
A Memorandum on Foodgrains Policy 
IN analysing the rise in foodgrain 

prices that has taken place over 
the last two years there are three 
questions which we shall attempt to 
answer'. First ly, given the rise that 
has already taken place, to what 
extent Is it a matter for concern, 
and why? Secondly, what are the 
factors responsible for this rise in 
prices, and how powerfully are they 
likely to operate over the next two 
or three years? And thirdly, what 
are the implications of a programme 
aimed at (a) stabilising foodgrain 
prices at their present level, and (b) 
bringing prices down to the level 
prevailing at the beginning of the 
Second Plan period? In the light of 
the answers to these questions, we 
shall indicate what, in our view. 
should be the main features of the 
policy followed in regard to food-
grains during the remaining period 
of the Second Plan. 

The rise in foodgrains prices has 
been considerable if we take the 
middle of 1955 as the base year. The 
price of rice, for instance, has gone 
up by nearly 52 per cent between 
June, 1955 and March 1957; and the 
price of wheat by about 77 per cent. 
But this rise it must be remember
ed, followed a period of sharply 
falling prices. This decline in food-
grain prices between the middle of 
1951 and the middle of 1935 had 
occasioned considerable alarm among 
producers of foodgrains A part of 
the rise in prices over the last year 
could be regarded, from this point 
of view, as having merely corrected 
the situation created by the earlier 
decline of prices. 

Judged with reference to the pri
ces prevailing immediately before 
the Korean War, the rise that has 
taken place appears far less alarm
ing than when considered with re
ference to the level obtaining in 
1955. Thus the prices of both wheat 
and rice at the end of March. 1957 
were only about 20 per cent high
er than they were at the end of 
June, 1950, The rise in prices ap
pears still smaller when compared 
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to the peak prices reached imme
diately after the Korean War in 
Apr i l , 1951. The price of rice in 
March, 1957 was only about 11 per 
cent higher, and in the case of 
wheat about 4 per cent higher. 

The concern w i t h foodgrain prices 
today cannot, therefore, be explain
ed solely in terms of the level of 
prices that has been reached. This 
level is not significantly higher than 
the peak level reached immediately 
after the Korean War. But there 
are other possible reasons: (i) 
Though the level of foodgrain prices 
reached now is not higher than the 
peak level reached six years ago, 
the rate at which prices have gone 
up may have been faster than be
fore; (ii) foodgrain prices may not 
be much higher than they were be- 
fore, but the prices of the manu
factured products sold to the rural 
sector in exchange for foodgrains 
may be lower now, resulting in a 
relative deterioration in the terms 
of trade for the urban sector; (iii) 
even if there has been no change in 
the terms of trade between the rural 
and urban sectors of the economy, 
the real wages of labour and the 
real income of salary earners may 
have fallen as the result of a gene
ral rise in the prices of wage-goods; 
(iv) without real wages and real 
incomes being any smaller than they 
were before for the bulk of the 
wage and salary earners, there may 
be greater sensitiveness to price 
changes, due to past experience and 
or better organisation of labour; 
and (v) even if none of the above 
is true there may be widely-held 
expectations of further rise in 
prices, which may have serious con
sequences of their own irrespective 
of the grounds on which these ex
pectations are based, 

The first is to some extent true. 
Thus, for instance, the price Of 
rice has gone up by 28 per cent be
tween June. 1955 and March, 1956 
and by 19 per cent between March, 
tone and March, 1957 as compared 
to only about 10 per cent between 
June, 1950 and Apri l , 1951 during 
the period of the Korean War. But 
if we leave out Of account the rise 
in prices between June, 1955, and 
March. 1956 which only corrected, 
to a large extent, the decline in 
prices that had taken place earlier 

the rate at which the Price of 
wheat has gone up recently has not 

been any faster than the rates at 
which it went up between June, 1950 
and Apr i l , 1951. 

