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agricultural prices play an important role in economic develop-
ment through their eflect on agricultural production incentives, on
income distrivution and on domestic capsital formation. A development
orisnted policy with respect to agricultural prices must see current
agricultural prices in the perspociive of longer term history, in the
perspective of sihort tern fluctu tions in response to weather phono-
menoa, and even in a world of con:iderablo insulation of domostic
prices from trade influence, thoy must also be szen in tho parspective
of international price levels, Mr. .., B. Mathur h's performed a usaful
service in pulling together a large amount of data regarding Indian
agricultural prices and pricé rolationships, and providin: a useful ana-
lysis of thesz data,

M. B. Mathur®s study is one of a soriaes of studies of agricultural
prices being carried out at Cornell University as part of a USaID fisan-
cod contract for research on agricultur-l priceos. We are grateful for
the assistanco provided by the agriculture and Rural Developmoat Sorvice
of USAID and, in particular, to Douglas Caton and Norman ward of that
Division.

The broad program of study, of which M. 3. lathurfs study is one
part, covers throe major areas of enguiry: (1) the role of nrices in
intersectoral income and canital traasfars: (2) the offcct of prics re-
lationshiys on agricultural mroduction and markstings ands (3) the Tactors
affecting urban pricec of agricultural commodities, Thus in total those
studies are concerncd with the affects of agricaltural pricos on tho
non-ar.ricultural scctors of the cconomy, with their afleccts in “he agri-
cultural sector and with the monner in sthich agricultu:el prices are
deterainad. Over the course of the contract a sudstaatisl numbder of
studies will bu corried on in various countrics ond dealins -7ith various
asnocts of the processos. ..t tho commletion of these studics an effort
will bo sade to pull them together into an integrated vicw of tho role
and functioning of agricultural pricos in tho development procosc.

June, 1968 John . .lcllor
New Dolhi, India
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, : CHAPTER 1 -

Prices During e far

There are two -ood reassons to study themovencnt of prices during
lSecond dorld dar (august 1939 - -wgust 1945)., Firstly, in tnis in this
period depression gave plecoe to inflation and sscondly, it engandered
the forces that caused tho post-war inflation which took the country
nine years to overcome. The moveicnt of price during this period moy
00 studized under the following periocs, (i) august 1939 to Harch 1941,
and (ii) april 1941 to Septomder 1945,

i

i
'(1) August 1939 to iarch 1941:

When the war broke out India was suffering from the offects of
dopression. The.index number of prices with 1929 = 100 was 71 so that
prices were 29 noints below thosa pravailing “efors the onsct of erisis.
roliowing tho outbreak of war in durope,; pricss and industrial production
took an upward trend in India. ..s a result of inereased demrnd fron
#llied countrios prico level rose from 100 in august 1939 to 108 in Sep-
tomber 1939, the first month of the war, Speculstive activity which
st-rted in tho Jute maricct comunicated itself rapidly to cotton, coreals
3.d other ssctions of the markst and the index numder rose from 118 in
Jetokoer 1939 to 131 in November 1539 and 137 in Ducomber 1939, as come
).rad to the pre-deprossion level of prices (1929=100) it c-me to 7,
Phs within four months of tho outbroak of war, prices had gone up by 37%
ind had nearly attaired the prodepression level.

famnary 1040 to March 1S41: Tho prices having reached thoir peak in Do-
lomser 1939 began to sag month by month during 1940, This will be apparant
Tom tho following figuros. (pige 2)

¢ Indax Humbor of dholesale Pricos in India by Groups of drticlos
(Jezk ondod 19th August 1939 = 100)

onth & Food & Other  Raw all Pri- (lanufa-  Chiof art- Goansral

car fobacco agri. ate aary ctured icle of Indox

: Comio eri- VComwo- aArti- sxport

— ditios als _ ditios _eles . _ ~ ——
epts 1939 107.6 118.1  103.2  107.6 110.4 110.0 108.2
5Ce 1939 127.5. 1944  125,5 3135.9 144, 5 146,7 137.8
are 1940 118.8 159,0 127.2 122.0 133.9 134.6 129.3
o 1940 106.3 110.2 117.0 112.4 320.0 112.9 14,1
pte 1940 106.1 104.3 117.7. 110.3 11).6 104,11 110, 5
o 1940 107.7 104.7 126.2 114.0 1187 115,54 115.2
;L:M,J.-D.’ﬁ.&.. 02,9 A24,5  111.8  127.2 111,¢ .. .1ko
t

The above tablo indicates that br Dagnar=ca 1037 tha —pda-o 2 L9y
DAL veiedn S SR + - i B R - s * # ~ = =

L

, - Ol Wiicn raw mat.ricls form a parte The price of a~nufciured
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irticles alos went up by 44 percent. Chi:f articles of export include
joth manufactured (e.g. jute monufactured) as :ell as raw materials and

o to a rise in the price of both the=e the index of this group rose
y 46.7 percent. During this period the prices of cotton and jute (raw
is woll as manufacturcd) were doublod. Lator the fall of prices was
jeaviest in the case of thase very comioditiss.

From Docember 1939 pricos startoed falling and by Soptomber 1940
!hoy stere dovm by 27.3 pointse The situation romained the same till March
,G41 whon tho pricos were noarly the wame as in Decomber 1940 and were
l5 porcent higher than the price level at tho outbreak of war.

A numbor of factors werc responsible for fall in price from 137.7

Pu Decomber 1939 to 115.2 in rlarch 1941, In tho first place it vas a
joactirn against tho unduo optimism geacrated by the outbreak of ware. The
rospects of a lirge dumand did not materiallisc. Tho prompt institu~
ilons of price controls and fears of increased Government control of
ricos coupled with othor contributory factors such as restrictions on
xoorts, oxchange control and prosrocts of a linsral jute crop also ine
asoncud the price lovels also duec to w r fears, people withdrew imonoy
'rom the crodit structure of the country and locked it up in gold and

lvor. as tho dealers did not buy their usunal stocks of com-oditios but

cked away their monoy instead, prices were bound to slump.

?i) Movement of Pri.cs - aApril 1941 to Septombor 1045:

_ from april 1941 to Septombor 1945 i.e. till tha cossation of hosti-
dtics pric.s in India showed an alsmost continuous incr.ase and by Sep-
pmoor 1945 they had reached the lovel of 242.,2, Having touched ths level
? 2414 by June 1943, prices showed a small declina and remained stabie
iscd at about 237 but since July 1S44 <hore was an upward turn so that

¥ tho boginning of January 1945 the index had re ched the peak of 250.3 .
hore after prices again showed a dceline to 237 in July 1945 and finally
ho var endod with the General Index of wholasalc pricos at 242,2

uring 1941-42 pricas rose by 22 points or 18 porceat. whilo the price
'Food and Tobacco® group stwadily incroased from 108.1 in March 1541
0 132,5 in March 1942, the index of other agricultural comaodities aftor
isinf from 102,9 in Harch 1941 went upto 150 in Soptemser 1941 and thon
y larch 1642 declined to 116.8 . The m-nufactured articlss after rising
© 166,3 in Septembor 1941, foll to 157.8 in Docomier 1941 and roached
éd-S'by March 1942, Tho prico indices of chiof articlos of oxport after
@aching 147,7 in Soptomber 1941 dsclined to 138,7 in ilarch 1942,

TPS yoar 1942=43 mnkos a definite shift to a ste=dy snd stoep rising
Ficos by all comaoditisse Pricos of all articlos incrossed practically
ny m?nth and by tho end of the yesar the Goneral Index had gono up by
7.l n93nts or by U7 norcent over th: level of Jarch 1942 in which yoear
0 Lricos were on the increasc. This period may rightly be regarded as
o of inflationary pricess The Roport on Cuvrency and Finance for 1943-44
m:arioses the posttion in thoso werds., 2+ the znd of 1042..43 w0
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cumulative effocts of wartime expansion of currency, tho riso in tho
menay incom: of a largor jortion of the community to sethor with tha
reduction in the supply of consumer goodsy had in the absense of an ad-
quate systom of controls on distridSution and prices and of machinory

to absorb 7xcess purch.sing power, rosultoed in a largo increass in the
living cost® and prico lovaels. This was furthor ag ravat:d by tho
hoarding of es ential comiodities on a largor s:ale, profite ring and
snoculations

Tho movement of pricss during 1943-4% revesls tho offects of con-
trols in not only arresting the uprard trend but in offecting some de-
cliro in pricess The Gonoral Index which was 227.9 in anril 1943, rose
to 240,38 in October 1943 and then deelinnd to 2363 by dairch 1644, Tho
riso in the price of food:srains till tho end of Jovem>or 1543 waon it
ro-caxd 303.1 was becausc of a sorious shortaze in many of tha doficit
"roas like Ben al and Travenecro Cochiine  Tho doeline later in tho prices
of focdgrains and other agricultsrnl coauodities wers mrinly duo to Go-
vorm.:ant®s measur:s for the regulstions of food pricis, The index of

*industrial rawr matorials steadily rosc from 172 in .laich 1043 to 197 in
darch 1944, Prices of manuf-ctured articles after touching 259.5 in
July 1943 gradually fol to 252,3 in HMarch 1944, It was causon by the
various stabilisation measures introduced under adhoe control orders and
tho comprohensive Hoarding and Frofitcering Provention Ordivance intondod
to re-ulato the nroduction and distiibution of coritoditivcs in comnon uso,
as vw>ll as the inciden.e of releasss of largor suiplics for civilisn con-
sumption and inersssed iports of comiodities such as druzs and foote
Wear and iron and stecl gonds.

The index numder of wholesale prices during 1944.45 avoragod 244,2
‘shoring a rise of 3 porcent comparable to an inercace of 33 peircant ond
‘25 percont rospactively in 1943-44 and 1942-43, Tho indox rose Trom
232¢1 in March 1944 to 245,0 ia august 19 ‘eclined to 243.b in September
and October 1944 and then rosc Wi in tho next thras acaths so that by
Hanuary 1945 it had touched the poak of 25043 . Ia the lasi t- 1onths
th> index doclind . nd at - ond of March 1945 stond at 247.G - 15.7
points or about 7 nercont nizher than that in ilsrch 1944, This trond is
noticoablo in al  imoortsnt comoditics. The risc in prices by absut 16
oints during th yoar 16445 indicates that the foreasthat srerc pushing
pric-s unwardy were still activo and but for tho iisositioa or controls,
pricous woald have ruled much hizhor,

Yaring april 1945 to august 1945 the Genersl Index declincd fiom
247.8 to 24h,7 Ahoroas tho nrices of food articlos tont up from 234,1
to 239.4 and of raw m.tarials fron 208.7 to 210.8, tho iadox ol other
8 ricultural eo moditiss foll from 273.8 to 268.0 . The index number of
manufictured afticlos also doclined due to improvoacmt in overall supply
Positinn following largor imorts and 1iwrger indigonous wroduction. The
gvora]l doand of dofencoe forcss an Indian srozuctioca also decliaad,
di. vid of wory thus saw tho goeieral price lovel at about 2 1/2 times of
bhat rofalont in the boginning,
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CH.I'TER IT

POST 4sR PRIZ.5 _ (Upto 1951)

X ]

Tho war camo to en end in august 1945, The rost war perisd way
conveniently bo divided into threce parts, (1) septeader 1945 to October
i.es before the nolicy of decrnirel, (2) HNovember 1947 to Sestomber
1949 when the exp :riment of decontrol caused prices to so-r highs (3)
Septomder 1949 tr .pril 1951, This includes the devsluati.n of ruple
and the outbrisak of Korsan War., By mid april 1951 prices had rcachod
tho peak lovel,

1. Erices from Soptembor 1945 to October 1G47:

after tho termination of th: war prices “onded to move staadily
uprardse Excopt for a cligit £:11 in th- pricss of rav mat:zrials nad
aanufactursd articlos, all other pricss showed a rise. Prices wero moro
or less stmady upto Octovor 1945, but thoreaftor they “rent on risine,
By March 1946 ths Genoral Index iad gono uo from 244,1 in august 1545
to 253.2 i.9. Dy 9 points or 4 porcont. The indax of Fiod .rti1clos (the
serios with less hasc last weok of august 1939=100 wtas startzd in February
1544) also aoved up from 239.4 to 244,03 .

During tho yoar 194647 prices rose much aizhor. Lfhe teble indicates
that whoreas the avaorage riss in tho Generel Iadex in 1945-L6 over 19445
was only 1.3 points in 1946-47 it shot up by 3045 20ints or wy 12 psrceat
over 1945.46,

Tho rise in tholindex numder was steady and persistent throughout,
.the pace being rolatively hi-har after Soptember 1946 following the
“2lazation of scas of tho eontrols, The a:xiwm riso ras recordo. 1y tho
findex nuaber of tho chisf articles of export; it moved up by fu.4 Loints
lor by more than 25 percent, The incraaso wes not Z-nfinod to any one
group but all groups, without oxcoption, recorded rises, [he gonoral index
stood highor by 3644 paints or 15.5 porcent.

