth of employment and money
earnings of the workers is envisaged. %!In the context of a developing country
such as ours, this relationship is somewhat uncertain. Therefore, we do not
make any a priori assumption.

Unionism :

Unionization, per se, strengthens workers and aids them in striking more
favourable wage deals. Higher levels of unionization help workers in securing
wage increases. However, the growth in unionism itself might not have any
discernihle impact on wage increases heyond a point. Union's fight for wage
increase might have adverse effects susch as retrenchment, closures, lock-
outs, etc. Also, an increase in the degree of unionism might be accom-
panied by rivalry and factionalism, thus neutralising the effect which a higher
degree of unionism might thave. Therefore, we do not set out a priori any
relationship between the degree of unionism and money earnings.

The Analysis

In this paper, we have made an attempt at isolating and guantifying the
influence of these variables. Thus we have attempted to do by simultaneously
interpreting the results of intercorrelation, partial correlation’(zero and higher
order), and step by step regression analysis on the transformed data. Tha
regression function of the following form has been used :

y==a-i by boxoFhaxg-hx, - bexs

where,

a -=constant

y =index of money earnings of the industrial workers

x, =cost of living index

%, ~-index of productivity at current prices

Xy =irdex of capital-output ratio

x,—employment index

xs—=index of degree of unionism

The detzails regarding these indices appear in Tahle 1.
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skl Costof MOl pogicti proguch L nder o 108X
Year  wages !;{:rg;g wages w!r); att rw:yt::;t e at employ- yegree of
((’f:-‘? 2 100, (1959- -100) 1ees F;S”)m‘ wrices  priees Ll 19302 106: el
” (1959=1091 (1959=10G -’19%9:100 :

1959 100 100 100 100 100 100 100 100

1960 105 102 103 108 98 94 103 107

1961 115 106 108 115 106 a2 109 97

1962 118 109 108 117 103 128 115 95

1963 124 112 11 131 111 133 121 93

1964 126 128 98 137 105 155 130 88

1965 139 140 99 151 107 171 133 29

1966 159 154 103 171 108 178 131 93

1967 176 1756 101 173 99 183 130 a5

1968 185 181 102 191 106 186 130 g8

1969 194 179 108 221 120 174 1.5 97

Explanations :

1. Wages to workers include all remuneration capable of bsing expressed in terms of money paid
to workers more or less regutlarly, for each pay-period and in terms of the cantract of employ-
ment, However, maney value of benefits and factory expenses in the shape of emplover's
contribution to the P. F., pension. gratuity, or similar othar charges are however excluded,

2. Index number of productivity are constructed from the net value added by manufaciure worked
per manhour and related to the base year 1959,

3. Index numbers of productivity at constant prices are constructed from the net value added by
manufacture deflated for constant prices by reference to the refative index of the wholesale
prices of the manufactured articles and related to the base vear 1959,

4. Index numbers of capital-cutpul ratio are consuiucted from the ratio of fixed capital per unit of
output and related to the base year 1859,

5. lIndex numbers of the degree of unionism are constructed by ths respective indices of the
membership of the unions and total employment.

6. Employment index is obtained by telating the employment figures of each year to the base
year.

Sources

Table 1

Index numbers of money earnings of workers, productivity, capital-output ratio
and employment in respect of the aggregate industries during
1959-69 (Base 1959=100)

index of  Index of  INdex of

{1y Annual Survey of Industries 1953-66, (2) ASI (general review) 1967-69,
(3) Indian Labour Statistics 1869-1973, &  (4) Statistical Abstract of India 1967-69
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Regression Analysis :

Multiple regression analysis was performed to examine the relative explaining
power of the selected variables. In order to reduce the efiect of multi-
collinearity, we took several steps. First, the trend was eliminated from the
data. Second, we performed stepwise regression analysis. This approach
involved adding one independent variable at a time and generating a serieg of
intermediate regression equations. The first independent variable considered
was the one which had the highest simple correlation with the dependent
variable. This initial two variable regression was completed and the partial
correlations between the dependent and all the other independent variables
were computed. The independent variable among these which had the highest
partial correlation, was then included at the second step. A new regression
equation involving two independent variables was derived, the partial correla-
tions were computed for the remaining variabies with the two held constant
and the selection of the next variable to be included was made on the basjs
of these values. At each step, the adjusted partial regression coefiicients
and multiple correlation coefficients were also obtained. The stepwise pro-
cedure continued until all the specified independent variabhles were included
Third, Beta values of the significant regression coefficients with the least
standard error were computed, :

