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P?±FACE 

Agricultural prices play an ir-portant role in econoctic develop
ment through their ef.'ect on agricultur-d production incentives, on 
income distribution and on domestic caoital formation. A development 
oriented policy with respect to agricultural.prices must see current 
agricultural prices in the persPoc ive of longer tarm history, in the 
perspective of short teri fluctu tions in response to weather phono
ienoa, and even in a ,orld of conciderablo insulation of domestic 
prices from trqcle influence, they must also be seen in tho perspective 
of interngtional price levels. Mr. .1. B. Mathur h's performQed a useful 
service in pulling togother a large amount of data regarding Indian
 
agricultural prices and prict rolationships, and providin- a useful ana
lysis of these data. 

M. B. Mathur's study is one of a sorias of studies of agricultural 
prices being carcied out at Cornell University as part of a US.ID fi.nan
cod contract for reseirch on agricultur 1 prices. We are grateful for
 
the assistance provided by the Agriculture and Raral Development Service
 
of U&LID and, in particular, to Douglas Caton and Norman Oard of that
 
Division. 

The broad program of study, of which M. 3. 'fathur's study is one 
pprt, covers throe major areas of enquiry: (1) the role of prices in 
intersectoral income and ciapital transfers; (2) the effect of price re
lationshios on agricultural p.roduction and marketings and! (3) the factors 
affecting urban prices of agricultural commodit'es. Thus in total those 
studies are concerned with the affects of agricultural prices on the 
non-arricultural soctors of the economy, with their af~ects in the agri
cultui'al sector and with the manner in !hich agricultu; l pob'ices are 
deterxoinod. Over the course of the contract a su'?stantial num'br of 
studies will bi c,'rricid on in various countries ind dealiL-,g "ith various 
as-pocts of th.e :procosbos. -t tho co,-q')iotion of these studios in effort 
will be 4iado to pull tlem tooether into an integrated vicw of 'ho role 
and functioning of agricultural prices in the doelopment process. 

June, 1968 John .1.Aollor 
New Dolhi, India 



iii
 

CODTL.;TS 

Preface by Dr. John W. Mellor 	 ii 

ivList of Figures 

Chapter I Prices During the War 1 

a. August 1939 To March 1941 
b. April 1941 To Soptembr 1945 

5Chspter II 	 Postwar Priccs (Upto 1951) 


a. Soptenb.r 1945 To October 1947 
b. November 	1947 To March 1949
 

c. March 1949 To April 1951
 

Chapter III 	Price Trcnds During the Thrc: Plans 15
 
Period
 

Chapter IV Effects of Drought on Prices in the 26
 
Affect~d States
 

Chaptcr V 	 Conp.ris~n of the Movcnnt in Priccs 38 

of Selected Items of Foodgrains and 
Industrial raw ILt-rials in India 
end other I.,ortant Producing Countrics 

Chapter VI Inplications of Price Rise 49 

Cha.ptor VII Suara.ry 51 

http:Suara.ry


-iv-

LIST OF FIGURES 

NtL-bcr Headini Papo 

1 Monthly Index Nubcr of Wholczrlo Prices (B-se
August 1939=100) of all Co.noditi,:s during the 
Second World ',ar (.ugust 1939 to August 1945) 

4 

,2 Monthly Index Nurber of Wholosalc Prices (Bpse 
August 1939=100) of '.11 Cormoditics in the 
Post World jar II period (Scptcnb,_r 1945 to 
Ipril 1951) 

14 

3. Monthly Index -,iuib~r of Whlcs-ole Pric, s (Easo 
1952-53=100) from 1956-57 to 1967-68 

24 

4 Porcents ge Ch-nge 
(1952-53=100) Cf 
and Third Plans. 

of the ''holes le PricQ Index 
ajor Groups in First, S-cond 

25 

5 Monthly Indcx Numbur of Uholesale Pri c of Rico 
in Indio (B:so 1952-53=100) fron 1959-60 to 
1967-68 

32 

6 Monthly Ind(x l b,r of Whosleo Price of ".heat 
in India (Pase 1952-53=100) fro. 1960-61 to 
1967-68 

33 

7 Monthend Whol1sc-!c Price of Rice. in the S; tes of 
fndhra Pr.,cesh (i akind:), Myscre (Shiicg), and 
Orisf:a (B:l,-,sore) from 1960 to April 1968 

34 

8 • nthond ,,hos:/e Pri 3 of 'Wh,.t in tho St-*tcs of 
Rajasthan (Kob5o), G-,, arat (Ahidob.d) and Punj-b 
Ferozepur fro. 1960 to Lpril 1968 

35 

9 lonthend t-holcsa1c. nric, of Rico, 
}ravcsh fron 1960 to April 1968 

'.. t in ,c1-h-r. P 36 

10 Monthend Wholesale Price of Rico and Whe.t in 
r-shtra from 1960 t- April 1966 

aha- 37 

11 Wholesale Price of Wh.oat (FAO) in India, U.S.A. and 
AusLralia from 1950 to July 1967 

41 

12 WoklsaCle Price of d-icc 'dllcd in Imdi.-., 
Thailand fro 1950 to July 1967 

U.S.A. nda 



-.b,.r HEading PQg0 

13 Wholcs,-le Price of Coi ton in 
fro.1 1950 to cpItEnbcr 1967 

India .nd U.S.... 46 

14 Whoolcs:lc Price of Groundnuts (India) and Soya- 
boans (USA) fron 1950 to August 1967 

48 

15 Wholosalo FriLc of H.ize in India an, 
from 1960 To 1967 

S.A. 59 



-1-


CAPTIIER 1
 

Prices Duringje,,ar
 

Thele are two ;ood revsons to study themove-ont of prices duringSecond :tlorld Aar (-August 1939  -ugust 1945). firstly, in this in this,period depression gave plnce to inflation and soco,dly, it engenderedthe forces that caused the post-war inflation which took the countrynine years to overcome. The move.aont of price during this period maybe studi3d under the folloiring periods, (i) -ugust 1939 to Harch 1941,
and (ii) .tpril 1941 to September 1945.I
 
(i)August 199to M l 41: 

When the war broke out India was suffering from the effects of
depression. Theindex number of prices with 1929 = 100 was 71 soprices were 29 noints below those 
that 

-r-vailing before the onset of crisis.
Following the outbreak of war in Zurope, prices and industrial production
took an upward trend in India. 
-s a result of increased dom,%nd from
 
allied countrios price level rose from 100 in 
,ugust 1939 to 108 in Sepember 1939, the first month of the war. Speculative .ctivity which
strted in tho Jute markcot co-municated itself rapidly to 
cotton, cereals
iid other sectio.ns of the market and tie index nunbor rose from 113 in)ctober 1939 to 131 in November 1939 and 137 in Decemoer 1939. "s come.red to the pre-depression level of prices (1929o100) it c-ne to 97.rhus within four iionths of tho outbroeac of war, prices had gone up by 37%
tnd had nearly attained the predepresbion level.
 

:a!-_rto March 1941: 

semor 1939 began to sag 

The prices having reached their peai in Domonth by month during 1940. This will be apparent

:rom the follo-ring figures. (pige 2) 

I Index iNumbor of dholesa-le Pricos in India by Groups of Articles 

I ( ee-k ended 19th August 3.93.9 = 100) 
bnth & Food & Other Raw ,Ll! Pri- nLanufa- 2hief .trt- Genoral 
oar Tobacco .,gri.Como Miat-teri- iryo--,.o- ctur;di rti- icle ofpr Index 

apt. 1939 
Dc. 1939 
ar. 1 40 
1no 1940
bpt. 194o 

107.6 
127.5. 
118.8 
106.3 
106.1 

dities 
218.1 
394.4 
159.0 
119.2 
104. 3 

als ditios 
103.2 1076 
125.5 .35.9 
127.2 12-3.0 
117.0 112.4
117.7 -l1O.3 

cles 
110.4 
14'P. 5 
133.9 
:20.0 
lll.6 

110.0 
146.7 
134.6 
112.9 
101.1 

108.2 
137.3 
129.3 
114.1 
1-10.5 

)c. 1940uL9a4eo.. 107.7 04.7 126.2 1.4.014....11... 119.7 115.47 .... 111.4.l . 115.2 ... .. 

The above table indicates thnt br !(ec73- . .. 

, l .f r'aw ran-Lriz.s 'orra, ,.part. The price of il nuf..ck,ared 

http:sectio.ns


irticles ales went up by 44 percent. Chibf articles of export include 
loth -anuf:1ctured (e.g. jute ,wnufactured) as -ell as raw materials and 

o to a rise in the price of both theqe the index of this group rose 
y46.7 percent. Daring this period the prices of cotton and jute (raw 
isW311 as manufactured) were doubled. Liter the fall of prices was 
leaviest in the case of these very comoodities. 

From Dieember 1939 prices st, rtod falling and by Soptomber 1940 
1hoy wore down by 27.3 points. The situation remained the same till March 
'941 when the prices Wore nearly the uaane as in December 1940 and wero 
{5 percent higher than the price level at the outbreak of war. 

.k number of factors waro responsible for fall in price from 137.7 
l December 1939 to 115.2 in March 1941. In the first place it was a 

,octi'n against the undue optimism generatad by the outbreak of war. The 
irospects of a lirge d)mand did not mterialliso. The ;proinpt institu
,ionsof price controls and fears of increased Government control of 
iricos coupled ,ith other contributory factors such as restrictions on 
bcoorts, exchange control and prospects of a lineral jute crop also i
.uonc,)d the price level. .ilso duo o w r fears, eople withdrew money 
Irom the credit structure of the country and locked it up in gold and
 

lvor. as the dealers did not buy their usual stocks of com-oditios but 
ckod away their money instead, prices were bound to slump. 

.i)Movenent of Pri,....L_Aprill l to Septomber 1945: 

From -tpril 1941 to September 1945 i.e. till the cessation of hosti
.tis pric-s in India showed an alsmost continuous increase and by Sep-
Iimbor 1945 they had reached the level of 242.2. Having touched the level 
f 241.4 by June 1943, prices showed a small decline and remoined stabi
iscd at about 237 but since July 1544 there was an upward turn so that 
Y the beginning of January 1945 the index had re ched the peak of 250.3
here ifter prices again showed a decline to 237 in July 1945 and finally 
he war ended with the General Index of wholasalo prices at 242.2 

brini 1941-42 pricis rose by 22 points or 18 percent. 'hilo the price
'Food and Tobacco' groue st-dily increased from 1.08.1 in rch 1941 

o 132.9 in iarch 1942, tho index of other agricultuL'al coni,.ioditios after 
Izi,_''froa 102.9 in arch 1941 went upto 150 in Ooptoniber 1941 and then 
y Miarch 1942 declined to 2-16.8 . The mo nufacturod articles after rising 
v 166.3 in September 1941, fall to 157.8 in December 1941 and reached
 
62.5 by March 1942. The price indices of chief articles of export after 
Daching 147.7 in September 1941 daclinad to 138.7 in Xarch 1942. 

The year 1942=43 nwikos a definite shift to a steo-dy nnd stoop rising 
Ico 'Dy all coinoditi-s. Prices of all articles increased practicallyr -onth and by the end of the year the General Index h?d gone up by 
?.h roints or by 47 porccnt over th, level of Aarch 1942 in which year 
o zrices were on the increase. This period may rightly be regarded as 
o of inflationary prices. The Report on Cirrency and Finance for 1943-44 
imarioses the position in tho-,o w'rds. 2," the -nd of IC 2--'3 
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cumulative effects of wartime expansion of curroncy, the rise in the
money incomj of a larger ?ortion of the coanunity to gethor with the
reduction in the supply of consuer goods, had in the absense of an ad
qua to system of controls on distribution and prices and of machineryto absorb excess purch.sing power, resultod in a lirgo increaseliving coztu in theand price levols. This was further ag ravat d by the
hoarding of es ential coni.odities on a larger s;:le, profito ring and
specula tion'.
 

Tho movement of pric~s during 1943-44 revols the offocts of con
trols in not only arIesting the uprard trend but in effocting some docline in prices. The GonerB1 Index which was 227.9 in :Lril 1943, roseto 240.3 in October 1943 and then decli:n'd to 236.3 by 11.i'ch 1944. Therise in the price of food, ains till tho end of Novem-ber 1943 when itro chod 303.1 was because of a serious shorta e in any of the dficit-reas like Bengal and Trav:'ncoro Cochin. The doclino later in the pricesof focdgrains and other agricult.1rrl coa'odities woro m~inly duo to Govom.::ntls measures for th? regultions of food pric3s. The index of'industriel raw matorials steadily rose fron 172 in .I-,ch 1.43 to 197 i,;tarc!. 1944. Prices of aanuf'cturod nrticles after touching 259.5 inJuly 1943 grodually fo1 to 252.3 in March 194L. 
it was causjd by thev3rious stabilisation m',sures introduced under a'ihoc control orders andthe comprohcnsive Hoqrding end Profitering Pr',vontion Ordinance intendodto re- ulate the nroduction and distibution of corLinoditis in comzon use,as vTll as the inciden, e of releases of larger sa plios for civiliansuiption and conincraesed i:mports of co,-::odities such es drugs and foot

wear and and
iron steol go-ids. 

The index number of wholesalo prices during 1944-45 a7ora od 244.2'sholring a rise of 3 orcent conara!ble to an incroare of 33 percent end25 percent respctively in 1943-L9, and 1942-43. The indox rose232.1 in March 1944 to 245.0 in -ugust 914 -eclined 
from 

to 243.4 in September
,and October 1944 and then rose u,: in the next throe *Lnhs that by.J.,nuary1545 it had touched sothe peak of 250.3 Lin the last tlz': -onthsth, inde.x doclin d nd at he en1d of Yarch 1945 stood at 247.8 - 15.7points or about 7 percont hi-hor than that in i',rch 1944. This trend is1o tic ;ablo in al iraort4nt coa.&oditios. rhe risc in prices by ao:ut 16
toilt5 during th) 194s45year indicates tn:-t the forcosthat -orc pushingPric-'s trnwardu we:oro still active and but for tho iDositioi of controls,

prices oald have ruled much hi hor. 
Lkring ..pril 1945 .ugustto 1945 the General Index declintd fromP7.8 to 241.1 . --horas the ,)rices of frood articles ,Tont up from 234.1to 239.4 and of raw ri-trials fro'i 208.7a-ricultarUJ coi:,ioditi.,s to 210.8, the index of othorfell from 273.8 toanlif-cturod 268.0 . The index number ofafticlos also declinod due to improvement in overall supply 

t.osition following larger iaportsDvorall and 2rger indigenous -)roductimn.donand of dofenco fo.rc)s en indian The 
... :d of war, roauction also dcclia-d.thus sair tlho geral price level at about 2 1/2 times of

hat 'rofalont in the begilning.
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Monthly Inde& Number of Wholesale Prices (Base Aug. 

1939=-100) of All Commodities during the Second 
World War (August 1939 To August 1945) 
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C-JoTER II
 

POST PRZZS _(UJo__o 19 

rho war came to an end i- tugust 1945. The lost war period tnay
 
conveniently be divided into throe 
parts. (1) iocpto-fber 1945 to October 
i.e. before the nolicy of decnntrol. (2) Novomber 1947 to Seotcmber1949 when the exp 'riment of decontrol caused prices to so'r high. (3)

September 1949 tr .pril 1951. 
 This includes the devpluati~n of rur e

ind the outbreak of Korean War. 
 By iid "pril 1951 prices hd rcached
 
tho peal level.
 

