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This note is meant as a rejoinder to the article by one of us which appeared in The Economic Weekly of Nov
ember 7, 1964, "Relative Rates of Growth ; Agriculture and Industry". 

The results presented in that article in Table 5 regarding distortion in the price structure may appear to many 
as too extreme in the light of the ideas one has got about the expenditure elasticity of demand for foodgrains and 
other consumer products. An attempt is made here to re-examine these elasticities. 

THE generally-held ideas on elasti-
cities are not at all baseless— 

they are based on the exten
sive data that has been collected 
by the NSS Organisation on house
hold expenditure pattern. Table 1 be
low shows the expenditure elasticities of 
foodgrains that have been worked out 
from different rounds of the NSS. These 
results and many others which are very 
similar to these have led to a general 
acceptance of the idea that the elasticity 
of demand for foodgrains is around 0.5, 
somewhat less than that for urban con
sumers, somewhat more for rural ones. 
This low figure for the elasticity under
lies most of the projections for demand 
for foodgrains that have been worked 
out in this country. Seldom has the 
concept of elasticity underlying the 
figures of Table 1 been critically ap
praised to see whether it is valid to use 
them for projection purposes. In parti
cular, it has quite often not been kept 
in mind that: 

(1) These figures are based on the 
demand pattern in the cross section of 
consumers at a particular point of time 
and that it is an untested hypothesis; 
that they would apply to a time series 
of demand pattern in the aggregate. 

(2) These figures relate expenditure 
on foodgrains to total expenditure and 
not quantities of foodgrains demanded; 

(3) That these elasticities are func
tions of the relative prices prevailing 
during the corresponding years and that 
they can be used for projection pur
poses only under certain assumptions 
regarding the prices; and 

(4) That these elasticities are based 
on calculations that treat commodity 
groups in isolation and therefore do not 
take any account of substitution effects. 

In order to overcome these draw
backs, we undertook*, an application of 
the Linear Expenditure System develop
ed by Professor Stone and others to 

NSS data. Some results obtained by us 
have already been presented in the 
article referred to earlier. Some further 
results are being presented here, but 

* Let it be recorded that all the work 
was actually done by Sm Pushpam. 

See further below for explanations of 
the symbols). As can be seen at a 
glance, the elasticities following from 
a time series analysis of N S S data, 
taking full account of changes in prices, 
are approximately double of those based 
on a cross section analysis of individual 
rounds* data. The changes in price 
structure to be expected from unbalanc
ed growth of agriculture and industry 
as measured by the figures of Table 5 
in the article referred to would not 
perhaps appear at all incomprehensible 
if true elasticity for foodgrains demand 
is around 1.0 whereas so long it was 
thought to have been around 0.5, Tables 
3 and 4 may now be referred to com
pare the elasticities based on the two 
methods for other commodities. 

There is everything to be said in fav
our of laying greater reliance on the 
elasticities of Tables 2 and 4 than on 
those of Tables 3 and 4 for making pro
jections for planning purposes. For such 
projections refer to aggregative demand 
and over time, and it is from data re
lating to aggregative demand over time 
(NSS rounds 8 to 14) that the elastici
ties of Tables 2 & 4 have been estimated 
and they also take changes in prices into 
account where as the cross sectional 
data based figures do not do so. It is 
also to be emphasised that the demand 
function used by us do explain very 
well the variations of demand from 
round to round, as may be judged by 
the product-moment correlation coeffi
cient between observed values of de
mand, and the corresponding expected 
values, given the total expenditure and 
the relative prices (see Table 5). Now 
no attempts have been made uptil now 
to compare in a similar fashion the 
same observed values with the expected 
ones that would follow from the use of 
cross section elasticities. The other 
point in favour of the linear expenditure 

system is that it makes possible not 
only projection of demand, but also 
prediction of price changes given sup
ply anticipations. This is not of course 
possible when working with constant: 
elasticities, cross sectional or otherwise. 

I I 

The linear expenditure system con
siders an exhaustive classification of all 
consumer commodities into n categories. 
If qi stands for the demand for the ith 
commodity in quantity and pi for its 
price and E for its total expenditure, 
then the demand in value is expressed 
as 
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we would at first draw the attention of 
readers to the following table which 
presents the values of elasticities of de
mand in quantity for foodgrains follow
ing from the demand function fitted. 
(Expression for the demand elasticity 

with respect to total expenditure 
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symmetry. What is more, Professor 
Stone found that it gave excellent fit to 
demand and price data for the British 
economy, and our own experience shows 
that it also does the same for N S S 
Consumption data. 

N S S data used by us refers to the 
rounds 8th to 14th. We have used a 
classification scheme of six groups. 
Comparable data over a number of 
rounds was available only for this 
grouping scheme. As such it has not 
been possible for us to tit the model 
to a larger number of commodities. It 
appears to us that given the very satis
factory results obtained, it would be 
desirable if fresh tabulations are under-
taken to obtain data with a liner com
modity classification for N S S data for 
a large number of rounds. The undoubt
edly large volume of work that would 
be involved would indeed be worth the 
trouble in view of the fact that it would 
be possible to make demand projections 
for important commodities on much 
sounder basis than it has been possible 
uptil now. The rural and urban figures 
were weighted by the respective popu
lations to yield one set of figures for 
all consumers. 

As to the prices to be used, some dif
ficult problems had to be faced. Each 
commodity group is comprised of a 
number of commodity items that are 
highly heterogeneous with respect to 
their relative price movements. One has 
obviously to compute weighted aver
ages of the retail prices of the different 
commodities in each group, the weights 
being the quantities of consumption of 
the respective items during the period. 
However, the present statistical posi
tion relating to prices in India does 
not permit of the use of retail prices, 
as they are not available in sufficient 
details. The reference periods of the 

different rounds of the N S S data are 
different in their lengths, sometimes it 
is six months, sometimes eight, some
times ten or even twelve months. Hence 
what is required is monthly statistics of 
prices in order to arrive at the prices 
that prevailed during the reference 
periods of each round. The Directorate 
of Economics and Statistics has in one 
of its annual publications brought out 
the monthly indices of wholesale prices 
of all commodity items for the period 
March 1953-December 1961, with 1952-
53 as base. Using these data, the aver
age index of wholesale price for every 
commodity item had to be calculated 
for the reference period of each of the 
rounds. Having thus obtained the in
dex number of wholesale prices of all 

the commodity items during the rounds, 
we proceeded to build up the index re
lating to each of the six commodity 
groups during the rounds by computing 
a weighted average of the indices cor
responding to the members of each 
group. Regarding weights, the N S S 
provides detailed information as to ex
penditure distribution within each com
modity group by the commodity items 
included in every group in its special 
tabulation programme under taken dur
ing its 10th, 13th and 15th rounds. 
These expenditures on various items 
during the 10th, 13th or 15th rounds 
were all translated to rupees of 1952-53 
by deflating them by means of the pro
per price indices and averaged to yield 
the weights. 
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