. The Econonic advisors soneral index, when decontiol was dacided upon
in Novembor 1847, stcod at 302,0 i.z. ascut 9 rzoints or 3 porcoabt over tho
“rch 1947 figures. Tho indsx of faod artizlzs, by .aen, o2 1ovad un by
15 points, of industrial raw aaterials by 21.7 pjoints,; of semi-maufictared
articlos by 3 points whils the miscellanoous grotp h+d fallon “Hy about 7
EOints. This was in consonancoe with tho goneral rising tondency which had
ocome so prominent in th worec:ding year, but in comnarison to the xtent
of ri o in 1946-47, it nay Yo said th 't the prices vvece to ding to staoilisc.

‘ Tro upuzrd trond in pric.s, aftor tuc cos.abion of hcstilitiss was
bﬂtiraly contr ry to expocioti:as, Instead of tho developricat of gonoral
Elqu, oving to the cescatisa of the *mr ox-:nditurc of th: ordar of s,
UL erores and chs drying up of tho incomo sti‘zd.lg the sctu-l courso of
rices proved to be highly inflationory.
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Index Wumber of ~Nholesale Prices in India

SOURCE: Report on Curroney & Financo 1946.47
, - Manufac- Chief ) Industr-
‘ionth & «gre Comrio- Primary tured Art.of Gone Focd ial Raw
Yowr  ditios Comnodities _rticles Export Index -rts. Matorials*
dobhlis  265.4 240.5 258.3  243.9 24%.2 232,9  cee-
3945-46 272.6 26,2 20,0  248.9 245.5 237.0 249.8
4647  313.8 280.0 259.1  296.8 275.4 256.,8 316.3
woril 46 29443 25643 240,86 262,88 252.7 24b.6 282.2
May 46 209.3 259.6 239.2  265.7 2550 22,6 2°7,9
Jano 46 3028 270.5 240.0  279.9 263.5 245.5 290,7
puly 46 303.8 275.7 250.5  289.5 270.1 248.2 296.1
g, 46 303.5 277.3 250s2  261.2 271.3 252.4 27,0
Sonts 46 303.2 277.7 248,56  289,0 27L.1 253.5 292,9
;ct. 46 321.7 286.9 262,9  303.2 28l.5 255.1 303.5
bove 46 336.0 293.6 275.6  313.4 289.6 252,0 354.0
Drc. 46 326,0 287, 5 277.8  310.7 285.4 283.2 348.5
lan, 47 314.6 284.5 275.9  313.4 283.5 275.0 343.3
;ob. 47 324.8 261.1 277.0  322,6 289.2 275.4 352,1
b.ren 47 335,8 298.1 274.3  327.4  292.7 271.3  362.9

1

T E—Em 41 eV 8 e Fu———

* & new serios, firurss for which are availablo from March 1945 -

1350 yoor onded angust, 1939=100)
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In =ny iirse instanco the very basis for the expictod dovmword
= .mont of ~rizos may be doubteds Of the totsl outlay of the Central

i rmaant, . racovorablo war expenditure h-d been necszarily puroly
ta1r11%8 snary ind it wos mainly owing to this oxpondituvo that the war-
t4:5 infl .24 = h d dovoloped and tho total amount of notcs in circula-
inoand tno sagy sao 1y had increased ceovorsl fold, Daring 1944-45

and 1%45.45 +ho prices remained stoady inspite of increase in the note
cirzilasl-r. iio to the war tine contirols on the ono hand and the hoard- ,
irst ¢f curroncy on cho othere Thus this part of the Govornient outlay /
n1d alroady croated a latont purchasing owoer, which at the ond of war
voried, was cours’ to imminge uvnon the availcoble supply of go ds and /
sirviess so tao cassation of rocovarablo w:s expendituro could ot biing
abost a doprossion or slumpe It had slready sowm tho se.ds of inflation
wiich had %o m kent in check from tising still further.

Mhis porind ronresents that phusc of inflation which is charactor-
i1

sdd Oy tho astivisatis ne late orecas goinerate ti z si
i 3 & ti ti-n of tho latent for geineratad by the oxcossive
A f who curroney during the war,

11. Erieo devonont from Novombor 1947 to Mareh 1949:~ (The cxpariment of
; docontrol)

Moy -wo important evonts of this poriod aro (i) portition snd (ii)
d:.contrel. .Jthough the partiticn of the country was doecidad upon in
Jino 1947 -nd offccted in august 1$47 yot its cffects began to ranifest
tr-msolvas 1otor and exorcisod their influsnce in this period. The
fr1re; of poensral decontrol began in iovambor 1647, but it had 4o De
roversod at tho and of 1948 when dontrols had to be rein osads

Sl ine e rjlijlrtigign:“

Mo ¢r:trst haem that partition did to thu cconomy of India was
ti2t 1t cut -cross the cconomic unity 2f tho country., Bven bofore parti-
i on, Indis s deficit in foodgrains maich was further ag:ravatod by

. titi.ne Tho larger sart of Fakistan®s laad enjoyed irrigation

.£e Whilo 45,2 porcont of tho not sown arca was thon sorvad by
viiagatdon tiork in Fakistan, the corres onding percenta s in Indicn Union
‘ n 1%, pereent, Partition couscd <defici:mey of oo imsort ut raw
Liurials for India i.o0, jute and cotton. .lso partition h:d the furthor
wWrwet of incroasing India’s defense uxponditure,

115 partitian caused .a serious shortaro of foodgrsins and raw
Ltorials chich wvere vital to the asconosy of India and contributed to
4o voreoning of tho price situztion in tho ycars to come.

“ftar‘thd tormination of hostilitios, tho pricos in India kept on
1"136 andths riso vas particularly “ronounced during ths yoar 1946-47,

el 1647 a)thapah “ha pato ~T ineresso had, to somy asthens,

slack
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sned vot the upward trend was still noticoable. There u:s a fairly acute

sh:rzhgg of fordgrains, tho industrial productinn was on tho docline and

1.0 to transport ortlanacks the distributive systea did not zork officien-

AVH frices=zand cost of living tended to chasa each others

i bio to Inter-State restrictions on the movement of essontial comno=-

Iitigs, prices in surplus areas waore diffaorent from those of scarce areas.

Qso tho administratitm of controls in India was not froo from dofacts;

t led to corruption and black marketings It was also felt that controls

fignt havo bo2n necessary in the abnormal circumstances created by tho war

* thoro was hardly any justification for thoir continuance aftor two

vars of tho cosration of tho ware It was also belioved that the controls

¢t rrly hamperod nroduction but causzd tho prices to rise by croating arti-
~i1l sc:rcitiss and encoursge tho producers and traders to anard goods

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

c+nwvad and the normal trado channals allowed to funetion prices of all

& s~tial co:rioditias vould tend to fall and scarcity will disappoars

Towards th end of 1947 Governaent announced their rolicy of gradual
econtrol in regards to fondgrainss earlier tho Govornmeont hed froed pulses
vi samer from production and distribution controls =nd later decontirollad
stton, coiton cloth and yarnm.

Meos aftor decontrols

D.control caused tho pricos to soar so high that the controls were
1= sod at about tho cnd of July 1948, Rocontrol was first applied to
< th and then cotton and foodgrains. The offocts of dzcontrol and ro-
twcl aro illustrat d from the following tibles: (pazo 9)

7 Tt will be soen from the table that Beonomic advisor's general index
?ch, haforo, decontrol in November 1947, steod at 302,0 incrcascd sharply
11 it raichoed the peak of 389.6 in July 1948 - in increass of 29 percent.
211 tho comaodity grops pricos roso. Food articles rose by 32.5 porcont
r.:fic:rus by 30.7 percont, industrial raw materials by 1¢.1 porcent and
¢~»1lancous groap by 16,6 porcent. Tho comuodities whose prices rocordod
v ui wst riso werc tho docontrolled onese Thus cereals in tho food

, oup showod an incrcaso of 49.4 porcent, oilcakos and cotton yarn in the

=t -=1nufacured articlo.group of 9%.1 percent and 7643 porcent respectively

€tilos dn the menufactured articles group of 42.5 porcont and fibrcs and
los.5 in tho industrial raw material group of 30.5 and 9.9 respsciively.

., :f a rosult of tho moasure of recontrol adopted at the end of July
": tho wholosalo priced index, which had soared to 389.6 in Uly 1943,
121 %0 37°2,9 in August, and after moving narrowly around this lovel upte
o by tended to deelino almost continuously during tho succeoding throe
ths touching 370.2 in il-reh 1949 - a decline of 5 porcont over tho peak
ol rawchoed in July 1948. Excopt industrial raw matorials all group

A Toxtilos and cotton yarn fell by 17.7 and
Apata il i rgspoctile‘y.

¢

F

This £a11 4 ; . i
hy e o In pricey however, v

as very small as compated to previous
w01 index in threh 1949 st 370 was hichur oy 4l porcont




Fovement in Price Indicor jiv-~ oo o “ﬁqgembcr 1947)
(Base: Year onicd .o - o ke

. CE: Report on Currency & Finarce 16/5-

G oiner .o % increase (+)
! (+) or Je- or decrease (-)
: crease (-) of Col. 5/3
3ity Group Nov, 47 Mar. 48 Juiv 48 of Col. 3/1  March 49
, (1) (2) (3) (4) (5) (6)
_irticles  294.8  347.1  390.7 + 32.5 376.5 - 3.6
erenls 317.0  408.9  473.9 + 49.4 L66.8 - 1.5
1 zes 573.0 362.4 440,3 - 23.2 445/ + 1.2
2 rrs 220.3  259.4  269.9 + 22.5 246.1 - 0.8
;f..";.--_l Ra 337.9 397.7 449.9 + 19.1 462.8 + 2.9
- EaaR 355.5  403.9  464.1 + 30.5 4585 - 1.2
,?1:u~ds 474.0  432.8  521,0 + 9.9 562.6 + 6.0
+ rals 292.2  309.8  301.6 ¥ 3.2 320.5 + 6.3
Yopg 327.5 351.0 335.4 + 2.4 363.6 ¥ 5L
Yorufactured252.5  285.8  338.2  + 33.9 3224 - 4.7
ter 299.6  285.9  313.7 t 4T 205.8 - 2.5
peral Oils 147.6  167.0  179.1 + 21.2 1867.9 + 4.9
Cooteble 0418540.3  430.7  SA7.9  + 1.k 577.9 + 5.5
tion Yarn 29406 373.4  519.4 % 76.3 £25.5 2181
140.8  167.7  16€.6 +19.9 170.& + 1.2
llf'--?c'—a 202.8  413.2  403.8 +99.1 394.2 - 2.4
hepa 234.0 225.8 215.2 - &.0 255 o4y +16.7
Lotired Art.283.2 324.3 370.2 + 30.7 320.. -11.0
tilEc 319.8 3748  455.8 + 42.5 375.2 177
(-1 iroducts217.c  239.5  239.& + 10.5 247.5 + 3.2
bra 2301 h1.e a0 + 13,3 2724 + 0.5
CouemZATs /60,8 448.7  537.3 +16.6  515.2 - 4.1
i—iities  302,0  340.7  389.6 + 29.0 370.4 - 5.0
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Ve tn- roedocontrol level and by 8.7 poreent than iarch 1948, apar
F... srts tnoro h1s @lso b on a concii_rablo widening, during 1548-49,
gl .39 dagnaraties of Indian prico lavel, as comnaiad with those in
U.io ard U.5e s In tarch 1949, tho prico lovol in India (3ase 1937=100)

23 arl ”r"‘WE and 189 percont resuv.ctivoly of tho provailing levols
An 7.5, ot U.S.aey tho corrosponding percontage a yoar ago have beon
1:. wor at lv\, and 1?1.

dthor Cs:4d3 of Riso in Prices:

.=11ns ducontrol other f:ctors also contiibuted towards this rise
n ~ricas. Total ionoy supply tendsd to remain stablo during tho firs

ca pnavemg of 1G47-U48 but during tho siscond half it spurted up sharply
Mring tho first half of 1S47-48, monsy supply roceded by Rse 70 croros
b0 s, 2140 croros at the end of SOﬁtanJcr lcﬂ? but in the lator half of
Ltre7—iefl §% wacorded a sharp rizec of As. 176 crorce or 8 parcent, Iais
tra vartl: 2ar to hoavy govornmental outlays folloing th- partition and

- —

37t ¥ to tho widoning of free soctor of intornal trado following the

wilzy of “ocontrol in Docombor 1947,

In tho first two months of 1948-49 viz pril and May 148 unonoy
Ry 1v rosa by Rs. 48 crorss roflocting .ainly a contiauance of thu trend
nLJUS;Od during the previous year. But ﬁurlﬂ” June to Soptemosr 1948
%t ¢y roticad by Rse 70 crores. It was in this poriod that the pricos
{*r rioening tho decontrol peal in July 1948, bogan to decline owing
o vno rolvosition of coatrols.

14
I
]

DJrinh thotwo yoars 1947-48 and 1948-49, on acco:nt of tho heavy

¢. o3 wxpondituro and the exponsos incurrad on the food subsidiss and
. t:itatl ns of rofugocs, the budgot of thae “onteral Goverasent both

ko vomio and capital account showod cdeficits.

111 in Frodaction:

——— b —— '

ﬂ Co top of tho policy of docontrol and increoase in the c:sh balances
lth.tww rublic thore wos an oviral? declinoe in azricultural and indus-
r:.dl 7 Zaciion espocially in 1947-48.

