
and production in fact show any of 
these effects? 

Prices do not display any down
ward tendency whatever. On the 
contrary the Economic Adviser's 
Wholesale Price Index has been ris
ing continuously from December 
1952. The rise has been substan
tial, about 9 per cent over the index 
in December. Group-wise, increases 
in prices have been substantial for 
food articles, industrial raw materials, 
semi-manufactures and miscellaneous 
commodities; manufactures h a v e 
shown l i t t le rise. Even the small 
increase registered by the latter is 
mainly clue to the price of jute 
manufactures going up. Commo
dity-wise we find the prices of rice, 
wheat, bajra and jowar going up. 
Among industrial raw materials the 
prices of groundnut and linseed are 
rising steeply; jute also is registering 
substantial increases. Among semi
manufactures, only the oils are show
ing a substantial increase. In the 
case of manufactures, except for jute, 
all other prices arc more or less 
steady. Among the miscellaneous 
commodities Vanaspati prices are 
shooting up again. 

Some of these increases can easily-
be explained. In the case of 
groundnut and linseed a short crop 
and persistent demand from manu
facturers of Vanaspati and oil have 
raised the prices. The oilseeds mar
ker has always been speculative and 
the slightest sign of a strain sends 
prices shooting up. This increase in 
the price of the raw material ex
plains why the price of groundnut 
oil and Vanaspati arc going up. In 
the case of raw jute again, the ex
pectation of a smaller crop is res
ponsible for the rise in prices. This 
coupled wi th increasing number of 
inquiries from foreign markets is 
responsible for the increase in the 
price of jute manufactures. 

It is, however, difficult to explain 
the rise in the prices of food-crops. 
An estimated shortage cannot be 
responsible because most of the fore
casts indicate a larger crop. Nor 
can the rise be considered tempo
rary as it has lasted well over six 
months. Since the index reflects 
prices in a few selected places, one 
wonders if some special circumstance 
applicable to those centres only has 
been projected on to the Indian 
scene. Prices in other centres wi l l 
have to be examined before one can 
accept a price rise which is appa
rently without any cause. 

So much for prices. If we turn 
to industrial production we find the 
same story. Every industry has 
been recording impressive increases 
in output. The general index of 

industrial production has moved up 
from 135 in November 1952 to 141 
in Apri l 1953. Industry-wise, con
sumer goods industries except sugar 
have continued to expand their out
put; also some of the basic indus
tries such as coal, iron and steel, 
cement, chemicals, etc, have shown 
sizeable increases. On the other 
hand, industries producing capital 
goods, eg, diesel engines, machine. 
tools, electric motors, etc, have either 
shown decline or at any rate show
ed no improvement. 

One can see a pattern even in 
this welter of confusion. The move
ment of the prices of commercial 
crops and the prices of those pro
ducts whose raw materials they are, 
depend upon international factors. 
A rise of price abroad has the effect 
of raising prices steeply. This is 
true of all under-developed econo
mies which export industrial raw 
materials. Speculation and foreign 
demand determine the course of 
internal prices and internal activity 
does not have proportionately the 
same influence. 

If we look at industrial produc
tion, we find the output of consu
mers' goods and basic commodities 
going up. The latter seems to be 
natural enough in view of the deve
lopment plans that arc being ful
filled. W i t h steady and almost 
limitless demand facing them from 
the various schemes, they cannot but 
expand. The rise in consumer 
goods production appears to be 
more intriguing. W i t h rising un
employment it should have been 
the first to be affected. It has not 
been. Nor has it a large export 
market. As a matter of fact, the 
export market for products like cot
ton textiles has been shrinking since 
1951-52 and there is a good deal of 
uncertainty at the present moment 
about foreign demand. In such cir
cumstances it cannot be maintained 

that consumer goods production is 
increasing because of external de
mand. This coupled wi th the fact 
that unemployment in cottage and 
small-scale industries is increasing 
makes one suspect that production 
in organised industries is increasing 
at their expense. The demand of 
people like Rajaji that a certain 
portion of the market be reserved 
for small-scale producers seems to 
point to the same conclusion. Dur
ing the inflationary days when aggre
gate demand was very large both of 
them could exist together. Now 
with a smaller market it is one or 
the other. 

