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P r i c e s and E m p l o y m e n t 
S B Rangnekar 

DU R I N G the last few years, we 
have had to slough off quite 

a few of our academic skins, so 
that it hardly surprises anyone these 
days when the sloughing off becomes 
necessary once more. Our text books 
used to tell us that if prices kept 
on rising, sooner or later producers 
would, under free market condi
tions, be induced to respond with 
increased supply. This belief came 
to be qualified by the proviso, now 
familiar, that the stimulus to in
crease supply cannot work unless 
producers believe that higher profit-
margins; are likely to persist long 
enough to make additions to pro
ductive capacity worth while. But 
even this qualified belief in the 
adjustment of supply to changes in 
demand seems to have been shaken 
by what has been happening around 
us for these last three or four 
years. Are we now called upon to 
cast off this belief and don another 
bright new skin? 

We are all certain that prices 
have been rising rather sharply for 
quite some time. Production in 
the organised industries has been 
rising. Nonetheless, unemployment 
seems to have been rising and shop 
inventories . too have been adding 
up. We are, of course, not certain 
about the extent to which unemploy
ment has spread, since our un
employment statistics are so inade
quate and unreliable. The main 
trouble seems to be that unemploy
ment has most affected the middle-
income groups, which were already 
hard hit by war-time and post-war 
inflation. The other class, some
what less affected, is that of the 
urban trader, wholesale and retail, 
particularly dealers in comforts and 
luxuries. These two classes of the 
economy are more vocal than others 
and their plight has perhaps cast a 
deeper gloom over the scene than a 
similar plight of the rural classes 
might have done. That is not to 
say that unemployment is not yet a 
serious problem. It is, but there is 
no sign as yet that the organised 
workers arc yet affected by i t . Nor 
is there any indication of any un
employment of agricultural labour. 

We are equally certain of a rising 
trend of production and a fall in 
unused capacity in organised indus
tries, The Ministry of Commerce 
and Industry's Index of Industrial 
Production has been steadily mount
ing up (base year 1946) from 108 
in 1948 to 137 in end 1952. Yet 

there is not much evidence to 
show that installed capacity has 
been going up significantly. Indeed 
in some of the key industries such 
as cotton, jute, cement and chemi
cals, there has not been much rise 
in installed capacity. Now, a" rise 
in industrial production does not 
affect the employment of labour 
as much as it would affect the 
demand for raw materials, fuel 
and power, since production can 
be stepped up by o v e r t i m e , 
rationalisation and sometimes by 
substitution of capital for labour. 
Indeed the guess can be hazarded 
that, with 1946 as the base year, 
the volume of employment in the 
industries covered by the Interim 
Index of Production could hardly 
have gone up to 110 or 119 at the 
most. Against this background, 
there has been a fail in employment 
in the wholesale and retail trades. 
Information gathered from private 
sources tends to show that sales tax 
returns from different States have 
been falling over the last six months 
or so, and that inventories have 
been accumulating. Unemployment, 
therefore, is on the increase in this 
sphere, though in organised indus
tries it has not been much in evi
dence. 

How can we reconcile these two 
rising trends of prices and produc
tion with falling employment? Let 
us get down to the root of the 
problem. In every underdeveloped 
economy there is the curious spec
tacle of surplus man-power and 
high labour costs. Although there 
is a large body of unemployed or 
underemployed man-power, efficiency 
wages arc relatively high and, there
fore, skilled labour costs relatively 
more than unskilled labour. 

As the process of development 
gets under way, the money cost of 
necessaries rise and hence the wages 
bill for both skilled and unskilled 
labour, markedly the former, tends 
to mount up. Prices of goods do 
not and cannot go up in the same 
proportion since the economy is 
open and foreign competition has to 
be faced even within sheltered mar
kets. Profit-margins decline and 
capital formation in the private sec
tor is adversely affected. Much of 
the stagnation in our capital market 
is due to rising labour costs and fall
ing profit-margins. 'This tendency 
itself induces capitalists to seek the 
comparative safety of distributive 
trades rather than venture out into 
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the risky field of industries. Added 
to tins is the demoralising influence 
on the distributive trades of infla
tion. u\ pressures and consequent 
shortages of essential goods. It is 
better. so the capitalist thinks, to 
invest the capital in trades where 
scarcities are likely to recur and give 
10, 12 or 15 per cent returns wi th 
quick turnover of capital. In our 
country this distribution trade psy
chology has been gicatly strength
ened by the huge, wealthy class of 
traders forced out of West Pakistan 
into the cities and towns of India. 

There is also another obstacle to 
capital formation created mainly by 
an inflationary economy: a use in 
the cost of re-equipment to a level 
at which it becomes almost prohi
bitive. Depreciation funds laid out 
during the pre inflationary period 
prove to be inadequate for buying 
new equipment at inflated prices, 
though perhaps this a fleets heavy 
industries much more than light 
ones. 
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How can the volume of employ
ment be stepped up in the context 
of tin's analysis? Is unemployment 
inevitable for every developing eco
nomy? It is, as long as the cost of 
necessaries is not brought down and 
labour costs are not reduced, as long 
as efforts are not made by suitable 
public measures to wean away capital 
from distribution industries into 
small industries and spread them 
over the depressed areas. The 
problem of re-equipment is much 
more intractable. Perhaps a re-
equipment tax exemption may be 
necessary if the industries arc to be 
put quickly on the way to industrial 
efficiency. 

There is another issue which we 
have to consider. The text-books 
tell us that, when there is unemploy
ment, pump-priming is the remedy 
for i t . Can tin's remedy work in 
India? One might even ask whe
ther it did work at all in the 
United States of the New Deal 
Era. It is certain that its efficacy is 
very limited and in our country it 
does not seem to have much chance. 
At present, much of our deficit 
financing is directed into river 
valley schemes and similar pro 
grammes of public investment. This 
expenditure may influence the 
cement, iron and steel, chemical and 
such other key industries, but not 
the consumer industries to any 
significant extent. The increase in 
employment flowing from such pub
lic expenditure will be small and 
not generalised. In any case it can
not be expected to cure unemploy
ment in the short run. Besides, the 
volume of this pump priming cannot 
be kept up unless the money cost of 
public investment is kept down. 

We are, therefore, brought back to 
the somewhat familiar conclusion 
that unemployment is increasing at 
present due to the high cost of food 
and housing (if not clothing) and 
other necessaries, which act as a 
check on private investment and 
even on public investment. Of 
course, we cannot expect to have 
anything like full employment for 
many years to come. Nor can we 
manage to get rid of what is often 
called disguised unemployment, a 
condition under which the transfer 
price of a so-called worker is zero, 
and where his marginal social pro
duct is therefore zero. This is cha
racteristic of an under-employed, 
underdeveloped economy and can 
be reduced only with the growth of 
economic development. Nonethe
less, if we can cut down our labour 
costs, and thereby reduce the money 
cost of investment in large, medium 
and small industries, we might expect 
to fight successfully against the 
growth of unemployment. 
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