T 3 - a ; . .
«wo contin ed riso in the cash bnlancos of tho public, :lso prosuaadly
TR i el

'i{"‘ wt oy the gradual widening of tho freo sceiur of intarnal trado
pioving ducontrol indicates tho neorsistenco of iaflatisneiy conditions ,

LI

st7iv tabla mrinly to thellay in agricultural os moll s industrial pro-

“+ %o is roflocted in a continucd rise during tho year in the

tir 1 nrdeo lovel and living costs.? (Roport on Curiancy and Financo,
-, i.. N §) -

S LTINS to aprid 19518
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‘ catinuous and parsistont riso in prices wiich gathored momentum aftor
ho outbroak of Korsan dar whon the price lovel reachod tho noak in Mid
;:ril 1951' ; I
' wricos Upto Septembor 1949:

Laaea o

: 4s pointod 22rlior in the later half of 1948-49 prices tandad to
cede from tho decontrol peak reached in July 1948, Tho general index
p:dor in March 1945 was 370.2 as comporaed to 389.6 in July 1948. But
Lis slight improvement w's shortlived for in April 1949 prices asain
cgan Eo rise and continued to rise till October 1949, Tho general index
wvad up from 370.2 in March 1949 to 385.3 in Sepucader 1949 i,5, tha

wak lovel of post-docontrol raached in July 1948, 2y Octobaer 1549 tho
“wonoril Indox had gone up to 393.3 - a risc of 6.2 percent over tho

bLreh 1949 lovels The movemebt of individual coaioditios will bo svident
ron tho following tablo:

i Index Number of Jholusalo Erico In India
it (4pril 1949 to Octobeor 194G) Base 1939=100

C22C3t Report on Currency & Finance 1949-50, Statement 13
[

Eoth & Food Lrte Industrial Soml o iamoastos Tiscoll- Gonoral
S e GUE iolas Xy Mat.  factursd _od .rt. _ anbous | Indox
" arch 1549 376.5  462.8 3224 329.4 5152 370.2
. pril 1949 373.8  462.8 3252 7.0 PReE 3l
4 Ge 199 30 behE b5 307.1 26,1 7.1
uno 1549 381.6 1:59,7 326.3 349.2 502.3  373.3
JO10MS 3959 bl 326.7 347 535.1  L00.6

iu:- 1949 410,6 460, 5 330.8 348.6 541.6  329.0 |
Ste 1949 43,1 14684 5 39500 351.4 S547.1 334,38

.o 1068 h06.8  477.9 332.2 3526 536¢.8  393.3 |

e T

- o — s e

! |
. “4rdng tho porind nril-Getobor 1949, all tho eoastituent iroup |
5;4:a§ S1voed an incroase. ‘Food articles® rose “y 8,0 porcon:, Incus-
r*‘i “ur Matorials by 3.3 percent, Scui ianafacturad oy 3.0 porcent, |
Foairetara? yrtigles by 7.0 percont <ad lliscellencous rroup by 14,3 b
P2 %ty The jump in the price indsx in Octobur IS4G jay be aciribatod
i’y oxtont to dovaluation, It is, of courco, difficult to sscortain !

-:1;0 h”? "i¢h of this riso 1mas in continuation of tho upward trond in
228 aleas
£ S

dy in force »nd how much of it vas Ane fn i Pinck $oo gk

- - 1 R

'+ wdecdocad in kopping the oricos steady. In two months,




e taa # A ai

=12=

yyerber and December 1949, the general index had fallen by 12 points

s+ 3 percent. This was due to the reduction effected in the controlled
+ices mainly in those of foodgrains.and partly in those of the manue
ctured articles, This will be svident from the following figures.

' Index MNumber of Prices October 1949 -~ March 1950

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

, Food Industr- Semi Manufac-
ey & Arti- ial Raw Manu- tured Miscell- Gen.
?nth cles Mat, factured Art. aneous Index
in. 1949 406.8  477.9 332.2 352.6 568.8 393.3
v. 1949 405 1 4724 333.9 34bie2 612.0 390.2
éc. 19469 371 1 477.6 334.1 343.8 609.8 361.3
. 1950 379.1  486.2 13355 344,46 614.9 384..7
E'u. 1950 395.3 493.3 338.1 3465 632.3 . 392.3
5 - {rch 1950 396.2  490.1 338.2 7.4, 630.6 392.4

Ag compared to October 1949, in December 1949, he prices of food-
riins fell by 32.7 points or about 8 percent and of manufactured articles
f ~bout 9 points or 2.5 percent. But soon the efiects of devzluation
- n to assert themselves and the downward trend in prices was revarsed
3 January 1950. By the end of March 1950, practically the whole of the
Pirovement of the preceeding two months was lost. The general index
oved up from 381.3 in Decembar 1949 to 392.Z in March 1950, and the
f ¢ was in all the constituent groups.

The next increase in the general index during 1949-50 was 6.0 per=-

v relative to the level at the close of 1946-49. The corrésponding
fenzes in 1948-49 vas 6.7 percent.

?xi“.’lﬁ__:_f;_ﬂ._ri

The main event of 1950-51 which affected prices was the outbreak
“orcan War in June 1950. The upward movement of prices after devalu-
% and particularly after June 1950, continued during the first quarter
l tut the general index had moved up from 392.4 in March 1950 to
7546 in June 1950, thus recording a total r.se of only 0.8 percent
“reh 1950 and of 1.7 percent since devaluation. During the period
1i1-dune 1950, food articles rose by 1.7 percent while the mlscell—
© group rose by 9.7 percent.
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v wVUTding activity. The shortege of cgqentlal goods resultlng from
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stocking coupled with heavy outlays on re-armament programs generatead
boom conditions and fresh inflationary forces. Within a month of the
outbraak 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 pricc line, gove-
rnment took steps to relax import controls, and prevent hoarding of food-
grains through the amcndnent of the Essential Supplies (Temporary Povers¥
Act, 1946. Export duties were increased. The ecneral index had incrcased
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 genersl index had declined to 410.9 . In the next two 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 became more pro-
nounced, specially 2fter the intervention of Chinese in the Korzan Var
and the index touched 43%.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 yesr were the rising import prices, Also due to natiral calamities
there was a loss of foodgrains in 1949-50 to he extent of 5.5 nillion
tons. During 1950-51, thc production of coiton textiles, jute manufactures
and sugar also declined chiefly owing to the scarcity of raw materials.

For the last two yzars India was having a highly adverse belance
of trade. In 1950~51, to improvz the balsnce of paynents position, exports
vere much encouraged while i ports vere rcduced and the tuo sides nearly
Palanced. But large exports of cssential commodities like cloth ete. caused
great scarcity of commodities in the country and helped the upvard move-
nent of prices.

Also during 1950-51, money supzly with the public s-owed a pronounced
rise of Rs. 99.2 crores, in contrast to decline of Rs. 1b.4 crores in
-949-50 and Rs. 43.3 crores in 1948=49. The incrcase in money supply had
fgs effects on raising the price level by 11.8 percent during the ycar
4 7 50—510

Following the Korean War priccs increased not only in India but in
M1 important countries. In India the rise in prices was less merked.
45 between June 1950 and April 1951 prices rose in India by 16.6 per-
" nt as acainst 23.9 perfent in Ausiralia and 16.c percect in U.S.A.
Prices during the year 1951-52 behaved ac follows:

(Graph on next page.)
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Monthly Index NMumber of Whelesale Prices (Base: August 1939=100) of
all commodities in the post World War II period (September 1945 to April 19. )
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CH4PTZER III

Price Trends During The Three Plan PBriods

The annual average weckly goneral index of wholesa e prices (1952~
53=100) &t 165.1 for the year ended March 1965, recorded a net rise of
47.7 percent over the fifteen years covering the three plans. The index
for 1950-51, which is the pre-plan yeer, 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 onc 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 relative stebility in the first
two yeers of the Third Plan which constituted the third phase of the price
movement. During thesz two years the annual average weekly index of
wholesale price roze by only 2./ percent. In the fourth phase, compris-
ing the last threce years of the Third Plan (1963-64 to 1965-66), the rise
in prices wes of the order of 29 percent, This phase of rising prices has
continued through 196667,

Trends in wholczale prices during éach of the three Plan periods are
indicated in Lhe following teble:

Change In Prices During Plans

First Second Third Percentage Charge
Plan Plan Flan in the Index
(1951-56) (1956-61) (1961-66) 1966-1CA7

All Commodities -17.3 +35.0 +32.2 +15.7
Food Articles -23.0  +38.6  +40.7 +18.4,
Liquor & Tobacco -17.8 +35.7 +24.2 - 4.6
“uel, Pover, Light + 2.% +26.1 +27.5 t 5.3
& Lubricants

industrial. Raw -24,.3 +46.9 +30.1 +20.9
snterials

danufactures - 3.4 +24.3 +20,3 + 9.2

—

—

In contrast to the decline in prices in the First Plan, there was
¢ large rise during the ten years covered by the Second and Third Plans,
a1l the commodities groups contributed, though in varying proportions, to
k2 rise in prices during thesc two periods. Compsred with the trends in
“¢ Second Plan the rize in pricos during the Third Plan is somcwhot
Shaller except in the case of food articles.

. 5 . SELRE g
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Compound Rzte of Rise in Prices i
Percentage i

15 Years 10 Years Third Plan Period
1350-51/ 1955-56/  1960-61/ 1961-(2/ 1963-64/
1965-66 1965-65 _1965-66  1962-63 1965-66

AL B ik e vt

General Index 2.7 5.9 5.8 1.2 8.9

> Food Articles 2.6 6.9 Tk 245 10.3
Industrial Raw 2.5 6.7 5.4 =3.2 11.5
Materials

Manufactures 2.4 YA 3.8 2.1 5.0

— -

! It will be seen that the rate of increase in prices was steep and
. yas concentrated in the Third Plan period and particularly in the last
‘hree years. The pace at which prices incrcased 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 lest threce 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 begen around the comvenceme t of the Second Plan, acquired
the characteristic of strong inflation during the three years 1963 to 1965-
6. It will be noticed that the compound rate of increase in prices of
e food articles excezded the rate of rise in the gencral index in all the
il [ periods indicating thereby the role of food articles in the general price
rise.

i

' An important fcature of the price movement during Third Plan period

l is the narrowing down of the range of seasonlity in price movements. An

| anelysis of the indices of two ccmmodity groups, focd articles and indus-

trial raw materials which account for about 6o perccnt of weight of the

i all comwodity index, for the period 1951-52 to 1965-66 shows that the range

| of scasonal fluctuations in prices has been narrowing down more or less
consistently over the period. The relatively smaller scasonal amplitude

f of prices particularly during the Third Plan may be attributed genecrally

: Lo 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 domesiic output have generally resulted in
smaller seasonal declines in the post harvest period during 1961-62 to
1965-66 the rise in the prices in the lcan season has been dampened to some
titent by larger availebility through imports or through release from
Eovernment stocks.

e ———— Ry

- —

An equally important fzctor which seams to have reduced the seasonal
“plitude of foudgrains prices during the Third Plan is the regulation of
Prices by the government. Such factors as fixation of flhor and ceiling |
Prices, better storage and marketing facilities in important nroducing areas
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of raw motton and jute.

Average of Amplitudes of Seasonal Indices (Percentage)

All Com- Food Indus., Raw Ground
moditics Arti- Cere- Pul- Raw Co- Raw nuts
Period cles als ses  Mat. tton Jube

1951-52 to 1955-56 4.1 7.4 7.3 10.0 2.5 Le5 148 14.6
1956-57 to 1960-61 3.9 7.4 7.1 8.3 2.0 43 8/0 13.8
1961—62 'bO 1965‘66 309 7;6 607 9.0 2-1 3.9 409 13-1

It is clear from :he above table that the range of seasonal vari-
ations in prices seems to have parrowed down to an extent in respect of
cereals and pulses among food articles and in respect of raw cotton, raw
jute and groundnuts among industrial raw materials.

Another feature reclated to (he narroving sexsonality in rrices move-
aents is the stickiness of prices. From about the beginning of 8econd
Plan prices have tended to be sticky in the sense thst once having risen,
prices did not move down to the extent normally expected.

Seasonal Varintions (Prrcentages) in the Wholesala Price

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

A1l Comm-. Food Arti~ Cerecals Pulses Industrial

Period odities cles R Raw Materisls
19¢1* + 4.2 + 6,2 +5.0 4 4.3 0.5
1961-62° - 5.8 - 6.4 - 3.5  +1.4 ~12.6
1562 + 7.0 $11.9 +7.9  #21.2 + 3,5
1962-63% - 2.9 - 6.3 - 6.3  -11.3 - 3.2
19631 + 7.8 +13.4 +14.1 +1o:2 +5.3
1963-642 - 2.7 -38 0.8  +7.8 - 3.9
19647 +19.9 ¥27.7 ¥29.5  +55.5 +25.8
1964-65> - 6.1 a1 - 8.4 -16.2 - 5.6
29657 +11.3 +14,.7 + 9.0 +10.8 +15.5
1965-66> 4+ 3.9 - 0.3 +3.5 11,7 2.3

1. Refers to lean secson generally covoer-ing the period Margh-August of

that year,

<+« Refers to period of secasonal dccline generally wovering the months
hugusi-lzrch of the foliowing veer.
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The combined effect of narrowing seasonality and stickiness of
prices has becn 4o 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 ond aggregate demond 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 reiative growth of net national expenditure at
market alongwith the growth in the net national output at constant prices
during the three 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 years of the Third
Plen. For the rcmaining three yecers expenditure at market prices was
estimated by using the ratio of money supply to net netional expenditure
for 1962-63. It is observed for carlier 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 then in rezl cutpat, indicating thercby the expansion in agere-
gate monetary demand was not sufficient to sbsorbe the incr-cse in overell
supplies, particularly agricultural suoplies. In the rcsult, the wholesale
prices declined by 17 percent. In the Second and Third Plans, however,
the increasc in net notional exmpenditure vas much loreer than the rise in
net national output, while the increase in real national 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 yesr during the Second and Third Plans respectively. In
feet, in the lest three years of the Third Plan, the rate of rise in net
national expenditure averaged 21 percent a year compcrcd to 3 percent in
real na.ionel output. Thus during 1956-57 to 1965=66 the gap betwesn
spending and real output widencd steadil , reflecting the imbalance between
agaregate demand and aggrerate supply.