There is also no evidence of a 
marked change in the terms of trade 
of the urban sector compared to the 
pre-Korean War position, though, of 
course, compared to the middle of 
1955, there has been a serious deter
ioration. The prices of foodgrains 
imported from the rural sector are 
higher now than they were in June. 
1950, but so also are the prices of 
cotton textiles exported from the 
urban sector to the rural sector. 
If the prices of a l l commodities 
figuring in the exports and imports 
of the urban sector are taken into 
account, they may sti l l reveal some 
deterioration in the terms of trade 
of this sector compared to the pre-
Korean War position, but it seems 
unlikely that this deterioration has 
been of any large order. 

Though the deterioration in the 
terms of trade of the urban sector 
compared to the pre-Korean War 
position has not been significant, it 
is possible that the deterioration 
since 1955 has made a powerful 
impression on it. The fai l in agri
cultural prices between 1954 and 
1955 had shifted the terms of trade 
sharply in favour of the urban 
sector, and this was reflected in the 
form of higher real wages as well 
as larger profits and savings within 
this sector. The marked Improve
ment in the capital market after 
1954, and the investment boom in 
industries over the last three years, 
are both attributable to a large 
extent to this improvement in the 
terms of trade of the urban sector. 
The impact of the subsequent re
versal of this trend, it must there
fore be expected, would also be 
felt in this sector. 

It would appear, however, that 
higher agricultural prices have not 
had a serious impact so far on 
urban industrial profits, compared 
even to the level reached in 1955. 
This is because both the volume of 
industrial output, as well as the 
rate of utilisation of equipment in 
Industries, has been rising rapidly 
over the last two years. Even 
when the rate of profit per unit of 
output has fallen the total volume 
of profits has therefore, tended to 
increase. Wi th the rising rate of 
investment expenditure visualised 
in the Plan, the outlook for profits 
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is also bright, and this remains 
true in spite of the new taxation 
measures and the higher agri
cultural prices, 

But there Is reason to believe 
that there has been a significant 
reduction in real wages in both 
urban and rural sectors. The 
volume of employment, and there-
lore the total wage bi l l , has un
doubtedly increased, but the prices 
of wage goods have risen in both 
sectors and there has been nothing 
to compensate the Individual 
worker for the fall in his real wage. 
In this context, any rise in food-
grain prices becomes naturally a 
matter of concern. It affects the 
vulnerable sections of agricultural 
and industrial labour as well as the 
salary earners whose real incomes 
have been reduced alongside. 

A fact which we need to observe 
here is that, while most sections of 
industrial labour had succeeded by 
1950 in securing wage increases 
sufficient to restore their pre-war 
real wage, this, by and large, does 
not appear to have been true of 
Government employees, both in the 
administrative departments and in 
State enterprises. To them, there
fore, such decline in real wages and 
in real income as has taken place 
over the last year is over and above 
the decline suffered over the decade 
1940-50. 

More important than all these 
perhaps is that, unlike the price 
increases experienced during the 
period of the Korean War, the high 
prices touched over the last year 
are regarded by many as having 
come to stay for some time, and 
as likely to be followed by further 
rise in prices. These expectations 
arc now sufficiently widely held to 
affect the attitude and outlook not 
only of wage and salary earners 
but also of holders of stocks. What 
has so far been a mild profit i n 
flation Is, therefore, on the verge 
of being transformed into a spiral 
of rising prices based upon inflation 
of costs and commodity speculation. 

Our approach to the problem of 
food prices can differ according to 
the aspect of the rise in prices we 
decide to concentrate upon. If it 
is the movement in the terms of 
trade against the urban sector since 
1955 that we want to reverse in 
some measure—and there are good 
reasons why, in the context of our 
development programme, this could 
be regarded as an important ob- 
jective -we have the choice between 

