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Price Policy and Economic Development 
With Special Reference to India 

V K R V Rao 
A price policy for economic development must have three components: 

(a) measures directed towards regulating the general volume of private expenditure so that it will not 
cause an undue pressure on the limited supply of consumer goods; 

(b) measures specifically directed towards controlling the prices of foodgrains at levels which would be 
fair to both the consumers as well as the producers; and, 

(c) measures dealing with relative prices with a view to assisting the direction of resources towards the 
achievement of desired targets in terms of the major goods and services constituting the domestic 
product. 

An attempt is made here to spell out the measures called for under the above three heads. 

The formulation of a price policy for economic development is no longer an academic exercise in India. If we 
are to carry the people with us—and without doing so the chances of bringing about rapid economic growth in this 
country would be very slight indeed—, then we have to place a suitable price policy, together with the necessary 
machinery for implementing it, fully and conspicuously within the framework of our planning. 

I WOULD like to begin by stating 
the problems that economic de

velopment poses for price policy. Eco
nomic development means a big increase 
in investment. By definition, almost, a 
large portion of this investment wi l l be 
on capital goods and intermediate goods 
required for the same; while another 
significant portion will be for infra
structure such as transport, technical 
education, power, irrigation, and com-
munication including ports and harb
ours. By definition, again, these pro
jects take time to yield their output 
and there is another lapse of time be-
fore this output of non-consumption 
goods and services gets transformed 
into an output of consumption goods 
and services. During this entire period, 
however, incomes are created, expen
diture therefore increases, and as the 
major portion of this expenditure is 
directed towards consumption goods, a 
terrific pressure develops for a rise in 
the prices of consumption goods. Un
less there is a corresponding increase in 
the output of consumption goods, 
shortages develop, and a rise in prices 
becomes an inevitable part of the 
stresses and strains of economic deve
lopment. 

Supply of Goods Must Rise 
It is not necessary that there should 

be no rise in prices: what is required 
is that there should be a substantial 
increase in the availability of consump
tion goods, even if they are to be had 
only at somewhat higher prices, for 
this means an increase in real incomes. 
If the rise in prices is not accompa
nied by an increase in the availabilities 
of consumption goods, the rise in 
prices causes social strains, leads to an 
inequitable distribution of consumption 
output, and tends to become inflation
ary and therefore self-defeating as far 

as economic development is concerned. 
Moreover, as the rate of increase of 
consumption goods within a given 
time period is restricted by existing 
capacity and immediate increases in this 
capacity, there is also a definite l imit 
beyond which money incomes cannot 
be permitted to be created and this 
means in turn an automatic l imi t on 
the size of the investment that can be 
undertaken. The problem of price poli
cy with reference to economic deve
lopment therefore turns upon 

(1) size of the Plan or total of in
vestment; 

(2) rate of growth of consumption 
goods; and, 

(3) keeping these two factors in bal
ance within the tolerance limits 
of price rise by regulating both 

the volume and pattern of invest
ment. 

Three Components 
The second problem of price policy 

is the role it is to be given as incen
tive for stimulating increase in produc
tion. This is particularly essential for 
agricultural production not only because 
of its vital significance for consumption 
goods but also because of the sad ex
perience our farmers have had of prices 
falling with increase in output, and 
of the inadequate return they get on 
account of seasonal fluctuations and the 
large margins of profits retained by the 
trading community. Price policy there
fore has to become significantly reori
ented in the direction of giving suita
ble incentives to the farming commu
nity. This would mean not only guaran
teed prices but guaranteed prices that 
would give a fair return and that 
would be implemented, and the levels 
of which would extend over a period 
of years rather than from year to year. 

It w i l l also mean buffer stocks being 
operated not only for dealing with year 
to year fluctuations but also for deal
ing with seasonal fluctuations within a 
year. 

Price policy for economic develop
ment has also got to play a role in 
directing the allocation of resources in 
the desired directions set by Plan prio
rities in regard to investment and Plan 
targets in regard to production. This 
can be accomplished only by an inte
grated price policy. It would l ink the 
price of a commodity not only with its 
own variables of demand and supply 
but would also take into account the 
over-all economic utilization of the 
scarce resource or resources which go 
into its production. Account must also 
be taken of substitutes in respect of 
both supply and demand. 

Incentive for Higher Production 

Thus, price policy for economic de
velopment has to deal with the pro
blems of assuring reasonable stability 
in consumer prices, guaranteeing pro
ducer's prices at remunerative levels, 
and devising an integrated price struc
ture that wi l l stimulate allocation of 
resources and implementation of pro
duction targets of different commodi
ties and services in the desired direc
tion. In particular, attempts must be 
made to ensure reasonable stability in 
the price of basic consumption goods 
and at the same time prices given to 
the farmer, who accounts for the pro
duction either directly or indirectly of 
the bulk of consumption goods, should 
be such as to stimulate him to go all 
out to increase his production. 