On the supply side, the growth of agricultural output, perticulerly
of foodgrains, which is of crucial impotance to the price situetion has
been uneven,
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‘v.nres_in Indices of Aericultural Production (Percentase)
-_-wﬁ_*m_“_%

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

., A1l Commodities +22,2 +21.7 = Tk +37.8
(+4.2) (+4.3) (=1:01) (+2.5)
= Fondgrains +27-4 +16 ¢9 —11-5 *34-1
(+5.3) (+4.0) (-1.9) (+2.6)
s, Other Agricultural +13.2 +27.3 < 0.3 +43.9
--=odities (+2.8) (+5.1) (-0.3) (+2.7)

In the Fist and Second Plans agricultural Production increassd by
;or 20 perce.at, however in the Third Plan period it showed a deciine of
1 percent, while the output of non-agricultural commodities fluctuated
.tﬂcly, that of foodgrains showed a smaller pise in the Sccond Plan than
;. the First and declined by nearly 12 percent in the Third Plan. The
-rnunl rate of increase in foodgrains output d:clined from 5.3 percent
.o the First Pdan to 4.0 percent in the Second, while in the Third Plan
{3 rise was coverted into one of decline averaging sbout 2 necreent a
. nre Thus during the Third Plan, thers was a substantial shorifall in
~:;vlies of foodgrains and the gap in supplies could be filled up only by
.epping up impdrts. The share of imports in the tot=l supily of food-
sr+ins averared 7.5 percent during the Third Plan compored with 4.9 percent
3 2.6 percent in the Second and First Plan respectively.=

As in the case of foodgrains, svailalllities of non-fo d agricultural
wmmodities particulerly agricultural rzvw material like raw cotton, raw
.-t¢ were augumented throvgh larger imports during the period of Third
flsn,

The share of imports in the net national outnut (at current prices)

+ nged 7.3 percent in the Eirst Plan and 8.5 pcrcent in thc Second. For
‘irst four years of the Third Plan the average worked out to 7 percent.
" the increase in imports relative to the increase in total sunplies
resented by net national output) was smaller in the Third Plan than
”-’he becond. In the Second Plan while the ave age net nationol output
y 26 percent, average imports increcased by 45 percent. During the
L voars of the Third Plun, however, imports increased oy 11 perccnt
- net national output increased by 37 percent. The smaller increase
"“Orts during the Third Plan is largely due to the severe imports re-
-ctions imposed consequent on the persistent foreign exchange difficul-
'« Moreover, the availability of aid colld have only a limited impact
%< flow of rconsumer goods, as bulk of the aid (other than PL 480) was
{or the import of investment goods.

-

-

-
e

-.port of the Foodgrains Policy Committee, September 1965, Ministry
of Food and Agrlculture, p. 19
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Share of Imports in llet National Outoput

Fist Plan
1. Net National Cutput® 9972
. (Annual Average Rs. Crores)
2. Merchandise Imports- 730.1
(Annual Average Rs. Crores)
3. 2 As Percentage of 1, T3

l. Four Years of the Third Plan

2. At Current Prices

Second Plan

12478

1060.5

8.5

Third Plan
16855

1181.0

7.0

3. Bascd 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 situstion 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.

IT. Sectional Pric: Trend:

An enalysis of prices of individuel commodities or commodity groups
is useful in understanding inter-rclationships between prices and their
significance to the different sectors of the econony.

The price index of the group 'Food Articles' which accounts for a
little over 50 percent of the weight of the ceneral index, declined by
23 percent in the First Flan. In the Second Plan agd the Third Plan,
houvever, 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-€4 to 1965-66 wten the anrual rate of rise
was 10.3 percent compared with 2.5 percent in the f{irst two years. Con-
sidering that the changes in the gen-ral price index closely follow the
trends in the prices of foodsrains, 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 arnual rate of increase 7.5 percent in the
T“ird Plan was more or less the same ag in the Second Plan (7.2 percent).
ovever, a large part of the increase in cercals price took plece in the
last three yeqrs of the Third Plan. Among cercals, vheat prices recorded
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Annual Rabe of Rise in Indices of Cereal Prices (Percentage)

Second Plan Third Plan
1956-57 - 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
Bajre +10.5 + 8.7 - 2.2 15.9
Cereals 4= 7.2 + 7.5 + 0.6 12.6

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

The growth rate of output of foodgrains, which aversged 5.3 percent
per annum in the First Plan, declined to0 4.0 percent in the Sccond. In
the Third Plan, however, output of focdgrains showed wide fluctu:'ions.
During the first four years i.e. 1961-62 to 1964-65, the increase averaged
5 percent a year while in 1965-66 there was a substantial dzeline of 19.2
' vercent. In the result, the gap betwenn output and demand widencd particularly
in the Third Plan, necessitating larger imports.

Annual Average Million Torrces

t  Estima- Produc- Ga Inpo- Availi- Imports as $ of
ted De- tion (1-2 rts  bility  Availibility
mand (deficit)

Q) (2) (3) (4) (5) (6)
(1951-56)
1I Plan 755 7542 -0.3 3.9 79.1 4.9
\1956-61)
‘1L Plan- 90.3  80.5 -9.8 6.5  87.0 745
11961-66) '
I
I Col. 2 & /4, Report of Foodgrains Policy Committee, 1966 p. 19
|
|

Apart from the gap b tween demand for and supply of fo-'dgrains, there
. Other aspects of supply of roodg)ains which are important from the point
t -~ View of foodgrains pricis. Cenerally speaking, foodgrains outnut has
“fN subject to a cycle of pood Vonne $olJesisnd ar S carsinen o it GRS b aliis i
- T drpenonied i s iy D end phaicCliasiy in regerd to the
-+ iluctuations. Though there were three good years and two bad years

]
|
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in each five years period of the Second and Third Flans, the extent of decline
in output in bad years was much larger in the Third Plan (about 13 percent

» year) thar. in the Second (about 6 percert 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 ou:iput influence the course of foodgrains prices consider-

; 3bl}r .

Imports of foodgrains played an important role in noderating the rise
_ in prices of foodgrains in the Third Plan. Cereal imports which averaged
“ } 6.5 million tonres a year, accounted for 7.5 percent of aveilibility (output
’ plus imports) in the Third Plan compared with 5 percent bn the Second.
' Wheat imports which accounted for 88 percent of total cereal imports, averaged
L.5 million tonnes a year during the Third Plan. At this level wheat impotts
; | amounted to 40 percent of wheat output and was thus much larger thon the esti-
nated marketable surplus of wheat (33 percent). But for the substential im-
ports of foodgrzins, particularly wheat, pricss of foodgrains would have shown
a much larger rise in the Third Plan. Yheat imports on a large scale dempened
the rise in prices not only of wheat but also of other cereals. Aport from
reéstraining the extent of rise in wheat prices through increased avairibility
of wheat, wheat imports acted as a modera‘ing influence on prices of other
cereals by effecting a shift in demand from other cercals to wheat, the prices
of which were relatively lower due to subsidics.

Raw Cotton

Prices of raw coiton which declined by 17.3 percent in the First Plan
increased in the Second and Third Plens by 15.4 percent and 15.6 percent
respecbitely. The annual rate of increase in raw covton prices wos almost
the same in both the Plans, i.e, around 3 percent, but the year to year vari- .
ations were quite large. These wide fluctuations in raw cotton rrices result-
od from the erratic behavior of output of raw cotton in reletion to steady

trends in consumption.

—

In the Second Plan, annual output of raw coiton averaged 45.7 lakh
beles while consumption averaged ebout 51 lckh bales. Similarly, in the
Third Plan annual consumption of raw cotton wes around 62 lakh bales while
output at 52 lkkh bales fell fa short of the requircments. 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 neczssiating lar oy imports.
Imports of raw cotton averaged & lakh bales a year in the Third Plan compared
\ with 7 lakh bales in the Second. The increzse in raw cotton consumption over
& P the two plan periods was largely due to the increase in the nu ‘ber of cotton
RS mills and in the installed capacity. (Indizn textiles Bulletin, October 1966) .
As o result of the increase in the mmber of mills and spindales installed,
B L rew cotton consump’ion incressed at an average rate of 2.7 percent a year
‘B in the Second Plan and at 4.5 percent in the first four years of the Third
", , flan, In “he last year of the Third Plan consumption of raw coiton declined
'Ly 8.6 percent following the cut in production conzequent upon the cccumulation
‘ of stocks. -

Production of rrw ontton chausd oprr-tiec moyemorta dr “%a BnrnrAd Plan

1zed by two years of decline in output and three years of increase. The total

P ]

s e

L B Y A A8 W B T TS




~23-

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
go°d years, on the other hand, was 22.5 percent in the T ird Plan, compared
with 63.8 percent in the Second. This two fold effect on prices wes moder-
ated to an extent by imports of raw co-ton which averaged about 7 lakh bales
and & lakh bales in the Second and Third Plans respectively.
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Percencage change in the wholesale price index of
major groups in First, Second and Third Flan (1952-53+100)
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Effects of Draught 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 rccent yecrs in 1965, resulting in
substantial damege to 1965-66 crops. The production of foodgrains in
196465 was 89 million tonies. So ir 1965-66 the short fal: in pro-
duction of foodgrains was of about 16.7 million tonnes. 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-reins in 1965-67 did not improve much. It showed a
mrrginal rise of 2 million tonnes and was 14 million tornes Iower then
the rccord l:ovel of production of 89 million tonnes in 1964-65. Alto-
geth.r there wes a decline of 31 million tonnes in production of food-
grcins over the two years 1965-66 2nd 1966-67.

Weather conditions have fortunately been quite fnvorable in 1967-68.
Apert from weath:r conditions, other measures taken to b.at the drought,
it secms are now bcing rewnrded. According to the latest estimetes, the
production of foodgreins during 1967-68 is expected to be about 95 million
tonnes--6 million tonnes more than the bumpcr crop of 1964-65. In view
of this supsly 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 marginel decline of
2 percent. But the sccond successive bad year ceused the prices of cereals
and pulses %o rise by 18 percent ard 22 percent respectively. Uith the
arrivel of bumper crop of 1967-88, the prices of cercels and pulses are
now declining.

Rice:

In the first half of 1965 the monthly wholesele price index rumber
of rice (1952-53=100) showed little variation. 3But becasme of the drought
in 1965-66 price index from June 1965 s ¢ried rising and by Decembur 1965
it h2d gone up to 147.1 from 126.Z in Junc 1965. The rete of risc in the
wholesale price index number of rice wos further acceleratcd in 19%6. As
1966-67 crops, oo were not satisf. cory, tae price of rice kept on rising
throughout the croo yeer. The wholcsale index rose to 174.4 by Dccember
1966 from 150.2 in Januery 1966, So in the calender yzsr 1966 the whole-
sele price index of rice rose by about 16 percent. In January 1967, it
vas 1t0.4 but by August 1967 it touched the all time peak of 230.0

The expectetion of a bumper crop in 1967-68 and the availebility of
imported rice caused the wholesale price index of rice to decline by
Decerber 1967 to 192.5 from 230.0 in August 1967.

Wheat: .

In case of wheat the wholesale price indeit rcgistered a decline in
the first half of 1965 as a result of the bumner crop in 1964-65. The
monthly wholesale price index of wheat (1952-53=100) which in January 1965
was 15l.2 declined by Junc 1965 to 131.3 . So in.vhe 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 agein de-
clined in October and November and by Dece “ber 1965 it was 139.4 -- 11.8
points lcss than whet* it was in January 1965.

In early 1966 the index drop; ed from 140.7 in Jenucry to 135.1 in
April 1966. After that price index started risirg gradually. But the
failure of crons in second su~cessive year caused the prices to rise at
an eccelerated pace. From 147.0 in Septerber 1966 it wint up to 191.0
in March 1967--a rise of about 30 percent.. After a little seasoncl decline
price of whe 't egain started rising and by July 1967 it had touched 217.7.
Again in the case of wheat too, the availability of imported rice and the
expectation of a bumper crop in 1967-68 caused the wholesale price of wheet
to decline by December 1967 to 195.3

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 foodgrains at reasanable prices to es large e number of
people as possible. It is only by importing large ocuantities from abpoad
and meximising internnl procursment th-1 the distribution of foodgrains
at a mass scale could be maintained. The toiel imports of foodgrnins in
1967 emounted to 8,7 million tonncs wh-ich in 1966 wes 10.4 million tomies
and in 1965--7.46 million tornes. Inspite of a second successive ye~r of
low production the procur.ment in 19&6-67 ~s in 1965-&6 exceeded 4 million
tonnes. It may be rccalied that cubt of o bumper crop of 89 nillien tonnes
only 3.8 million tonnes werc ~rocured in 1964-65.