If this is true, we come to a very 
interesting conclusion which may 
well be heartening- This is exactly 
what happens when a country begins 
economic development. The first 
step is a displacement of men by 
machines and a lowering of costs. 
Unemployment is the price that has 
to be paid by a country which is 
not developing rapidly enough. 
Similarly, the unemployment of the 
middle class and the small trader 
also point to the same thing, That 
is, that their unemployment, which 
is really the result of imbalance of 
resources and men, was concealed by 
inflationary conditions. Now that 
those conditions have disappeared, 
it is once again revealed in its true 
colours. 

This would indicate that any hap
hazard policy for the abolition of 
unemployment wi l l not do since it 
is basic unemployment; only long-
run development wi l l remove i t . 
But in the long run we are all dead 
and the unemployed more quickly 
so; and extremely vocal .sections of 
society arc involved in the predica
ment. W h a t is to be avoided is a 
weakening before this onslaught and 
abandoning half-way the capital-
intensive schemes of the First Five-
Year Plan. 

Step Up Investment — Expand Credit 
(By A Liquidity Merchant) 

TH I S is an attempt to analyse 
the nature of present un 

employment in the country and its 
possible causes. The analysis is cur
sory and superficial. But one doubts 
whether anything better is possible 
wi th the available statistics. 

The problem docs not seem to 
be so acute in the organised large-
scale industries such as steel, cement 
and cotton textiles. The middle 
and small-sized industrial enterprises 
account for the largest portion of 
unemployment. It would be helpful 

to break up this group into the fol
lowing categories: . 

(a) Consumer goods and goods in 
progress, 

(b) Producer goods, and 
(c) Distributive trades. 
The more obvious item in the 

first category is the handloom indus
try where the size of unemployment 
is indicated by the unintended in
crease in inventories. The position 
is no better wi th regard to small 
power looms, since quite a few of 
them have closed down. Similar 
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conditions are to be found in tex
tile processing industries such as 
bleaching and dyeing, mercerizing, 
etc, as also in rayon weaving and 
coir products. 

There has been considerable loss 
of employment in food manufactur
ing industries such as small-scale 
confectioneries, fruit canning, maize 
starch, vanaspati, etc, as well as in 
the soap industry. In the case of 
maize starch, the difficulty appears 
to arise out of tightening of import 
of maize and liberalising of import 
of starch. In the case of vanas-
pati and soap, while the giant con
cerns are going strong, the lesser 
ones are being wiped out. 

Before passing on to the next 
category, it may be worthwhile men
tioning that the automobile industry 
is working far below its capacity and 
the cycle industry is being compel
led to curtail production. Job works 
in printing trade have fallen. Book 
trade is no exception to this. So is 
the sale of films, musical goods, 
radios, etc. 

Under the second category, the 
decline in employment in the gene
ral engineering workshops seems to 
be quite pronounced. This may well 
be connected with the fact that over 
recent months the imports of capital 
goods on private account has been 
hardly of any importance. Nor have 
the conditions of demand been 
attractive for internal manufactures 
of diesel engines, gas plants, elec
trical engineering goods, storage bat
teries, textile equipent, etc. May be 
those industrialists interested in re
placements, renewals and expansion 
have fulfilled their objective and 
others are not interested in main
taining t h e i r capital equipment 
intact, leave alone augmentation. 

The fall in the tempo of build-
ing activity is quite paradoxical. 
W h i l e the residential and other needs 
for building have by no means been 
fully met, in urban areas estate values 
have fallen by as much as 40 per 
cent. 

Finally, the fall in employment in 
distributive trade is too obvious to 
escape notice. One is told that in 
under-developed countries there is a 
tendency towards congestion in the 
distributive trades. Whi l e this ten
dency might continue to persist, 
there is enough evidence of many 
petty retail shops closing down. 
Many department stores and posh 
establishments arc faced with inacti
vity. The hotel and restaurant trade 
is no-better. The growing price com
petition well illustrates the position 
in this trade. 

Wha t can one make out of this investment fluctuations have to be 
sketchy and scattered data? 

