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SINCE the advent in the post-war 
period of the theory of growth 

as an offshoot of Keynesian aggrega
tive analysis concerning output and 
employment, the theory of value, and 
consequently demand theory, has 
lapsed into comparative neglect. The 
contribution to this part of economics 
in recent years is indeed insignificant 
as compared to the economics of em
ployment and growth. This is particu
larly true of the development of eco
nomic analysis in a country like India 
where economic studies over the last 
ten years or so have grown almost 
exclusively round planning and econo
mic development. Not that these stu
dies have been always confined to ag
gregates. Considerable work has been 
done in India on sectoral relationships 
in the economy in connection with 
planning, . But the relationships analys-

ed are of the nature of technological 
ratios which can be subjected to opera
tional tests—input-output analysis, for 
example. The traditional theory of 
value which runs in terms of propensi
ties and preferences of individual con
sumers and firms has received rather 
small attention. 

Yet, whatever the general outlbok of 
economists in the country may be, in 
the economics syllabi of various Uni
versities the theory of value, with its 
constituents, the theory of demand of 
the individual consumer and the theory 
of costs of an individual firm, still occu
pies a central position- And here the 
traditional method is pursued of refer
ring back to the behaviour of buyers 
and sellers and of explaining the market 
phenomenon of price in terms of this 
behaviour. 

Dr Manmohan Singh's book is a use
ful summary presentation of this 
method, in respect of one aspect of the 
theory of value, namely Demand, and its 
possible extension to the economics of 
an underdeveloped country which is in 
a state of transition from capitalism to 
socialism and is thus characterised by 
a growing public sector, and where plan
ning is the major instrument of struct
ural transformation. 

Part I of the book is somewhat text-
bookish, although it wi l l certainly prove 
useful to students of our Universities 
who are interested to know the main 

lines of development of the theory of 
demand. Since Cournot gave a theory 
of the market showing the price-quant
ity relationship of commodities which 
ran in terms of a downward sloping de
mand curve, attempts have been made 
by generations of economists to explain 
why the demand curve behaves in the 
way it does. First, the marginal utili ty 
approach in its various forms; then the 
"indifference" system, and finally what 
is known as "revealed preference". 

Different Approaches 

Dr Singh gives a summary of these 
various approaches, bringing out the 
strength and limitations of each. The 
marginal utility approach has the virtue 
of simplicity, although "of the immense 
number of variables jointly determin
ing the demand for a commodity it con
siders only one". The indifference 
curve approach takes into account more 
variables, yet in so doing it "gets com
plicated". The revealed preference ap
proach, on the other hand, is "pedestri
an" and is based on assumptions which 
are "arbitrary". While these are broad 
assertions of our author on these ap
proaches, the text takes the reader 
through the various minute criticisms 
that they have been subjected to from 
time to time by other economists. 
Students of demand theory will benefit 
from this summary, while perhaps won
dering where they wil l turn for a "true" 
explanation of demand as it expresses 
itself in the market as a price-quantity 
relationship and what the need for such 
an explanation might be. 

Theories are a kind of explanatory 
hypotheses and are "true" or "false" 
according to their suitability and cover
age as a guide to the understanding of 
the behaviour of observed phenomena. 
In the older version of the marginal 
uti l i ty theory (the Jevonian version, for 
example) there used to be a tendency to 
identify demand (or value) with mar
ginal utility in very much the same way 
as Marx would identify value with 
labour. It could thus be dismissed on 
this ground alone. For, to say that the 
marginal demand price is equal to mar
ginal utility is an assertion and not 
quite a theory. 

In the more sophisticated Marshallian 
version, demand is no doubt a derived 
concept—derived from the marginal uti

lity of a good and the marginal utility 
of money. Yet, as is well-known, its 
weakness lies in the assumption of con
stant marginal utility of money which 
limits its applicability. The limitation, 
one must remember, is factual and not 
logical It is indeed doing less than 
ordinary justice to Marshall to say, as 
our author does, for instance, that there 
is a "gallant inconsistency between Mar
shall's assumption of constant marginal 
utility of money and his ceteris paribus 
clause" (p 34). For Marshall did know, 
as any schoolboy would, that with 
money income constant, an increase in 
expenditure on one commodity must 
necessarily be accompanied by a de
crease in expenditure on other com
modities taken together. What he 
really assumed was that the decrease in 
expenditure on each of the other com
modities would be so small that their 
marginal utility would remain more or 
less unaffected. The fact, however, is 
that proceeding from this assumption he 
had to leave out the so-called "Giffen 
case" as an exception. 

One of the achievements of the 
modern "preference" approach to the 
demand theory, whether couched in 
terms of weak ordering or strong order
ing, is, as Dr Singh recognises, to have 
shown the way to separating out the 
income effect from the substitution 
effect and thereby to have demonstrat
ed the possibility of perverse demand 
curves, covering the Giffen case. One 
would perhaps also claim on behalf of 
the new approach that it has brought 
demand theory closer to econometrics, 
particularly in the macro (dynamic) con
text, where the income effect assumes 
special significance. Whether, how
ever, it has thrown light on the link be
tween demand theory and "welfare"— 
to which unfortunately there is only 
some casual reference in the book, al
though the traditional purpose of de
mand theory was to establish just such 
a link—is yet an open question. 

Part II of Manmohan Singh's book 
is concerned with the policy implica
tions of demand theory. Its purpose is 
to examine the role of demand in the 
allocation of resources in a so-called 
mixed economy, planning for rapid eco
nomic development. 

It is here that our author is supposed 
to have broken new ground; indeed 
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chapters 6 and 7 of the book show evi
dence of painstaking research. And 
yet his approach is not clear on the 
controversial issues that the question 
raises. For here again, like a school' 
master, he takes "both sides" into ac
count and leaves the reader in doubt as 
to where his own sympathies lie. 