The drought of 1965 coused the production of foodgrein to decline
in 1965-66 and the secrious scercity conditions develojcd in the states of
Andhra Fradesh, Gujarat, Mysore, rlaharas:tra, !lzdhya Prudesh, Orissa and
Rajasthan, Out of a total of 330 disiricts 125 wcre affected. In 1966-67
not only were the same states affccted apain, but the drought in Biher,
Eastern Utter Pradesh and some arens of Madhya Pradesh v-s of an unprece-
dentcd intensity and result.d in zcute scarcity conditions in these arcas.

Andhre Pradesh:

About 35; of the aree of the state was aff'ected by the drought. The
entire district of Anantapur and Chittoor in Royalseema and Khamman end
Nalgonda in Telangena vere seriously affected.

Month end vholeszle price of ricc in Kakincda in Andhra Pradesh from
1960 to 196/ remained between Rs. 50 to Rs. 70 per quintal cxcept for a
shortwhile in early 1963 vhen the pricc had gone down to Rs. 47 per quintal.
The drought in 1965 would have caused the price of rice to rise muc@ above
Rs. 70.00 per quintal. But the iniroduction of controls and rotioning pre-
vented any spectzculer rise in pricc. iot only 1965-6& cropc but of 1986-87
crops failed too. So the controls had to be continued.
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Gujarst:

Out of 19,0C0 vill-ges in the states nearly 30 percent i.e. about
5,500 villages with an estimated ponulation of 47 lekhs were afected
by scarcity or near scarcitvy eonditions in the state.

Gujarat Government too started a number of rolief measurcs to meet
the situation. The State Government subsidised the price of foodgrains
to be sold to the laborers on secarcity 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 undecr-
took an extensive program of deepening and repairing of the existing
wells, sinking of new wells and developing local source of water supolies
in the affected villages.

Madhva Pradesh:

The firought affected in a greater or lessor dcgree, 27 out of 43
districts in the st-te. The districts which vere seriousl affected were
Rewas Damoh, North Bastar, Sidhi and Jhapna.

relief

Here too, to provide the relief/works were started. The rate of deily
wages initially low, were increased and two earning normbers in o family
could earn enough to purchasec grains for themselves ~nd their dependents.

The month end wholesale price of rice in Raipur, Madhya Pradesh rose
gredually from 1960 to 1964. In January 196/ it was about Rs. 38.00 per
quintal and by December 1964 it went up to Rs. 58.00 per quintal. The
maximum rise in price of rice took place in fugust 1961 and in August 1963,
From Rs. 40.00 per ouintal in July 1961 it went upto Rs. 49.00 per quintal
~in Aﬁgust 1961 eand from Rs. 50.00 per quintal in July 1963 it rosc to Rs.
59.00 per quintal by August 1963, In early 1964 the monta end wholesale
price of ricc in Raipur touched Rs. 62.50 per quintzl vut in the later
helf of 1964 the price came down to Rs. 56.00 per ocuintal. Because of the
drought the rationing cnd controls were introduced in 1965 and continued
till bhe «nd of 1967. Vith the withdrewl of conirols, 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, Madhye Pradesh
rose gradually from 1960 to 1964. In January 1960 it was about Rs. 41 per
quintal and by December 196/ it had reached Rs. 61 por quintzl -- »ost of
this rise took ploce from July 1963 to August 1964. Controls and ration-
ing were introduced in 1965 and vere continued in 1966, Vith the removal
of controls thu price of wheat in the first half of 1967 rose sharply. In
Lpril 1967 it was only Rs. 59 per quintal but by Junc 1967 it rose to Rs.
142 per quintal. ind in Septerber 1947 aftev a little d-cline it touched
the 21l tire pock of Re. 150 per quintal. The expectation of a bumper crop
aused the prices t decline in the last quarter of 1967 and the first quar-
ter of 1966. Fron Rs. 150 per cuintal in Septemb r 1967 it cone dom to

RS, 90 nor euintal b L oiloN el
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Mahrashtra:

Scarcity conditions were deelsred in 19 out of 27 districts in
the state. About 15 thousand with a population of about 124 lakha
were affected. The worst affected district were Ahnednsgar, Poona and

Akola,

The month end wholesale price of rice in Ratnagiri in Meharashtra
was about Rs. 77 per quintal in Jenusry 1960. But by November 1963 it
care down to Rs. 57 per quintal. It then went up sharply to Rs. 81 per

quintel by August 1964. The controls were then introduced and sre conti-
nued.

The Sta e Governemtn took a nunber of measures to keep the situation
under control. A number of fairprice ships were Oopened. To solve the
drinking water difficulties, wells were deepened and the water was supplied
in areas of acuie scarcity by rails, trucks, camels and buliock carts.

store:

Out of the 19 districts in the State, 16 districts with an estimated
population of 75 lakhs were affected by ‘he drought. The distress waS,
however, mainly eonfipcd to.the southern part of the sta.e.

The monthend wholesale price of rice in Shimoga, Mysorec rose from
about Rs. 45 per quintal in January 1960 to about ks, 73 by August 1964,
In the last quorter of 1964 price declined but in 1905 becsuse of the
drought contfols were:introduced. But in June 1965, after the withdrawl
of controls the nonthend whole=ale price of rice shot up to Rs. 104 per
quintal by July 1965. From then onwards rrice kept on rising =nd touched
en all time peak of about Rs. 142 per quint-l in Septenber 1966, The price
of rice after reaching the peak of Rs. 142 per quintal st-r cd declining
and by December 1966 it come down to Rs. 90 per quintal. Because of second
Successive "ailure of Crops in 1966-67 the price of' rice in Shimosa, Mysore
kept on rising in the first helf of 1967 and by July 1967 it rose to Rs.
126 per quintal. The prospects of buapcr crop in 1967-6& caused the price
of rice to come down to Rs. 1C5 per quintal,

Also to relieve the distress of the affected populaiion, the State
vernment, took energetic steps. It started a number of relief works. The
State Government distributed 5 kgs. per head per month in all towms by a
Sort of informal retioning but the laborers on relief work got 10 kgs. ol
foodgrains per month,

0 4
Zrrissa:

In Orissa 11 the 13 districls were affec ed by scaricity but six
“%ely Kalahandi, Botengir, Dhenkaual, Sundergarh, Sembalpur and Koraput
“2re the yorst affected. It is estim-ted that B4 lakhs people were affected
b7 the drought,

v wid wnolesale price of rice declined in 1960 and 1961. It wes
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Rs. 54.91 per quintal in January 1960 but by December 1961 it ceme do:m

to Rs. 44.21 per quintal. Put from Jaguary 1962 thc price of rice started
rising sharply. By Novembur 1962 it was Rs. 62.29 uhereas in January 1962
it was only Rs. 42.87 per quintel. After a little decline in December
1962 and January 1963 the monthend wholesale price of rice in Balasore
Orissa started rising again fron February 1963. It touched the peak of
Rs. 77.00 per quintal in May 1963. Thc price then declined in the latter
half of 1963 and early 1964. From April 1964 the price of rice started
rising end by Novemb r 1964 it was Rs. 70.00 per guint=1l, The controls
were then introduced in December 1964 and con:inued till December 1965,
The free market price of Rs. 68.00 per quintal in Jenuary 1966 rosc to

Rs, 85.00 per quintal by Octecb:r 1966, After a litile 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 sessonal decline in November
Decerber 1967 he price of rice in early 1968 kept on rising sharply and
went as high =s Rs. 126,00 per quintal by April 1968,

So from 19623 there was a rising trend in price of rice in Orissa
which again got momentum bec:nse of the drought in 1965 and again failure
of crops in 1966-67.

Rajasthan:

Scarcity conditions prrvailed in 11,126 villages with a pooulcstion
of 55 lakhs. Out of a total of 32,240 villages and a total population of
about two crores. The number of districis affected with scaricity con-
ditions wes 23 out of a total of 26 districts in the State.

The monthend wholesale price of wheat in Kotah, Rajasthan varied
around Rs. £0.00 per quintel from 1960 to 1962.f From November 1962 the
price started declining and tock an upward turn from October 1963 and by
February 1966 it touched the peak —- Rs. 57 per quintsl. Thecontrols were
maintained throughout 1965 and thc froe mark: t pri:e in 1966 showed e 2in
the rising trend. From Rs. 59.25 per ouintal in Janvary 1966 the price
of wheat rose to Rs. £5.50 by December 1966. The price of wheat as a result

‘of second successive crops failure kept on rising in the first half of

1967 ard touched an all ti e peak in June 1967 when tho price of wheat was

as high as Rs. 105 per quintal, Adequate imports and expectation of a better
erop in 1967-66 caused the price to decline in the letter half of 1967

and early in 1968. By April 1968 thc ronthend wholesale price of wheat

in Kotah, Rajasthan came down to Rs. 73.73 per quintel but it was still

54s5 percent higher as compared to the corresponding price in 1964.

Punjab:

The district 3 of Hissar, Mohindergerh and Rohtak of Runjab were

°ffected by the ﬂfgﬁght. Eltogether 74/ viklages with a populeticn of about
& lakhs were affected by thedfought in these three districts. These affected
area arec adjecent to the western arid zone of Rejasthon., "VWhile in Rajasthon
there was both Aoorth AP £a-demsivs nnd 3-012nn BE colaenpnt: Ll o
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only shortfall in income due to crop failure . There was fairly adecuate
supply of foodgrains, specially of wheat and Bajra in the affected areas.

The monthend wholesale price of wheat in Ferozepur, Punjab varied
little in 1962 and 1963. But in early 1964 the price rose sharply but
declined to the same oxtent by mid 1964. Hovever, in the later half of
1964 it kept on risirg continuously and ikz reached Rs. 67.50 per quintal
in December 1964. In 1965 the free market price ruling in Punjab registered
e decline. In Decem:cr 1965 it came down to Rs. 57.00 per cuintal from
Rs. 67.50 per quintsl in Decerber 1964. In Funjab the price rose maximum
in the latter half of 1966 and early half of 1967 and in Februcry 1967 it
was as high as Rs. 124 per quintal. From Merch 1967 the price of wheat
in Ferozpur, Punjab started declining and by Novemb.r 1967 it canc down
to Rs. 79.00 per quintal.
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Monthly Indez 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 Ktimber of Wholesale Prico of
whéat in Indie (Base 1952-53=100) from 19¢g-61
to 1967-68,

Tre SOURCE: Bulletin on Food Statistics - 1960 to 1967
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CHAPTIR V

Comporison of' the Movement in Prices of Selected
Items of Foodgrains and Industrial Raw Materials ;
in India and other important producing countries.

I. Wholesale Price of Wheot in India, U.S.A. and Austradia:

The wholesale price of whest in Indin kept on rising almost conti-
nuously from 1950 onwards. In Austrolie the wholesale price of wheat
showed downward trend. Th: whole sle price of whest in U.S.A. was
highest till 1955. It remained steady from 1955 to 1960 and rose from
1960 to 1962. From 1962 price of wheat in U.S.L. started declining sharp-
ly and from 1964 price of Zmericcn wheat is the lowest.

Between 1950-52 wholesale price of vheat in India remained fairly
stendy. In 1952 it wes 7.3 conts/kg. znd by 1952 it w~s 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 we=c not

much different from that of 1950. In Australia the wholesale pricec of wheat
went up by 13 percent from 7.8 U.S. cents/kg in 1950 to 8.8 U.S. cents/kg

in 1954 and in 1952 it declined to 6.2 U, S. cents/kg. So the fustralisn
price which was 0.5 cents/kg high r as comp-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 roses to 8.9 cents/kg from 8.4 cents/kg in 1950, In 1952 it
declined to €.5 cents/kg so the U, 8. price, comparzd to price in India

was higher by 1.1 cents/kg in 1950 but by 1952 it wes higher by 1.3 cents/kg.

In 1953 the price of wheat in India ro-e by 15.3 percent but in 1954
it declined by 16.7 percent., So in 195/ it wes in fact C.2 cents/kg., lower
then the price level of 1952. In kiustrelia in 1953 price of wheat declined
by 22.0 percent ard in 1954 it declined fu.ther by 7.8 percent. So in

195/ iusirelien price was lower compared to Indian price by 1.k U, S. cent/
kg In USA price drop.cd by 2.4 percent in 1953 ard went up in 1954 by

4.8 percent, So the price in India compared to USA wrs still lower by 1.7
cents/kg. in 195..

From 1954 to 1956 price of whert in India rose sharply. In 1955 it
went up by 10.0 pcrcent and in 1956 it rose further by 20.9 percent. In
fustralia in 1955 price declined by 6.5 percent but in 1956 it rose by 5.5
percent. So the price of whecat in India ws compared to fLustralia was higher
by 3.6 cents/kg in 1956 whercas in 1954 it was higher by 1.1 cents/kg.

