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Economic Conference 
R K Hazari 

THE 47th annual conference of the 
Indian Economic Association was 

held in Baroda from December 29 to 
31 on the impressive campus of the 
Maharaja Sayajirao University. About 
250 members and delegates attended. 
D T Lakdawala of Bombay University 
presided. The subjects for discussion 
were : (1) the Theory of Capital; (2) 
International Liquidi ty; and (3) the 
Basis of Taxation in the Context of 
the Developing Indian Economy. The 
respective rapporteurs were Gautam 
Mathur (Osmania), S L N Simha (Re-
serve Bank) and R J Chelliah (Rajas-
than). The current topic was "Fourth 
P lan : Size and Priorities". Discus
sion of the Theory of Capital is being 
reviewed separately. 

International Liquidity 
There were 22 papers on this sub

ject, of which 12 were published in 
f u l l and the rest in the form of short 
summaries. This innovation repre
sents a compromise between the ac
ceptance of a l l papers submitted by 
contributors and rejecting the sub
standard outright. The rapporteur 's 
report was more of a contribution in 
its own right than a cri t ical summing 
up of the papers. Most contributors 
agreed on the definition of interna
tional l iquidi ty and the need to pre
vent its shortage in the future. Several 
of them advocated a bold or revolu
tionary approach on the basis of the 
Triffin proposals for a world central 
bank, but displayed insufficient under
standing of the problems involved in 
setting up and working i t . Two con
tributors favoured an evolutionary 
approach, encompassing recent liberali
sation measures and the developments 
(e g, swap arrangements between 
central banks) allied to I M F working, 
and also suggested greater automatic 
f lexibi l i ty in its credit policy. 

Regarding the composition of l iqu i 
di ty, the rapporteur suggested the 
replacement of gold by gold certifi
cates, abandonment of gold reserves 
against currency and a revision of the 
gold price w i t h arrangements for 
equitable distr ibution of the benefits 
of revaluation. As for the particular 
interests of developing countries, move-
rnents of hot money d i d impinge upon 
their balance of payments, directly and 
indirectly. Besides the recent facility 
of an additional drawing of 25 per cent 
of the quota, D Bhattacharya (Toledo) 
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revived the suggestion for the creation 
of an Export Receipts Stabilisation 
Fund. The rapporteur felt that all re
form proposals, not merely Tr i f l ing , 
required international collaboration and 
surveillance. A variety of arrange
ments, he believed, could provide suit
able checks and balances. 

In the group discussion, it was un
animously felt that the present system 
of reserve creation through a few key 
currencies was unsatisfactory. There 
was general support for the establish
ment of a system providing for genuine 
creation of reserves on an adequate 
scale, for which I M F wi th suitable 
adaptations was well-fitted. Much 
interest was shown in Bernstein's 
scheme for the creation of a new com
posite reserve unit, at least as a transi
tional arrangement, provided the obli
gation to maintain a partial gold 
reserve ratio was removed. According 
to the rapporteur, the discussion help
ed to focus attention on the funda
mentals of the subject and provided an 
opportunity to familiarise the audience 
w i t h the working of the international 
monetary system and recent plans for 
reform. 

The open session brought out a 
number of useful points. P } I Pinto 
(Reserve Bank) made the point that 
while the Trift in proposals were based 
upon trade, recent heavy drawals from 
I M F were matters of confidence. No 
single inst i tut ion could by itself handle 
movements of hot monies. The veto 
of the Ten over I M F would have to 
be sorted out slowly. AG Chandavar-
kar (Reserve Bank) suggested that 
instead of subsidising interest on loans 
to developing countries, it would be 
better to recognise their bonds as 
trustee securities in leading capital 
markets. Dr I G Patel (now back as 
Chief Economic Adviser) emphasised 
that our k ind of short term difficulties 
could not be solved by short credits. 
Since there is no easy way now to 
raise long term untied cash, it is neces
sary to enter international capital 
markets for getting elbow-room accom
modation. Professor V K R V Rao 
agreed w i th the proposal for reviving 
capital markets to provide long-term 
cash facilities to developing countries 
but considered it dangerous to get long 
term loans for short te rm requirements, 
He favoured matching short credits 
against short requirements and believ

ed that the policy of getting mainten
ance loans was wrong because it tend
ed to cut into capital formation. He 
also called for differentiation in the 
I M F between developed and developing 
countries as had been achieved at the 
Geneva trade talks. 

