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FOREWORD

In bringing out this publication the Institute is following
a somewhat unusual course of action, The publication does not
embody work carried on at the Institute or under its direct auspices.
It comprises a collection of all the reports submitted to the Govern-
ment of India by a short-lived organisation, The Commodity Prices
Board, set up by that Government. The Institute was connected
with the Commodity Prices Board in so far as I had been deputed by
the Institute to work as member of the Board while continuing to be
a member of the staff of the Institute. Ordinarily this circumstance
would not, by itself, have led the Institute to undertake publication
of the Board’s reports. As in the case of, say, the Tariff Board the
reports would have become available to the public through publica-
tion by Government, Publication by Government is, however, apt
to be a longdrawn process. Today, after more than a year after the
end of the Board only three of the reports have been published by -
Government and only two of these are freely available. . Also, even
if all the reports are, in course of time, published by Government
they would be available in the form of individual reports separately
published. The Intstitute considered that an early publication of
all the reports of the Board in one volume was highly desirable and
decided to undertake the project. It was enabled to carry this out
permission to publish the reports having been kindly gfanted by
the Finance Ministry of the Government of India.

It has been thought desirable to bring out this publication on
account of a variety of reasons, In the first instance, the reports of
the Commodity Prices Board contain a wealth of factual data which
i3, for the larger part, not available to the public or even to students.
The data relate to the financial structure, production programmes
and working results of individual units in a large number of
industries and to some industries as a whole: to the fluctuations in
prices under control and outside it during the war period and to
the operation of systems of price-fixation: to a variety of matters
relating to internal and external trade in a number of important
commodities, Secondly, in the general note on controls and in the
reports on individual commodities or groups of commodities the -
reports present a full picture of Indian economy at the end of the
war and of the problems of adjustment facing it in the
post-war period. Above all the reports raise and discuss a
variety of questions relating to the operation of a controlled
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" to refer to this Committee the question of the prices of kharif
grains which was already under reference to the Commodity Prices
Board.

The system of price controls in India never equalled in
comprehensiveness or in detail the systems in other advanced
countries. The principles and procedures for the fixation of
controlled prices were also neither well developed nor uniform in
India. It cannot be said that the work of the Commodity Prices
Boatd contributed to any substantial extent towards removing these
defects. All that the Board could do, within the period of its
existence, was to pass under review the problems of principle or
procedure raised by each reference and to attempt to build up
cumulatively a consistent mass of doctrines. The decisions on
principles and procedures arrived at by the Board had to be shaped
with reference to the objectives that it set before itself. In the
absence of directives from Government, the Bogrd assumed the
objectives indicated by it in its general note on controls.

Two reasons prevented the Board from elaborating a scheme of
detailed provisions for the fixation of relative prices. In the first
instance, the necessary material for the purpose was available
neither with official agencies nor with the industrialists. Secondly,
the references made to the Board showed that the fixation of the
basic prices of important groups of commodities had itself yet to be
put on a firm footing; a consideration of questions of detailed price
gradations had, therefore, invariably to be postponed. The Board,
again, was not an executive authority summarily arriving at
decisions but a quasi-judicial body which had to argue out all
important issues and support by elaborate calculations all quantita-
tive recommendations, It had, therefore, to concentrate attention
on broad questions and general levels, until at least the principles
and procedures established by it had received general recognition at
the hands of the Government and the public.. On this account, the
reports of the Board contain fuller discussion of the general
economic problems raised by the working of controls than the
reports of vrice-fixing authorities in other countries.

Only two of the reports of the Board deal with problems of
prices of agricultural products, Little reference is made in these
to costs of production or profits of business, because such data were
almost, completely lacking. Even if the data had been available for
selected regions or classes of farmers it would have been difficult
to determine their significance for the general level of prices of
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these commodity groups throughout the country. Attention was,
therefore, paid chiefly to the relative prices of the main agricultural
products, the relative internal and external price levels of particua
lar commodities and to problems relating to the price level of the
future and its stabilisation. The fundamental problem in relation
to agricultural prices which, as in the case of food grains and cotton,
were basic to the whole economic structure was the determination
of the generalised frame-work of prices of the futute and its stabili-
sation. But this could be tackled only on assumption of a well-
defined official economic policy.