1. Prices from 4to October 1947: 

after the teriLnatin of th%,war pricos tondecr to Lovo steadily
upwards. Zxcept for a z1ig~t f-11 in th-j prices of raw mat-:ials n d.ianufactured articles, all other prices showod a rise. 
 PricC wero more
 
or loss stuady upto October 1945, but thoreafter they -Tent on risinr.

By March 1946 thi Generil Index hd gone 
uo fron 244.1 in -ugust 1945

to 253.2 i.e. by 9 points or 4 iorcont. Tho index of F)od .. rtic',s (thc

series :,ith lass '.aso last week of 
August 1939=100 os st.ertnd in Fobruary
 
1944) also aiovod up from 239.4 to 244.0
 

Daring the year 1946-47 prices rose much hi 'Zer. 2hu t blo indicates
 
that whorcas the P.vorage rise in the Gencr-l Tadox in 1945-46 
 over 19' 4-45

!'as only 1.3 points in 1946-47 it shot up 
 by 30.5 ooints o' 'ey 12 porcent
 
over 1945-46.
 

The rise in tho-indcx number -.as steady and persistent throughout,
the pace being relatively hiher after ooptomber 1946 foio,,Ting the 
r'laxation of so.ie of the controls. The r.xijum res bcordoriao 
'index nu,-ber of the chief articles of ecport it moves up by 60.4 

b"th 
,oints

for by more than 25 percent. rhe increase wos not 6 nfinod to any one

Eroup but all groups, without exception, recorded rises. iho gonoral index 
stood higher by 36.4 points or 15.5 percent. 

The Econo.iac .-dvisors zoneral index, When decontrol wrns decide(d upon'inVovombor 1947, stood at 302.0 i.e. a'-cut 9 -oints or 3 );I'rch 1947 figuros. rho indox 
- c' over theof food ertiel.s, by .ien, a. d icve,' u. by 

15 points, of industrial raw .aatrials by 21.7 points, of sohi-,i,vauf:ctared
;rticlos by 3 points while the miscellaneous groip h-.d f.,llon by about 7 
oints. This was in consonance with the general rising tondency wrhich hadocomne so prominent in th oprec ding year, but in comearison to tha )xtent
o. ri o in 1946-47. it may be said th t the pricos -e:o to ,ding to staoiliso. 

trThe upward trend in pricis, after tao cosation of' hcstillties was61tiroly contr-ry to ee ,ti-.s. Instead of the devolop::cn.t of gcnoral 
T
LI'lln, or nJp to the cez,-atiea of the -ar e;,.nrituro of t,. order:- of tis. 

C.UU Crores and ch- dryin up of the incomo sti-,a,, the oCtLI-i course offrices proved to be highly inflationiry. 
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Index Nwumber of ,holesple Prices in India 

SOURCE: Report on Curre:ncy & Finance 1946-47 

mar Manufac- JifIndustr

.onth & .%r. Co-rio- Primary tured Artof Gon. Food ial Raw 
Yo-r ditios Commodities i.rticls Ejxport Iidex .rts. Materials* 

,1V44-45 265.4 240.5 258.3 243.9 24'..2 232.9 

145-46 272.6 246.2 240.0 248.9 245.5 237.0 249.8
 

S46-47 313.8 
 280.0 259.1 296.8 275.4 256.8 316.3 
.)ril 46 294.3 256.3 240.6 262.8 252.7 244.6 232.2 

14iy 46 2.9.3 259.6 239.2 266.7 255.0 242.6 271.9
 

Jano 46 302.8 270.5 240.0 279.9 263.5 245.5 290.7
 

uY 46 303.8 275.7 250.5 289.5 270.1 248.2 296.1 

!ig. 46 303.5 277.3 250.2 291.2 271.3 252.4 297.0 

5bt. 46 303.2 277.7 248.6 289.0 271.1 253.6 292.9 

ct. 46 321.7 286.9 262.9 303.2 231.5 255.1 303.5
 

ov. 46 336.0 293.6 
 275.6 313.4 289.6 262.0 354.0 

Poc. 46 326.0 287.5 277.8 310.7 285.4 263.2 348.5 

$an. 47 314.6 284.5 279.9 313.4 283.5 276.0 343.3 

!ob. 47 324.8 291.1 277.0 322.6 289.2 275.4 352.1 

!.'cn 47 335.8 298.1 274.3 327.4 292.7 2713 362.9 

* A new serios, figuros for which are available from March 1945 
,aso yor ended migust, 1939=I00) 



-7-

In - , rt ijst-ano the very basis for the exp-.ctod do'mi, rd 
u:.;nt of ,rices n1y be doubted. Of the totl outlay of the Central 

-),rcovirablo war eX. enditaro h-d boon nec "--ar.ly purely
.a] ". , --, n1 it w .s minly owi.ng to this oxponditu.'o that the war

ti:.. infl , : h -d dvoloped and the total a.-ount of notes in circula
.:.: ,1 ly h..id increased zovorJ.l fold. During 1944-45 

aid 1 45 46 .ho zricos remained stody inspite of increase in the note 
-.- i .". t:o to the war tim.e controls on the one hand and the hoard

c-" cf rr.,ncy on che other. Thus this 1.art of thu Govern:icnt outlay 
•, l roady cn,ated a latent p2urchasinz eouor, which at the end of war / 
,,rlc,-, 	 wts .:CLM- to ini'inge u:,?on the availble supply of go ds and 

.vic os tan m .s oxpendituro could not bringo cassation of rocoverablo 
abot a dorrussi~n or slunap. It had olready soini the se..ds of inflation 
w.ich ,iad ,) :n ket in check fromi tising still further. 

Pis period roerosonts that ph ;sc of inflation which is character
SI:A by t -o i!tivisatin of the latent forces g.norated by the excessive 

'- c.:rroncy during the w r. 

* 11. Fri.o v',v,anont from November l_97_to i4rch, 4 - (The cm,,riment of 
decontrol) 

1" ',.o -. inportant events of this period are (i)pnrtition :.-nd (ii) 
dLcontrol. .,lthough the partiticn of the country was decided uppn in1947 --n of uctod in . ugust 1947 yrjt its effects began to aani~est 

t:. .-niwvos ator and exorcised their influence in this period. The 
p 1:c:- of C-r.-ral decontrol began in 1ovo.lfbor 1947, but it h-ad to be 
ruvorsod at thq ond of 1948 when 6ontrols h.d to be rei ,osd. 

.	 '..f rtition:

rho 	 r test harm that partition did to th ocono,.y of India was 
* 	 Yt it cIt cross the economic anity of the co-intry. L,\,en before parti

, Li, :' s dedficit in foodgrAins ,'ich was further ag" av-,ted by 
•Xo 	 rtti n. The larger )art of P,.-kistan's land enjoyed irrigation 
,- i~t1i-,5. yihilo 45.2 percent of the not sowm area was then served by 

S;'-.;:ion "-;rk in Pakistan, the corres :ending porconta: - in Indian Union 
*.. l. .Lrcent. Partition c:,used defici ncy of bvo import nt ra-i 
i '...rials f..r india i.o. jute and cotton. .iso ,artition hid the further 

i!fTct of increasing India~s defense oxpondcituro. 

T.*is partitioIn caused.a serious siorta~o of foodgrAins and raw 
.':hich vere vital to the 3cono,.ly of India .nd contributed to 

-,-oraoning of the price situation in the years to come. 

-Art-r the terr nation of hostilities, the prices in India kept on 
i:ng .ndth3 rise was particu.arly 'ronouxced during the yeoar 1946-47. 

-Irfh' 47 tY~ur.h r..e 'f incr, .o harig t- ,om m:t:.-.,nt'p -.	 slack 

http:3cono,.ly


nod yet the upward trend was still noticeable. There w s a fairly acute
 
horagO of fodgrains, the industrial production was on the docline and
 

, to transport botle3ncks the distributive system did not -ork efficien-
A1. rices.and cost of living tended to 	chase each other. 

iw.uo to Inter-State restrictions on the movement of essential coxsno
scarce areas. 

prices in surplus areas were different 
from those of 


L ots, not free from defects;India wasalso tho administratiun of controls 	in 
also felt that controls 

it lod to corruption and black marketing. It was 

the abnormal circumstances created by the war jignt havo bon necess;ary in 
two 

t tuhero .ias hardly any justification for their continuance after 

,he war. It w.-s also believed thot the controls jarn- of tho cosration of 

rt or~ly hamperod production but caused the prices 
to rise by creating arti

iciAl scarcities and encourage the producers and tradnrs to hoard goods 

w-s arguod that if the controls could be 
rd gain by speculation. So it 

prices of all 
d and the normal trade channe-ls allowed to functionC:1ov 

scarcity will disappear.
6 -intial co:,ioditias would tend to 	fall and 

their policy of gradualend of 1947 Governnlent announcedfowards th 
econtrol in regards to foodgrains; earlier the Government hed freed pulses 

nd later decontrolled
vi i iir from production ,nd distribution controls 

>t'on, co~ton cloth and yarn. 

* ,3Ctc(s after decontrol: 

so high that the controls wereD-;control caused the prices to soar 
1 ontrol was first applied toi.:d at about the end of July 1948. 

The effects of decontrol and ro
-" 


.Jth ani then cotton and foodgrahis. 


,cl aro illustrat d from the following tab:les: (pae 9)
 

table that 9cono:iic Advisor's general indexIt will be soon from the 
at 302.0 increasod sharplyAch, before, docontrol in November 	 1947, stood 

July 1948 - in increase of 29 percent.1l iL raiched the peak of 389.6 in 

Ill the com-iodity gro.ips prices rose. Food articles rose by 32.5 percent 

r..:f c-rs by 30.7 percent, industrial raw materials by 19.1 percent and 

m l1aneous group by 16.6 percent. The coraeodities whose prices rcoerdod 

U -,ii rise wore the decontrolled ones. Thus cereals in the food.,v'z; 
Dup showed an increase of 49.4 percent, oilcakes and cotton yarn in the
 

and 76.3 pe±cent respectively-A---l:ufncurod articlo.,group of a,.l percent 
and fibres andS ilus Jn the manufactured articles group of 42.5 percent 


L;, .': i the industrial raw material group of 30.5 and 9.9 ros-oec ively.
 

•..ra result of the measure of recontrol adopted at the end of July
 

P? the wholesale priced index, which had soared to 389.6 in Uly 1948, 

*-	 too2 312.9 in August, and after moving narrowly around this level upto 
u :,-r, Lundod to decline almost continuously during the succeeding throe 

It s toching 370.2 in ..rch .949 a decline of 5 percent over the peak-

'el raiched in July 1948. Except industrial raw materials all group
 

. c3 showed net decline. Textiles and cotton yarn fell by 17.7 and 
,"-'rorspectively. 

e was very small s compaed to previousi- lpiey 


index. 1n '.!..trc1, 19 9 L 370 	 .5 rcnt 
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Movement in Price Indicoz . ,:' *,c 
(Base: Year 

: - verber 1947)
cembe 1947 

E: Report on Currency & Finarntc ]Ic!A-. '72 

incr,:.
(+) or 2c-

% increase (+) 
or decrease (-) 

crease (-) of Col. 5/3 
troup Nov. 47 ar. Ju48 8 of Col. 3/1 March 49 

) (2) (3) (4) (5) (6) 

jrt.c es 294.8 347.1 390.7 + 32.5 376.5 - 3.6 

roals 317.0 406.9 473.9 + 49.4 466.8 - 1.5 

i1jes 573.0 362.4 440.3 - 23.2 445.4 + 1.2 

-r3 220.3 259.4 269.9 + 22.5 246.1 -. 8 

*trJ.o Raw 337.9 397.7 49.9 + 19.1 462.8 + 2.9 

S.Vr.z 355.5 403.9 464.1 + 30.5 458.5 - 1.2 

474.0 432.8 521.0 + 9.9 562.6 + &.0 

: r-,.Ls 292.2 309.8 301.6 + 3.2 320.5 + 6.3 

r.-. 327.5 351.0 335.4 + 2.4 363.6 + be4 

'_f.U'actured252.5 285.8 338.2 + 33.9 322.4 - 4.7 

" *r 299.6 285.9 313.7 + 4.7 305.8 - 2.5 

ir1-1 Oils 147.8 167.0 179.1 + 21.2 187.9 + 4.9 

'.ble 0ils540.3 430.7 547.9 + 1.4 577.9 + 5.5 

I'cu Yarn 294.6 373.4 519.4 + 76.3 425.5 -i6.l 

140.8 167.7 168.6 + 19.9 170.L + 1.2 

202.8 413.2 403.8 + 99.1 394.2 - 2.4 

234.0 225.8 215.2 - &.0 255.4 +16.7 
|J'r4rd Art.283.2 324.3 370.2 + 30.7 329. -11.0 

* * 319.8 374.8 455.8 + 42.5 375.2 -17.7 

...irl'oducts217.C 239.5 239.8 + 10.5 247.5 + 3.2 

, 230.1 96.. 271.0 + I 27!..4 + 0.5 

--- 460.8 448.7 537.3 + 16.6 515.2 - 4.1 

iLIFIJ. 302.0 340.7 389.6 + 29.0 370.4 - 5.0 
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.' ".'"re.control level and by 8.7 porcent than March 1948. apartt**. 
r. t~:s-::ro h~s also b on a con.i'-rablo widening, during 1948-49, 

.-. j, ,ties of Indian price levol, as compai'd ,,rith those in 
.. rxi U.j. to In 4rch 1949, the price level in India (Base 1937=100)
W ,I ,rc.nt and 189 percent rcs*>ctivoly of the prov.iliing levels 

in .. j.s..%., the corrosponding pcrcontago a year ago have boon 

,... lcvtwr at, 10 and 171. 
tor Css of Riso in Prices: 

... o. iis decontrol other f'ctors also contributed tovrards this rise 
Ln ,r~cts. Totil lonoy supply tonded to remain stable during tho first 

;'x -'t" the s-cond half it spurted up,'.-. cf 1947-48 but during 	 sharply. 

. first half of 1547-48, monej sulr receded by Rs. 70 croros 

to rz. 2140 croros at 5ho end of Sopterfor 1947 bat in the lator half of 

I,7-1 it rcordod a sharp rit:c of Rs. 176 cros or 8 porccnt. this 
r Art"" .. :r to heavy govornaiental outlays folloviing the partition and 

. y to th idoning of free sector of internal trade following the 
uf -ocontrol in Docembor 1947. 

.qo first two months of 1948-49 viz ,pril and May 1948 money 
k, l:, :.ono by Rs. 48 crores reflecting .:iainly a contnuance of thz trend 

t. 	 us,.oduring the previous year. But during June to September 1948 
. .-ic.d by Rs. 70 crores. It was in this period that the prices 

S 	 r ,'cni: the decontrol peak in July 1948, began to decline owhig 
.. - of controls.,-)osition 

Diring thotwo years 1947-48 and 1948-49, on acco..nt of tho heavy 
o. ". e.xpendituro and the exponsos incurrod on the food subsidies and 

.'a,%-ns of refugees, tho budgot of the 6anteral Govorn:ont both 
r.-' r:.* and capital account showed doficits. 