A few generalisations, however, 
may not be very wrong. The de
cline in aggregate employment is 
obviously due to fall in consumption 
as well as fall in the tempo of invest
ment. The former can be attribut
ed to the following. The shift in 
consumption function due to the 
bursting of pent-up demand- has by 
now worked itself out. The con
sumption function has returned to 
its normal, if one can make that 
statement in a loose manner. Fur
ther, the absolute amount of con
sumption has fallen because of the 
falling incomes. 

The fact that the prices of essen
tial consumer goods continue to rise 
does not deny this fact. W h a t is 
happening is that consumption as a 
whole is falling with a devastating 
effect on luxury and semi-luxury 
goods such as radios, cosmetics, supe
rior fabrics, etc. The demand for 
essentials is always inelastic. Add to 
this the fact of real shortages of 
these goods. The prices have to 
remain high. And there is yet an
other fact aggravating the situation 
which seems to have escaped recog
nition so far. W i t h the fall in in
comes consumers arc driven to do 
away with many non-essential items 
and this might actually result in 
creating additional pressure, on the 
market for essentials. You may not 
have enough money to go in for 
linens or silks. And this may lead 
you to buy more of cotton textiles. 
One can well apply the income effect 
analysis in the study of this problem 
by treating luxury and semi-luxury 
goods as superior goods and neces
saries as inferior goods. One more 
word in this context. The fact that 
vanaspati demand is high also ex
plains why the groundnut price is 
high. Similarly for cotton , and 
others. 

In an economy where the sup
reme stress is laid on speeding up 
the tempo of development, one 
would not look to increasing con
sumption as a means of increasing 
employment. The solution to un
employment ought to lie rather in 
increasing the rate of investment. 
Moreover in a poor country, even 
though the marginal propensity to 
consume is high, since the average 
propensity also is high, investment 
changes cause a relatively smaller 
fluctuation in employment. This 
can be expressed in another manner 
in order to bring out the import
ance of this phenomenon in the pre
sent situation. Even though the 
multiplier is high in a poor country, 

much larger than in a rich country 
to cause a given change in aggre
gate employment. Herein lies the 
key to. our problem. The fall in 
employment is by and large due to 
a considerable decline in the rate of 
investment. 

Why is the net rate of investment 
falling, despite a 2,069 crore rupee 
public spending under the Five-Year 
Flan? 

The reason is that the fall in 
investment in the private sector is 
much steeper than the corresponding 
rise in the public sector. Whi l e the 
country was asked to be prepared 
for a deficit-financing of Rs 140 
crores over the year, so' far the defi
cit-financing appears to be hardly of 
an order of Rs 30 crores. W i t h 
regard .to the fall in private invest
ment one can list a number of 
causes. 

First take the case of the medium 
and small enterprises which have a 
large need for working capital. Big 
banks have closed their doors to 
many credit-worthy and sound bor
rowers. Over cautiousness after the 
February crisis has led them either 
to increase their holdings of securi
ties or l iquid balances. The margins 
insisted with regard to borrowing 
against primary commodities are so 
high as to discourage many sound 
borrowers. Add to this the further 
insecurity caused by the bank revis
ing their margins with every price 
fall. A l l this has led sound borrow
ers to impinge on the Multani mar
ket and put up the Mul tan i interest 
rate to as high as 18 to 20 per cent. 
Could one expect the medium and 
small scale enterprises to enjoy such 
high gross profits under present high 
cost conditions as to afford paying a 
20 per cent interest rate? 

W h a t about investment in capital 
equipment? Indeed the position in 
this respect is really serious. One 
has evidence to suspect that barring 
a few first class industrial houses, the 
general attitude of the industrialists 
has been one of positive neglect 
towards replacements, renewals and 
expansion. May be the speculative 
tendency has got an upperhand over 
the body of our industrialists. May 
be the framework of mixed economy 
is creating instability in the private 
sector. The adherence to the rules 
and regulations of a Welfare State 
seems to cramp the style of what 
little private enterprise there is in 
the country. Hut then there is 
something to be said about the 
manner in which they are being 
administered. 
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