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Relative Rates of Growth 
A Comment 
P K Upadhyaya 

in his article "Agriculture and Industry: Relative Rates of Growth" (The Economic Weekly, November 7, 
1964) Ashok Rudra has attempted to calculate what he considers to be alternative sets of "balanced" rates of growth. 
He has also tried to show in quantitative terms, some major consequences of deviations from these rates. 

However, Rudra has tried to tackle the problem at a highly aggregative level, using techniques of analysis 
which are more appropriate to handle static than dynamic problems. 

This has led to results which give a distorted view of reality. 

THE relative balanced growth rates 
of X1 (agriculture and major con

sumer good industries), X2 (mainly 
producer good industries) X3 (others 
including transport and power genera
tion) have been derived from the 
following set of simultaneous equations: 

( 1 - A ) X = h i + g i + S i + C i - m + k 
where A is the technology matrix and 
hi , g i , etc, the usual components of the 
bill of financial consumption for the 
yeai 1970. K stands for capital forma
tion which is split up into Kd (capital 
formation financed through domestic 
savings) and K (capital formation fin
anced through foreign savings). K is 
eliminated by assuming that any differ
ence between imports and exports will 
be met by external assistance. K is 
assumed to be a constant proportion of 
total household e x p e n d i t u r e 

(hi + h2 + h3). h1, h 2 and h3 are 
eliminated by substituting the values of 
h2 and h3 (in terms of h1) as obtained 
from the linear expenditure system, for 
h1 and h2. Finally from the system of 
equations X2 and X3 are calculated in 
terms of Xi to show their balanced pro
portions. 

Dependence of Sectors 
The assumption that any gap between 

total investment and domestic savings 
wil l be covered by external savings, 
does not accord with reality. This 
makes the growth of sector 2 to a 
very great extent independent of the 
growth rate of sector 1. Actually how
ever it is not so. Though technological
ly the former is independent of the 
latter, it is not so due to another rea
son. As the bulk of the essential con
sumer goods are produced in sector 1, 
the working force engaged in the pro
duction of sector 2 are dependent for 
the supply of their consumption goods 
on sector 1. The transfer of a part of 
the total claims of the labour force of 
sector I over consumer goods, to the 
labour force sector 2 takes place 
through the mechanism of savings 
(both voluntary and forced). Hence the 

rate of savings in sector 1 becomes a 
crucial factor in determining the 
growth rate of sector 2. The growth 
rate of sector 2 is also dependent on 
its own rate of savings as with a given 
amount of consumer goods and 
wage rates, labour units which can 
be employed for the production of cap
ital goods, increases with the increase 
in the rate of savings. 

It may be argued that in the 
model the introduction of the term 

(h1 + h2 + h3) in the equation 
which lays down the conditions of pro
duction of X 2 , serves to make sector 2 
dependent on its own level of savings 
as well as those of sectors 1 and 3. 
This overlooks the fact that K= 

(h1 + h2 + h3) makes domestic sav
ings as a constant proportion of total 
household expenditure. It follows from 
this condition that it is possible to ex
pand sector 2 to an indefinite extent 
without changing the values of if it 
could be assumed that any difference 
between investment requirements and 
domestic savings can always be met by 
foreign aid. But if a limit is placed on 
foreign assistance growth of sector 2, 
becomes dependent on and there
fore it has to be treated as a variable 
and not a constant as has been done in 
the model. In a dynamic model in 
which different sectors of the economy 
are treated as interdependent and the 
rate of savings is treated as a variable 
of the system any change in the level 
of price could be completely ruled out 
as long as investment is equated with 
savings. 

In order to find out the effect of ex
cessive growth of manufacturing indus
tries in relation to a slow growth of 
agriculture another model with a diff
erent commodity classification (food 
grains, other food, and non-food pro
ducts) has been constructed. Here 
again adopting the same assumption and 
methods of elimination as used in the 
previous model H1 H 2 . H3 (household 
expenditures on food grains, other food, 
and nonfood products) are expressed 

in terms of X1 X2 and X3. Then pre
sumably substituting the values of H 
in terms of X1 in the system of equa
tions comprising the linear expenditure 
system, p1, p2 and p3 have been expres
sed in terms of Xi to estimate changes 
in relative prices when Xi grow at 
different rates. 

Price Impact of Imbalance 
The estimated rise in the price of 

agricultural goods relative to industrial 
products when the growth rate of the 
industrial sector is smaller than the so 
called balanced rate, could be mainly 
attributed to pattern of production be
ing not in conformity with the pattern 
of consumer demand. The pattern of 
demand here refers to one which was 
obtained during the peried for which 
consumption data has been used in esti
mating the constants and parameters of 
the linear expenditure system. The 
validity of the results depends not only 
on the extent to which theoretical esti
mates agree with the observed values 
but also on the extent to which the 
changes in the independent variables 
(relative quantities of different consum
er goods) made to predict changes in 
the dependent variable (prices), fall 
within the range of variations in the 
observations. An increase of 159 per 
cent (at the rate of 10 per cent during 
1960-70) in the output of industry 
against 22 per cent increase (at the rate 
of 2 per cent during 1960-70) in the 
output of agriculture cause such a great 
change in their relative magnitudes, 
that the model may be incompetent to 
make valid predictions about their re
lative prices, on the basis of these 
changes. 

The main purpose of the exercise is 
to show what is likely to happen if we 
go in far an ambitious growth rate in 
agriculture and industries and are actu
ally able to realise only a smaller 
growth rate of the former. According 
to Dr Rudra's findings if we succeed to 
achieve a growth rate of 10 per cent for 
industries and 3 per cent for agriculture 
we wil l have to face a tremendous rise 
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