: . ?rcdict._ion:
e , 

C! tOp of the policy of decontrol and increase in the c ,sh balances 
tI' !:ublic there Trs an ov~rx,.17 decline in .%nricultural and indus

-.. ;.r. .'c~ion especially in 1947-48. 

'i.!,contin .ed rise in the cash b:,lancos 6f the public, .lso prosu.ably 

: / 	 of th, free of int3rnal* ~. y,the grdual widoning 	 sectur trade 
) 'i::;, 	 the of inflationaly conditions ,"!,control iidictos enrsistenco 

t.. ' i1y to thell%. in .- is indusrial prot i agricultural s ,roll 
,v. is roflected in a continued rise durin- the year in the 

' *• , 	 :Sce level and living costs. - (Report on Curroncy ,nd Finance, 
a.. L 6). 

t .. twO im)ortant events tht chractgrise this period are (i) do-

S - ..... . ..... ...... .. ... . X q ..' . .,'-Ls a 

I I I- I I 	 " 1 - - - - I-- fl-1 LL 

http:ov~rx,.17


• -itinuous and parsistont rise in prices which gathord momontum after o outbreak of Kor3an idar when the price levol reached the .oak in Mid
,ril 1951. 

•j ' s Upto Sep 1teibr 1949:
 
-ispointed o~r)ior in 
 the later hlf of 1948-49 prices tended tocade from the decontrol peak reached in July 1948. The general indexj :bor in March 1949 was 370.2 as compored to 339.6 in July 1948. Butj.i s slight improvomenat w s shortlived gan for in April 1949 prices againto rise and continued to rise till Oatober 1949. The general indexr,':,d up from 370.2 in March 1949 to 389.8 in Sep onb)or 1949 i.e. thiuik level of post-decontrol reached in July 1948. 3y October 1949 thelonoral Indox hnd gone up to 393.3 - a rise of 6.2 percent overLrch 1949 level. The novemebt of individual co~i,:odities ,ill be 

the
evident 

. on the following table: 

Index Numbeor of i.iolsalo rico In India* ('.pril 1949 to October 1949) Bise 1939=-100
 

V22.CL: Report on Currency & Finance 1949-50, State-iont 13 

vood jrt Inutra , iTnth-i.5 -o TWJJu 4--t---,ut{iSi an uc'actur- :idscel.!_Go-ner~al 
U. r i6lds raw 2at. facturod. d.rt.. nbous.Indox 

hch 1949 376.5 462.8 322.4 329.4 515.2 370.2 

pril 1949 373.8 462.8 325.2 
 347.0 528.5 
 376.1
 
-, 1949 377.0 463.8 324.5 347.1 526.1 37?.1 

381.6
uno 1949 L5 9 . 7 326.3 349.2 502.3 373.3 

,Y:.Y 1945 395.9 445.4 326.7 344.7 535.1 30.6 

Dg. 1949 410.6 46o.5 330.8 348.6 541.6 339.0 

r, :.19"9 ,o.D43.1 3)5.0 351.4 547.1 335.3 

194910 406.8 477.9 332.2 352.6 58.8 393.3 

r.Iring theO.eriod -:)ril-Octob.)r 1949, all"j.. showed an increase. tho constituent group'Food ..rticles' rose by 8.0 percent, In'*srill hMtorials by 3.3 percent, Soi i£'nuf icturad by 3.0 -ercent,: 'fr trtiales by 7.0 porcont :nd isceliaeous ',roup by 14.3rrht,The jurip in the ,rico index in Octobur 19-49 *"y b":,,
( xtoet to devalua.tion. It is, of courso difficult tot scortain

1 .-0 h0" much of this rise ilas in continuation of the upward trend in 
',.- . 1'*;1dy in force -nd hor Mulch of it WS l- t fi' !

'cCj aooldin kepping the pricos steady. In two months, 
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ivember and December 1949, the general index had fallen by 12 points
 
3 percent. This was due to the reduction elfected in the controlled
 
ces mainly in those of foodgrains.and partly in those of the manu

tctured articles. This will be evident from the following figures.
 
SI 

Index Number of Prices October 1949 - March 1950
 

URCE: Report on Currency & Finance 1949-50, Statement 13
 

Food Industr- Semi Manufac
J,r & Arti-
): t dhclesF 

ial Raw 
Mat. 

Manu-
factured 

tured 
Art. 

1iscell-
aneous 

Gen. 
Index 

n. 1949 406.8 477.9 332.2 352.6 588.8 393.3 

;v. 1949 405.1 472.4 333.9 344.2 612.0 390.2 
°J-.
 

c. 1949 374.1 477.6 334.1 343.8 609.8 381.3
 

&n. 1950 379.1 486.2 335.5 344.6 614.9 364.7 

lb. 1950 395.3 493.3 338.1 346.5 632.3 .392.3 

.rch 1950 396.2 490.1 338.2 347.4 630.6 392.4
 

As compared to October 1949, in December 1949, he prices of food
rizins fell by 32.7 points or about 8 percent and of manufactured articles 
f r.bout 9 points or 2.5 percent. But soon the effects of dev.luation 

1, to assert themselves and the downward trend in prices was reversed 
Januiry 1950. By the end of March 1950, practically the whole of the 

h:rovement of the preceeding two months was lost. The general index 
Dvd up from 381.3 in December 1949 to 392.4 in March 1950, and the 
Ie was in all the constituent groups.
 

The next increase in the general index during 1949-50 was 6.0 per
relative to the level at the close of 194b-49. The corresponding 
. es in 1946-49 was 6.7 percent. 

The main event of 1950-51 which affected prices was the outbreak 
r ,orean War in June 1950. The upward movement of prices after devalu
tic- and particularly after June 1950, continued during the first quarter 
f-51 Lut the general index had moved up from 392.4 in March 1950 to 

1 15.6 in June 1950, thus recording a total r-se of only 0.8 percent 
. ". rch 1950 and of 1.7 percent since devaluation. During the period 
-l'l-June 1950, food articles rose by 1.7 percent while the miscell

group rose by 9.7 percent. 

c:.. K: .r w:c ri.c t:, :ud&n, zi.ir u. ativV 
,arding activity. The shortage of essential goods resulting from 
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stocking coupled with heavy outlays on re-armament programs generated

boom conditions and freeh inflationary forces. ithin a month of the
 
outbreak of war i.e. by July 1950 the general index rose from 395.6 to
405.2 or a rise of 10 points. With a view to hold the price line, gove
rnment took stmps to relax import controls, and nrevent hoarding of food
grains through the amendinent of the Essential Supplies (Temporary PoersY

Act, 1946. Export duties were increased. 
The acnoral index had increased
 
from 405.2 in July 1950 to 412.5 in September 1950 - a rise of 7 points.

The measures outlines above had some steadying influence and by November

1950, the general index had declined to 410.9 . In the next 'wo months,
however, prices again moved upwards and 'y January 1951 the general index
 
rose to 414.3. 
In the last two months the upward course becamse more pro
nounced, specially after the intervention of Chinese in the Korean War

and the index touched 438.6 in March 1951 and the all time peak of 462.0
 
on April 14, 1951. Thereafter prices began to decline.
 

Other contributory factors to the rather steep rise in prices in
 
this yeer were the rising import prices, Also due to natural calanities
 
there was a loss of foodgrains in 1949-50 to *he extent of 5.5 nillion
 
tons. 
 During 1950-51, thc production of cotton textiles, jute manufactures

and sugar also declined chiefly owing to the scarcity of raw materials.
 

For the last two y2ars India was having a highly adverse balance
 
of trade. 
In 1950-51, to improva the balance of payments position, exports
weore much encouraged while i ports were rrduced and he two sides nearlybalanced. But large exports of cssential com-odities like cloth etc. caused
 
I great scarcity of commodities in the country and helped the upward move
ment of prices.
 

Also during 1950-51, money supoly with the public as';owed pronouncedriso bf Rs. 99.2 crores, in contrast to decline of Rs. lb.4 crores in 
1949-50 and Rs. 43.3 crores in 1948=49. The incrcase in money supply had
its effects on raising the price level by 11.8 percent during the year

2950-51. 

Following the Korean War prices increased not only in India but in

i important countries. 
 In India the rise in prices was less morked.
 
us between June 1950 -adApril 1951 prices rose in India by 16.6 per

-.
nt as avainst 23.9 poreent in Auslralia and 16., pcrceft in U.S.A.
 

Prices during the year 1951-52 behaved ac follows:
 

(Graph on next page.)
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Monthly Index Nwrber of Whclesale Prices (Base: August 1939=100) of 

all commodities in the post World War II period (September 1945 to April 19. 
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CHAPTER III
 

Price Trends DLrin 
The Three Plan P~riods
 

The annual average weckl general index of wholesa53=100) at 165.1 for the year ended e prices (1952-Lrch 1966, recorded a net rise of
 
47.7 percent over the fifteen years covering the three plans. The indexfor 1950-51, which is the pre-plan year, stood at 111.8. 
The movement
in prices during the fifteen years was marked by four distinct.phases.
The first phase comprising the period 1951-52 to 1955-56 i.e. the period
of the First Plan, was one of decline in prices of 17.3 percent. Prices
rose by 35 percent during the second phase (1956-57 to 1960-61) which was
the period of Second Plan. 
There was a relativre stability in the first
two yer.rs of the Third Plan which constituted the third phase of the price
movement. 
During these two years the annual average weekly index of
wholesale price ro3e by only 2.4 percent. 
In the fourth phase, comprising the last three years of the Third Plan (1963-64 to 1965-66), the rise
in prices was of the order of 29 percent. 
This phase of rising prices has
 
continued through 1966-67.
 

Trends in wholesale prices during 6ach of the three Plan periods are

indicated in -he following table:
 

Change In Prices During Plans 

First Second Third Percentage Change
 
Plan Plan Plan 
 in the Index
 

All Commodities -17.3 +35.0 +32.2 +15.7 
Food Articles 
 -23.0 +38.6 +40.7 
 +18.4
 

Liouor & Tobacco -17.8 +35.7 
 +24.3  4.6
 

.7-hel, Power, Light 
+ 2.8 +26.1 +27.5 
 + 5.3
 
& Lubricaints 

industrial Raw -24.3 +46.9 +30.1 +20.9 

,!anufactures - 3.4 +24.3 +20.3 + 9.2 

In contrast to the decline in prices in the First Plan, there was
z.large rise during the ten years covered by the Second nnd Third Plans.All the commodities groups contributed, though in varying proportions, totho rise in prices during these two periods. Comp-red with the trends in
.c Second Plan thE rise in pric;.s during tho Third Plan is somewhat
 
1.Wler except in the case of food articles.
 

A nor " .. .. , rr ! >'., . .-- . ' c , .. ,c>t ::i
.. ~~~~~.......• , . ., .,_..... .... .... .. . .. ... 
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Compound Rate of Rise in Prices 

Percentage
 

15 Years 10 Years Third Plan Period 
3950-51/ 1955-56/ 1960-61/ 1961-62/ 1963-67
 
1965-66 1965-66 1965-66 1962-63 1965-66
 

General Index 2.7 5.9 5.8 1.2 8.9
 

Food Articles 2.6 6.9 7.1 2.5 10.3 

Industrial Raw 2.5 6.7 5.4 -3.2 11.5 
Materials 

Manufactures 2.4 4.1 3.8 2.1 5.0 

It will be seen that the rate of increase in prices was steep and
 
Eas concentrated in the Third Plan period and particularly in the last
 
three years. The pace at which prices increased during the Third Plan
 

~was the same as that during the ten years 1955-56 to 1965-66. Again the
 
annual ra e of increase in prices during the last three years of the Third
 
Plan far exceeded the rate of rise recorded either in the fifteen years
 
period, or in the ten years period as a whole. Thus, the steady rise in
 
prices which begLan around the colr-enceme t of the Second Plan, acquired 
the characteristic of strong inflation during the three years 1963 to 1965
66. It will be noticed that the compound rate of increase in prices of
 
food articles exceeded the rate of rise in the gencral index in all the
 
periods indicating thereby the role of food articles in the general price
 
rise.
 

An important feature of the price movement during Third Plan period
 
is the narrowing down of the range of seasonlity in price movements. An
 
analysis of the indices of two ccmmodity groups, food articles and indus
trial raw materials which account for about 66 percent of weight of the 
all comnodity index, for the period 1951-52 to 1965-66 shows that the range

of seasonal fluctuations in prices has been narrowing down more or less 
consistently over the period. The relatively smaller seasonal amplitude 
Of prices particularly during the Third Plan may be attributed generally 
to two factors: (1) price regulation by the government and (2)trends in 
domestic production and market arrivals. In the case of foodgrains, for 
instance, while short-fall in domestic output have generally resulted inr smaller seasonal declines in the post harvest period during 1961-62 to 
1965-66 the rise in the prices in the lean season has been dampened to some 
tztent by larger availability through imports or thxough release from 
COvernment stocks. 

An equally important factor which seems to have reduced the seasonal
 
'"'Plitude of foodgrains prices during the Third Plan is the regulation oft Prices by the goverrnment. Such factors as fixation of fl~or and ceiling 
Prices, better storage and marketing facilities in important 7roducing areas 

of -s,.t 



-17

of raw motton and jute.
 

Average of Amplitudes of Seasonal Indices (Percentage)
 

All Corn- Food Indus. Raw Ground 
modities Arti- Cere- Pul- Raw Co- Raw nuts
 

Period cles als sos Mat. tton Jute 

1951-52 to 1955-56 4.1 7.4 7.3 10.0 2.5 4.5 14.8 14.6 

1956-57 to 1960-61 3.9 7.4 7.1 8.3 2.0 4.3 810 13.8
 

1961-62 to 1965-66 3.9 7.6 6.7 9.0 2.1 3.9 4.9 13.1
 

It is clear from 
Ihe above table that the range of seasonal vari
ations in prices seems to have narrowed down to an extent in respect of
 
cereals and pulses among food articles and in respect of raw co+ton, raw
 
jute and groundnuts among industrial raw materials.
 

Another feature related to uhe narrouing sec:sonality in -rices move
ments is the stickiness of prices. From about the beginning of Second
Plan prices have tended to be sticky in the sense thot once having risen,
 
prices did not move down to the extent normally expected.
 

Seasone1 Variations (Percentages) in the Wholesale Price 

Index durinp 1961-62 - 1965-66 (Base 1952-53 = 100) 
 -

All Comm-. Food Arti-
 Cereals Pulses IndustrialPeriod odities cles 
 Raw Materiels 

19611 + !1.2 + b.2 + 5.0 + 4.3 + 0.5 

1961-622 - 5.8 6.4
- - 3.5 + 1.4 -12.6 

19621 + 7.0 +11.9 + 7.9 +21.2 + 3.5 

1962-632 - 2.9 6.3 6.3
- - -11.3 - 3.2
 

19631 
 + 7.8 +13.4 +14.1 +10.2 +5.3
 

1963-642 - 2.7 - 3.8 - 0.8 + 7.8 - 3.9 

19641 +19.9 +27.7 +55.5+29.5 +25.8 

1964-652 - 6.1 -11.1 - 8.4 -16.2 - 5.6
 

19651 +11.3 +14.7 + 9.0 +i0.6 +15.5 
1-965-662 + 3.9 - 0.3 ... + 3.5 -1.+2. 