Replying to the debate, S L N Simha 
maintained that raising the price of 
gold was not a subsidy to producers, 
only paying a fair price for it He 
was cautiously optimistic about tap
ping international capital markets and 
wanted I M F to lengthen the maximum 
repurchase periods (3 to 5 years at 
present) in favour of developing coun
tries. Summing up, Professor Lakda
wala wondered whether a wor ld central 
bank would have the power to wi th 
draw l iquidi ty besides creating it and 
how a super central bank could ope
rate in the absence of an international 
fiscal system. 

Basis of Taxation 
The discussion of the basis of taxa

t ion was rather discursive, mainly 
because of the sweeping breadth of 
the subject. Most of the 10 papers 
(there were also 16 summary papers) 
were concerned w i t h the objectives 
and functions of taxation, the role of 
direct and indirect taxes, the most 
satisfactory base for direct taxation 
and agricultural and land taxation. 
There was one paper each on taxation 
of foreign investment income and com
pany taxation; the latter alone essayed 
the testing of a hypothesis. 

Most writers agreed that maximum 
resources should flow into the public 
exchequer bu t not at the expense of 
private saving and investment They 
assumed, wi thout adequate empirical 
justification, that incremental public 
revenues would be used for public in-
vestment rather than consumption 
though they could have argued that 
some part of the additional public 
consumption constituted investment in 
human capital and provision of social 
overheads necessary for subsequent 
investment. The need for a broad-
based tax structure w i th a harmonious 
combination of direct and indirect 
taxes was accepted but not a single 
paper gave any evidence of serious 
effort to translate this unexceptionable 
principle into a reasonably logical and 
feasible scheme. 

As regards the basis of taxation, 
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nearly a l l contributors agreed that 
income should be the primary base. 
None, however, seemed to recognise 
the place of capital gains. On the 
contrary, one contributor, R L Sharma 
(Jodhpur) played around w i th surplus 
income (income minus essential con
sumption and prior i ty investments) and 
another R L Sabarwal (Ludhiana) 
placed his faith in a mass expenditure 
tax on a progressive scale to such 
growing consumption. These ideas 
failed to carry conviction because they 
were just thrown up but no attempt 
was made to relate them to the exist
ing tax scheme ; would they replace 
the super tax and/or the confusing 
surcharges? At what levels would 
they apply? What are their revenue 
implications? Would they affect the 
federal devolution of revenues? The 
expenditure tax in one form or other 
fascinates many who have been con
verted to appreciation of private sav
ings (as such or as a source of finance 
for public investment) but i t s t i l l 
remains an appendage, fascination is 
not backed w i t h genuine conviction 
or understanding of the entire struc
ture of direct taxation. The rapporteur 
for instance pointed out that after 
income and wealth tax at present rates 
practically no assessee would be able 
to spend more than Rs 36,000 except 
out of past wealth, on which expendi 
ture tax could be levied. Dr Nanjund-
appa (Dharwar) emphasised that both 
income and expenditure cannot be 
taxed simultaneously at high rates. 

Degree of Progression 
The desirable degree of progression 

again left the contributors — and 
participants in the discussion—grop
ing for facts. Several recent empirical 
studies have shown that highly D e 
gressive rates have neither curbed 
incentives nor dried up the sources of 
capital. M Sinha Ray (Viswa Bharti) 
warned against uncri t ical acceptance 
of these findings and the rapporteur 
emphasised that where evasion and 
avoidance sustain incentives, steep 
progression cannot last because it does 
not exist. Dr M P Bhat (Gujarat) 
made the point that tax rates are 
hardly meaningful when the tax base 
is narrow. There was no reference in 
the discussion to the fact that corpo
rate investment which accounts for a 
large and increasing part of private 
investment requires equity capital more 
as yeast for fermentation than as the 
main source of finance for investment 
and that equity capital itself is being 
raised increasingly from institutional 
sources. Nor was formal progression 
related to the actual number of asses

ses , e g, in the assessment year 1961-
62 (the latest for which data are avail
able) the number of individual and 
H U F assessees w i t h an income of over 
Rs 2 lakhs was only 543 and 97 res
pectively. 

In indirect taxes, the consensus was 
in favour of (a) selective exercises as 
allocative measures, (b) stiff taxation 
of luxuries and (c) taxation of non
essentials having a high income elasti
city of demand. Bright Singh (Madras) 
feared that indiscriminate excise duties 
might hamper exports. The rappor
teur drew attention to the taxation 
of a wide range of intermediate pro
ducts and expressed strong doubts 
about fulfilment of the intentions 
underlying them, and disapproved of 
the large number of duties, most of 
which fetched l i t t le revenue. 