The Data

Indices of money earnings, cost of living, value added by manufacture, capital-
output ratio and the volume of employment were computed for the aggregate
industries with 1959 as the base year from the data reported in the Annual
Survey of Industries. The number of manhours worked in the year 1967 was not
available. Therefore, the figure was inter-polated by using Langrange's formula.

The data pertaining to the membership of the union have been derjved from
the Indian Labour Statistics. There were gaps in the reported data. The
gaps were filled by inter-polation. To obtain the index of the growth of
unionism of workers, corresponding figures for the number of workers were
not available in the Indian Labour Statistics. Therefore, employment figures
were taken from the Annual Survey of Industries.

We might notice here some of the limitations of the data :

(1) The coverage of the Annual Survey of Industries upto 1966 was wider
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2)

(3)

than that for the years 1967, 1968 and 1969. Upto 1966 major industries
were distinguished individually. However, for the years 1967-68, data
were available for only major groups of industries. Therefore, the
reported data did not permit analysis at the individual industries level.
This limited the scope of the paper to the analysis at the aggregate
industries level.

The industrial units reporting data differ from year to year. Wages paid
in each industry group—aggregate as we!l as per manhour-may show
wide fluctuations especially if the factories included/excluded in any
year happen to be comparatively large units in the respective industry
groups. This might affect the inter-temporal comparability of the
aggregate even for the same industry.

Errors in the orginal data for any year relating to prices, production,
labour input, etc. can effect the resuits for that year. The reporting
units may not be giving accurate figures and/or they may be following
divergent accounting practices.

For the purpose of this analysis the following precautions were taken :

1.

In order to make the required magnitudes comparable for the whole
period 1959 to 1969, only data onr the aggregate industries have heen
used for computations. Since unifoermity in reperting the data was
lacking, we could not attempt an analysis of the individuals industries.

As regards irregular and inaccurate reporting, there is very little that
data users can do. We can only hope that while figures of particular
units or industries for a particular year may be inaccurate, t is likely
that the major directions of ckange over the whaole pericd covered will
be correctly indicated by the data.

In view of the limitations in this study, we have tried to explore significant
relationships and the directions of change. The conclusions have to be
interpreted within the framework of these limitations.

The Findings

Intercorrefation Analysis :

The

correlation matrix between variables without eliminating trend revealed
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that excepting the degree of urionism (x;), all other independent variables
were inter-correlated at 1 percent probability level. However, consumer price
index {x,), index of value added hy manufacture (x,), capital-output ratio index
(x3), and index of employment (x,) showed statistically significant positive
correllation with money earnings (y) which is the dependent variable. On
account of multi-collinearity, we transformed the data by eliminating the trend
from the series.

On eliminating the trend from Lhe series, the correlaticn coefficient between
money earnings and cost o living and prodictivity though reduced were
found significani at 1 percoat probability level.  But the correiation between
money exrnings and technology and empioyient were negative. Only the
correlation heiween monoy  earnings anJd employment were found to be
statistically significant ai one percent probabilily level.

Partial Correlations Analysis

When no allowance hied been miade for the effect of other variables, pro-
ductivity (x,) ranked thst and employment (<) ranked last in their correlation
with the dependent variable money earning - (y). When adjustment was made
for the other variables cay for x,, x;, x4, x5 1espectively, the partial correlation
between money earnings (y) and cost of living (x,) and that between money
earnings and productivity was found to be significant in all the cases,
When adjustments were n:ade for all the variables, the correlation between
money earnings productivity ranked fir.t and the correlation between
money earnings and cost of living ranked second. But both were not
statistically significant.

[n brief, the partial correlation analysis led to the following conclusions :

1. There was significant positive correlation between money earnings and
productivity, the latter having been defined as value added at current
prices.