It was chiefly in connection with the prices of agricultural
commodities that the relation of internal controlled prices and the
external trade in the commodity came under consideration, The
reference relating to the export duty on cotton raised the problem
specifically. It was also raised in connection with the price of
Vanaspati. Vanaspati is 2 manufactured product. The control of
the price of Vanaspati was, however, desired by the Government of
India as a means chiefly of controlling indirectly the price level of
groundnuts, In consequence, a consideration of Vanaspati prices
led to a consideration of the price level of groundnuts and of the
factors—internal and external—affecting this price level, Success~
ful control of a price level presupposes ability to insulate the price
level from forces normally influencing it, A government which is
not able or willing to undertake the supplementary controls requir-
ed to enforce its price policy must inevitably find itself both
unsuccessful and discredited,

In the sphere of industrial prices the Commodity Prices Board
encountered the usual problems connected with the determination
of costs of production. The technical and statistical problems

_involved in arriving at a fair cost price for industrial products were
not explored in great detail by the Board. However, examination
of the report of the ad hoc Committee in connection with the refer«
ence on cloth and yarn prices led to laying down certain minima of
requirements for a satisfactory statistical sample and for adequate
data for costings. That current procedures were far from satisfac-
‘tory and existing data far from adequate will appear also from the
reports on Vanaspati, coal and paper.. The report on coal fully
illustrates the extent of the lack of statistical information of even
primary importance and the difficulties created by it. The refer-
ence on coal involved the determination of the burden on industry
imposed as a result of certain wage and allowance increases. Cal-
culations regarding these, of the degree of accuracy required for the
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" purpose, could be made with the help of broad data regarding the
number of workers classified by the major catagories, their average
attendance and average rates of earnings at the time the increases.
took place, Data, free from ambiguity or difficulties of interpreta-
tion, could not be obtained even on these essential points and the
Indian consumer of coal paid, in all probability, a heavy price for
this lack.

Theoretica! considerations regarding the determination of costs
became more prominent in the references made to the Board than
the technical or statistical questions. The concept of the costs of
an industry inevitably raised the problem of finding the representa-
tive firm ; and in all instances under consideration the representa--
tive firm remained elusive. Units in all industries examined by the
Board exhibited wide variations in capital structure, accumulated
resources, locational and otheér advantages, technical efficiency and
business standards, In no particular could the calculations made
for one type be made to apply to another, Moreover, in many
industries there was no even gradation from the strang to the weak
units.. In industries like coal or paper the giants and the pygmies
constituted two distinct blocks without any large middling strata.
These conditions gave special importance to the problem of the
average versus the marginal. To the industrialist the costs-plus
basis in relation to the marginal producer appeared to be the
obviously reasonable basis for price determination, From the point
of view of the community no basis could be more wasteful. It can
be easily demonstrated that the margin indicates the level of price
determination in a fully free and competitive economy, However,
even in a free economy with monopolistic or imperfect competition
the average assumes special significance. And an economic policy
which combined the abolition of competition with the adoption of
the costs of the marginal unit as the basis of controlled prices could
obviously serve little social purpose.