(a) pegging food prices at the pre
sent level and raising the prices at 
which urban products are sold to the 
rural sector, and (b) keeping the 
latter where they are and lowering 
food prices. The first alternative 
carries wi th it the implication that, 
in the process, real wages wi l l be 
reduced stil l further, and this may 
not be confined to the rural sector; 
the higher prices may, therefore, 
stimulate demands for higher wages, 
create expectations of further rise 
in prices, and start an upward 
spiral movement. The second alter
native has the advantage of avoid
ing these possible repercussions, 
but it would be a practicable pro
position only if (i) the conditions 
of demand and supply of agricul
tural products are favourable to 
such a unilateral scaling down of 
foodgrain prices, or (ii) fiscal and 
administrative measures can be 
devised to compel the . producers 
of foodgrains to sell their output 
at lower prices. We can avoid 
making a choice between these two 
alternatives only if we give up the 
objective of both changing the 
movement in terms of trade in 
favour of the urban sector and of 
raising real wages by lowering the 
prices of wage-goods. But if we 
do so, prices could be left where 
they are, and we can concentrate 
on the sole objective of preventing 
further rises In prices. This also 
may not be easy, because if prices 
are stabilised at the present level 
there is no assurance that the de
mands for higher wages wil l dis
appear. Moreover, if there are 
forces at Work tending to push 
agricultural prices further up, even 
stabilisation of foodgrains prices 
wi l l require fiscal and administra
tive measures of essentially the 
same kind as would be necessary 
for pushing them below their 
present level. 

The choice between the above 
alternatives is largely a matter of 
judgment as to what is practicable, 
and what is not, under present and 
foreseeable conditions. But this 
would depend, to a large extent, 
on our appraisal of the factors 
underlying the price rises that 
have already taken place, and the 
likely trends in the future. Let 
us therefore turn to the factors 
underlying the price rises. 

II 
The rise in foodgrains prices 

over the last two years could be 
explained in terms of any one, or 

al l , of the following factors: de
cline In output of foodgrains, 
increase in demand for foodgrains, 
and contraction of marketed 
surpluses. It is extremely difficult 
to disentangle and assess the rela
tive importance of these factors 
because of the non-availability of 
necessary data and the unsatisfac
tory character of such data as are 
available, Almost unavoidably, 
therefore, whatever observations 
we make have to rest more on 
general reasoning, and on insights 
gained from limited enquiries, 
rather than on facts whose validity 
is beyond question. 

As regards the output of food-
grains, we shall confine ourselves 
to two observations. The first Con
cerns the magnitude of the increase 
in output during the period of the 
First Plan. Undoubtedly production 
did increase substantially during 
this period, but there Is reason to 
suspect that it did not increase 
to the extent indicated by the avail
able statistics. The Planning 
Commission does not claim an 
increase in production potential of 
more than 6 million tons as a result 
of the investment programmes 
completed during this period. But. 
this apart, an examination of the 
statistics regarding the State-wise 
Increases in foodgrains production, 
shows that a disproportionately 
large part of the reported increases 
is concentrated in Part B States, 
i e, in areas which until recently 
were part of the Princely States. 
In fact, almost the entire increase 
in the output of foodgrains by 1955 
-56, over and above the targets set 
in the First Plan, are attributable 
to the increases registered In these 
Part B States. The increases do 
not also show any obvious relation
ship to the investment programmes 
undertaken In these States during 
the period of the First Plan. It 
seems more than plausible, there
fore, that a considerable proportion 
of these increases do not represent 
actual realised increases during this 
period, but reflected only the wider 
coverage of production statistics 
following the absorption and con
solidation of the Princely States In 
the Indian Union. 

The second observation, which 
in a sense follows from the first, 
Is that, so far, there has also been 
no conclusive evidence of a rising 
trend having been established in 
India, either in yields per acre or 
In the total volume of agricultural 
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output. It is of course possible to 
show such a trend, statistically, by 
working out 5-yearly moving ave
rages covering the last few years. 
An attempt along these lines was 
made by the Food Minister in a 
statement in the Lok Sabha on May 
If 1957. But this is extremely 
deceptive, because this "trend" can 
be explained entirely by the sub
stantial increase in production re
gistered in 1954-55 and the con
tinuance of foodgrains output at 
around this level since then; the 
yield appears to be rising only 
because, when working out five-
yearly moving averages for the 
years following 1954-55, the share 
of the years, wi th output larger 
than before 1954-55, tends to 
increase progressively. But, for this 
same reason, unless output regis
ters substantial increases in 1958-59 
and 1959-60, over the level reached 
in 1954-55, moving averages wil l 
show a levelling off, and possibly 
even a decline, of both total output 
and yields per acre. 