2. The correlation between money earnings and cost of living was found
significant.

3. There was significant negative correlation between money earnings and
employment.

4, Between technology and money earnings there was negative correlation.
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Table 2
Zero Order Matrix of Inter Correlations for Aggregate Industries
(After eliminating trend)
Y X Xz X3 X A2
Money earnings Y 1.00000  .78195* .79264*  —.37666 .92597¢ 81191+
Consumer price index X 1.00000 60718"* 14705 —.65918*%  .64793**
index of value added by
manufacture X. 1.00000 —.30277 —.66437"* .81240*
Index of cepital output
ratic X3 1.0G000 51656 —.41783
Index of emoloyment Xy 1.00000 —.76208
1.00000

Degree of unionism X5

* Significant at 1%; level of probability.
*x Significant at 5% level of probability,

»+» gignificant at 109 level of probability.

The correlation between money earnings (y) and cost of living (x;)
keeping the other variables constant at a time, were found to have
significant positive correlation. Even after eliminating the trend the
correlation between money earnings (y) and cost of living was very
high. So also was the case with productivity and money earnings.

Higher order partial correlation coefficients between money earnings
and cost of living and also between money earnings and productivity
showed positive correlation even when the effect of other variables was
kept constant,  But this correlation was not statistically significant.

When the effect of technology was held constant, the partial correlation
between money earnings and cost of living and money earnings and
productivity became highly significant.
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tion R? in all the equations. All the variables had the hypothesized
signs in all equations in which they were significant.

4. By evaluating the significant regression coefficients, with least standard
errors, in terms of their ‘beta values', one may draw more decisive
inferences from the estimating equations. In terms of the beta weights,
productivity and cost of living made the largest contribution in the
explanation of the variations in money earnings.

Conclusions and Implications :

The foregoing analyses and the reported findings led to the following broad
conclusions !

1. The productivity index, as defined in this paper, has relatively higher
importance in explaining changes in money earnings.

o. The cost of living index comes next in the order of importance and has
a positive influence on money earnings movements.

3. These two variables together explain most of the variations in the
money earnings.

4. There is no conclusive evidence to show any largest single contribution
by either of the two variables namely cost of living (x,} and productivity

(x2)-

§  There exists an inverse relationship between money earnings index (y)
and employment index {(x,).

6. There is no positive contribution of degree of unionism and capital-
output ratio on changes in money earnings.

These conclusions have to be viewed in the light of the limitations listed
earlier. As mentioned earlier, we took several steps to treat the data for multi-
collinearity. The effect has not, however, been completely eliminated. The
results could be further improved by using more sophisticated econometric
methods, which take into account auto-correlation and hetroscedesticity. We
have, however, not attempted such an analysis in this paper. These limitations
could effect the degree of precision but not the basic nature of the conclusions.
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Table 5
Summary table for the Beta values of the significant regression coefficients
with the least standard error*
B8 8: By 8y [-13
.223 2482 —.0890 —.92697 —.0449

B;=Bsta coefficient of the variahles X3
B,=RBaeta coefficient of the variables X,
Bs=Beta coefficient of the variable X3
B,=—Beta cosfficient of the variable X4
Bg=Beta coefficiant of the variable Xj

*For details on computation, see : King, Leslie J. Sfatisiical Analysis of Geography, Prantice Hall,
ing., 1873, pp. 140-141,

The emerging conclusions along with the data on movements in money
wages, real wages and productivity (at constant prices) reported in Table 1
and depicted in Figure 1 and 2 can provide the basis for some inferences,
Table 1 indicates that money wages have gone up steadily since 1959, Also,
we have seen that changes in money wages are largely understood and
explained in terms of changes in the cost of living index, that is, prices of
consumer goods and value added at current prices that is, prices of industrial
output. Again, from Figure 1, it appears that money wages have kept pace
with the cost of living index but have lagged behind the productivity index. In
real terms, we find that from 1959 fo 1963, real wages kept pace with
productivity but lagged behind it since 1963. (See Figure 2). If real wages
are to improve significantly, productivity (at constant prices) will need to go
up more significantly than has been the case hitherto, especially since 1963.
Also, an increase in money wages can bring about an increase in real wages
only if prices of consumer goods are stabilised within reasonable limits to be

justified by economic growth.