Taxation of Agriculture 
Taxation of agriculture called for th 

a number of suggestions to raise the 
rural tax burdens, particularly on 
higher income groups, among other 
reasons, to increase the marketed sur
plus. E T Mathew (Kerala) suggested 
that "the potential income from each 
holding" calculated as the average 
potential output per acre for the region 
should form the basis of taxation. 
Amiya Gupta (Viswa Bharati) proposed 
the amalgamation of Union income tax 
and agricultural income tax but neg
lected the question of the appropriate 
exemption l imi t ; Chelliah said that 
policy recommendations based purely 
on calculations of formal evidence can 
be accepted only wi th great reserva
tions owing to the possibility of back
ward shifting and, further, that indirect 
taxation might prove an adequate 
instrument for taxing the rural masses. 
Sadhu Singh (Ludhiana) strongly refut
ed the suggestion that land taxation 
had not gone up. He referred to 
various local taxes and surcharges and 
said that in Punjab at any rate iand 
taxation had tripled or quadrupled. 
Greater risk in agriculture and incon
sistency wi th price supports and other 
incentives were also arguments against 
raising the tax burden. 

Regarding the taxation of foreign 
investors, P C Chatterjee (North 
Bengal) dished out the usual arguments 
about relatively high taxation in India 
without attempting to explain the 
growth of foreign collaborations, V D 
Lall (Bombay) examined Turvey's pro
posal for replacing the corporation tax 
by taxes on shareholders and rejected 
it firmly, after a somewhat detailed 
analysis, on grounds of loss of revenue. 
He also circulated a supplementary 

note to refute the rapporteur's sugges
t ion that Turvey's scheme could per
haps be applied to private companies, 
This reviewer stressed that while taxa
t ion had not so far affected corporate 
investment, it had tended to encourage 
high costs; it was, therefore, wor th 
while to investigate the possibilities of 
a tax system which offered incentives 
for cost reduction. Dutia (Minis t ry 
of Agriculture) argued for taxation to 
make traditional cultivation methods 
costlier and to discourage acquiring of 
further land. 

Social Objectives 
In the open session which followed 

group discussion, R N Bhargava (Be
nares) said that socialist objectives 
could not be superimposed on the 
traditional objectives of taxation and 
that recent socialistic taxation was 
responsible for slowing down the late 
of growth. A good tax structure, he 
said, could bear a heavier tax load. 
He called for stability of the rates and 
schedules over plan periods and sug
gested that direct taxes rates should 
be applicable to the financial year after 
the Budget. M V Mathur (Education 
Commission) regretted that the Pan-
chayat Raj structure had not mobilised 
much resources so far. Chelliah sug
gested in this connection that States 
and panchayats could levy duplicate 
taxes and then allow a 70-85 per cent 
tax credit. V S Shukla (Baroda) said 
that raising of the marginal saving 
income ratio was the basic objective of 
taxation but the expenditure tax as 
imposed or envisaged could not cut 
down middle class consumption. The 
only way to curb consumption was to 
shut off the supply of certain goods. 
On a similar vein, P N Mathur (Poona) 
emphasised that taxation of the r ich 
w i l l not cut down consumption i f 
defence expenditure is tending to push 
it up at the same time. On a different 
level, M P Bhat felt that since the 
share of property owners in national 
income was relatively high, there was 
scope for heavier taxation of property 
incomes. 

The rest of the discussion was practi
cally confined to agricultural taxation. 
In the random cross fire over higher 
taxes against tax incentives (ultimately 
answered by Professor Cheiiiah's state
ment that the farmer should be better 
fed, better clothed and better taxed), 
S C Gupta (Delhi) made some usaful 
points. Agricul tural taxation, he said, 
could not be viewed merely as a 
method of mobilising resources for the 
public sector. Diversification was 
necessary in this field, especially by 
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taxing income from money-lending, 
trade and rent on 'a discriminatory 
basis and by levying a tax on unsown 
productive land. The simultaneous 
need for cheaper inputs and more taxes 
had to be reconciled and one of the 
ways of doing so was to raise taxes 
(especially betterment levies) only 
when the benefits of increased pro 
ductivity were realised. Horizontal 
equity between urban and rural taxes, 
he emphasised, could never be establ
ished since the levels of productivity 
and capital formation, etc, differed so 
much. K S Krishnaswamy (Planning 
Commission) explained that since agri
cultural taxation was not so responsive 
as urban taxation to increases in 
national income, the easier source had 
to be exploited first for the sake of 
convenience. 