It was reported some time ago 
that, according to a sample survey 
conducted by the National Sample 
Survey in the community project 
areas, the agricultural output in 
these areas had been found to have 
risen more than elsewhere. The 
details of this survey have not been 
published by the Government, and 
so It is difficult to judge the validi
ty and significance of the results 
obtained. But whether they are 
valid or not, the point to consider 
is whether the increases in produc
tion in the community project areas 
have been in the nature of once-
for-all increases registered in 1954 
-55 or whether there is evident a 
trend of rising production. Other
wise, the larger increases in these 
areas may only be reflecting the 
fact that the areas ini t ial ly selected 
for intensive development were the 
better and more fertile ones in the 
country. 

The reason for our making these 
two observations In this context is 
two-fold. First ly, If the output of 
foodgrains has not gone up to the 
extent indicated by the available 
statistics, a decline In output by 
one or two million tons per annum, 
of the kind which appears to have 
taken place in 1955-56 and 1956-57 
compared to 1954-55, must be ex
pected to have a greater impact on 
foodgrain prices than would other
wise be the case. And secondly, if 
a trend of rising production has not 

been conclusively established, it 
would be clearly dangerous to rely 
on increases in output alone, over 
the next two or three years, to 
counter the present tendencies In 
regard to foodgrain prices. 

III 
We shall now turn to the demand 

for foodgrains. About this we have 
a l i t t le more to say. On general 
grounds, one can infer that the 
demand for foodgrains must have 
increased substantially over the 
last two or three years, and that 
it should be expected to rise further 
over the period of the Second Plan. 
But the questions to ask really are 
by how much the demand is likely 
to have increased, and what precise
ly are the factors which determine 
the rate of growth of this demand. 

We have no precise answer to 
offer to the first but we would 
submit that the estimates of ad
ditional demand which are some
times attempted (both for the 
period of the First Plan and for 
the period of the Second Plan) are 
based on wrong permises and fal
lacious reasoning. Thus, from the 
Information that has been avail
able to us regarding the method of 
estimation of additional consumer 
demand in the Plan Frame for the 
Second Five Year Plan, it would 
seem that the basic, underlying as
sumption is that the rate of growth 
of consumer demand would be 
governed by the rate of growth of 
real income. Accordingly, If the total 
national output is expected to in
crease by a certain amount, as a 
result of the planned investments, 
the additional demand that is 
likely to develop for a particular 
commodity i or commodities) in 
ties) is estimated by applying to 
the increases in real income the 
income elasticity of demand for the 
commodity (or commodities) in 
question. 

This method of estimation is 
total ly inappropriate In a period of 
rising investment expenditures. For 
the growth in demand for consumer 
goods, under these conditions, is 
determined not by the growth in 
real income but by the growth in 
money income consequent on the 
higher investment outlays. In 
other words, it is not the famous 
Say's Law (which says that supply 
creates its own demand) that is 
determined not by the growth in 
relevant In this context but the 
Keyneslan multiplier theory which 
links up increases in consumer 

demand with increases in invest
ment expenditure. 