In USh to> price declined by .0 percent in 1955 and rose in 1956 by 1.2
percent., In 1956 the price in India, os compared to /Am-ricen price was
higher by 1.2 conts/kg whercas in 1954 it wus lower by 1.7 cents/kg.

In 1957 price of wheat in Indi= declined by 8.6 percent but in 1958
it rose by 20 percent. 1n australia the price went up in 1957 by 5.3 per-
cent but dropped in 1955 by 6.6 percent. Thus in 1958 the gap widened to
446 vents/kg.

i.c. the price in India was hirher as co=pored to fustralian
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/.6 percent in 1957 and 1958 respectively. So the Indian price as com-
prred to American price was higher by 3.7 cents/kg in 1956 which in 1956
vas highcr by only 1.2 cents/kg.

After having touched the peak of 10.2 cents/kg in 1958 price of wheat

In India drop ed ir 1959 and 1960 by 10.8 percent and 3.3 percent respectively.
from 1958 to 1960 price in Australia remained more or less constant 4t 5.6
‘U.S. cents/kz. Though (he gap narrowed yet the price in India as compared

bo Australia was still higher by 3.1 cents/kg. During 19586-60 pri:e in

ISA too remained consiant et 7.1 cents/kg and beczuse of the decline in

brice of wheat in India the gap narrowed and the price in India was higher

py only 1.6 cent/kg in 1960.

The price in India again siarted rising from 1940, In 1961 and 1962

[t rose by 5.8 percent and 6.5 percent respectively. Prices in Australia

and USA too went up in 1961 and 1962, In Lustralia it went up by 5.4 percent
and 1.7 percent respectively whercas in USA it rose by 5.6 percent and 10,7
percent respectively. So in 1962 the price in India was higher by 3.6 pent/kg
" _ps compared to price in Australia and by 1.5 cents/kg as comrared to price

in USA. '

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

Lt declined by 6.0 percent but in Australia it went up by 3.3 percent. In

196/, the price in India rose by 5.3 perc:nt vhereas in Austrsliz it went

down by 3.2 percent. In 1965 price in Indiz rose sharply by 11.6 percent

put in fustralia it remained constant. 8o in 1965 when the rrice of whe.t

in India touched 12.5 U.S. cents/kg ir Aus'ralia it was only 5.9 U.S. cenis/ke.

Wholesale price of wheat in India declined from 1... U.3. cents/kg to
12.0 U.S. cents/kg from January to March 1946, During April snd Mey orice
rose ty 2.0 U.S. cents/kg but buca,se of devaluation of Indiar Tupze in

fune 1966, prices in U.5. cents/kg d-clined from 14.0 U.S. cenis/kg in May
1966 to 10.8 cents/kg in June 19¢6. From then onwards rrice kept on fe-
tlining and in September 1966 it touched 9.5 cents/kz. Eut during Jeteder -
Pecember 1946 price agzin rose and ty December 19% price re-ched £9 1..8
P8 cents/kg the level of January 3966. The rising trend maintaircd

" pelf in early 1967 and bty Februsry 1967 the price of whect in India h-
reached the level of 16.5 U.S. cents/ke which was 2.5 2:nts/is mors i

~
- n
b

the predevaluation price of 14.0 cents/k - in May 1966. Put baceusc of . he
various stabilising measures undertaken the price of whe-t in India started
Beclining from March 1967 and by Julu 1967 it was only @.3 cents/kg more

than ‘the price of June 19¢6, the month of devaluation of Indian Rupec.

In Austrelia price of wheat in 1956 remnined fairly stable. From
. Panuery to April 1966 price remszined constant at 5.9 U.S. cents/kg. From
fay to October 1966 it rose grsdnally and reached 6.6 cen.g kg by October
1966 and from then onwards it declined to 6.3 U.S. cents/kg by Arril 1967,

In USL the price of wheat went up by 21.1 percent from 5.2 cents/kg
in January 1966 to 6.3 cenis/kg in Se .tember 1946, From Septe-ber 1966 it
Started declinirg and by July 1967 it wes 5.0 cents/ke - i.e. 0.2 cents/kr
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The gap between Indian and Aus:ralian prices which was 6.9 U.3.
cents/kg in Jomary 1966 widéned to 8.0 by May 1966. In other words the
price of wheat in iustralia as comp.red to India was lower in Janu.ry
1966 by 6.9 U.S. cents/kg ut by Muy 1966 it was lower by £.0 U.S. cents/kg.
The gap between Indian and Am rican prices toc widened from 7.6 ccnts/kg
to 8.7 centsfkg. 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 following devaluation continued upto September 1966.
Consequently the rap betwecn 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 be~
tween Indian and Ausirelian prices again widened from 3.0 U.S. cents/kg. in
October 1966 to 10.2 U.5. cents/kg in February 1967 and the gap bztween
Indian and American prices too widened in the same period from 3.2 to 11,0
cents/kg. It amounts to saying that th. price of wheat in India in Feb-
ruary 1967 was higher as compared to prices of wheat in australia by 10.2
U.S. cents/hg and as compared to that of wheat in U.Seis 4% wes higher by
11.0 cents/kg. But because of the downward trend in the wheat price in
India from February 1967, ths g2p betueen Indian and Americ.n prices again
narrowed down to 5.7 cents/kg by July 1967.
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II. Wholesale Price of Rice in India, U.S.4A. & Thailand:

Wholeszle price of rice - both of coarse and fine varieties ex—
hibited a rising trend in India right from 1950, whercas in US4 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 remaincd fairly cons.ant, Of the fine quality rice in India,
the vholesale price rose in 1952 to 9.4 cents/kg from 9.1 cents/kg in
1951. 1In USA; the price of medium quality rice went up by 14.2 percent
from 21.8 cents/kg. in 1950 to 24.9 cents/kg in 1952, In Thailand there
was not much of a change in price level. The wholesale price of rice in
Theiland in 1950 was 10.2 U.S. centsfkg 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 was lower by 15.5
cents/kg. In 1950 - 52, the price in India were lower even comparad to
those in Thailand, The price of fine quality rice in India comuored to
the medium quality rice in Thailand wes lover ¥y 1.1 cents/kg in 1950 and
in 1952 it was cheaper by 1.3 cents/kg. The price of rice in Indis did
not change much from 1952 to 1955; but in US4 it declined from 24.9 in 1952
to 19.6 in 1955 and in Thailend too it declined from 10,7 cents/kg in
1952 to 9.6 cenis/kg in 1955, The z2p between fmericzn and Indian rice
narrowed from 15.5 cents/kg in 1952 to 10.2 cents kz in 1955, Similarly
the gap be ween the price in Thuiland and the price in Indie too nar:iowed
from 1.3 cents/kg in 1952 to only 0.2 cents/l:ig in 1955, So upto 1955 the
Price of rice in India was cheapcst 2s compurcd to the pricos in USA and
.Th{.‘.iland .

Hogefer, in 1956 the price of ricc in India went up and kept on
rising till 1958. The price of ricc went up in India from 1955 to 1958
by 42.4 percent. In USL too the price of rice rose but only by 3.4 percent
from 1955 to 1958. But in the same period price in Theiland declined by
16.6 percent. So from 1956 Indian rice ceascd to be cheapest. It was
cheaper as compared to imerican rice but compared to Thailand it was
costlier by 5.4 cents/kg in 1958,

In 1959, the pricc of rice in India declined but again rose in 1960.
Similarly, the price of rice declined from 13.4 cents/kg in 1958 to 13.2
cents/kz in 1959 and rose in 1960 to 14.6 cen;s/kg. In US4 the prices
declined in 1959 and 1960, In 1958 it yas 20.3 cents/kg but in 1960 it
came down to 18.1 cents/kg, In Thailand too prices declined in 1959 and
1960. It was 6.0 cents/kg in 1958 but in 1960 it vas 6.1 cents/kg.

In 1960 the American price was higher as compared to Indisn nrice
of rice by 3.5 cents/kg . In Thailand the price of rice wag lower when
compared to the price of rice in In'is by 6.5 cents/kg.

In 1961, price in India declined but rose a ain in
in 1990 rice in India costed 14.4 pentg e b a5 Fasg L
certa B R R R G

1962 and 1943,

4
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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 o 19.3 cents/
kg, In Thailand the price rose 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 Americen price of rice and the price of rice in
India narrowed from 7.7 cents/kg in 31961 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 more corpared to
Thai rice by 5.7 cents/kg but by 1963, it was costlier 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 remained constant in 196/ 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 Indfian rice which in 1963 was 1.7 cents/
kg widened in 1964 to 5.6 cents/kg and in 1965 it narrowed to .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 Rupse was devalued. Conse-
quently by July 1966, the price of rice declired to 10.8 cents/kg. Ig
was kept at the same level till Decomber 194 and from Januzry 1967 it was
haintained at 10.3 cents/kg till June 1967 when it rose to 11.6 cents/kg.
In USA the price did not fluctuete mush. It s 18.0 cents/kg in Jamuary
1966 and by March 1967 it had reached only 18,7 cents/kg. Ir Th:ilard
price of rice in 1966 rose almost continuously, rrom 7.6 cents/kg in January
1966 it rose to 11.3 cents/kg by October 19%¢--a rise of 48.7 percent. After
touching all time peek in October 19%6 the price in Thailand storted declining
and by Jamuery 1967 it was &.9 cents/kg but by February 1967 it again rose
to 9.8 cents/fkg.

The Am-rican rice was still most expensive. Of course, because of a
sharp rise in Indian price the gap between prine of American rice and fine
quality Indian rice was less than one cents/kg in early 19%66. But after
devaluation and the introduction of controls the gap by March 1967 had widened
to 8.4 cents/kg.

The prices of fline quality rice 1n India and medium ouality rice 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 vas 0.5 cents/kg
lower than Indian price.
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Wholesale Price of rice milled in India, USA

| 2y & Thailand 1950 To 1967(July)

I
p et P SOURCE: FAO, Production Ycar Book vol. 20. 1966

o FAO, Monthly Bulletin of Economic
b / \ and Statistics Vol. 16 September 1967
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III. 4Yholcsdle Price of Co'ton in India end U34:

Wholesale price of cotton in USA s“ows a downwerd trend right from
1950 where as in India the price is always on the incrcsse.

From 1950 to 1952 price of American cotton declined from 0.94 U,S.
doliers/kg to 7.6 U.S. dollars/kg. In India too in tie same period whole-
sele pricc of cttton 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/ke.

The gap in American and Indien prices of co<ton w-ich in 1950 wes of
0.4 U.S. dol. ars/kg rir ced to 0.35 U.S. dolinrs/kg by 1952 23 a result
of dccline in price of cotton in USA. By 1966 because of the increase in
Indien price and decline in U.S. price the gep narroved to only 7.25 U.S,
dol. ara/kg.

This trend of gradual decline in wholesale price of cotton in USA
and of rise in India continued upto April 1966, '/hen the :m. ricen price
was more by only 0.05 U.S. dollars/kg. In June 19:4 with the deve uation
of Indian Rupce the wholesale price of covton in Indiz in terms of U.S.
dollers/kg declined from -.60 U.S. gents/kg in April 1966 to C.42 U.S.
dollers/kg in June 1966 and further to 0.3% U.S. dol.~rs/kg irn July 1956,
With the decline of price in India, price of cotton in U.4 too deelined
from 0.65 dollars/iiz in July 1936 the whole alc price of cotton in USA
declined to 0.45 dollmrs/kg in September 1926/ The pri ¢ in USA from then
onwer s renazined stecdy and bty Septembor 1987 it wes 0.51 dollars/kg. In
India too the wholesals price of cotton after doeliring in June - July
1966 sterted moving upward and by September 19487 it went to 0.44 dollars/
kg. when American price was highcr by only 0.07 dollars/ke.

i
IV, ‘Holeszle orice of Groundnuts in Indio and Sov:beons in US4

Richt from 1950 to august 1967 the wholesale price of groundnuts in
India is 2lways higher then thot of Soyabeans in USi. .

From 1950 to 1955 the wholecsale price of groundruts in Indin declined
from 1t.4 U.S. cents/kg to 10,2 U.5. cents/kg. In the same period the
vwholesale price of Scyabeans in USA declined from S.0 cants/ig to £.6
cenis/kg —- a decline of only 0.8 cents/kg. S0 ihe gon in Indizn =nd
American prices which in 1950 wes a much es 6.6 cents/kg narrowed down to
only 1.4 cents/kg in 1955,

The wholesale price of groundnuts in Indi: thcn started rocketing
une In 1955 it was only 10.2 cents/kg but by oy 1946 it torched an 211
time peak of 41.6 cents/kg, So in May 1966 thc wholcscle pri e of ground-
tuts in Indiz wes 4 times wh 't it wos in 1955. After tisy 1966 the nrice in
Indic registersa - sherp declinc ond by fugust 1967 it c me down to 16.8
cents/kg, the level reschiced in 1563,

In USA from 1955 to 1965 thc wholesale price of Sovw~henng pomsirad
e e B T e R o ST S + . Ty CA

a AT < Miay . ; . : =
: see eiiiiufage  went Uhe deuVoelicll 0L price of' groundnuts in Indin,
tha wholesale price of Soyabeans in Usi too sterted declining from mid



http:rea-c.ed

-
.
-~
4

9

»
r'

U o cillord pey Kk
g

v
3

w
o

-
€

—[‘-'o-

‘Tholesale Price of Cotton in India & U.S.A. from 1950 to September 1967.