In his summing up, Lakdawala said 
that the search for equity could not 
be carried too far. Criteria other 
than the capacity to pay would be 
necessary even if the direct tax cover
age were 100 per cent. There need 
not be any l imit on the rates of com
modity taxation, the idea that they 
should be restricted wi th in a range of 
say 25 to 70 per cent was misplaced. 

Current Topic? 
The Fourth Plan 

Discussion of the current topic left 
one in doubt as to how much interest-
ed economists are in the Fourth Plan. 
As for its size and priorities, it was 
obvious that none of those present, 
eminent or not, had not been able to  
spare the time for going through the 
various draft Plan papers. One senior 
participant explained the accounting 
mechanism of deficit financing at the 
Reserve Bank (only insiders can be 
in the know after all) and another, 
from his exalted place, waxed eloquent 
on steady moral degeneration without 
essaying a quantification of rate of 
growth. N D Sovani (Poona) initiated 
the audience into the metaphysics of 
reality wi th observations on the in
creasing unreality of successive plaits. 
He said that past under-fulfilment of 
targets had not been taken into account 
in postulating the rate of growth, thai 
two years of booming exports did not 
justify excessive optimise about the 
future and that the muddle in price 
policy showed no signs of ending. 
Taking these obser-vations at their face 
value, K S Krishnaswamy listed the 
considerations in the light of which the 
realism of the Plan had to be assessed : 

(1) S Jk of consumer 
goods — Agriculture, is agn-
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cultural growth commensurate wi th 
the growth of demand? 

(2) Though institutional changes 
are necessary, the production problem 
is overwhelming and this boils down 
to greater productivity i e, larger in
dustrial inputs per acre and the crea
tion of an adequate infra-structure. 

(3) Each plan has to be an instal
ment of a longer perspective which 
implies that problems cannot be solved 
by throwing them forward. 

(4) Plans can no longer be enlarged 
merely to get more foreign aid. The 
domestic price problem cannot be 

solved in an enduring manner by 
changing the structure of imports 
which wi l l continue to consist largely 
of food, petroleum and me tills. 

(5) A change in the occupation pat
tern has to be brought about by pro
viding wider opportunities of non-agri
cultural gainful employment, which in 
turn requires manpower budgeting. 

M B Desai (Baroda) pleaded for de
marcation of the areas of rehabilitation 
from areas of response and suggested 
that best results could not be obtained 
by distributing effort ail over. A G 
Chandavarkar pointed out the practical 
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absence of income and price policies 
and of manpower budgeting and said 
that the financial aspect of the Plan 
was based upon the quantity theory 
of money while the real aspect was 
Keynesian, without there being an ade
quate l ink between the two. He re
gretted that no Plan so far had referr
ed to the role of interest rates and 
monetary policy. Dut ia contended 
that price policy was a necessary but 
not sufficient condition for technologi
cal revolution, Gautam Mathur 
asked for calculation of the self-
reproduction rate of heavy industries 
and the ratio of heavy quick yielding 
investment; he wanted deficit financing 
to be related to the latter. 

Prof V K R V Rao said that the 
Planning Commission had turned to 
constant self-introspection and that 
there was a greater awareness of reali
ties now. The excessive optimism at 
the time of the Chinese invasion that 

defence and development could go to
gether was no longer there. More 
specifically, (1) industrialisation is being 
geared to agricultural development for 
the first time, (2) selectivity is being 
accepted but there are political diffi
culties, (3) it is realised that develop
ment cannot be neglected, (4) a sharp 
increase in social service expenditure 
is being provided for, partly for wel
fare and partly for production, educa
t ion being oriented towards production, 
and (5) politicians are displaying a 
greater degree of understanding and 
acceptance of economic criteria. 

The next session of the conference 
wi l t be held in Benares at the invita
tion of the Benares Hindu University. 
N V Sovani of the Gokhale Institute, 
Poona, wi l l preside. The topics for 
discussion are (1) Theory of Demand, 
(2) Population: Economic Analysis of 
the 1961 Census and, (3) Investment 
in Human Resources. 

function in the form required by the 
Theorem, among others, were consi
dered to render the Theorem somewhat 
unattractive in practical plan formu
lation. 