While the impropriety of the marginal approach in a regime
of controls was clear its rejection created problems relating to
prodnctlon programmes and incentives, on the proper solution of
“which depended vitally the success of the regime. These problems
bad become specially acute by the time the .Commodity Prices
Board was created. In the early days of controls the rise in the
general level of prices had so altered the costs-price relationship
as to leave an ample margin of profit even to the marginal producer.
Also, in these days the prices were negotiated prices. In the course
of years, costs had risen, while the early control prices had been
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either maintained or even brought down, in instancesin which
they had previously reached specially high levels. By the time,
therefore, that the Commodity Prices Board was established, the
less efficient or the less favourably placed producers in a number of
industries found their margin of profits being reduced to an uncom-
fortably low level. In the circumstances, there' was much talk of
certain producers being forced to cut down or cease production and
of national production effort suffering in consequence. In no case
under reference to the Board could an exhaustive enquiry be made
into the extent of the margin available at current prices and the
possibility of cutting into wasteful portions of it, as in other
countries. However, whatever the actual facts in particular cases,
the problem thus-raised of production "programmes and incentives
under controlled prices bad to be squarely faced,

The operation of incentives in a regime where only prices
were controlled and no direct control was exercised on production
activity was fully exhibited in the reference on the prices of cloth
and yarn. To a large number of producers -in the cotton textile
industry, the structure of controlled prices offered a2 way out of the
problem of falling margins. They could kéep up their margins by
continually going fine. It was reported that they did this wherever
possible and that the movement was responsible, in the main, for
the fall in production, An alteration of the structure of controlled
prices might no doubt have partially corrected the misdirection
to production. But it was clear that such alteration could not
proceed beyond a point and that when the difference in profit
margins arose out of fluctuating phenomena, such as prices of raw
cotton, controlled prices could not be altered soon enough or far
enough to prevent the misdirection of productmn effort from the

national point of view, .

A regime of price controls might be adopted for a variety of
reasons. It may be intended to bring about an equitable distribu-
tion of necessities or to meet a phase of the trade cycle or to direct
productive activity into specific channels, etc, In most such cases
it presutnes the inability of uncontrolled prices to achieve the
socially desirable ends in production and distribution, It is’
illogical, therefore, to expect that in a continuous regime of
controlled prices the systems of poduction or distribution would
operate satisfactorily with the same incentives as in a free economy,
especially as it is clear that changes in controlled prices cannot be
brought about either with the same rapidity or within the same
range of permissible variations as ina free economy. That the
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incenitives appropriate to a free economy do mot opeiate satisfac-
torily in a controlled economy is then not so much a charge against
the controlled economy as a description of the conditions of its
existence. :

Direct controls on production arise out of the need to provide
for a satisfactory working of controls on prices. Controlled prices
may not afford, for all time, incentives, through the profit margin,
required to call forth a given volume of production or a given com-
position of the total volume. Production ends may then be achieved
through either directly laying down production targets and pro-
- grammes, or by a system of pooling profits which divorces the con-
nection between the specific price and the profit to be earned by
producing the particular commodity, or' by a combination of the
two. Where pooling is impracticable the end may be achieved by _
subsidising particular production. The prescription of produc-
tion targets and programmes was common in wartime in a number
of countries, including India, especially in connection with the .
production of military requirements. The Bombay Growth of Food
Crops Act may also be considered as laying down a broad produc-
tion programme for agriculture in the Province. Reference is made
in the report on cloth of the Commeodity Prices Board to a scheme
for the rationalisation and standardisation of production in each
unit in the cotton textile industry. Such a programme, if enforced,
would effectively divorce actual production from the profit margin.
It is obvious that directed production is easier to achieve if the
varying profits on particular production are not allowed to accrue
to individual producers. Pools are meant, at least in part, to achieve
this purpose. Instances of such pools are cited in the reports on
iron and steel prices and on the prices of kerosene and petrol,
The idea of the equalisation fund discussed in the cloth report
was directed also towards the same end, Pools and profit equalisa-
tion are helpful in the enforcement of production programmes. In
the absence of directed production, however, they have the demerit
of taking away the spur of the possibility of loss which may
ordinarily help to maintain a minimum standard of efficiency in
productive activity.