-y,
~
A S
AN SA
. = Ws
N /
~ - —
T e e o . JUp—— _—— .
Te-T \\ // \\\ - s

— g ‘I Vo I

\

-
'
- -

/ nt—
\__/\,—/ \\ 2 WEO N T N .

SOURSE: FaD Production Year Book Vol. 20 1966 and
Monthly Bufletin of Economies and 3tatisties s FAO
November 1966 Vol. 11 and November 1967 Vol. 11

4 =3 3 1 1 1 i ' 1 1 1 i L} [l Sasutaaulees TPCNTR VITTRTTRLTY) JISTTCTTU LT YOO
a v

196¢ 't 'G2 ‘53 'S4 RS 56 6T Tay  igg  Toe el TEI (3 oA aaarsy ‘eL ‘€7
Jeass



A=

1966 and by August 1967 it came down to 10.3 cents/kg the lsvel recched in
1963.

So from 1963 pricessin India and USA went up to new heights ond by
August 1967 both c.me back to the level of 1963. Of course, the rate of
risc in the wholesale pricc of grovndnu s in India wns much more steep as
compered to the ra e of rise in the price of Soyabecns ir UL-4.
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Wholesalo Price of Groundnuts (Indiea)
and Soyabeans (USA) 1959 to August 1967,

FAO Production Year Book Vol. 20, 1966
FAO Monthly Bulletin of Economics &
Statistics Vol, 16, October 1967
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CHAPTZR VI

IMPLICATIOLS OF PRICE RISE

The price increase experienced during Second and T-ird Plans is
primarily of the demand pull type. This is, the pri e rise hes resulted
primarily from excess demend in “he economy arising from increased invest-
ment and the consesquent money incomes generated over the plan periods the
demend for foodgrains gre:' at a much higher rate than the increase in
output, The resultant rise in food rains prices afected the cost of living
particulsrly of wa:e earners whose propensity to consume is high. There-
fore, once food priccs tended to rise, it beceme difficult to restrain
money wages and as a result industrial and oiher sectors expericne.d a
wage price spiral.

The increase in prices arising from growth of egricultu al sector
relative to th-t of other, porticulerly the indu-trial sector while %he
indices of industrial production showed = rise of about 31 percent cnd
‘39 percent over the Second and Third Plans, respectively, tho-e of agricul-
tural productions showed a rise o  about 22 nercent over the Second Plan
end a decline of about 6 percent over the Third., Larging agricultural
production, particularly in the context of increasing investment and rapid
industrial growth, led to shortizges of food and raw materizl, and created
pressure on agriculturel prices. Higher priccs of row macerizl inputs
and increascd .oney wages af ‘ected the costs and prices of mznuf ctured
articles.

Inflation ap ears to have affected inv-stment -nid saving p.rticularly
during the Third Plan. The cvaileble estimstes of fsrcgote investment
during thc three Plans show thot the resl centent cf investment hes been
reduced in recent yex s as investment in financial terms could bz realised
only at higher prices. Also the cumulative risc in rriccs in r cont years
has affected the crpacity of saving of the household scctor, which ac:ounts
for the bulk of savincs in tho econony.

An aspect of the price th.t is important from the point of view
of savings is the increase during the Second and Third Plans, in cgricul-
tural priccs rel:stive to that ¢f industriel ;ricecs, th-t is, t'¢ shift
in terms of exchenge betwecn cgricultural and industiial in fovor of the
former. This shift in incomec appears to have affccted cg regate savings
in the economy in two types. First, per caplta incore in the :rgricultursl
sector being lower, & risc in agricultural income lexds to incrcas: in
consumption in the agricultur:cl scctor; znd secondly, prices of food and
industrizcl raw materizals rises f:ster then other priccs, non-agricultu:r:l
sector h7s to spend more and this reduces the margin for savings in the
non-agricul tursl sector.

The persistent and substantial rise in prices over the 1 st few
yecars hes ste~dily rais d costs in ihe wconomy and h=s .1.dc it more and
more difficult for Indian exports to compe ¢ in intcrn-tional mark.is.
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The selcetive incznbtive measurcs viz; import cntitlement schomes, tax
ercdit certific-tes and straight subsidics in somc ‘cescs mecant to com-
penszie the exnort industrics for highcr costs proved inad.cuatc in the
contert of irflatio ary situ-tion and czlled for periodic iner.zses in
their range ond quantum. HMoreover, these cdhoc rencdics did not have the
potentisl for bringing sbout - lasting soluvion cithor in sho form of
increcses in output or lovering of the costs of production of thc export
incustrics. Thc el ccts of inflation h.ve boen wcually harmful in respect
of imports. Imports when they could be obtained wc.e,consid rcbly cheaper
rolrti- o to dom stic products. The relotive cheapness of imports gave rise
on the onc hond to severe impori restrictions w'ich h-s affected the
growth of industrizl production aid on the other, to luakoge of foreign

oxchonge through smuggling.

Thus the inflsiioncry rise in prices eppenrs to have adversely off-
ected investment, saving and belence of payments. In:dequote growth
of output, porticul -rly of csscnticl items, ~nd sulst-aticl risc in spend-
ing, particularly by thc public sccior, being thc hosic causcs of in-
Tlction in the councry, efiorts to avoid further inflotion hove to be
concentroted on thoese two fronts.
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CHAPTER VII

SUM_ARY

Prices During the War:

It is important to study the b hevior of pricss during the war

because in the period depression gave way to inflcotion and ales it
ongendered the forces thet coused the post war inflction which took the
country nine y¢-.rs to overcome.

Q.

b.

2e

T

August 1939 To March 1S41:

As a result of the incrcasod demend from alli~d counirics price
level rose from 100 in August 1939 to 137 in Dcecember 1939. The
prices h.wving reached their pusk in Decemb r 1939 beg-n to sag
month by month during 1940. By Scptemb.r 1940 they werc down by
7.3 points. The situction remained the seme till March 1941 when
the prices were nerrly the some as in Decenber 1920 ond werc 15
pcreent higher thon the pric. level at the outbreck of war.

A number of factors we.e responsible for fall in pric.s. It was
a reaction cgoinst unduc optimism gencrated by the outbreek of
war - controls - restrict:ms on cxports - pcople withdicw moncy
end did not buy their usunl stocks.

April 1941 To Sen‘cmbor 10453

During this p.riod prices in India showced an ~Imost continuous in-
ercase and by September 1945 it reached the loevel of 222.2.

During 1941-42 priccs rosc by 22 points or 1& nercent. But the
yesr 1942-43 mede = dofinite shift to o stendy ond stecp rising
prices. This vy rightly; be rogorded ~s o pericd af inflotion.

The movemcint of prices during 1943-44 rowrcels the cffcets of cont-
rols in not only arrcsting thc wuprard rrend but in of ‘ccting some
dseline in »rices., The rise ir pric.s Uy =biut 16 points during
the ycor 1944-45 indic~tes that the forces th-t vere =ushing prices
upward werc still sctive and but for the imposition of controls,
prices would have ruled much higher.

During April 1945 to fugust 1945 thc Genersl Index declined from
2,7.8 to 244.1. The end of war, thus, ssaw “hc gonercl price level
at sbout 2% times of thet prevelent in the beginning.

Post Yar Prices:

Scotomber 1945 toe October 1947:
of
After the termination / war pricos tcnded to move steadily upueord,
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By Merch 1946 it hed gone up by 9 poin's or 4 perecnt. During

the yeor 1948-47 prices rosc much higher vherc:s the aversre rise
in the Generel 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 nurcent over 1945-46.

From March 1947 to Novcubcr 1947 when the deeontrol wes decided

upon the index rosc by 9 points or 3 percent., After the wor, the
upward trend in priccs wes contrary to expect-tions. It wes beccuse
of the lotcnt purch-sing power crected during the wer which impinged
upon the available goods ond scrviccs -fter the wor.

November 1947 To Morech 1949: (The cxperiment of Docontrol)

The effects of martition and decontrol influcne.d prices in this
period. Bceouse of partition Indin lost irrig-tion frciliti.s,
deficiency of Jutec & Cotton znd inecreased Indic's defencc crpendi-

tureg.
s

The administration of cont.ols in India was not frec from dcfects.
It led to black marketing and corruption. It wog thought the con-
trols cre uscful in “he sbnormrl circumstanc.s but not in perce .

Also it wos beliived thot controls hampcred production and crnuscd

the pric.s ta risc by creating artificlal scarcity.

Towards thc end of 1947 thc governvent announccd their pelicy of
gradual decontrol. It ccused th: prices to sonr sc high thot the
controls were reim oscd at about the end of Ju'y 1946, The index
rose from 302 in November 1947 to 369.6 in July 1948 -- cn increase
of 29 pcrecent. As o rcsult of the meosure of rocontrol ~dopt.d at
the ond of July 1946 the index declircd from 362.9 in July 1948 to
370.2 in March 1949 - 2 decline of over 5 pereent.

1

Apart from decontrol many other factors likec money supply, defiecit
budget cnd f211 in production contributed to the rise in pric.s.

Morch 1949 To 4pril 1951:

Dovelua.._on of rupcve in Scptembeor 1949 ~nd outbreak of Korecan wer
in Junc 1950 influenced the prices in this p.ricd. From Anril

1949 prices buo'n tc rise and countinucd to risc till Ociobir 1949
when it rocorded o risc of 6.2 percent. All the constitucnt group
indices showed an inerccse. The jump in the price index in October
1949 moy be at ributed to a lerge cxtent to develuntion,

As ¢ rcsult of the measurcs adopted by the Government in November

oend Decembor 1949 the index declined by 12 points or 3 ncreent. But -
soon the effccts of develuc don besan to ossert thomsclves -nd the
index moved up from 3Ll.3 in Dccember 1949 to 392.4 in M-rch 1950
nullifying the (~rli r deeclire. Uith Lhe outbre e of Lore-n War

in Junc 1950 spcculaiive and hoording ~ctivitics got o sudden spurt
and generetod fresh infl-tioncry farocs. From 395.6 in June 1950
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the indcx rose to 412,5 in Septcmbcr'lQAE and touched an 213 tice
peck of 462.0 on april 14, 1951. Thereafter pricos began to decline.,

Other contributory frctors to the stecp risc in priccs in this yoenr
were the rising impor s priccs, dceline in production of foodgr-ins
of 5.5 million tors in 1949-50. 11so to balrnes “he pynent no-
sition cxports of estton ate. were iner:sscd causing o great
scarcity in +he country, Also nongy supply with thc public showed
& pronounccd risc in 1950-51.

Following thc Kor.sn liar pric:s incrcescd not only in India but in
a1l important countri.g.

3. Priﬁa.Trends During ths Three Plans:

The genersl index (1952-53=100) which stood ot 111.8 in 1750-51
rose to 165.1 for the ve.r ended in Mareh 1966.
che three plens, prices rosc by 47.7 pereent. In First Plan (1951-52 ta
1955-56) priccs declir.< by 17.3 vereent. Pricos ross by 35 percent dur-
ing the period of Second Plan (1655-57 to 196C-61)., In the firet tuo
yoeers of the Third Plen index rosc by only 2.4 perecnt but in tic last
three yeors it rose oy 29 perecnt.

S0 in k5 yc-rs covering

In contrrst to the deueline in prices in the Rir-t Plan, thor: ue
> lorge risc during the ten s-ars converced by the Sce-nd Plan ind Third
Plen. The prec ot which prices incro-s:zi during the T ird Plan w:s the
See as that during the ten years 1955-56 +

[+]
wJ

9 1965-65. T'¢ -nw-1 rate of
inerczse in pric:s during the last three jecrs of the Third Plon for
erceeded the rete of risc reecorded cith.r in the fifteen yec:or pcriod or
in the ten years periad ns o woolc,

An important feoture of the price movoment during Third Pl-n pcriod
is the nerroving down of the ronge of seisonality of -rice movescnts,

It ey be due to price rogulaticiis by “he Covern cnt ond trends in doncstic
Sroduction and Liorket crrivels,

Another fiature relatod to the narroving seosonalityr dn price novencnts
is the stickincss of prices in the scnse thot once having risen, nric s
did not move dowm to the cx _nt norntlly s

AR
SAOCTC. o

The conmbined c¢fiect of norro ing seosonelity :nd stickincss of pricc.
hus becn to bring zbout a cumul-tive wise in “he pricc level,

The persistent rise in the gencrel level indic .tes o basic imb-lcnec
Uaitvecn denend ond supply and the neneyt-ry fictors sc-eleratdd the rote
 rise in prices,

In the First Plan, the grovth ir nut ntiedd cxponditure wns much
siller then in reel cutpute. So the iner.osed noneyvory derand could
nct cbsorb the +acrcascd output with the resvlt th t = ic:s deelin d by
17 peréent., But in Sceend ard Tipd Pl-r +v- S ' N

ST TS ECR S ¥ i,
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incre-sc in ne:t netional output cvireged 4.7 pereent and 2.7 perecnt

o yo. r during the Seeend ond Third Pl-ns. Net notiorcl cxpenditure rose
ot the rcte of 7.6 pereent and 6.5 pereent o yeer during the Secend ond
Third Plans rcspectivcly. In the lost three yeoars of the .Third Plon the
rcte of risc in net nriéi~nel experditure aversged 11 perecent a yeoar com-
p-r.d with 3 percent in rcil natiunal vatput.