A good deal of time was taken up 
in discussion of technical progress. 
Chakrabarty who opened the discus
sions proposed that technical change 
be defined mainly in terms of engineer
ing data. Mehta interpreted the growth 
of technical knowledge in itself as 
technical progress. This point was fur
ther elaborated by Lokanathan who 
maintained that, in a modern economy, 
a large share of investment goes into 
knowledge-increasing activities. 

It was generally agreed that techni
cal progress should be discussed in 
terms of engineering data. However, it 
was pointed out by G Mathur that 
the conventional definitions of neutral 
technical progress, used in the theories 
of growth, have been generally formu
lated in economic terms. Mathur fur
ther suggested the possibility of de
vising a definition of neutral technical 
progress in terms of simple process 
matrices. 

Turning to the ut i l i ty of the notions 
of neurality and non-neutrality, I G 
Patel expressed scepticism and further 
suggested that the superiority of a 
technique may be determined entirely 
by looking at the productivity per man 
in the consumption sector. However, 
G Mathur felt that this may not always 
be an unambiguous indicator. Continu
ing the discussion, V K R V Rao cri
ticised the engineering definition as 
being inadequate for purposes of giv
ing any answer to the question of neu
trality when the resources employed 
in the two situations were the same 
but the technical knowledge was at 
an improved level in one of them. The 
difficulty of identifying constancy of 
resources in such situations was raised 
by Mathur. 

Discussions relating to the Produc
tion Function were initiated by P N 
Mathur who discussed the neo-classical 
production function, particularly of the 
Cobb-Douglas variety. He attributed 
its popularity to Us simplicity and 
cautioned against its indiscriminate 
applications. Discussing the produc
tion functions of the ueo-Keynesian 
types, Jain referred to the central im
portance of the Wickseli effect in the 
formulation of a, production function, 
G Mathur, elaborating upon this ind i 
cated the difference between the neo
classical and the neo-Keynesjan produc
tion function as one intimately l inked 
up wi th the notion of the Wicksell 
effect. 
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The Theory of Capital 
A Correspondent writes: 

T H E Rapporteur introduced, a t the 
outset, a welcome procedural 

change; he suggested that the discus
sions be on the theory of capital, in 
general, rather than revolve around the 
ten papers contributed on the subject. 
Accordingly, the discussions ran in 
rather general terms and touched upon 
some 'fundamental' issues in capital 
theory. Of course, the papers were 
referred to by the discussants, albeit 
in a cursory manner, at appropriate 
places. The subject was divided into 
six broad categories: (1) Measurement 
of capital; (2) the nature of capital; 
(3) technical progress; (4) production 
function; (5) treatment of capital in 
growth models; and (6) unbalanced 
growth in relation to capital forma
t ion. Even though, for want of time, 
the last two topics were not taken up 
for detailed discussion the participants 
d id touch upon these aspects as wel l ; 
thanks to the inter-related nature of 
problems in capital theory. 

The much debated issue of measur
ing a heterogeneous bundle of long-
l iving assets somehow failed to evoke 
any controversy. Brahmananda who led 
the discussion explained how one could 
measure economic magnitudes unambi
guously in a Sraffa system in terms of the 
standard commodity, Gautam Mathur 
drew attention to the similarity between 
Sraffa pricing and the Robinsonian 
golden age situation. He further ind i 
cated that the Robinsonian system 

gives an unambiguous measure of capi
tal only in a steady growth state where 
uncertainty is ruled out and the rate 
of profit remains constant. 

Leading the discussion on the nature 
of capital, R Bharadwaj pointed out 
that a satisfactory capital model should 
consider a number of quite complicated 
issues, such as, measuring capital sel
ecting production processes, determin
ing process intensities and so forth, 
simultaneously. It was pointed out by 
h im that the earliest model to give 
explicit recognition to all the above 
aspects including also the heterogene
ous character of capital goods was the 
model due to Von Neumann. He added 
further that this remains even now 
the most rigorous and complete capita) 
model. The Sraffa model was compared 
to that of Von Neumann. In the dis
cussions, there appeared to be a broad 
agreement regarding the immense diffi
culties encountered in the treatment 
of the dynamics of relative price move
ments under non-steady states. The 
success in measuring capital in Von 
Neumann—Sraffa models, Ray observ
ed, was primarily due to avoiding the 
real issues of growth where structural 
changes are prominent. At this point 
the Turnpike Theorem, which attempts 
at l inking Von Neumann's results wi th 
the real wor ld issues of development, 
came up wi th Nath raising questions 
regarding the operational meaningful-
ness of the Theorem. However, the 
difficulties of formulating a preference 