1. Rcfers to lean season gonerally covor-ing the pcriod KIardh-Au L-t of 
that year.
 
.
 Refers to period of seasonal dcclino generally uovcring the months
 

AUgust-farch of the following ycr. 
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The combined effect of narrowing seasonality and stickiness of
 
prices has been to bring about a cumulative rise in the price level.
 

The persistent rise in the general price level indicates a basic 
imbalance between aggre ate supply and aggregate demand superimposed on 
this basic imbalance (which '.ecame accentuated in the Third Plan) were 
the moneytary faci.ors which accelerated the rate of rise in prices. The 
following rable shows the relative growth of net national expenditure at 
market alongwith the growth in the net national output at constant prices 
during the tIree plan periods. 

PERCENTAGE 

First Plan Second Plan Third Plan 

Growth in Net National + 6 +44 +50
 
Expenditure at Market
 
Prices
 

Growth in Net National +18 +22 +14 
output at Constant 
Prices
 

Change in Wholesale Prices -17 +35 +32
 
-(Base 1952-53=100)
 

* Actuals are available only for the first two y ars of the Third 
Plsn. For the remaining three years expenditure at market prices was 
estimated by using the ratio of money supply to net national exp'enditure 
for 1962-63. It is observed for earlier years that estimates of net nat
ional expenditure based on this ratio come close to 'he actuals.
 

In the First Plan the growth in net national expenditure was much 
smaller than in re-fl output, indicating thercby the expansion in ag-re
gate monetary demand was not sufficient to absorbe the incr.a.se in ovcrll 
supplies, particularly agricultural suoplies. In Lhe rcsult, the wholesale 
prices declined by 17 percent. In the Second and Third Plans, however, 
the increase in net national exrcnditurc ias much larrPer than the rise in 
net national output, while the increase in real na iornal output averaged 
4.7 percent and 2.7 percent a year during the Second and Third Plans res
pectively, net national expenditure rose at the rate of 7.6 percent and
 
6.5 percent a yeer during the Second and Third Plans respectively. In 
fact, in the last throe years of the Third Plan, the rate of rise in net 
national expenditure averaged 11 percent a year compared to 3 percent in 
real national output. Thus during 1956-57 to 1965=66 the gap between 
spending and real output widened steadil , reflecting the imbalance between 
aggregate demand and aggreg~ate supply. 

On the supply side, the growth of agricultural output, particularly
of foodgrains, which is of crucial impotance to the price situetion has 
been uneven.
 

http:incr.a.se
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•nves in Indices of Agricultural Production (Percentare)
 

1951-52 to
 
Fist Plan Second Plan Third Plan 1965-66
 

All Commodities +22.2 +21.7 - 7.4 +37.8
 
(+4.2) (+4.3) (-1.9) (+2.5)
.Foodgrains 	 +27.4 (+4.0) -11. (+2.6)+34.1(+5.3) +16.9 (-1.9)5 


,	. Other Agricultural +13.2 +27.3 - 0.1 +43.9 
-,-odities (+2.8) (+5.1) (-0.3) (+2.7) 

f 
 In the Fist and Second Plans agricultural Production increased by
 
-:r20 percenit, however in the Third Plan period it showed a decline of
 
'.4 percent, while the output of non-agricultural commodities fluctuated
 

, .t.cly, that of foodgrains showed a smaller rise in the Second Plan than
 
rhe First and declined by nearly 12 percent in the Third Plan. The
 
=1-ru
rate of increase in foodgrains output dnclined from 5.3 percent
 

n the First Plan to 4.0 percent in the Second, while in the Third Plan
 
!arise was coverted into one of decline averaging about 2 percent a
 
,r. Thus during the Third Plan, there was a substantial shortfall in
 

.::-lies of foodgrains and the gap in supplies could be filled up only by
 
t-pping up implrts. The share of imports in the tota'l sup ly of food
.dis averaed 7.5 percent during the Third Plan compared vith 4.9 percent
 
.j2.6 percent in the Second and First Plan respectively l/
 

As in the case of foodgrains, availabilitics of non-fo d -agricultural
 
-:-odities particulprly agricultural raw material like raw cotton, raw
 
to were augumented throigh larger imports during the period of Third 

; .'f l. 

The share of imports in the net national output (at current prices)
 
iged 7.3 percent in the First Plan and 8.5 percent in the Second. For
 
first four years of the Third Plan the average wrorked out to 7 percent.
 
the increase in imports relative to the increase in total! supo"lios
 

-; resented by net national output) Was smaller in the Third Plan than
 
'he Second. In the Second Plan while the ave-age net national output 
by 26 percent, average imports increased by 45 percent. During the 

.ryears of the Third Plan, however, imports increa-cd by 11 percent 
not national output increased by 3r percent. The smaller increase 

P-ports during the Third Plan is largely due to the severe imports re
':-tions imposed consequent on the persistent foreign exchange difficul

" '. Moreover, the availability of aid colld have only a limited impact 
° flow ofrconsumer goods, as bulk of the aid (other than PL 480) was 
I for the import of investment goods. 

:.-Port of the Foodgrains Policy Committee, September 1966, Ninistry 
If Food and Agriculture, p. 19 
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Share of Imports in Net National Output
 

Fist Plan Second Plan Third Plan
 

1. 	Net National Output2 9972 12478 16855
 
(Annual Average Rs. Crores)
 

2. 	Merchandise Imports3 730.1 1060.5 


(Annual Average Rs. Crores)
 

3. 	2 As Percentage of 1, 7.3 8.5 7.0
 

1. 	Four Years of the Third Plan
 

2. 	At Current Prices
 

3. 	Based on Exchange Control Statistics. The data relate to both
 
private and Government Imports.
 

Thus output and availability, the principal factors on the supply

side of the price situa.tion have tended to be less elastic in the context
 
of growing requirements. On the other hand the important long term factor
 
leading to a pressure on prices is the demand rising from a growing popu
lation, increase in incomes and the growth of urbanization.
 

II. Sectional Pric, Trend:
 

An analysis of prices of individual commodities or commodity groups

is useful in understanding inter-relationships between prices and their
 
significance to the different sectors of the econoy.
 

The price index of the group 'Food Articles' which accounts for a
 
little over 50 percent of the weight of the peneral index, declined by
 
23 percent in the First Plan. In the Second Plan and the Third Plan,
 
however, the index increased by 38.6 percent and 40.7 percent, respectively,
 
the annual rate of increase in these two periods being 6.9 percent and
 
7.2 	percent. 
A good part of the increase in Third Plan was concentrated
 
in the last three years 1963-64 to 1965-66 when the annual rate of rise
 
was 10.3 percent compared with 2.5 percent in the first two years. Con
sidering that the changes in the gen.ral price index closely follow the
 
trends in the prices of food. ains, trends in prices of 'Food Articles'
 
are analysed here mainly with reference to foodgrains prices.
 

Prices of cereals which declined by 20.3 percent in the First Plan
 
period increased by 38.3 percent in the Second and further by 41.8 per
cent in the Third Plan. The annual rate of increase 7.5 percent in the
 
T'ird Plan was more or less the same as in the Second Plan (7.2 perccnt).
 
.:-oever, a large part of the increase in cereals price took place in the
 
last three yeqrs of the Third Plan. Among cereals, wheat prices recorded 
a larger rise in the Third Plan than in the Secon. -r>' of ctl'<rricec 

. c u.t.-Qi, L o,:,poki of foodgrains, were in linc with those of
Whr:?t• 
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Annual Rate of Rise in Indices of Cereal Prices (Percentage)
 

Second Plan 
 Third Plan
1'56-57 - 1960-61 1961-62  1965-66 1961-62  1962-63 1963-64 -1965-66
 

Rice 
 + 6.8 + 5.6 + 1.4 
 8.4
 

Wheat + 5.3 + 9.4 ----- 15.6 

Jowar 
 +16.7 
 +12.9 
 + 3.9 
 15.6
 

Bajra +10.5 
 + 8.7 
 - 2.2 15.9
 

Cereals 
 + 7.2 
 + 7.5 
 + 0.6 12.6 

T5e substantial rise in price of foodgrains, both cereals and pulses
in the Second Plan and Third Plan reflect the persistent gap between demand
 
for supply foodgrains.
 

The growth rate of output of foodgrains, which averaged 5.3 percent
per annum in the First Plan, declined to 4.0 percent in the Second. 
In
the Third Plan, however, output of focdgrains showed wide fluctuations.
During the first four years i.e. 1961-62 to 1964-65, the increase averaged

2.5 percent a year while in 1965-66 there was a substantial dacline of 19.2
Dercent. 
 In the result, the gap betwenn output and demand widened particularly
in the Third Plan, necessitating larger imports.
 

Annual Average illion Tonnes
 

1 Estima- Produc-
 Gap Ixapo- Availi- Imports as % of

ted De- tion 
 (1-2 rts bility Availibility

mand (deficit)
f )(2) (3)- (4)_ (5) (6), 

Plan.'5-T..65.3 65.8 +0.5 1.8 67.6 
 2.6
(1951-56)' 

il Plan 75.5 75.2 -0.3 3.9 79.1 4.9
 
1956-61)
 

(1I Plan 90.3 80.5 
 -9.8 *6.5 87.0 
 7.5U961-66)
 

Col. 2 & 4, Report of Foodgrains Policy Committee, 1966 p. 19
 
Apart from the gap b...tween demand for and supply of fo7dgrains, there
"-other aspects of supply of foodg.ains which are important from the point
V--View of foodgrains pric--s. Generally speaking, foodgrains output has
 

~ lbject to a cycle of' rood -17-'- f cl 
 1' 7!..... 
. i. regard to the

i.1UCLcU.d.ions. Though there riere three good years and two bad years 

i 

http:Plan.'5-T..65
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in each five years period of the Second and Third Plans, the extent of decline
 

in output in bad years was much larger in the Third Plan (about 13 percent
 

a year) than in the Second (about 6 percent a year). The extent of increase
 

in output in good years, on the other hand, was much smaller in Third Plan
 

(5.4 percent a year) than in the Second (10.5 percent). These short term
 

fluctuations in ouiput influence the course of foodgrains prices consider

ably.
 

Imports of foodgrains played ah important role in moderating the rise
 

in prices of foodgrains in the Third Plan. Cereal imports which averaged
 

6.5 million tonnes a year, accounted for 7.5 percent of availibility (output
 

plus imports) in the Third Plan compared with 5 percent in the Second.
 

Wheat imports which accounted for 68 percent of total cereal imports, averaged
 
At this level wheat importw
4.5 million tomnes a year during the Third Plan. 


amounted to 40 percent of wheat output and was thus much larier than the esti-

But for the substantial immated marketable surplus of wheat (33 percent). 


ports of foodgrains, particularly wheat, prices of foodgrains would have shown
 

a much larger rise in the Third Plan. Wheat imports on a large.scale dampened
 

the rise in prices not only of wheat but also of other cereals. Apart from
 

restraining the extent of rise in wheat prices through increased availibility
 

of wheat, wheat imports acted as a moderating influence on prices of other
 

cereals by effecting a shift in demand from other cereals to wheat, the prices
 

of which were relatively lower due to subsidics.
 

Raw Cotton
 

Prices of raw cotton which declined by 17.3 percent in the First Plan
 

increased in the Second and Third Plans by 15.4 percent and 15.6 percent
 
respectilely. The annual rate of increase in raw cotton prices was almost
 

the same in both the Plans, i.e. arouAd 3 percentp but the year to year vari

ations were quite large. These wide fluctuations in raw cotton prices result

ed from the erratic behavior of output of raw cotton in relation to steady
 

trends in consumption.
 

In the Second Plan, annual output of raw cotton averaged 45.7 lakh
 

bales while consumption averaged about 51 lkh bales. Similarly, in the
 

Third Plan annual consumption of raw cotton was around 62 lakh bales while
 

Output at 52 lkkh bales fell fa: short of the reouircments. Thus the gap be

tween output and consumption which was about 6 lekh bales a year in the Second
 

Plan widened to 10 lakh bales in the Third Plan nec3ssi.ating lrjcr imports. 

Imports of raw cotton averaged 8 lakh bales a year in the Third Plan compared 

with 7 lakh bales in the Second. The increase in raw cotton consumption over 

the two plan periods was largely due to the increase in the nu ,ber of cotton 

Mills and in the installed capacity. (Indian textiles Bulletin, October 1966). 
1As a. result of the increase in the nwmiber of mills and spindales installed, 

Iy 

raw cotton consump ion increased at an average rate of 2.7 percent a year 

in the Second Plan and at 4.5 percent in the first four years of the Third 

lan. In he last year of the Third Plan consumption of raw cotton declined 

in production consequcnt upon the accimulation8 .6 percent following the cut 
of stocks.
 

, 'ir 3,S d Pl.nProduction of r-... c7++on . rr-tic m~ovt 
y o you.e . an t y of T total

I" 1~ed by two years of decline in output and three years of increase. The total 
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decline in the poor years was larger in the Third Plan than in the Second(30 percent compared with about 23 percent). 
 The total rise in output in
good years, on the other hand, was 22.5 percent in the T'ird Plan, comparedwith 63.8 percent in the Second. This two fold effect on prices ws moderated to an extent by imports of raw co ton which averaged about 7 l-kh bales
and 8 lakh bales in the Second and Third Plans respectively.
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Percenage change in the wholesale price index of 
major groups in First, Second and Third Plan (1952-53*100)
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Effects of Drought on Prices in the Affected States
 

1965 was the worst y~ar for Indian Agriculture. India experien
ced a worst drought of its kind in recent years in 1965, resulting in
 
substantial dansgo to 1965-66 crops. The production of foodgTains in 
1964-65 was 89 million ton.ies. So ir 1965-66 the short fall in pro
duction of foodgrains was of about 16.7 million tonnos. All major crops 
shared this decline in production. The production of wheat and rice 
declined by about 22 percent and 13 percent respectively. The pro
duction of food,-rrins in 196"-67 did not improve much. It showed a
 
mprginal rise of 2 million tonnes and was 14 million tornes lower than
 
the record l:vel of production of 89 million tonnes in 1964-65. Alto
geth,;r there wos a decline of 31 million tonnes in production of food
grains over the two years 1965-66 and 1966-67.
 

Weather conditions have fortunately been ouite favorable in 1967-68. 
Apart from wcathcr conditions, other measures taken to b..at the drought, 
it seems are now being rewarded. According to the latest estimotes, the 
production of foodgroins durng 1967-68 is expected to be about 95 million 

In view
tonnes--6 million toniles more than the bumpcr crop of 1964-65. 

of this sup.ly position is now likely to ease considerably.
 

In 1965-66 because of the decline in production, prices of cereals 
moved up by 6 percent and prices of pulses showed a marginal decline of 
2 percent. But thk;z second successive bad year caused the prices of cereals 
and pulses to rise by 18 percent ar-d 22 percent rspactively. With the 
arrival of bumper crop of 1967-68, the prices of cereals and pulses are
 
now declining.
 

