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Some Consequences of U-Sector Growth 
J D Sethi 

F O L L O W I I N G Orwel l , H i r schman 
made the pert observation that 

w i t h i n the series of vicious circles 
thwar t ing economic development of 
backward countries, some circles are 
more vicious than others. If blue
pr in ts of plans, capital , sk i l l , oppor
tunities, decision mak ing etc, are all 
avai lable as required for develop
ment, there may s t i l l persist one 
very vicious circle in which ub iqu i 
tous and self-propell ing opportuni t ies 
for misdirected and unproduct ive 
investment may get mu l t i p l i ed wi th 
f r igh ten ing r ap id i t y . 

Dr B V Kr i shna M u r t i has sharp
ly focussed attention on this corrosive 
force in Ind ian p l ann ing by g iv ing 
it the h ighly appropr ia te name of 
U-sector. Surely it must be w i t h re
ference to this sector that Pandit 
Nehru recently remarked ; 

"We see in some ways India 
flush w i t h money. Never has there 
been so many riches flaunted in 
Ind ia by certain circles . . . 
It is ex t raord inary the way mo
ney is f loating about, not in every 
grade of the people otherwise 
India w o u l d be a r i ch country 
but cer tainly in top grades." 

INTELLIGENTSIA REPULSED 
The start l ing progress of the U-

seetor has created a sense of frustra
t ion and cynical disregard for 
development, among the intell igentsia, 
a g rowing number of whom feel 
repulsed by the way development 
goes on and its benefits are dis tr ibut
ed. This att i tude has not yet taken 
the f o r m of downr igh t host i l i ty , but 
that wou ld be the next step. Silence 
should not be mistaken for acquie
scence. Other social consequences 
may tu rn out to be even more dange
rous. Here we are more concerned 

wi th economic consequences. 

FROM THE INCOME SIDE 
The g rowth and role of U-sector 

can be looked upon f rom the ex
penditure side, as Dr Kr i shna M u r t i 

has done, or f rom the income side, 
as would be attempted below, or 
belter s t i l l , f r o m both sides simul
taneously; which* one hopes, wou ld 
be done by the newly appointed 
committee on concentration of wealth 
and income, 

T H E L E A D I N G S E C T O R I N P R O D U C T I O N 

From the expenditure side three 
major points have emerged. First, 

the immense expenditure on the 
p ivota l sub-sector of housing causes, 
as its secondary elaboration, further 
expenditure on complementary dur-
able goods the consumption of wh ich 
has mu l t i p l i ed several fo ld over a 
decade. Previously these goods, 
though used in a smaller measure, 
were mostly impor ted , but have now 
come to be produced w i t h i n the 
country by d rawing on those very 
resources which are most scarce. The 
collaborat ion of the pr ivate fore ign 
investors has been fo r thcoming most
ly for the product ion of comple
mentary durable goods, thus mak ing 
this sector the leading sector of 
economic g rowth . One has on ly to 
look at the figures of industr ial pro
duct ion in the pr ivate sector to be 
convinced of this fact. 

It is remarkable how supply con
dit ions which are notoriously inelas
tic have turned highly elastic for 
the U-sector. Along w i th low price 
and high income-elasticities of de
mand, increases in economic over
heads like power, transport, steel 
etc. have come to be uti l ized more 
and more for this sector. The down
ward revision of the number of 
p r i o r i t y projects and upward revi
sion in their costs have unmistakably 
resulted f rom the diversion of re
sources to U-sector. Inf la t ionary 
tendencies have also been strengthen
ed by the creation of more demand 
for new goods. 

PRESSURE ON FUTURE SAVINGS 

Second, the growth of U-sector 
has vastly expanded the area of 
operat ion of the Demonstrat ion 
Effect. It is no longer a question of 
keeping up wi th the Joneses, but how 
to be Joneses themselves so as to 
make other people keep up w i th 
them. There is another side of i t . 
People who do not belong to this 
sector but hope to do so may save 
today only to overspend t o m o r r o w ; 
the demand for complementary dur
able goods creates pressures on fu
ture savings. Superior level of 
consumption may be a necessary 
condit ion for a superior level of 
product ion in modern affluent capi
talist societies. But it is irrelevant 
for underdeveloped countries because 
of the pressing problem of need-
oriented product ion and the need for 
the spread of benefits to vast masses. 
Resides non-need-oriented develop-
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merit. produced by demonstration 
effect outdistances the potential in 
creases in product iv i ty under condi
tions of scarce resource ava i lab i l i ty . 