Sdeh are some of the simple economic relations which are
concretely illustrated in the various reports of the Commodity
Prices Board, If a controlled economy is to operate in India, with
at least a minimum degree of efficiency and minimum amount of
general satisfaction, there must come about a much wider under-
standing of these among the politicians, the officials and the publig
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than was found existing last year or appears td exist ever today.
"The Board's general note on controls presents in thé context of
Indian conditions the case for the maintenance of a controlled.
economy. Its broad arguments are as valid today as they were
when the note was first written and it is likely that, in the changed
circumstances, the arguments may receive more favourable recep-
‘tion, even at the hands of Government. This publication is thus
'‘put forth in the hope that it may prove useful not only to students
‘and academicians but may, perchance, also serve a more
immediately practical end. '

and Economics, Poona 4 ;
22nd October, 1948

Gokhale Institute of Politics y
} D. R. GADGIL, _



INTRODUCTORY NOTE
By THE EDITOR

The appointment and the subsequent abolition, after the resig-
nation of its two members, of the Commodity Prices Board 'had
attracted countrywide attention. It was also widely commented

upon in the Indian Press. The three reports of the Board published
" by the Government of India aroused considerable interest among the
academic as well as business and other sections in the country. This
suggested the idea of publishing all the reports of the Board by the
Institute so as to make them quickly available to the public as their
publication by Government was likely to be a very long drawn out
process, The Finance Ministry of the Government of India kindly
gave the necessary permission in this respect.

Tﬁe Commodity Prices Board was appointed on 6th February
1947 by the Government of India when the following press
communique was issued ;

*“Government have for some time been’ conscious of the
paramount importance in view of the present economic situation in
the country, of the particular price levels chosen for those commodi-
ties the prices of which are fixed under statutory powers.

“It is essential to maintain a reasonable relationship between
the prices of cash crops and the prices of foodgrains, on the one
hand, and between agricultural prices and industrial prices, on the
other, if producers and consumers alike are not to be put under

a constant sense of grievance and agrarian and industrial unrest is to
be prevented. '

'

“In this difficult task of fixing prices, Government feel they
will be greatly assisted by the advice of a body of experts, charged
with the special duty of maintaining a continuous review over the’
prices of all commodities and advising Government what prices, or,
price levels, to fix for controlled commodities so that the best
interests of the community may be served. It is thought also that
public confidence in the -equity of Government's decisions will be’
reinforced if the public are aware that in reaching their conclusions

Government have had the benefit of the advice of an authoritative
body. ’ ‘ ‘

il
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It has been decided, therefore, to establish, for a period of
three years, in the first instance, a Commodity Prices Board, The
Board will consist of:

President: Mr. A. D. Gorwala, C.LE, 1.C.S,,

Members: 1 Professor D, R. Gadgil, 2. Name to be announced
later,

Mr. S, I, Haque, I.C S, will act as Secretary td the Board.

“*The terms of reference of the Commodity Prices Board will
be as follows:

(i) At the request of the Central Government to advise, in
the light of all relevant data and of such conditions as
may be specified, what prices, or price limits, should be
fixed for commodities, the price of which is controlled by
the Central Government or by a Provincial Government,

(ii) To keep under constant review the movements of
commodity prices in India and, whether at the request of
the Central Government or of their own volition, to
advise the Central Government whether the price of any
commodity not controlled should be controlled, and, if
so, what price, or price limits should be fixed for that
commodity.

“The Headquarters of the Board will be at New Delhi,
Associations and persons wishing to represent their views on com-
modity prices generally or specifically should address their
representations to the Secretary to the Board.