The application of Keyneslan 
multiplier analysis to the estima
tion of consumer demand under 
dynamic conditions is, however, by 
no means easy. In the first place, 
we have to isolate the factors, 
other than investment expenditures, 
which are subject to autonomous 
changes (e g, exports, Government 
consumption expenditure, etc). 
Secondly, having fixed the factors 
which should go into the multipli
cand, it is necessary to have some 
idea of the marginal propensities 
to consume and of the time-lags in 
the multiplier process; we have 
also to isolate the points, and stages, 
at which leakages (other than 
those through savings) take place 
in the multiplier process (e g, im
ports, tax payments to Govern
ment, etc). Thirdly, we have to 
allow for a factor which was not 
taken into account in the formula
tion of the Keyneslan multiplier 
theory, namely the effect of short 
period price changes on the margi
nal propensities to consume (in 
terms of money income) and, 
through them, of total consumer 
outlay. Still another factor not 
taken into account in the Keynesian 
multiplier analysis, but which needs 
to be brought, in for sake of com
pleteness, is the likely effect of 
shifts in asset holdings on con
sumer demand; this is likely to be 
important particularly in periods 
of latent inflation. 

t 
A great deal of work, both ana

lytical and inductive, would need 
to be done before an attempt can 
be made along these lines to esti
mate the trends in consumer de
mand under conditions of rising 
investment expenditure. Into the 
problems that would arise in this 
connection we do not wish to go in 
this memorandum. What we would, 
however, like to emphasise is that 
(1) when there are time-lags in 
the working of the multiplier pro
cess, the effect of an increase in 
investment expenditure on incomes 
and consumer demand wil l not be 
exhausted in that year but wi l l 
spill over into the succeeding years 
as well; (2) when the level of in
vestment expenditure is being step
ped up from year to year, the growth 
of consumer demand wi l l be cumu
lative; and (3) if the price elasti
city of demand for consumer goods 
as a whole (or for any particular 
consumer goods) is less than one, 
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the effect of a short period rise In 
prices w i l l be to raise the marginal 
propensities to consume in terms of 
money income, and make the mul
tiplier larger than would otherwise 
be the case. 

Without going into all the com
plex considerations which would 
have to be taken into account in 
attempting a quantitative estimate 
of the growth in consumer demand 
over the period of the First or the 
Second Five Year Plan, we give 
below, in Table I, a highly sim
plified model to illustrate the way 
in which consumer demand is likely 
to have increased over the period, 
.1951-56. 

Over this period, the total ex
penditure of the Central and Stale 
Governments rose from a level of 
Rs 960 crores in 1900-51 to Rs 1687 
crores in 1955-56; a part of these 
expenditures was incurred abroad, 
which, when deducted, gives us the 
increases in the domestic expendi
ture of the Government. Exports 
from the country did not increase 
substantially over these five years, 
but they fluctuated very much from 
year to year. We have taken, for 
the purposes of our model, the in
creases in Government domestic ex
penditure and the increases in the 
value of exports, added together, as 
the multiplicands in each of the 
years. We have left out the effect 
of short period price changes on the 
working of the money income mult i 
plier, as well as the effect of shifts 
in asset preferences, and assumed a 
con stain marginal propensity to 
consume of 0.9. For estimating the 
increases in demand generated each 
year (the multiplicand, in these 
estimates, has been arrived at as 
shown in Table I) and the extent to 
which the multiplier effect gets 
spilled over into succeeding years, 
we have assumed that there takes 

place, in the course of a year, only 
three rounds of expenditure and in
come generation. 

Even on the assumptions outlined 
above, we must note, consumer de
mand wi l l not have grown to the 
extent indicated in the above table 
for the reason that we have not 
taken into account the leakages, 
other than through savings, in the 
multiplier process. In some of these 
years, there were substantial increas
es in imports, which must have had 
the effect of exporting the multiplier 
effects and reducing domestic expen
ditures and incomes generated with
in the country. 