On the supply sidc, the agricultur-~l production in First -nd Sccond
Plans recsc by 20 nercent, but in the Third Flzn it showed ¢ dceline of
74 pecrcent. The pro ductlon of focdgrains showed ¢ snallcr rise in the
Sce.nd Flan thon in the First, and declined by nc-rly 12 porcent in the
Third rFlcon.

The gap ir sup-lics could bc fillcd only by imworts. The shoare of
innorts in the tot'1 supply of foodgr.ins avercged 7.5 percont during the
T i:d Flon conpored with 4.9 pereent and 2.6 pereent in the Seeond ond
Firet Plnns respectively.

Thus thc supply h-s tended to be inelestic but che derwnd kopt on
rising cs o result of growing popuiation increasing incomes cnd growth of
urbrnization.

The price indox of 'Fadd- articles' declincd by 23 percent in the
First Plan, incrc-s:d ty 30.6 percent in the Second Plen ond 40.7 percent
in the Third Plan, & good sort of the inerc-sc in Third Fl-n wes conecn-
troting in {c 1 st tharee yuors 1963-64 to 1965-56 when the anrucl rate of
rise wow 10.3 percent comp-red with 2.5 pcreent in the first two years.

Prices of core-ls which doclin.d bty 20 3 percent in tHb Rirst Plan
inercoscd by 3t.3 poereent in the Sceond nnd further by 4l.c percent in the
Third Plan. frong cero-ls, who-t prices recorded - lorger rince in the
Tiird Plan th-n in the Sccond, while prlc's of other criicles rccorded
2 rcl-iively smellor risc. ..

Though thcre were three g: d years end tuo b-d yerrs in och five
yenr neri~d of the S.cnd and Third FPlans, the cxtent of decliac in oute
out in bad yecrs w-s such lorger (cbout 13 percent o yorr) th-n in the
Sce.nd (cbout 6 pecreent). The extent of inercosc in ouuput in go d ye-rs
on ithe other b nd, w:s much smell.r in Third Plan (5.4 perccnt o yeor) than
in the Sceond (lO 5 puercont).

The cffccts of drought on Prices in oflected St-tes:.

India cxperiinecd 2 worst drought in recent hisvory in 1655. Oon-
scrucntly 1965-66 erops were seriously damoged. The production of foud-
groins in 196/-65 vas £9 nillien toreos ond in 195558 and in 196 .-87 it
wns only 72.3 millicn tom.cs ~nd 74 million ton os respectively. So in
these two yecrs procduclizn of foodgroins deelined by 31 million tonncs
with disosterous offcets on the summly position in mi-nrr =% tnc.
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In 1967-68 apurt fro favorable weathcr conditions, other necsures
token to bect the drought, it sccms, are now being revor'ed. The nro-
duction of foodgreins in 1967-6% is expected to be 96 million ton.es -

6 million tonnes more then thaet of bumper crop of 1964-65. So the supply
position is now likely to ecse considerably,

In 1965-66 because of the decline in production prices of cereals
moved up by 6 percent but pulses declined by 2 percent. In 1966-67 prices
of cereals and pulses moved up by 22 percent and 16 percant respectively.
In cereals rice and wheat showed considerable increases.

In view of the difficult food sktuation from 1965, government intpo-
duced and continued the policy of controlled distribution to ensure regu-
lar suprly of foodgrains at reasonable prices to as large a number of
people as possible. In order to maintain the distribution of fo>dgrains
et a mess scale the efforts to mexinise procuremsnt from internal Dro-
duction were intensified and imports increased. The nrocurement in 1966-
67 es in 1965-65 e:.ceeded 4 million tonres whereas in 196.-65 out of the
bumper crop only 2.6 million tomnes were procured. The import of focd-
grains in 1967 was 8.7 million tomnes which in 1966 was 104 million tonnes
and in 1945 7.46 million tonnes.

Because of the drought, scarcity conditions developed in 1965-%6
in the s ates of Andhra Pradcsh, Gujar-t, lysore, liahzrashtra, Modhve Pra-
desh, Orissa and Rnjasthan. In 1966-67 not only the scie states vere
effected again but acute scarcity conditions developed in the st.t.s of
Bihar, Eastern U. P. and some area off Madhya Prcdesh,

indrra Pradesh:

About 35 percent of the area of the s swe was affectcd by the drought.
The monthend wholesale price of rice in the state remcined falrly constant
. from 1960 to 1964 but in 1965 prices started rising but the introduction
of controls controlled any sharp rise,

Guicrat:

30 percent of the vaillcges with an estime ted >0 ulction of 47 lakhs
vere affected. In Ahmedab~d the monthend wholos-le crice of vhe:t remmincd
feirly constant from 1960 1o 1963. Howeve., from 1954 prices stortcd rising
end gained momentum inl965 and 1967. Of course, in e~rly 1966 prices
showed some declinc,

Mysore:

In Shimogr., Mysore thc monthend wholescle price of rice showed a rising
trend from 1960 to 1964. From December 196/ controls wcic introduced cnd
meinteined tili mid 1945 ond after the controls price spurt 7 v in Cliote
ely ~nd rosc iremendously in liter hzlf of 1965 cnd 195%6. The lest quarter
of 1966 showed a stecp declinc which was only shortlived for in eerly
1967 price again staried rising uhich decline -~gain in +% 7-~% rer wtop of
1967,
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Madhya Pradesh:

27 out of 43 districts were affocted here. The monthend wholesale
price of rice in Reipur, Modhye Fredesh rose grodually from 1960 to 1964.
The controls werc introduced in 1965 ond continued till the end of 1967.
After the withdrowal of controls prices rowe sharply.

The monthend wholesale price of whect too in Segar, Madhya Pradesh
rose gradually from 196C to 1964. The controls introduced in 1965 were
continucd till mid 1967 and after thec controls price of whe 't rose at a
frster spc.d thon the price of rice after decontrol.

Msharcoshtra:

Out of 27 districts, 19 with an estimcted population of 15 thousend were
affected in Maharashtra.

The monthend wholescle price of rice in Ratnagiri, kahareshira de-
clined from 1960 to mid 3963 and after th t it started rising ond touched
nov heights in August 1964. The contrls were then introduced cnd are
continucd.

Eut the monthend wholesale pricc of wheat in Bombay, Msharashtra showed
decline only in 1961 ond rose gradually in 1962 ~nd shernly in the last
quorter of 1966 and early 1964. The controls were then introduced and
meintained.

Orissa: J

In Orisse all *he 13 districts were affected. It is estim-tcd that
cbout 64 lakh peopl: in the state were cffected.,

The monthend wholesale price of rice in Balaszr, Orissa dcelined
from 1960 to 1961 =nd fro~ 1962 a stcep rising trend is visible. The
controls were incroduced in 1965 and continucd ti 1 carly 1966. liith
deceontrol price herc too rosc sharply in 1966 and 1967 end touched an
ell time peak of Rs. 128,00 per quintal in April 196C.

Rajasthan:  (Graph No, 12)

23 out of tho 26 districts werc affected and in _11 11,126 villages
with a populction of 55 lekh vere affected.

The monthend wholusale price of whest in Kotah, Rajesthen remeined
feirly constant from 1960 to 1962 but a rising emerging from mid 1963 wcs
only subducd in 1965 because of controls cnd after decontrols its poce
vcs accelercted in 1966 and 1967. From the last quorter of 1967, the price
storted declining.

Punjab:

Thra- districts of Uisz-r, lohird-re rh »nd Rohtalk were ~fcctrd.
Wi Tde Vvill jpes viewn o loidl puCple Wole allceCucde
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The monthcnd wholescle pri e of whert in Ferozmur, Punjab shows no
rising trend in 1962 .nd 1963, But in early 1964 "o pri e rose sharply
only to declinc to the semc extent by mid 1964. dovever, in the 1-ter
helf of 1964 it k.pt on 1ising continuously. In 1965 becsusc of better
supply position in the state pri e of whe't decelincd in 1965 but st-rted
rising sherply in 19555 and touched the povk--cbout Rs. 125 por quintal
in Februcry 1967. 4fter touching the peck price declin @ sharply in loter
helf of 1967 :nd w.rly 1968.

So in the most of thc states it was the spced of elready rising
Yrend in pricss which was ~ccclercted by he drought of 1965 cnd -
further given momentum by decontrol.

Comparison of the movement of prices of selected itcms
of foodgrains and irdustricl rew motericls in India
and ovhcr impor'ent producing countrics.

(1). Wheot:

The wholescle pri.e of wheat (FAJ) in USA and ~ustr~lia showed a
downwerd trend from 1950 to 1967 wherces in India it showed a foirly
rising trend in the scme period.

In 1950 the wholcaale price of whert in India wes the lowewt but
by 1953 it vas more thin the Australicn price but just about the some as
vhe Amcricen pricc. Becouse of = decline in Indicn price ond ris. in
American price in 1954, the gep butwe n the two priccs widened. The
Austrelicn price still kept on declining. From 1956 the price of wheet
in India ruled much above thu price l:vcl in USA and Austrolis. Till
eerly 1965 the price in Indie rose sharply ard widened the g>p in prices
of India and USA. The gop in prices of India rnd Avstrcli= too vicdcned.

Though theo priccs of whe-t in both USL and fustir~li- showed down-
- ward trend yet Americen price was higher 1111 1964. After 196/ fustrolian
priccs ruled higher.

In India the devcluntion of runce in mid 1956 brought dovm Indien
wholesale price of whi:t in terms of US doll.rs. bo the gap in Indian
end lustralian prices norrowed. Bul this decline in Indion prices wos
snortlived and in c-rly 1967 the price touched the rocord levil. ™ ¢
Of coursc, in the lster helf of 1967 the piice of vhent in India declined
almost to sare luvel as ot the cond of 1966.

As from 1964 onverds thc vholesale price of whe-t in USA im the
lowest, it was profiteble and would be profitable for India to import
vwhert from USA.

(ii). Rico:

Wholesale pri o of rice (FAO) - both of corrse nnd fine qu~lity ex-
hibited a rising trend ir Indin richt Crom 1950, ub:im ~e ir US) th.
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wholosale price of rice from 1950 showed o downward trend. In Theiland
upto 1965 price of rice showed a declining tendency but in 1966 it
touched an all time high level. It even exceeded Indian price.,

(111). COTTON:

Wholesale price of cotton (Fi0) exhibited s groduelly rising trend
in Indic from 1950 to mid 1966. iftor the devaluction of Indian Rupee in
June 1966, thc wholescle price of cotton in Indin declined in terms of

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

On the other hond wholussle price of cotton (FAO) in USA kept on
declining sharply from 1950 to 1967. So in 1950 the American price was
mech above Indirn price of cotton but by mid 1967 the gap marrowed down
to only 0.5 dollars/kg.

(iv). Groundnuts (India) and Soyabeins (US4) :

The wholesale price of groundnuts in India kept on declining sharp-
ly from 1950 to 1955 and after th~t it showed a sharply rising treond.

In US4 the wholesole price of Soyancens heve been farily constent.
and the gep in the price of groundnuts in Indiz and of Soyebean in USA
vhich in 1950 wes cbout 6.6 U.S. cents/kg marrowed to 1./ U.S. cents/fg
by 1955 primnrily because of the decline in Indicn price. From 1955 on-
werds the gep sinrted widening agein primerily beesuse of the risc in Indian
prices.

(v). MRIZE:

The vholescle price of miize in Indie declincd from 1951 to 1954.
From 1954 onwards ti shows ~lmost continuous steep rise in price of
meize in Indi-. In USA on the other hond, there is declining trend in
wholcsale price of meize. In 1950 the vholes-l. price of meize in USa
wes higher and from 1951 to 1953 chey were -t the scie lovel in India
and Uk.. From 1955 onuards Indisn pricc of naizec &s olways highcr,
conp~red to the wholeszle price of maizc in USAE.

In India the wholus lc¢ price of =11 the com-oditics arc incr.~sing
whorers in other countrics speeinlly USA cnd suswralin the prices are
declining, This indicxtes the basic imbalance in ccgregote demend ond
supply in India only.
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Implications Of Price Rige:

The price incronse experienced during Second and Third Plens is
primarily of th. demand putll type. As o result of incustrinl -nd
other sectors experienced 2 vage price spirel.

The industrinl production rose by 31 percent and 39 porcent over
the Second and Third Plans respectively. But agriculturnl production
showed o rise of cbout 22 percent ov.r the Sceond Plen cnd a deceline of
6 perccnt in thc Third Plan. Comp rotive shortrges of food ond row
neterials croated prossure on agriculturcl pricces.

Inflation apzears to heve afiected investment ~nd scving pérticu-
larly during the Third Plon. The shift in torms of exchonge betwcen
agriculture and industry in f.vor of the former hes reduced the crpecity
to save,

Also inflcotion hos affected adversely the balence of pryments.
Exports with incrcesed prices find difficulty in interncrional markcts.

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