* The Central Government trust that Provincial Governments
and Administrations will afford the Board all the assistance which
it may require and will comply with any request for informa-
tion which may be addressed to them.” (Indian Information,
1st March, 1947.) '

Mr, C. P. Lawson moved a cut motion in the Legislative
Assembly on 10, March 1947 to discuss the functions of the
Commodity Prices Board and matters connected with it. In replying
to the debate arising out of this Mr. Livaquat Ali Khan, the Finance
Member, observed: “The real reason for the appointment of this
Board is because we found that there was no co-relation between
the prices of various commodities of various kinds and the Govern-
ment felt that it was necessary to have a scientific method of
stabilization of prices.” ( Indian Information, April, 11947 p, 321 )
. The cut motion was withdrawn by the mover,
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No third member was, until its abolition, appointed on the
Board. 'The Board began its work in February 1947 and ceased to -
exist from October 1947 when both its members resigned. Some of
the functions of the Board were then transferred to the newly re.
constituted Tariff Board by the Government of India.

The C. P. Board submitted in all twelve reports. QOut of these
four arose out of informal references and the others out of formal
references. The report on the “Prices of Rabi Grains' and the note
on “Controls and Their Continuation” were published by the
Government and the report on ™ Vanaspati Prices® was reported
. to be under print.

It would not be out of place here to indicate, in brief, the
general economic conditions under which the Commodity Prices
Board was brought into existence and functioned. The situation
faced by the Board was, in the main, the legacy of the war and bad
arisen out of the exigencies of war finance, During the opening
years of the war the strain on both finance and prices in India was
not considerable. It was towards the beginning of 1942 that the
movement towards an expansion of currency and an increase of the
_price level definitely gathered momentum ; it went on. practically
unchecked till the middle of 1943. The continuous and rapid
increase of the price level was stayed after the middle of 1943.
Expansion of currency, however, continued to take place for the
whole of the war period and even for some months after the cessa-
tion of hostilities, After January 1946, however, no substantial
additions were made to the currency in circulation. Prices which
were brought under some measure of control by the end of 1943
did not exhibit any marked or permanent rise upwards in the
following years, The average of index numbers.of wholesale prices
as well as the cost of living index at important centres maintained
remarkably even levels during 1943-44, 1944-45 and 1945-46, From
about the second quarter of 1946, however, certain prices especially
the indices of cost of living at industrial centres began to register a
decided upward movement. It was the situation revealed by this
upward tendency that is discussed in the general note on Controls
and their continuation presented by the Commodity Prices Board to
Government in April 1947,

It will be found that the Commodity Prices Board touched
only slightly upon the monetary and fiscal aspects of the situation,
During the period of the operation of the Board the monetary and
the fiscal situation did not appear disturbing. There had been no
significant additions to currency since February 1946, The full
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effects and implications of the capital ‘outlay of Central and
Provincial Governments, the deficits arising therefrém and the
expansionary movements emanating from them, though now easily
visible, were then scarcely so. It was mainly because of this that the
Board was led to believe that the total governmental outlays
during 1946-47 and 1947-48 had fallen significantly from the level
of war years, (p.69) though, counting in the capital outlays,
they had actually increased. Added to this the budget for 1947-48
presented by Mr, Liyaquat Ali Khan within a short time of the
setting up of the Commodity Prices Board, appeared to make un-
necessary any apprehensions regarding Governments’ fiscal policy
having an inflationary effect.

The main aspect of the economic situation with which the
Board had to deal almost in every one of its reports was the regime
of war-time controls. It is, therefore, necessary to have some idea
of the genesis, operation and reception of this regime. This may be
best conveyed in the terms which Prof. Gadgil described it at the
time i. e, in May 1947 in a different context.