If we bear this in mind, and match 
the above estimates of the increases 
in demand against the increases in 
domestic output, over their respective 
levels in 1950-01, we would find a 
fairly plausible explanation of the 
price movements that took place 
during the period of the First Plan. 
According to national income esti
mates, the total output of the coun
try (valued at 1948-49 prices) went 
up by only Rs 250 crores in 1951-52, 
and Rs 610 crores in 1952-53, com
pared to its level in 1950-51; but 
there was a sharp rise in 1953-54 
and 1954-55, when the total output 
was higher than in 1950-51 by Rs 
1190 crores and Rs 1320 crores 
respectively. Since the increases in 
domestic output were tending to be 
greater than the increases in con

sumer demand after 1951-52, there 
was set afoot a downward move
ment of prices, and this movement 
was arrested only towards the end 
of 1954-55, by when the increases 
in demand generated by the rising 
investment outlays overtook the 
increases in domestic output. 

The above model, as emphasised 
earlier, Is meant only to illustrate 
some of the important factors which 
we need to take into account in esti
mating increases in consumer de
mand and In assessing the likely 
tendencies in regard to prices of con
sumer goods. We do not wish to 
claim anything more for these esti
mates. But it would seem to follow 
that, if the likely increases in con
sumer demand over the period of the 
Second Five Year Plan are estimated 
wi th reference to the above factors, 
along the lines indicated above, the 
increases in supply viualised in the 
Plan (even if they are realised) wil l 
be found to be inadequate by them
selves to maintain prices stable dur
ing this period. This, we believe, 
wi l l be particularly true in the case 
of foodgrains, since they form an 
important part of consumer outlay 
in this country. 

In support of the above statement. 
we would advance the following 
further considerations: 

(a) The rate of investment expen
diture in the economy was raised 
by only about Rs 300 crores over 
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the period of the Fi rst Plan (i e, 
f rom Rs 450 crores in 1951-52 to 
about Rs 750 crores in 1955-56), but 
it is now proposed to be stepped up 
by no less than Rs 750 crores (i e, 
to around Rs 1500 crores by 1960-61). 
Part of this increase is, of course, 
to be sustained by foreign aid, but 
the amount of foreign aid visualised 
for 1960-61. we must remember, is 
only about Rs 150 crores. The in
crease in the rate of domestic invest
ment expenditure w i l l be, therefore, 
roughly twice as much as during 
the period of the Fi rs t Plan. At the 
same time, the increase in food-
grains output planned for, during the 
Second Plan period, is only about 10 
mill ion tons according to the original 
targets, and 20.5 mil l ion tons accord
ing to the revised targets; this has to 
he compared wi th the reported In
crease of 11 mil l ion tons over the 
First Plan period. 

(b) When the supply of foodgrains 
increases faster than the demand 
for foodgrains, the terms of trade 
tend to move against the rural sec
tor, and this has the further effect 
of reducing the marginal propensi
ties to consume and slowing down 
the working of the multiplier. This 
was what happened towards the 
middle of the First Plan period. Rut 
when the demavul fur foodgrains in
creased faster than their supply, as 
seems inevitable during the Second 
Plan period, the rise in foodgrain 
prices wi l l increase rural incomes, 
raise the marginal propensities to 
consume, and accelerate the work
ing of the multiplier. 

(c) The bulk of the increase in 
Government expenditures in the first 
year of the Second Plan, i e, in 
1056-57, compared to the level in 
1955-56, appears to have been offset 
by the deficits in balance of pay
ments incurred in the process of 
importing machinery and producer 
goods. Despite this, it required im
ports of 3 million tons of foodgrains 
to keep prices stable in the country 
during this period. This shows that 
(i) the increases in demand which 
became obvious during the first year 
of the Second Five Year Plan are 
not l ikely to have been increases 
generated by the additional Govern
ment expenditure during the year 
but increases due to the lagged 
cumulative effects of past expendi
tures; and (ii) if we cannot afford 
to increase the balance of payments 
deficits in the next two or three 
years at the same rate as the in
vestment expenditures on the second 
Plan, the consequent increase in 

domestic outlays w i l l necessarily 
have the effect of causing a further 
cumulative growth of consumer de
mand; if, in these circumstances, 
foodgrain prices are sought to be 

kept stable without the help of phy
sical controls, this would necessitate 
larger imports of food, and aggrav
ate further the balance of payments 
difficulties of the country. 