The price policy required for this 
purpose has therefore three compon
ents; 
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(1) Measures directed towards re
gulating the general volume of 
private expenditure so that it wil l 
not cause an undue pressure on 
the limited supply of consumer 
goods; 

(2) Measures specifically directed 

towards controlling the prices of 
foodgrains at levels which would 
be fair both to the consumers as 
well as the producers; 

(3) Measures dealing with relative 
prices with a view to assisting the 
direction of resources towards 

the production of desired targets 
in terms of the major goods and 
services constituting the domestic 

product. 

The first set of measures, the effec
tive implementation of which wi l l not 
only help to stabilise food prices but 
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wi l l also help to prevent an undue rise 
in other prices, includes the following: 

(1) The volume of investment with 
Its inevitable impact on the creation of 
purchasing power should be limited to 
the size where the expenditure stimu
lated by it on basic consumption goods 
would be matched by the equivalent 
value of basic consumption goods at 
prices which are reasonable from the 
point of view of the earnings of the 
mass consumption groups. Where this 
is not possible on account of inadequate 
supplies in spite of best efforts to in
crease them, other measures would be 
required to which reference is made 
later. 

(2) Reduction of all non-essential or 
non-functional and non-productive ex
penditure in both the public and the 
private sectors. Non-functional expen
diture is defined as expenditure that 
does not lead either to increase in the 
output of consumption goods or of 
priority investment goods or services or 
of productivity. The effect of this ex
penditure both in terms of creation of 
incomes and noncreation of output is 
analogous to unproductive or infruc-
tuous investment and is not even as 
defensible as a large though productive 
investment which has a long gestation 
period. In order to undertake the 
necessary scrutiny of all expenditure 
from this point of view and suggest 
remedial measure, a National Expendi
ture Commission is suggested for draw
ing up the details of this policy. 

(3) Identifying and bringing under 
control, what is called, unaccounted 
money —but I would prefer to call it 
'black money'—, as such money is 
used for hoarding supplies, with a con-
sequent upward pressure on prices. 
Even if fixation of retail prices of food-
grains takes away the incentive to use 
this money for hoarding foodgrains, it 
wil l still continue to have an inflatio
nary effect on prices, as it would then 
be used for hoarding other goods and 
thus shift the price rise to industrial 
raw materials or non-food consumption 
goods or even to intermediate goods. 
Unaccounted or black money also gets 
used for land speculation and urban 
luxury construction which diverts 
scarce building materials from the more 
legitimate and plan priority industrial 
and residential construction, positive 
steps therefore are required for dealing 
with this problem of unaccounted or 
black money in order to implement any 
defined policy of price stabilisation or 
price regulation. 

(4) A suitable fiscal policy that w i l l 
prevent unhealthy diversion of resour

ces towards the production of non-
basis goods and services. For this pur
pose, all profits of a non-functional 
character, viz, monopoly profits arising 
from domestic shortages and shortages 
of imports, must be tapped at the 
source and brought into the public ex
chequer as also an extra share of the 
profits of luxury industries. 

(5) A suitable incomes policy, apart 
from the regulation of the size and 
pattern of investment, wi l l have a direct 
anti-inflationary impact and therefore 
wi l l help in a comparative stabilisation 
of prices. For this purpose, steps must 
be taken to see that, as far as possible, 
all increases in income, whether general 
or sectional, are accompanied by an 
increase in output. Where, however, 
increases in sectional incomes are 
necessary on social grounds, care must 
be taken to see that this increase is 
financed by transfer from other incomes 
preferably from the higher income 
groups. 

(6) A suitable interest policy that 
wi l l , on the one hand, promote the 
growth of savings and on the other, 
discourage the non-priority uses of 
capital. 

Controlling Foodgrains Prices 
The second set of measures of a 

proper price policy for economic deve
lopment in the Indian context must be 
specifically directed towards food^rjins, 
their production, purchase, movement, 
sale and distribution. These measures 
have to include the following: 

(i) Fixation of purchase prices from 
the producer at levels that wi l l con
tain a suitable incentive and will be 
guaranteed over a period of years. In 
order that these guaranteed pu-chas2 
prices wil l not remain merely on paper 
but wi l l actually be implemented, a 
large number of purchase points must 
be set up in different parts of the 
country. I agree with Prof Gadgil' that 
the purchase prices notified must be 
linked to local varieties and also con
tain suitable allowance for quality dif
ferences, I also agree with him that 
best way to do this is to set up State 
Food Corporations, which must have 
the responsibility of domestic purchas
es for implementing guaranteed prices, 
of the distribution and sale of the 
supply within the States for helping to 
maintain statutorily fixed retail prices, 
of inter-State movement of foodgrains 
and of the handling of imported food-
grains within the State. These State 

* The Economic Weekly, Vol X V I , 
No 39, September 26, 1964. 

Food Corporations in turn must be 
linked together and co-ordinated by 
an all-India Food Corporation, which 
should function on a federal basis. 