Rico:
 

In the first half of 1965 the monthly wholesale price index number
 
of rice (1952-53=100) showed little variation. But beca-Ue of the drought
 
in 1965-66 price index from June 1965 s irted rising and by December 1965
 
it h? d gone up to 147.1 from 125.4 in Juno 1965. The rate of rise in the
 
wholesale price index number of rine wos further accelerated in 1956. As
 
1966-67 cropo, too were not satiof, ory, -ne price of ricc kept on rising 
throughout the croo ycer. The wholesale index rose to 174.4 by December
 
1966 from 150.2 in January 1966. So in the calender y_-sr 1966 the whole
sale price index of rice rose by about 16 percent. In January 1967, it
 
,as 160.4 but by August 1967 it touched the all time peak of 230.0
 

The expectrtion of a bum4er crop in 1967.-68 Pnd the availability of
 
imported rice caused the wholesale price index of rice to decline by
 
December 1967 to 192.5 from 230.0 in August 1967.
 

Che-t: 

In case of wheat the wholesale price indeg registered a decline in
 
the first half of 1965 as a result of the bumner crop in 1964-65. The
 
monthly wholesale price index of wheal (1952-53-100)*whch in January 196s 

.0.L)1.2 caeciLned by Junc 1965 to 131.3 . So in bhe first half of 1965 
the index declined by nearly 20 points.
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The drought of 1965-66 checked this downward trend. The wholesale 
price index of wheat rose by August 1965 to 144.4 and then it again de
clined in October and November and by Docember 1965 it was 139.4 -- 11.8
 
points lcss than whet'- it was in January 1965.
 

In early 1966 the index drop: cd from 140.7 in Janucry to 135.1 in 
April 1966. After that price index started rising gradually. But the 
failure of crons in second su':cessive year causcd the prices to rise at 
an accelerated pace. Fron 147.0 in Septerber 1966 it want up to 191.0 
in March 1967--a rise of about 30 percent.a After a little seasonrj. decline 
price of whe.,t again started rising and by July 1967 it had touched 217.7. 
Again in the case of wheat too, the availability of inported rice and the 
expectation of a bumper crop in 1967-68 caused the wholesale price of wheat
 
to decline by December 1967 to 196.3
 

But in view of the difficult food situation from 1965 government in
troduced and continued the policy of controlled distribution to ensure 
regular'sup ly of foodorains at reasonable prices to as large a number of 
people as possible. It is only by importing larg¢cquantities from abDoad 
and meximising internal procurement th-t the distribution of foodgrains 
at a mass scale could be maintained. The total imports of foodyrn~ins in
 
1967 emounled to 8.7 .million tonrns wh-ich in 1966 ws 10.4 million tomnes 
and in 1965--7.46 million tornes. Insrite of a second successive ye-r of 
low production the procurument in 19.6-67 2s in 1965-66 exceeded 4 million 
tonnes. It may be rccalhed thit out of a bumper crop of 69 rllionm tores 
only 3.8 million tonnes were -rocured in 1964-65. 

The drought of 1965 caused the production of foodgrein to decline 
in 1965-66 and the serious scorcity conditions develoi-cd in the states of 
Andhra Fradesh, Gujarat, Mysore, :i'laharas'itra, M:Idhya Prdosh, Orissa and 
Rajasthan. Out of a total of 330 districts 125 were affcctod. In 1966-67
 
not only were the sane states affcctod again, but th. drought in Bihor, 
Eastern Utter Pradesh and some areas of Madhya Prndesh .,s of an unprece
dented intensity and resulted in acute scarcity conditions in these areas.
 

Andhra Pradesh: 

About 35f of the area of the stte was affect(d by the drought. The 
entire district of Anantapur and Chittoor in Royalseema and Khwnrin and 
Nalgonda in Telangana were seriously affected. 

Month end wholesale price of rice in Kakimuda in Andhra Pradesh fnom 
1960 to 1964 remained between Rs. 50 to Rs. 70 per quintal except for a 
shortwhile in early 1963 when the price had gone down to Rs. 47 per quintal.
The drought in 1965 would hove caused the price of rice to rise much above 
Rs. 70.00 per quintal. But the inLroduction of controls and rationing pre
vented any spectacular rise in price. io only 1965-66 cropc but of 1966-67 
crops failed too. So the controls had to be continued. 

http:1965--7.46
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GuJiarat:
 

Out of 19,000 vill.-ges in the states nearly 30 percent i.e. about
5,500 villages with an estimated ponulation of 47 lakhs were affected

by scarcity or near scarcity conditions Jn the state.
 

Gujarat Government too started a number of relief measuros to meet
the situation. The State Government subsidieed the price of foodgrains

to be sold to the laborers on scarcity works. Maize was sold to the

laborers at 0.45 paise per kg. and wheat at 0.50 paise per kg. 

To meet the problem of drinking water, the state government under
took an extensive program of deepening and repairing of the existing

wells, sinking of new wells and developing locel source of water supplies

in the affected villages.
 

Madhya Pradesh:
 

The drought affected in a greater or lessor dcvree, 27 out of 43

districts in the st-te. 
 The districts which were seriousl 
 affected were

Rewa; Damoh, North Bastar, Sidhi and Jhapna.
 

relief
Here too, to provide the reliefzworks were started. The rate of dailywages initially low, were incruased and to earning noribers in a family

could earn enough 
 to purchase grains for themselves -nd their dependents. 

The month end wholesale price of rice in Raipur, Madhya Pradcsh rose

gradually from 1960 to 1964. In January 1964 it was about Rs. 38.00 per
quintal and by December 1964 it went 
up to Rs. 58.00 per quintsl. The
maximum rise in price of rice took place in August 1961 and in August 1963.From Rs. 40.00 per ouintal in July 1961 it went upto Rs. 49.00 per quintalin August 1961 and from Rs. 50.00 per quintal in July 1963 it rose to Rs. 
59.00 per quintal by AuLust 1963. 
 In early 1964 the month end wholesale
price of rice in Raipur touched Rs. 62.50 per quintal uut in the later

half of 1964 the price came down to Rs. 58.00 per ouintal. Because of the
drought the rationi, c.nd controls were introduced in 1965 and continued
till hhe und of 1967. With the withdrawl of controls, price of rice rose
sharply. From the controlled price of Rs. 69.00 per quintal in November
1967 the free market price by April 1968 rose to Rs. 97.00 per quintal. 

The month end wholesale price of wheat too in Sagar, Madhya Pradesh
 
rose gradually from 1960 to 1964. In January 1960 it was about Rs. 41 per
quintal and by December 1964 it had reached Rs. 61 par quintsi[ -- .'-st ofthis rise took pl'.ce from July 1963 to August 1964. Controls and rationing were introduced in 1965 and were continued in 1966. With the removalof controls thu, price of wheat in the first half of 1967 rose sharply. InApril 1967 it was only Rs. 
59 per quintal but by Juno 1967 it rose to Rs.
142 per quintal. And in September 1967 after a little d:cline it touchedthe all ti:-e pc,:.k of Rs. 150 per quintal. The expectation of a bumper cropCaused the prices t decline in the last quarter of 1967 and the first quar
tar of 1966. From Rs. 150 per cuintal in Septemb r 1967 it cnre do'm. toR0. 90 rner ruintdl !,, '.'-. 
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Mahrashtra:
 

Scarcity conditions were decl-'red in 19 out of 27 districts in

the state. 
About 15 thousand with a population of about 124 lakha
were affected. 

A ola. 

The worst affected district were Ahmednagar, Poona and 
The month end wholesale price of rice in Ratnagiri in Maharashtra
 

was about Rs. 77 per quintal in January 1960. But by November 1963 itcame down to Rs. 57 per quintal.
quintal by August 1964. 

It then went up sharply to Rs. 81 perThe controls were then introduced and are continued.
 

The Sta e Governemtn took a number of measures to keep -the situation
under control. 
A number of fairprice ships wcrs opened. To solve thedrinking water difficulties, wells were deepened and the water was supplied
in areas of acute scarcity by rails, trucks, camels and bulj'ock carts.
 

kjvsore:
 

Out of the 19 districts in the State, 16 districts with an estimated
population of 75 lakhs were affected by the drought. 
 The distress was,
however, mainly bonfincd.to.the southern part of the stai.e. 
The monthend wholesale price of rice in Shimoga, Mysoire rose from
about Rs. 45 per quintal in January 1060 to about Rs. 73 by August 1964.
In the last quarter of 1964 price declined but in 1965 because of tho
drought conttols were-introduced. 
But in June 1965, after the withdrawlof controls the monthend wholesale price of rice shot upquinta by July 1965. From to Rs. 104 perthen onwards price kept on rising 2..nd touchedL. all time peak of about Rs. 142 per quint-. in SeDtenber 1966. The price
of rice after reachine the p,ak of Rs. 142 per quintal st-r ed declining
and by December 1966 it came down to Rs.successive -. in 

90 per Quint.al. Because of secondilure of Crops 1966-67 the price of rice in Shimosa, MysoreIkcpt on rising in the first helf of 1967 rnd by July 1967 it rose to Rs.
126 per quintal. The prospects of bizaper crop in 1967-68of rice caused the priceto come down to Rs. per105 quintal. 

% AlsoGOvernment to relieve the distresssteps. of the affected population, the Statetook energetic It started a number of relief works.State Government distributed 5 kgs. per head per month in all towns by a 
The 

sort of informal rationing but the laborers on relief work got 10 kgs. or
fo dgrains per month.
 

2.rri ssa: 

In Orissa Pl. the 13 distric' s were affec ed by scaricity but six"'*ely Kalahandi, Botangir, Dhenkaual, Sundergarh,'e the worst affected. Sa.ibalpur and KoraputIt is estim-.ted that 64 lakhs people were affected7 the drought. 

-.. - wLsaiu price of rice declined in 1960 and 1961. It was 

http:Quint.al
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Rs. 54.91 per quintal in January 1960 but by December 1961 it came do';m
to Rs. 44.21 per quintal. But from January 1962 the price of rice started
rising sharply. By Novembur 1962 it was Rs. 62.29 whereas in January 1962
it was only Rs. 42.87 per quintal. 
After a little decline in December
1962 and January 1963 the monthend wholesale price of rice in BalasoreOrissa started rising again fron February 1963. It touched the peak of
Rs. 77.00 per quintal in May 1963. 
The price then declined in the latter

half of 1963 and early 1964. 
From April 1964 the price of rice started
rising and by Novemb r 1964 it was Rs. 70.00 per quintpl. The controls
 were then introduced in December 1964 and continued till Dece-ber 1965.
The free market price of Rs. 68.00 per quintal in January 1966 rose to
Rs. 65.00 per quintal by Octcb-r 1966. After a little decline in December
1966 the price in 1967 kept on rising and by October 1967 it touched Rs.
105 per quintal. It was primarily because of the failure of crops in
second successive year. 
Again after a little seasonal decline in November
Decenber 1967 the price of rice in early 1968 kept on rising sharply and
 
went as high as Rs. 126.00 per quintal by April 1968.
 

So from 1962 there was a rising trend in price of rice in Orissa
which again got momentum bec.,se of the drought in 1965 and again failure

of crops in 1966-67. 

Rajasthan: 

Scarcity conditions prrvailed in 11,126 villages with a 
population
of 55 lakhs. Out of a total of 32,240 villages and a total population ofabout two crores. 
The number of districts affected with scaricity conditions was 23 out of a total of 26 districts in the State.
 

The monthend wholesale price of wheat in Kotah, Rajasthan varied
around Rs. 40.00 per quintal from 1960 to 1962.f Frcn November 1962 the
price started declining and took an uiward turn from October 1963 and byFebruary 1966 it touched the prak -- Rs. 57 per quintrl. Thecontrols were
maintained throughout 1965 and the free mark:t pri:e in 1966 showed a
ain
the rising trend. 
From Rs. 59.25 per quintal in Januar-r 1966 the price
of wheat rose to Rs. 85.50 by December 1966. The price of wheat as a result

of second successive crops failure kept on rising in the first half of
1967 and touched an all ti-'e peak in June 1967 when the price of wheat was
as high as Rs. 105 per quintal. 
Adequate imports and expectation of a better
crop in 1967-68 caused the price to decline in the 
latter half of 1967
and early in 1968. By April 1968 the nonthend wholesale price of wheatin [otah, Rajasthan cane down to Rs. 73.73 per quintol but it was still
54.5 percent higher as compared to the corresponding price in 1964.
 

* Puniab: 

f 
 The districfc of Hissar, Mohindergarh and Rohtak of Runjab were
offected by the drought. -ltogethcr 744 villages with a population of about8 lakhs were affected by thed~ought in these three districts. 
These affected area are adjacent to tho western arid zone of R,jastlan. Uhile in Rajasthun
there wrs both + rth - . ., ,,f ,- n . 

' ''I 
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only shortfall in income due to crop failure 
.
 There was fairly adequate
supply of foodgrains, specially of wheat and Bajra in the affected areas.
 

The monthend wholesale price of wheat in Ferozepur, Punjab variedlittle in 1962 and 1963. But in early 1964 the price rose sharply butdeclined to the same extent by mid 1964. Hoever, in the later half of1964 it kept on rising continuously and ± reached Rs. 67.50 per quintalin December 1964. In 1965 the free market price ruling in Punjab registereda decline. In Decemlcr 1965 it came down to Rs. 57.00 per cuintal fromRs. 67.50 per quintal in Decenbcr 1964. In Punjab the price rose maximumin the latter half of 1966 eand early half of 1967 and in Februzry 1967 itwas as high as Rs. 124 per quintal. From March 1967 the price of wheatin Ferozpur, Punjab s-,arted declining and by Novemb r 1967 it came down 
to Rs. 79.00 per quintal. 
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Monthly Inde& Number of Wholesale Price of 
Rice In India (Base 1952-53=100) from 1959-60 
to 1967-68 

SOURCE: Bulletin on Food Statistics - 1959 to 1967 
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Monthly Index Nimbr of Wholesale Price of 
wheat in India (Base 1952-53=100) from 1960-61 
to 1967-68. 

,I%(% SOURCE: Bulletin on Food Statistics - 1960 to 1967 
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Monthnzd Wholesale Prices of Rice in the States of Andhra
Pradesh (Kakinada), Mysore (Shimoga), and Orissa (Balasore) 

1960 to 1968 (Rupees per quintal) 

SOURCE: Bulletin on Food Statistics - DES, Government of India 
1960 to 1968. 
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Monthend Wholesale Price of Wheat in Rajasthan, Gujarat and 
JLe Punjab from 1960 to April 1968. 
 (Rupees per quintal)
 

IL. SOURCE: Bulletin on Food Statistics, DES, Government of India 
- 1960 to 196L. 
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, .iodthend Wholesale Prices inM dhya Pradesh 
from 1960 to April 1968 " ' 

lie (Rs. per quintal) 

SOJRGE: Bulletin on Food Statistics -
DES, Government of India, 1960 to 1968 
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- 4cnthend Wholasale Prices in Maharashtrafrom 1960 to April 1968 (Rupees per quintal) 
SCURCE: Bull1tin on Food Statistics, DES, 

Government of India, 1960 to 1968 
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CHAPT'ER V
 

Comparison of the Movement iJn Prices of Selected
 
Items of Foodgrnins and Industrial Raw Ia terials 
in India and other important producing countries. 