T h i r d , an unadulterated l uxu ry 
consumption of the U-sector is a 
reflection of the excess of potential 
over actual savings. It is a common 
phenomenon in most underdeveloped 
countries that the holders of funds 
look for outlets more in foreign ex
change and real estate than in pro
ductive investments r equ i r i ng long 
gestation per iod. The dominant 
character of capital being t r ad ing 
rather than indust r ia l fur ther aggre-
vales this tendency. Since fore ign 
exchange is controlled, frustrated 
savings pour into l uxu ry housing 
and durable consumption goods. I f 
widespread investment opportuni t ies . 
even w i t h somewhat lower returns 
but being in the nature of growth 
stock, were available, substantial 
savings would How into product ive 
investment. But if the investment 
market is as chaotic and speculative 
as one finds it in I nd i a , and is run 
on the principles of a casino, the 
j o b . as Keynes said, is l ike ly to be 
i l l done. Recent company floatations 
have shown the real character of 
Indian investiment market. 

AGENCY OF DEVELOPMENT 

On the income side, there are 
equally powerful and bu i l t - in insti
tu t ional forces that act as conduit 
pipes for channell ing large incomes 
to the U-sector. Since it is m a i n l y 
through the inst i tut ional set up in 
herited f rom the past that large 
investment programmes are being 
carr ied out. the l ike l ihood of produc
t ion being stil l more unequally dis
t r ibuted and increasingly concentrat
ed in fewer and fewer hands 
becomes obvious and threatening. 
The benefits of r i s ing incomes must 
largely go to the exist ing holders of 
weal th, if these are the p r inc ipa l 
instruments of economic deve
lopment. 

Of course, the enlargement of the 
public sector's share in total invest
ment and the in t roduct ion of various 
economic and social controls should 
have the opposite tendency of spread
ing benefits to the weaker sections 
of society. But. if the channel l ing of 
public expenditure also takes place 
through the exist ing agencies, as is 
the current practice, the problem of 



income disparities is going to re
ma in largely unsolved. 

ELASTICITY OF TAX SYSTEM 
Incomes accruing to the U-sector 

do not originate only f rom the exist
ing disparit ies of incomes and wealth 
hut also f rom the unresponsiveness 
of our tax structure to changes in 
national income. ID Ins unpublished 
paper, I n d i a n Tax Structure and 
Economic Development, ' Shri G S 
Sahola has worked out the tax 
elasticity of the Indian tax system 
for the' years 1951-52 to 1.957-58. 
He has found that even when fu l l 
allowance is made for the enhance
ment of tax rate, enlargement of the 
base and increase in the number of 
imports, tax yields are not very res
ponsive. A n d this is even more true 
of the progressive direct taxes. The 
elasticity (the percentage change in 
tax yields net of changes in rates) 
consequent upon one per cent change 
in national income is 1.6 for cen
tral excises, and 1.1 for al l indirect 
taxes in urban sectors, while the tax 
elasticity of income tax is 0.6. and 
for a l l direct taxes it is 0.7, He has 
further estimated that even on the 
basis of the existing pattern of dis
t r i bu t ion , the lax elasticity should be 
1.8 in general, which of course is 
lower than what is p reva i l ing in most 
developed countries. On this basis, 
it is also found that in one year 
alone, i.e. 1957-58, taxes of the order 
of Rs 51 crores were evaded. 

ALSO THE ANGRIEST SECTOR 
Tax evasion has become a h ighly 

developed art. in which the U-seclor 
plays a significant role. If one goes 
around those areas of New Delhi 
which were mentioned by Dr Krishna 
M u r t i . one finds that the U-type 
houses are largely occupied by either 
business executives or by various 
"contact-men who live on expense 
account of the companies and thus 
legally avoid taxes. The poli te hand
l i n g of this class by the Income-tax 
Department is not an economic or 
even an administrat ive but a social 
phenomenon. 

Curiously enough, the U-sector 
also represents the 'angriest* sector of 
our society. It is difficult to cite the 
example of any other country in 
which the poor are so t ranqui l and 
the r ich so angry. That this sector 
supports the socialistic pattern of 
society, as one notices f r o m its cul
tural , soc i a l and pol i t ical activities 
in the capital , is a t r ibute which 
commercial hypocris pays to po l i t i 
cal incompetence. 
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