(ii) Fixation of retail prices of food-
grains by varieties and qualities and 
by districts with a view rot only to 
have a price policy oriented towards 
safeguarding the interests of the con
sumers, but also with a view to taking 
away the incentive from the traders 
for purchasing an undue portion of 
supplies from the producers or of 
hoarding such supplies as he purchases. 
The retail prices thus fixed should take 
account of inter-State differences in 
order to prevent smuggling by road. 
A l l zones should be abolished and 
inter-State movement should become 
the monopoly of the State and of the 
all-India Food Corporation. 

(iii) Since in spite of all efforts and 
increase in production, supply may 
still fall short of demand, it would be 
necessary not only to fix retail prices 
but also to ensure their implementation 
by the introduction of rationing in 
urban areas and an extensive network 
of fair price shops in rural areas. The 
expedient may be tried of regulating 
sales from these shops by fixing the 
maximum supplies or quotas per con
sumer, leaving him free to obtain lar
ger quantities or superior qualities on 
payment of higher prices through a re
gulated open market. Such an expedi
ent may give more flexibility to the 
rationing and fair price shop system 
and while, giving security and reason
able prices to the low income groups, 
leave the upper income groups with 
more freedom at the expense, of 
course, of higher prices and non-guar
antee of continuous supply. 

Holding the price line by Govern
ment, should apply only to basic con
sumption commodities like cereals, 
sugar, gur, cloth and edible oils, leav
ing the prices of other commodities to 
the free-play of the market, wi th 
Government, of course, stepping in to 
prevent excessive profiteering and/or 
take away abnormal profits from trans
actions in such commodities. 

Relative Prices 

The third set of measures constitut
ing an appropriate price policy for a 
developing economy like ours should 
be the fixation of relative prices special
ly of agricultural commodities as also 
of commodities which make large use 
of basic materials in short supply like 
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steel, cement, etc. For determining 
these price relatives as also for deter
mining the prices of foodgrains, it 
would become necessary to set up a 
high-powered and expert Price Fixa
tion Commission, which would also 
have the responsibility of watching 
movements of prices, analysing their 
inter-connection, working out projec
tions and future trends, and generally 
recommending specific and detailed 
measures necessary for implementing 
the policy of assuring a reasonable mea
sure of price stability of basic consum
ption goods and confining general 
price rise to within the limits of ac
cepted price tolerance. 

Price policy for economic develop
ment is no longer an academic exer
cise for India. If we are to carry the 
people with us—and without doing 
so, the chances of bringing about a 
rapid economic growth in this country 
would prove to be negligible—, then 
we have to place a suitable price poli
cy, together with the necessary machi
nery for implementing it , fully and 
conspicuously within the framework of 
our planning. The brief account I give 
below of our price history during the 
first three Plan periods should satisfy 
the sceptic, if any, of the logic behind 
my conviction. 

During the First Plan, the general 
level of prices fell by 21.7 per cent 
with prices of cereals falling by 14.2 
per cent, manufactures by 13.3 per 
cent and industrial raw materials by 
28.8 per cent. During the Second Plan 
period, the general level of prices rose 
by 30 per cent but the rise in prices of 
cereals was only 16.3 per cent while 
that of manufactures was 25.7 per cent 
and industrial raw materials 45.4 per 
cent. Even though prices rose by 30 
per cent, popular dissatisfaction with 
the rise of prices did not reach the 
levels that it has reached in recent 
months possibly because the rise in the 
prices of cereals was only half of the 
rise in the general level of prices. Dur
ing the Third Plan period, between 
March 1961 and September 12, 1964 
or a period of 3½ years, the general 
level of prices rose by 23.9 per cent 
but the rise in the prices of cereals 
was 49 per cent while those of manu
factures was 5.9 per cent and of indus
trial raw materials 6.8 per cent. The 
bulk of the price rise therefore got 
concentrated on cereals and pulses. 
Public reaction to this rise in prices has 
been extremely strong not only be
cause of the sharp rise but also because 
of the fact that the rise in prices of 

cereals was double that of the general 
price rise which was exactly the re
verse of the experience in the Second 
Plan period. Hence the universally ex
pressed dissatisfaction with agricultu
ral performance in the Third Plan and 
the insistent demand for dealing with 
the problem of agricultural prices in 
a developing economy. 

I know that the price policy mea
sures I have recommended are complex 
and difficult, and would require a great 
deal of thinking as well as of organisa

tion and administration. What I have 
stated above are, therefore, only tenta
tive suggestions. Nevertheless, I wi l l 
recommend them as, in my opinion, 
they constitute the essence of any price 
policy for development that wil l on the 
one hand, promote economic growth 
and, on the other, ensure a certain 
measure of equity in the working of 
the development process, and thereby 
prevent the development of social 
stresses, strains and conflicts of an 
order that may make planning well 
nigh unworkable. 
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