By and large our author relies for 
planning of resource allocation on the 
pattern of demand as expressed in the 
market. The very fact that a market 
exists, he argues, compels acceptance of 
the price system as a guide to the allo
cation of resources—particularly when 
the economy is in an advanced stage of 
development and permits ramifications 
of consumers' demand. The need for 
"economic calculation" is reinforced by 
the importance that foreign trade as
sumes in these economies. 

These propositions are unexception
able, but difficulties arise when he goes 
further and asserts a normative criterion 
in terms of adherence to consumers' de
mand, while conceding that a planned 
economy needs to control consumption. 
"I t is obvious'', he says, "that in a 
system that does not make use of de
mand prices there must be a large ele
ment of arbitrariness. Such a sys'em 
is bound to be susceptible to gross 
divergencies from the ideal distribution' 
of resources" (p 103). And yet at the 
same lime he contends that allocation 
of resources between present consump' 
tion accumulation in a planned economy 
cannot be left to the market, that con' 
sumers' choice may sometimes be irra
tional, even erratic, and further that 
allocation on the basis of market de
mand discriminates in favour of the 
rich. 

Task of Planning 
Now, once these limitations of the 

normal working of the price system 
are recognised, what, one may well 
wonder, remains of the sanctity of de
mand-based allocation of resources? 
Our author docs not seem to be clear 
on this issue and is found to quote 
Pigou and Robbins in the same breath! 
Can it be that his heart is in planning 
and control, while his academic train
ing is in the old liberal tradition? 

Surely the task of planning in an 
under-developed economy is to force 
people to accept a scheme of resource 
allocation which, given freedom of 
choice, they would not follow. This 
applies not merely to the choice be
tween consumption and investment but 
also between different types of con
sumption. For what is planning if it 
is not a process of shifting resources 

away from commodities which do not 
serve as "means of production of com
modities'' to commodities which do so? 
To what extent this process of shifting 
can be and should be carried is itself 
a problem of choice on which different 
societies will perhaps give different 
verdict. 

This does not mean that the pattern 
of production is to be altogether divorc
ed from the pattern of demand. But it 
does mean that the market demand 
loses its original significance as an ex
pression of the free choice of consu
mers; to the extent that the allocation 
of resources is centrally planned, it is 
demand that is made to follow the pat
tern of production, rather than the 
other way about. 

Role of the Market 

The re-adjustments called for may 
he done through direct taxes on income 
or through commodity taxes and sub
sidies; it may also be done through a 
system of rationing. These devices are 
just orders of state interference, whose 
use in a particular context depends up
on administrative suitability and per
haps also upon the extent to which 
planning is pursued. If rationing 
conies lowest in the order, it is because 
it leaves potential demand out of line 
with outputs of relevant commodities 
and hence lends to prolong the need for 
interference. It is an illusion to think 
that the other devices, just because they 
accord with the rules of market equili
brium and just because they resemble 
the normal operations of a state, are 
not also deviations from the free choice 
of consumers. Planning does destroy 
the pristine glory of consumers' de
mand. Yet who would say that it 
necessarily means also a deviation from 
the "ideal distribution of resources"? 
If your economist insist on the fun
ctioning of the market and the price 
system even in a planned economy, as 
surely he does, it is because it makes 
for an orderly distribution of resources, 
and because, within the constraints set 
by the Planning Authority, it makes 
'economic calculation: a feasible pro
position. 

One last comment. Assessing the 
limitations of the traditional demand 
theory, our author argues that it falls 
to take account of price control on the 
one hand and the state's preference on 
the other. One would and it difficult 
to see why demand theory as such 
should need modification in view of 
these so-called new variables. 

The state's preference in a planned 
economy, which is essentially a political 

decision, ruptures, as we have seen, the 
preference system of individuals by pre
venting them from acting in the way 
they would, if left free. The structure 
of incomes of individuals is disturbed 
and the framework of prices is alter
ed. Yet these are only changes in data; 
there is no reason why consumers may 
not react to the new system in the man
ner postulated in the demand theory. 

As for the institution of price con
trols, our author seems to put his em
phasis at the wrong end. As he rightly 
says, price control necessarily leads to 
rationing. Is it not because consumers 
react to price in the way demand theory 
suggests that the institution of price 
controls is found to create disturbances 
in the economy and necessitates ration
ing as a supplementary measure? Far 
from price controls being a factor up
setting the assumptions of demand 
theory, they rather provide a test of the 
validity of demand theory. 

There are two obvious slips in 
Chapter V, Sec VI , p 94, to which, be-
fore I conclude, I should draw the at
tention of readers. 

"As the accumulation of capital was 
singled out as the most potent factor 
of growth, it follows that for such an 
accumulation to take place at a 
growing rate, per capita incomes can
not grow except marginally." 

Obviously what is meant is "per capita 
consumption" and not ''per capita in
comes". 

Again: 

"This means that consumer goods 
sector will grow relatively to the pro' 
ducer goods sector". 

Apparently some word, possibly "less", 
is missing in between "grow" and "re
latively". 

Sugar Production 

SUGAR production in the month of 
July 1964, was about 9,000 metric 

tons as against 5,000 metric tons produc
ed last season during the corresponding 
period, according to the Indian Sugar 
Mills Association. This brings the total 
production t i l l July, 31 1964 to 
25,12,000 metric tons as against 
20,98,000 metric tons during the cor
responding period last season. 

The off-take of sugar from factories 
during the month of July 1964 (includ
ing 4,340 metric tons despatched for 
exports) was 1,98,000 metric tons as 
against 2,40.000 metric tons during the 

corresponding period last season. 
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