1. Wholesale Price of Wheat in India, U.S.A. and Australia: 

The wholesale price of wheat in India kept on rising almost conti
nuously from 1950 onwards. In Australia the wholesale price of whaat
 
showed downward trend. Th-: wholesale price of whe.,t in U.S.A. was

highest till 1955. It renmained steady from 1955 to 1960 and rose from
 
1960 to 1962. From 1962 price of wheat in U.S.A. started declining sharp
ly and from 1964 price of American wheat is the lowest.
 

Between 1950-52 wholesale price of ..
heat in India remained fairly

steady. In 1952 it was 7.3 cents/kg. and by 1952 it was 7.2 U.S. cents/

kg. In U.S.A. and Australia prices of wheat went up in 1951 and declined
 
in 1952 so that the prices in 1952 in these two countries too were not
 
much different from that of 1950. In Australia the wholesale price of wheat
 
went up by 13 percent from 7.8 U.S. cents/kcg in 1950 to 8.8 U.S. cents/kg

in 1954 and in 1952 it declined to 8.2 U. S. cents/kg. So the Australian
 
price which was 0.5 centsAg high r as comps-red to price in India in 1950
 
was in 1952 higher by 1.0 cents/kg. In U.S.A. the wholesale price of
 
wheat in 1951 rose to 8.9 cents/kg from 8.4 cents/kg in 1950. In 1952 it
 
declined to 8.5 cents/kg so the U. S. price, compared to price in India
 
was higher by 1.1 cents/kg in 1950 but by 1952 it was higher by 1.3 cents/kg. 

In 1953 the price of wheat in India roe by 15.3 percent but in 1954
 
it declined by 16.7 percent. So in 1954 it was in fact 0.2 cents/kg. lower
 
than the price level of 1952. In Australia in 1953 price of wheat declined
 
by 22.0 percent and in 1954 it declined further by 7.8 percent. So in
 
1954 Aus:;ralian price was lower compared to Indian price by 1.1 U. S. cent/

kg. In USA price droped by 2.4 percent in 1953 -nd went up in 1954 by

4.8 purcent. So the price in India compared to USA was still lower by 1.7
 
cents/kg. in 1954.
 

From 1954 to 1956 pride of whert in India rose sharply. In 1955 it
 
went up by 10.0 percent and in 1956 it rose further by 20.9 percent. In
 
Australia in 1955 price declined by 6.5 percent but in 1956 it rose by 5.5
 
percent. So the price of wheat in India ws compared to Australia was higher

by 3.6 cents/kg in 1956 whereas in 1954 it 
was higher by 1.1 cents/kg.

InUSA toi price declined by 6.0 percent in 1955 and rose in 1956 by 1.2
 
percent. In 1956 the price in India, as compared to Am-rican price was
 
higher by 1.2 conts/kg whereas in 1954 it was lower by 1.7 cents/kg.
 

In 1957 price of wheat in India declined by 8.6 percent but in 1958 
t rose by 20 percent. In Australia the price went up in 1957 by 5.3 per
cent but dropped in 195B by 6.6 percent. Thus in 1958 the gap widened to4.6 cents/kg. i.e. the price in India was hipher as co-p- red to Australian 

*i -7.. . . .... 
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.6percent in 1957 and 1958 respectively. So the Indian price as com
tared to American price was higher by 3.7 cents/kg in 1956 which in 1956 
as higher by only 1.2 cents/kg. 

After having touched the beak of 10.2 cents/kg in 1958 price of wheat 
In India drop ed in 1959 and 19?60 by 10.8 percent and 3.3 percent respectively.
rom 1958 to 1960 price in Australia remained more or less constant 4t 5.6


".S. cents/kg. Though he gap narrowed yet the price in India as compared

o Australia was still higher by 3.1 cents/kg. During 1956-60 pri,:e in
 
SA too remained conslant at 7.1 cents/kg and because of the ecline in 
)rice of wheat in India the gap narrowed and the price in India was higher
)y only 1.6 cent/kg in 1960. 

The price in India again scarted rising from 1960. In 1961 and 1962
 
t rose by 5.8 percent and 6.5 percent respectively. Prices in Australia

nd USA too went up in 1961 and 1962. In Australia it went up by 5.4 percent

bud 1.7 percent respectively whereas in USA it rose by 5.6 percent and 10.7
 
)ercent respectively. 
So in 1962 the price in India was higher by 3.8 pent/kg


-is 
compared to price in Australia and by 1.5 cents/kg as com:ared to price
 
n USA. 

In 1963 price of wheat in India declined by 2.0 percent ind in USA 

. 
t declined by 6.0 percent but in Australia it eent up by 3.3 percent. In964 the price in India rose by 6.3 perc nt whereas in Australia it went 
own by 3.2 percent. In 1965 price in India rose sharply by '1.6 percent

ut in Australia it remained constant. 
So in 1965 when the urice of wheat


[n India touched 12.5 U.S. ccnts/kg in Aus ralia it was only 5.9 U.S. cents/kg. 

Wholesale price of wheat in India declined from 12.$ 
U.S. cents/kg to
 
2.0 U.S. cents/kg from January to 1arch 1966. During April nnd ,1.-y price
oe by 2.0 U.S. cents/kg but bvca,se of devluation of Inian -Rupee in 
une 1966, prices in U.S. cents/kg d-clined from 14.0 U.S. cents/kg in.'My,
966 to 10.8 cents/kg in June 1966. From then onwards price kept on e
lining and in September 3.966 it touched 9.5 cents/k-. Eat during October 
ecember 1966 price again rose and y December 19!,6 price re- c.ed to 1'.$ 

P.S. cents/kg the level of January 
966. The rising trend maintained it
elf in early.1967 and by February 1967 the price of wheat in India h-d


reached the level of 16.5 U.S. cents/ks which was 2.5 - znts/kg nor, t>:.n
he predevaluation price of 14.0 cents/k- in Mry 1966. Dut bec-zc ol'e 
*' .rious stabilising measures undertaken The pri,'e of whet-t in india started
eclining from March 1967 and was only Q.3by Julu 1967 it cents/kg more*han the price of June 1966, the month of devaluation of Indian Rupee. 

In Australia price of wheat in 1966 remained fairly stable.
January to April 1966 price remained constant 

From 
at 5.9 U.S. cents/kg. From 

Kay to October 1966 it rose gr 'dually and reached 6.6 ccns/kg by October 
1966 and from then onwards it declined to 6.3 U.S. cents/kg by April 1967.
 

In USA the price of wheat ient bip by 21.1 percent from 5.2 cents/kg
in January 1966 to 6.3 cents/kg in Se.,tember 1966. From Sopte-ber 1966 it 
Started declining and by July 1967 it was 5.0 cents/ks - i.e. 0.2 cents/kri 

-.......... 
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The gap between Indian and Aus:ralian prices which was 6.9 U.S.
 
cents/kg in Jonuary 1966 widdned to 8.0 by May 1966. 
In other words the
 
price of wheat in Australia as comp. red to India was lower in Jenuiry
1966 by 6.9 U.S. cents/kg ;-ut by i+hy 1966 it was lower by E.0 U.S. cents/kg.

The gap between Indian and Am. rican prices too widened from 7.6 conts/kg
 
to 8.7 cents/kg. But because of the devaluation of Indian Rupee in June
 
1966 the Indian price in tcrms of U.S. cents/kg declined. The declining

trend in Indian prices follol-ring devaluation continued upto September 1966.
 
Consequently the -ap between Indian and Aus ralian prices narrowed from
 
8.7 to 3.2 cents/kg in the same period.
 

From October 1966 price of'wheat in India again started rising and
 
by February 1967 it went up by 47.3 percent. Consecuently the gap bo
tween Indian and Australian prices again widened from 3.0 U.S. cents/kg. in
 
October 1966 to 10.2 U.3. cents/hg in Februar 1967 and the gap between 
Indian and American prices too widened in the same period from 3.2 to 11.0
 
cents/kg. It amounts to saying that thj 
 price of wheat in India in Feb
ruary 1967 was higher as comp&red to prices of wheat in %ustralia by 10.2
 
U.S. centsAg and as compared to that of wheat in U.S.A. it wao higher by
11.0 cents/kg. But because of the downward trend in the wheat price in
 
India from February 1967, the zp between Indian and Lmeric,,.n prices again
narrowed down to 5.7 cents/kg by July 1967. 



Wholesale Price of Wheat (FAD)' in India,USA & Australia frcm 1950 to July 1967. A 
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II. Wholesale Price of Rice in India, U.S.A. & Thailand: 

Wholesale price of rice 
-
both of coarse and fine varieties exhibited a rising trend in India right from 1950, whereas in USA the
wholesale price of rice showed downward trend. 
In Thailand up to 1965
pri e of rice showed declining tendency; but in 1966 it touched an all
time high level.
 

Between 1950  1952 in India the wholesale price of rice like that
of wheat remained fairly cons ant. 
 Of the fine quality rice in India,
the wholesale price rose in 1952 to 9.4 cents/kg from 9.1 cents/kg in
1951. 
In USA; the price of medium quality rice went up by 14.2 percent
from 21.8 cents/kg. in 1950 to 26.9 cents/kg in 1952. 
In Thailand there
was not much of a change in price level. 
The wholesale price of rice in
Thailand in 1950 was 10.2 U.S. cents/kg which by 1952 rose to 10.7 cents/kg,
 
The price of fine quality rice in India in 1950 as compared to the
price in USA was lower by 12.7 cents/kg but by 1952 it
cents/kg. In 1950 - was lower by 15.5
 

those in 
52, the price in India were lower even compared toThailand. The price of fine quality rice in India compared tothe medium quzality rice in Thailand was y 1.1in lower cents/kg in 1950 and1952 it was cheaper by 1.3 cents/kg. 
The price of rice in India did
not change much from 1952 to 1955; but in USA it declined from 24.9 in 1952
to 19.6 in 1955 and in Thailand too it declined1952 to 9.6 from 16.7 cents/kg incents/kg in 1955. The ;ap between Americnarrowed from 15.5 n and Indian ricecents/kg in 1952"to 10.2 cents/-g in 1955.the ween Similarlygap be the price in Thailand and the pricefrom in India too nar-owed1.3 cents/kg in 1952 to only 0.2 cents/!:g in 1955. 
 So upto 1955 the
price of rice in India was cheapcst as compared to the pric s in USA and
Thailand. 

Hovefer, in 1956 the price of ricu in India went up and
rising till 1958. kept on
The price of rice went up in India from 1955 to 1958
by 42.4 percent. 

from 1955 to 1958. 

In USA too the price of rice rose but only by 3.4 percent
 
16.6 percent. 

But in the same period price in Thailand declined bySo from 1956 Indian rice ceased to be cheapest. 
It was
cheaper as compared to American rice but compared to Thailand it 
was
costlier by 5.4 cents/kg in 1958. 

In 1959, the price of rice in India declined but again rose in 1960.
Similarly, the price of rice declined from 13.4 conts/kg in 1958 to 13.2
cents/kg in 1959 and rose in 1960 to 14.6 con.,s/kg.
declined in 1959 and 1960. 
In USA the prices
In 1958 it was 20.3 cents/kg but in 1960 it
came down to 16.1 cents/kg. 
In Thailand too prices declined in 1959 and
1960. 
It was 6.0 cents/kg in 1958 but in 1960 it was 6.1 cents/kg.
 

In 1960 the American price was higher as compared to Indian price
of rice by 3.5 cents/kg . In Thailand the price of ricecompared to the price of rice in 
was lower when

I.,'ia by L.5 cents/kg. 

In 1961, price in India declined but rose a ain in 1962 and 1963.
in 1960 rice in India costed 14.A ... / '.- ,,'C 

r, +. 6111;eprice of rice 
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went up from 18.1 cents/kg in 1960 to 20.5 cents/kg in 1961. In 1962,the price in USA remained constant and in 1963 it declined to 19.3 cents/
kg. In Thailand the price roe in 1961 
 and 1962 but declined in 1963.From 6.1 cents/kg in 1960 it went up to 7.1 cents/kg in 1961 and to b.5
cents/kg in 1962 but declined to 7.4 cents/kg in 1963.
 

So the gap between American price of rice and the price of rice inIndia narrowed from 7.7 cents/kg in ;961 to 1.7 cents/kg in 1963. 
The
Indian rice though cheaper as compared to American rice was costlier when
compared to that of Thailand. 
In 1961 Indian rice costed nore cbrpared to
Thai rice by 5.7 cents/kg but by 1963, it was coztlier by 10.2 cents/kg.
In India the price of rice after declining in 1964 to 13.7 cents/kg rose
in 1965 to 14.3 cents/kg. 
In USA the price renained constant in 1964 at
19.3 cents.kg and declined in 1965 to 18.4 cents/kg. In Thailand the price
in 1964 declined to 6.8 cents/kg and by 1965 it was 6.9 cents/kg.
 

The gap between American and Indian rice which in 1963 was 1.7 cents/
kg widened in 1964 to 5.6 cents/kg and in 1965 it narrowed to 4.1 cents/kg
Rice was cheapest in Thailand and compared to Indian rice, it was in 1965
cheaper by 7.4 cents/kg whereas in 1963 it was cheaper by 10.2 cents/kg.
 

The price of fine quality of rice in India rose from 14.3 cents/kg
in January 1966 to 17.0 cents/kg in February 1966 and because of controls
it remained there till June 1966 when Indian Rupee was devalued. Consequently by July 1966, the price of rice declined to 10.8 cents/kg. It
waE kept at the same level till December 196C and fro. January 1967 it was
maintained at 10.3 cents/kg till June 1967 when it rose to 11.6 cents/kg.In USA the price did not fluctuate much. It 
was 18.0 cents/kg in January1966 and by M-arch 1967 it had reached only 18.7 cents/kg. In Th.lard
price of rice in 1966 rose almost continuously. From 7.6 cents/kg in January
1966 it rose to 11.3 cents/kg by October 
l%6--a rise of 48.7 percent. After
touching all time peak in October 1956 the price in Thailand started declining
and by Januery 1967 it was E.9 cents/kg but by February 1967 it again rose 
to 9.8 cents/kg.
 

The Amr.rican rice was 
still most expensive. Of course, because of asharp rise in Indian price the gap between nri!e of American rice and finequality Indian rice was less than one ccnts/kg in early 1966. But afterdevaluation and the introduction of controls the gap by March 1967 had widened 
to 8.4 cents/kg. 

The prices of dine quality rice in India and medium quality rico in
Thailand were not much dif erent in later half of 1966. 
In October 1966
the Thai price was higher by 0.5 cents/kg. This was because of a decline
in Indian prices as a consequence of decaluation and controls etc. and
sharp rise in Thai prices. In February 1967 Thai price was 0.5 cents/kg
lower than Indian price. 

http:cents.kg
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Wholesale Price of rice milled in India, USA
& Thailand 1950 To 1967(July) 

SOURCE: FAO, Production Yoar Book vol. 20. 1966 
FAO, Monthly Bulletin of Economic 
and Statistics Vol. 16 September 1967 
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III. WholesAle Price of Co,ton ii India and U'A: 

Wholesale price of cotton in USA shows a downward trend right from
1950 where as in India the pri.e is always on the increase.
 

From 1950 to 1952 price of American cotton declined from 0.94 U.S.
dollars/kg to 7.6 U.S. dollars/kg. In India too in the same period whole
sale price of c~tton declined but only from 0.45 to 0.42 U.S. dollars/kg.

From 1952 to 1956 American price declined further to 7.1 U.S. dollars
 
whereas in India the price rose to 4.6 U.S. dollars/kg.
 

The gap in American and Indian prices of co-.ton w',ic'i in 1950 was of
0.49 U.S. dol.ars/kg r:.r ced to 0.35 U.S. dolLars/kg by 1952 !is a result
of decline in price of cotton in USA. 
By 1966 because of the increase inIndian price and decline in U.S. price the gap narrowed to only 0.25 U.S. 
dol. are/kg. 

This trend of gradual decLine in wholesale price of cotton in USA

and of rise in India continued upto April 1966, 'hen the :i.ric:.n price
was more by only 0.05 U.S. dollars/kg. In June 19:6 with the dev,. uationof Indian Rupee the wholesale price of cot.ton in India in terms of U.S.
 
dollars/kg declined from 
-.60 U.S. conts/kg in April 1966 to 0.42 U.S.

dollars/kg in June 1966 and further to 0.38 U.S. dol>r.rs/kg in July 1966.,Iith the decline of price in India, price of cotton in U.A too dcclined 
from 0.65 dollars/kg in July 1936 the whole ale price of cotton in USA
declined to 0.48 dollrs/kg in Septem~ber 19'6/ The pri c in USA fro'. then onwar s remained steady and by Scpteb-r 1967 it w,.s 0.51 dollars/kg. In
India too the wholesale price of cotton after dclining in June - July

1966 started moving upward and by September 1967 it went to 0.414 dollars/

kg. when 
 Amorican price was highcr by only 0.07 dollars/kg. 

IV. 1holesale price of Groundnuts in India and Soyborns in USA: 

Rig'ht from 1950 to August 1967 the wholesale price of groundnuts in 
India is always highe.-r than th.t of Soyabeans in USA. 

From 1950 to 1955 the wholesale price of groundnuts in India declined 
from lb.4 U.S. cents/kg to 10.2 U.S. cents/kg. In the samn -- riod thu
wholesale price of Scyabeans in USIA declinrd fro. 0.0 c:-nts/kg to L.6
cents/kg -- a decline of only 0.6 cents/kg. So uhe g-p in Indi.n nd
American prices which in 1950 was a much as 8.6 cents/kg narrowed down to 
only 1.4 cents/kg in 1955. 

The wholesale price of groundnuts in Indi:. then started rocketingup. In 1955 it was only 10.2 cents/kg but by 'lay 1966 it to''ched an '-lltime peak of 41.6 cents/kg, So in May 1966 the wholsle pri e of grounl
nuts in India was 4 timcs wh't it w-s in 1955. After E.y 1966 the price in
India registered - shf.rp declin, ?nd by August 1967 it. c:-mc down to 16.8 
cents/kg, thc ievcl rea-c.ed in 1963. 

In USA from 1955 to 1965 the wholesale price of So -ns rdirnd 

• .. '. h1 t'. rice of grcundnuts in India, 
v",whol,. ane pri ce of Soyabuans in U-;', too sterted declining from md 

http:rea-c.ed
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Ibol7esale Price of Cotton in India & U.S.A. from 1950 to September 1967. 
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*zc SOURvE: FD Production Year Book Vol. 20 1966 andMonthly ailletin of Economics and StRatistics, FAO
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1966 and by August 1967 it came down to 10.3 cants/kg the level reachcd in1963. 

So from 1963 pricossin India ,.nd USA went up to new heights and byAugust 1967 both c.no back to the ]levul of 1963. Of course, thu ratc of
risc in tho whol.esale pricc of groundnu s 
in India w
.smuch more steep as
compared to the ra e 
of rise in the price of Soyabeans in LA. 
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Wholesalo Price of Groundnuts (India) 
and Soyaboans (USA)1950 to August 1967. 

1c SOURCE: FAO Production Year Book Vol. 20, 1966 
FAO Monthly Bulletin of Economics & 
Statistics Vol. 16, October 1967 
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CHAPTMR VI
 

fl4PLICATIOL.S OF PRICE RIoE 

The price increase experienced during Second and T'lird Plans is
 
primarily of the demand pull type. 
 This is, the pri e rise hes resulted 
primarily from excess demand in '-he economy arising from increased invest
ment and the consequent money incomes generated over the plan periods the 
demand for foodgrains grey at a much higher rate than the increase in 
output. The resultant rise in food ,rains prices af'ected the cost of living 
particulerly of wa'-e earners whose propensity to consue is high. There
fore, once food prices tended to rise, it became difficult to restrain
 
money wages and as a result industrial and o-.her sectors expericncd a 
wage price spiral.
 

The increase in prices arising from grorth of a.ricultu:xl sector
 
relative to th.-t of other, pDrticularly the indu-,trial sector while the 
indices of industrial production showed a rise of about 31 percent and
 
39 percent over the Second and Third Plans, respeccively, thoe of agricul
tural.productions showed a rise o' about 22 percent over thu Second Plan 
and a decline of about 6 percent over the Third. La-ging agricultural
 
production, particularly in the context of increasing invcstmont and rapid
 
industrial growth, led to thortages of food and raw manterial, nd created
 
pressure on agriculturcl prices. Higher prices of raw mnerial inputs
and increased money wages af ected the costs and prices of manuf ctured
 
articles.
 

Inflation ap ears to have affected invwstmont 'nd sa-ing p: rticularly

during the Third Plan. The ivailable estimztes of r-:regte investment
 
during the three Plans show theit th, real content of investment hcs been
 
reduced in recent yea s as investment in financial tcr.s could bo realicod
 
only at higher prices. Also th,. crarulativo rise in rric _s in r cont ycars

has affected the cr.pacity of saving of the household sector, wnich oc, ounts
 
for the bulk of savin's in the economy.
 

Ai aspect of the price that is important from the point of view
 
of savings is the increase during the Second snd Third Plans, in agricul
tural prices relftivc to thit cf industrial ,ricts, th' t is, t'c s',if 
in terms of extchange betwecn -rricultural and incusttial in favor of the 
former. This shift in income appears to have affected cg rogato savings
in the economy in two typcs. First, per capita incoze in the 'gricultural 
sector being lower, & rise in agriultural income le:-ds to incrcase in 
consumption in the agricultural sector; cnd secondly, prices of food and
 
industrial raw materials rises fcster than other prices, non-agricltu:.-1
 
sector h;s to spend more and this ceduces the margin for savings in the 
non-agricultural sector.
 

The persistent and substantial rise in prices over the I st fow 
ycars has sto-dily rais d costs in the tconomy and hzs .dc it more and 
more difficult for Indian exports to compo c in intcrn.-tional mark-ts. 
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The selective incontivo measures viz; import 	entitlement schemes, tax
 

credit certific-trs and straight subsidies in somc 'coscs meant to com

ponsate the exoort industries for higher costs proved inad-mmu.'c in the
 

contort of irflatio ary situ'tion and called for periodic incr.asos in
 

their range ,nd quantum. Moreover, those adhoc rericdies did not have the
 

about : lasting soluzion oith,;r in 'ho form ofpotential for bringing 
incroases in output or lo.ering of the costs 	of production of the export
 

in respectindustries. The of octs of inflation h:.ve ben qually h2rzinful 

of imports. Imports when thuy could be obtained we.e,consid rably cheaper
 

rolr.ti- to dom stic products. The rel,-.tive choapnos- of imports gave rise
 

on the one hand to severe import restrictions w ich h-s .-ffocted the
 

growth of industrial production and on the oth.r, to liakagc of foreign
 

oxch'.nge through smuggling.
 

Thus the infl-..ion:ry rise in -irices ,p;-,c:.rs 	 to h.ve 'adversolyaff
In:d-qu:.te growthected investment, saving and balance of payments. 


of output, p2rticul-rly of csscntial itcms, rnd sulst:ntial rise in spend
causes of ining, particularly by the public sector, being the bCsic 

flction in the country, efforts to avoid furthtr inflction h:ve to be 

concentrat(d on those two fronts.
 

http:In:d-qu:.te
http:p;-,c:.rs
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CHAPTE VII
 

SUM ARY 

1. Prices During the War:
 

It is imporbant to study the b-havior of prices during the war
 
because in the period depression gave way to inflotion and alee it
 
engendered the forces th-t caused the post war inflation thich took the
 
country nine yL'.rs to overcome.
 

a. 	August 1939 To March 1941:
 

As a result of the increased dem-nd from nlli,-d count-rics price 
level rose from 100 in August 1939 to 137 in Dccembcr 1939. The 
prices h ving re:'.chocd their p.,?k in Dccomb r 1939 bcg-n to sag 
month by month during 1940. By Scptemb r 1940 they wcrc down by 
27.3 points. The situation remained the szxic till March 1941 whcn 
the pric.s were ne-rrly thu sarmc as in Dcceribcr 1LO and were 15 
percent higher than the pric. level at the outbrock of war. 

A number of factors we.e responsible for fall in prics. It was
 
a rea;'ion ag.inst undue optimism generatetd by 'hC outbreak of 
war - controls - restrict-Lmns on exports - pLople withdILw money 
and did not buy their usual stocks. 

b. 	Anril 1941 To Sentcbcr 9,1:
 

During this puriod prices in India showed an -1Inost continuous in
crease and by Septembur 1945 it rct-.chd the lvcl of 242.2.
 

During 1941-42 prices rose by 22 points or 1 norcont. But the
 
year 1942-43 made a definite shift to a sto:ody and stecp rising 
prices. This 1-'y rightly be r~o-rdcd -s a pcriod bf infl,tion. 
The movument of prices during 1943-44 r-c,,ls thc effects of cont
rols in not only arresting the up',rard rrend but in of .ecting soie 
d3cline in prics. The rise i. pricv by zb:ut 16 points during 
the yc:r 19U-45 indi.-tcs thit the forces th-t wcr -":ushingprices 
upward were sti.ll activci and but for the. imposition of controls, 
prices wou.d have rulJd much higher. 

During April 1945 to August 1945 the Genor!l Index declined from
 
247.8 to 244.1. The end of war, thus, srw the gentral price level
 
at about 24 times of that prevalent in the beginning.
 

2. 	Post War Prices:
 

a. 	Szotomb(r i_4 to October 1947:
 
of 

After the termination / war prices tended to move steadily upw'rd. 
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By March 1946 it had gone up by 9 poin s or 4 pcrcent. During 
the year 1946-47 prices rose nuch higher whera.e.s the -,vera-e rise 
in the Gcneral Index in 194 -46 over 1944-45 was only 1.3 points. 
In 1946-47 it shot up by 30.5 points or by 12 purcent over 1945-46. 

From March 1947 to Novo,,ibcr 1947 when the decontrol w, s decided
 
upon the index rose by 9 points or 3 peroent. After the w.ar, the
 
upward trend in prices w-s contrary to expect-tions. It ws bec.use
 
of the l-tcnt purch .sing power crc..tcd during the war which impinged 
upon the t,,vailable goods and serviccs :ftor the w:%r. 

b. November 1947 To March 1249: (The experiment of Decontrol)
 

The effects of partition and docontrol influcncd prices in this 
period. Bcc:ause of partition India lost irrig-tion f.,ciliti-s, 
deficiency of Jute & Cotton :and increased Indi.'s defencc o:.qpendi
turo. 

The administration of contols in India was not free from defects.
 
It led to black marketing and corruption. It w.s thought the con
trols care useful in the abnorm-al circumstances but not in pe<,ce . 
Also it was beli-ved th:.t controls hampered production and cuusod 
the pric~s to rise by creating artificial scarcity. 

Towards the end of 1947 the govern-'cnt announced their policy of 
gradunl decontrol. It causod th: orices to sD-.r sc high *chzt the 
controls wocre reim osed at about th, end of Ju'y 1946. The index 
rose from 302 in November 1947 Lo 369.6 in July 1948 -- an increase 
of 29 percent. As a result of the :'lasure of r-control fadoptd at 
the end of July 1946 the index declircd from 382.9 in July 1946 to 
370.2 in Maroh 1949 - a decline of ovr 5 percent. 

Apart from decontrol many oth~r factors like money supply, deficit
 
budget and fall in production contributed to the rise in pric-s.
 

c. I-arch 1949 To April 1951:
 

Dev-lua -on of rupue in Se)tembor 1949 -nd outbreak of Korean W;cr 
in Junu 1950 influenced the pric~s in this p-riod. From Poril 
1949 prices bL'--n tc rise and countinued to rise till OcLbcr 1949 
when it recorded a rise of 6.2 percent. All the constituent gToup 
indices showed an incr,,9o. The jump in the price index in October 
1949 may be at' ributcd to a large extent to dovlu.tion. 

As a result of the m,, suros adopted by the Govcry i cnt in November 
and Dccemb0.r 1949 the index declined by 12 points or 3 pcrcent. But
 
soon the effects of devalu, ion bco-an to f.ssert thcmsolves -nd the
 
index moved up from 3L1.3 in Dcceibur 1949 to 392.4 in M-rch 1950 
nullifying tho _-r1i r cclrc.. With .ho outlor,_k of lorL-n WIar 
in Juno 1950 speculative and hoarding ,ctiviti,s got a sudd'en spurt 
and gencrrted fresh infl-.tionary forces. From 395.6 in June 1950 



-53

the index rose to 412.5 in September 1945 and touched rn 21i tirepeak of 462.0 on April 14, 1951. Threaftor pricxs bcg-.n to d-%clinc. 
Other contributory fanctors to the stFcp rise in prices inwere the rising impor this yers prices, dclino in production cf foodgrainsof 5.5 million tons in 1949-50. lso to balncc '.hc p'.micnt position ex orts of cotton etc. were incre.-.sed cuuzing a greatscarcity in .'.he country. Also honey supply with the public showed a pronounced rise in 1950-51.
 

Following the Korean iar pric,:s incre,-.scd not onl,, in India but inal import!nt countrios. 

3. Price Trends Durin the Three Plans: 

The gonurnl index (1952-53=100) which stoodrose ;.t 111.8 in Y50-51to 165.1 for thu yer, ended in '.rch 1966.thu thr,.o plans, prices rose 
So ia 15 yc'rs coveringby 47.7 percont. In Firzt Plan (1951-521955-56) prices declin.c by 17.3 percent. Prices 

to 
rosz by 35 prc~nt during the period of Second Plan (1956-57

yi'.rs of the Third Plnn index 
to 1960-61). In thc fir.:t two
 rosc 
by only 2.4 percent but in the
throe yers it rose by 29 percent. 

last
 

In contrst to the de cline in prices in thea 1. rgo rise during the Eir-t Plan, t'-,r. tinsten yars c-nvcrcdPlc.n. by the Scc-d Plan ..nd ThirdThe pce at whioh prics incrc-.s-. during th, Tird Plan w:s theszne as that during the 
increase in pric:s during 

ton 
the 

yeiars 1955-56 to 1965-66. The :n.nu.-.i r7.tc oflast throe yearse:cooded the of th.e Third Pla.n fc.rra.te of rise recorded eith.,- in the fifteen yc.:.r periodin the ten years period ,as a wiole. 
or 

An important f .ture of tho price nov,.cnt duringis the narroling down Third Pl-.n periodof the range of seo.sonDity of -rice iovIncntsoIt may be duc to price r~gulaticis by ;hc Govern .cnt and trends in do.s.....tic-'roductionand arkct -.rrivals. 
Another fIature rela.....d to the narrowingis the stickincss .Of pricus in 

seasonalit.-,' n prico r1,ve:,cnts
the sense th..t once
did not move da.m to the 
having risen, oric:.sc- ,nt norm.11y ,xpoctJ-.
 

The combined 
 effect of narro ing seasonality .:nd stickiness of price,
has been to bring a-bout a cumul:.tivc rise in ie 
 price lcovel.
 
The persistent riIe in 
 the gencral lcvl indic..tosb .iwecn demand a basic imbL-:lnce,.nd supply and the moneyt-ry f.-ctors cceleratdd the ratebf rise in prices. 

In the First Plan, t., grr-,xt} inr..t n.tJous.aller than .in rl.c T r.- iturc w-.s avchoutput. So the incr.ased meneyt-rv demand couldnet absorb thi. ,icrcased output with the result th t17 purd-ent. Rut in *3ccc, r - nr Third P1-r 
: ic-:s doclin d by 

-
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incr-.sc in nc:t national output averagcd 4.7 pcrcent and 2.7 pcrcent
 
a yc, r during the Srccnd and Third P1uis. Nut n.-tio.'c. cxpcnditure rose 
at the rc.te of 7.6 percent and b.5 porcent a yar during the Second and
 
Third Plans rcs,),ctiucly. In thu lcst three years of thc ,Third Plan the 
rat, of rise in net n:i°nal exporditurc averaged 11 pcrccnt a year con
p-.r~d with 3 percent in reJl natijnal ,atpat. 

On the supply side, the agricultur,1 production in First vnd Second
 
Plans rcso by 20 prrcont, but in the Third Plan it showed a dccline of
 
7.4 percent. The production of foodgrains showcd c snallor rise in the 
Scc..nd Plan than in the First. and declined by nc-rly 12 percent in the 
Third ?lan. 

The grLp in su-lies could bc filled only by imports. The share of 
inports in the tot l supply of foodgr..ins averaged 7.5 percent during the 
T i:.d Pl n corp, red with 4.9 percent and 2.6 percent in the Second and 
Fir-t Plans respectively.
 

Thus the supply h:s tended to be inelastic but che derwnd kept on
 
rising as a result of growing population increasing incomes and growth of
 
urbrnization.
 

The price index of 'Fo6d- rticlcsl declind by 23 p1-rcent in the 
First Plan, incre-s~d hy 3.6 percent in the Secornd Plan and 40.7 percent 
in the Third Plan. . g-. d i,-rt of the incre-se in Third Fl-n wcs conccn
tr-ting in t1' 1 st thro y.ars 1963-64 to 1965-66 wbon the annualJ rato of 
rise wav 10.3 percent comp-rcd with 2.5 percent in the first two years. 

Pricos cf ccr.-is which d-clin,.d by 20.3 p~rccrt in ti First Plan
 
incre: sod by 3L.3 percont in the Second and further by 41.L percent in the 
Third Plan. hr)ng csr::ls, whc-t pric.s recorded - larg.r rirse in the 
T -ird Plan th-.n in the Second, while pric, s of oth~r ?rticlus recorded 
a rcl tivoly sr,-ll,.r rise. -

Though thcre were thrte g d years and two b-d yorrs in ach five 
yo-.r pri-d of the S-c:,d and Third Plans, thu cxtent of decline in out
nut in bad years w-s luch l:rger (about 13 percent a y- r) th-.n in Uho 
Soc..nd (about 6 percent). The extent of incrc:.sc in output in go d ye".rs 
on iho other h nd, w:s imuch small.r in Third Plan (5.4 percent a year) than 
in the Second (10.5 purcont). 

The cffects of drougt on Pricus in affected St'tes:. 

India cxpcri.nccd ; worst drought in r~ccnt history in 1955. Con
sc-ucntly 1965-66 cr)ps wrc seriously da,-.cd. Th,. production of food
gr-ins in 1964-65 rEi].icn t-ni'. n, in and in1-.s g -. 1965-'£ 196 -67 it 
w.as only 72.3 .illion tejn.cs -nd 74 million t m s respecti-vly. So in 
those cwo ye:rs proC'ucti-n of fcoodgrains dcclin, d by 31 million tonncs 
with disnstcrnus effects on the suinly position in nir- -t-to. 

http:incrc:.sc
http:incr-.sc
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In 1967-66 apart fro, favorable wcathcr conditions, other neasures
taken to bet:.t the drought, it secis, are now boing rcxnr 'cd. The production of foodgrains in 1967-68 is expected to be 96 million ton. es -6 million tonnes more th.'n tit of bumper crop of 1964-65. So the supply
position is 
now likely to ease considerably.
 

In 1965-66 because of the decline in production prices of cerealsmoved up by 6 percent but pulses declined by 2 percent. In 1966-67 pricesof cereals and pulses moved up by 22 percent end 18 percent respectively.In cereals rice and wheat showed considerable increases.
 

In view of the difficult food situation from 1965, goverrment introduced and continued the policy of controlled distribution to ensure regular supnly of foodgrains at reasonable prices to as large a number of
people as possible. 
In order to maintain the distribution of foZdgrains
at a mass scale the efforts to mraxii-lise procurement from internal production were intensified and imports increased. 
The procurement in 196667 cs in 1965-66 e:ceeded 4 million tonres whereas in 1964-65 out of the
bumper crop only 3.E million tonnes were procured. The inport of foodgrains in 1967 was 8.7 million tonnes which in 1966 was 10i million tonnesand in 1965 7.46 million tonnes. 

Because 
in 

of the drought, scarcity conditions developed in 1965-66he s ates of Andhra Pradcsh, Gujar-t, liysore, Iii.'rashtra, Mcadhya Pradesh, Orissa and Rajasthan. In 1966-67 not only the sa ,e states hereaffected again but acute scarcity conditions 6-eveloped in the st-t-s of
Bihar, Eastern U. P. and some area od Madhya Pradesh.
 

Andra Pradesh: 

About 35 percent of the area of the 
s a-e was affected by the drought.
The monthend wholesale price of rice in ihe state remained fairly constant
from 1960 to 1964 but in 1965 prices 
started rising but the introduction
of controls controlled any sharp rise.
 

Guhar.t: 

30 percent of the vaillages with an estim, Lcdwere )o"ulation of 47 lakhsaffected. In Ahmedabd the monthcnd ,holcsale -rice of whe-t rem-incdfairly constant from 1960 to 1963. 
Howeve±, from 1964 prices startcd rising
and gained momentum inl965 and 1967. Of course, in early 1968 prices

showed some decline. 

Mysore:
 

In Shimoga, trsore the monthond wholesale price of rice showed a risingtrend from 1960 to 1964. 
From December 1964 controls wore introduced and
me.intainod till mid 1965 end after the controls prizc s0urt u- ':2iateli, -nd ro~se tremondously in lL.tcr ha.lf of 1965 and 1966. The last quarterof 1966 showed a stop declinc which was only shortlived for in early
1967 price again started rising ihich decline in-Fain 4- ' r k't -r of 
1967.
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Hadhya Pradesh:
 

27 out of 43 districts were affected here. The monthend wholesale 
price of rice in R&ipur, Madhya 1:radesh rose grzdually from 1960 to 1964. 
The controls were introduced in 1965 and continued till the end of 1967.
 
After the withdrawal of controls prices roe sharply.
 

The monthend wholesale price of whert too in Sagar, Madhya Pradesh
 
rose gradually from 1960 to 1964. The controls introduced in 1965 were
 
continu.d till mid 1967 and after the controls price of whet rose at a
 
f;.ster spc d than the price of rice after decontrol.
 

Mzharashtra:
 

Out of 27 districts, 19 with an estimc.ted population of 15 thousand *ere
 
affected in iMaharashtra.
 

The monthend wholesale price of rice in Ritnagiri, ]Qdharpsh.ra de
clined from 1960 to mid ;963 and after th t it started rising cnd touched 
now heights in August 1964. The contrls wore then introduced and are 
continued. 

Eut the monthend wholesale price of wheat in Bombay, Maharashtra showed 
decline only in 1961 and rose gradually in 1962 2nd sharply in the l&st 
ou:rtor of 1966 and early 1964. The controls were then introduced and
 
maintained.
 

Orissa: 

In Orissa all 'he 13 districts were afrectod. It is estim-tod that 
about 64 lakh peopla in the state were cffected. 

The monthend wholesale price of rice in Balasar, Orissa dcclined
 
from 1960 to 1961 ;nd fro-i 1962 a stoop rising trend iB visible. The
 
controls were incroduced in 2065 and continued ti 1 c o.rly 1966. With 
decontrol price horu too rosu sharply in 1966 and J.967 and totched an 
all time peak of Rs. 128.00 per quintal in April 196G. 

Rajasthan: (Graph No. 12)
 

23 out of the 26 districts wore affected and in all 11,126 villages
 
with a population of 55 lakh were affected. 

The monthznd wholesale price of wheat in Kotah, Rajasthan remcined 
fairly constant from 1960 to 1962 but a rising emerging from fid 1963 was 
only subdued in 1965 because of controls and after decontrols its pace 
wc's accelerated in 1966 and 1967. From the last quarter of 1967, the price 
started declining. 

Punjab:
 

Thro- districts of '{isz-r, !ohir--J-r~ rh -nd Reht'- were ,f'ectd. 

http:Qdharpsh.ra
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The monthc.nd wholesale pri e of whe2-.t in ForozDur, Punjab shows no 
rising trend in 1962 c.nd 1963. But in early 1964 lo pri e rose sharply
only to decline to the s.-rc. extent by mid 1964. Howev!r, in the 1-ter 
half of 1964 it k.pt on ising continuously. In 1965 becacusc of bettcr 
supply position in the state pri o of whe.t dcclinc in 1965 but st-rted

rising sharply in 19$6 and touched the pondk--about Rs. 125 per quintal

in Februaz-y 1967. ALft~r touching the pecak price d.clin d 
 sharply in later 
half of 1967 :nd c.rly 1968. 

So in the most of thc states it was the speed of already rising

trend in prices which was '.ccelbrr.tzd by 1,o drought of 1965 and -.
 
further given momentum by decontrol.
 

Comparison of the movement of prices of selected items
 
of foodgrains and industrial raw m.,tcri ls in India
 
and othcr impor'ant producing countrics.
 

(i).Wheat: 

The wholesale pri.e of whet t (FAJ) in USA and .ustr--ia showed a
 
downward trend from 1950 to 1967 whereas in India it showed a fairly

rising trend in the scoe period.
 

In 1950 the wholusale price of whcf t in India w-.s the lowest but
 
by 1953 it was more tharl the Australian price but just about the 
same as
 
:,he Amcric-.n priceo. Because of a decline in Indicn price on. ris- in
 
American price in 1954, the gap b,.twe n the two prices widened. The
 
Australian price still kept on declining. 
From 1956 the price of rhcr.t
 
in India ruled much above tho price level in USA and Austr: lia. Till
 
early 196- the price in India ro3e sharply and wiclcncd the g.p in prices

of India and USA. The g:.p in prices of India c-nd A.istrlia too idcned.
 

Though the prices of whe-.t in both USA and L/ustr-li: showcd down
ward trend yet American price was higher till 1964. After 1964 Austr,-lian 
prices ruled higher.
 

In India the devlu,.tion of rupee in mid 1966 brought doim Indian 
wholesale price of wh:.,: t Terms doll, rs. Lhe inin of US bo g.p Indian 
and .ustrnlian priccs narrowod. But ecline India:n prices wasthis *:1 in 
shortlived and in c-rly 1967 the price touched the record lcvl. " c 
Of course, in the lnter hclf of 1967 thu piic of who:.t in India declined 
almost to sari.luvel as at the end of 1966. 

As from 1964 onmrds the wholesale price of who-t in USA i the 
lowest, it was profitable -nd would be profitable for India to import 
wher.t from bSA. 

(ii). Rico:
 

Wholesale pri o of rice (FAO)  both of coarse and fine ou,Ility exhibited n.rising trond in India. rirvht from 1950, w:"' ir US., ti 

http:monthc.nd


-58

wholesale price of rico from 1950 showed a downward trend. 
In Thailand
 
upto 1965 price of rico showed a declining tendency but in 1966 it

touched an all time high level. 
It even exceeded Indian price.
 

(iii). COTTON:
 

Wholesale price of cotton (FAO) exhibited a gradually rising trand
in India from 1950 to mid 1966. Lftor the devaluation of Indian Rupee 
 in
June 1966, the wholesale price of cotton in India declined in terms of 

U.S. dollars but rose slightly in early 1967.
 

On the other hand wholosale price of cotton (FAO) in USA kept on

declining sharply from 1950 to 1967. 
 So in 1950 the American price was
much above Indian price of cotton but by mid 1967 the gap narrowed down
 
to only 0.5 doll.rs/kg.
 

(iv). Groundnuts (India) and Soyabeans (USA):
 

The wholesale price of groundnuts in India kept on declining sharp
ly from 1950 to 1955 and after that it showed a sharply rising trend. 

In USA the wholesale price of Soyanoans have been farily constant.
and the gap in the price of groundnuts in India and of Soyabean in USA

which in 1950 was about 6.b U.S. cents/kg narrowed to 1.4 U.S. ccnts/egby 1955 primirily because of the decline in Indian price. 
From 1955 on
wards the gap snrtod widoning again primarily because of the rise in Indian
 
prices.
 

(v). MAIZE:
 

The tholcsale price of rMiize in India declined from 1951 to 1954.From 1954 onwards ti sows almost continuous steep rise in price of
maize in Indi-. In USA on th other hand, thore is declining brcnd inwholesale price of naizo. In 1950 the wholcs'l, price of maize in USA 
was higher and from 1951 to 1953 Ch~y wcrc st the scaie lovl in Indiaand U.K. From 1955 onuarc~s Indinn pricc of naizo is always highcr,
camp-red to the wholesale price of naize in US. 

In India the whoLs lo price of Mll the corn odities are incr-.sing
whore,-s in other countries spociolly U3A and Aus, ralin the priccs are
declining. This indic.tos the basic imbalance in algregate demand and 
supply in India only. 
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Implications Of Price Rise:
 

The price incroase experienced during Second and Third Plans is
 
primarily of th. demand putll type. As a result of industrial :.nd
 
other sectors experienced a wiage price spiral. 

The industriil production rose by 31 percent and 39 percent over 
the Second and Third Plans respectively. But agriculturnl production
showed a rise of about 22 percent ovr the Second Plan and a dcclinc of 
6 percent in thc Third Plan. Comprative shortages of food and raw 
materials created pressure on agricultural prices. 

Inflation ape:ears to have af;ected investment ind saving pArticu
larly during the Third Plan. The shift in terms of exchange between
 
agriculture and industry in f. .vor of the former has reduced the c'ncity 
to save. 

Also inflation has affected adversely the balance of poynents.
Exports with increased prices find difficulty in intornarionJl markets. 

To control the inflation output is to be incrunsod and public spend
ing reduced.
 