* The major feature of the development of wartime controls in
India was that both-in origin and in growth they were the products
of much less deliberation than controls in other countries. ' The
war-time Government in this country was not a democratic Govern-
ment and it found it necessary for some years of the war period to
work against the opposition of important sections of the people.
Also, during the early period of the war, Government believed that
India was far away from the actual theatre of war. Therefore,
whereas in the European countries and in the Dominions, war-time
controls were developed in the light of the experience of the war
of 1914-18 and preparations for them made before the beginning of
the war or during its early years, India began, as the Furopean
countries had done during the war of 1914-18, with ad hoc controls
adopted to meet only immediate needs and extended as new
emergencies arose. And we never had any really concerted effort
on the part of the Government to get the variety and complexity of
these diverse control measures coordinated or integrated. This may
be illustrated with reference to the problem of food. During early
war years, it was thought that a deficiency in food supplies was, for
India, a remote contingency. It was only with the imminent
cutting off of rice supplies from Burma that the problem of food
began to claim attention of the Indian Government. During this
early phase—as witnessed in the history of early wheat and general
price control—the problem was not thought to be serious and
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- before Government realised what they were up against, one of the
major disasters in modern Indian history, the Bengal famine, over-
took us, The history of the inception and development of other
controls was also similar, The problem of financing the war effort
was not serious till about 1942, The price levels remained in check
without any special effort on the part of Government. When,
however, in 1942, the problems presented by the Japanese war, both
of making available vastly increased physical supplies for war
purposes and of financing the war effort emerged, our administrators
were found entirely unprepared to tackle them. No doubt, a -
number of extraneous factors made it difficult for them to take
-radical and drastic steps similar to those taken in European count-
ries and in the Dominions. Making due allowance for these, it is
still true that our administrators had neither 2 clear idea of the
problem nor adequate knowledge of the procedures and methods
evolved for meeting them in other countries, Indeed, in 1942 and
1943, most high officials were appalled at the thought of introducing
a regime of detailed controls in a country of the area and population
of India. :

To the unpreparedness of Government for introducing controls
and the haste with which they had to be actually introduced must
be added the inability of Government to takea firm stand against
important interests. This last affected vitally the levels of prices
of both agricultural and industrial products. As regards
agricultural prices, the Central Government encountered the
difficulty of resisting Provincial opposition. The Governments of
surplus agricultural provinces like that of the Punjab could not, on
account of political considerations, be forced to moderate the
demands of the producers of their provinces with the result that in
the basic commodity, foodgrain, control of prices and procurement
operations remained always unsatisfactory. In industrial prices, the
Indian Government was equally unable to resist pressure from
capitalist interests., Till 1942 and sometime after, Government did
not at all contemplate controlling the prices of even the most
important commodities for civilian supply. The prices, for example
of cloth, or coal, were controlled for Government orders and fixed
at what was considered by Government to be a reasonable. level;
Prices of all the commodities in the civilian market were, however,
allowed to move up as they pleased. It was only when the infla«
tionary movement in the country grew up to such proportions that
it threatened to obstruct war effort itself, that Government stepped
in to control civilian prices. The prices of cloth reached levels
more than five times the pre-war level before Government interven-



3
XIv

ed and when the intervention came, it was on terms ot which alone
the co-operation of the industrialists could be obtiined. Cloth
prices were, for example, put under the control of a sub-committes
of the Texztile Control Board which had an overwhelming majority
of manufacturers in its membership. The original prices, under
control, of coal were similarly fixed in consultation with an advisory
board whose membership consisted chiefly of producers themselves.
There was no attempt to fix the levels of these prices in the light
of any objective considerations such as .those of costs or profits,
All prices, were, in fact, negotiated prices, that-is, prices which
industrialists themselves were not reluctant to accept, The fixation
of industrial or agricultural prices in India during wartime was thus
in sharp contrast to the work of the Canadian Wartime Prices
Board or the Ministry of Supply and other control agencies in the
United Kingdom or the O. P. A, in the United States of America.

At the end of the war, we had in India almost the same
apparatus of controls as in other countries. We had a detailed
system of rationing of food and perhaps a larger drive towards
procurement of surplus grain supplies than in most countries of the
world, We had controls on capital issues, on imports and exports
in a variety of ways and over prices of most agricultural and indus-
trial products. Even though this was so, the price level in India
stood much higher than in any other country with a similar system
of controls ; the standard of living of the people had also suffered
to a larger extent, the profiteering gains of industrialists, traders
and speculators made as a result of the war were enormously
greater and the lack of a common policy or of co-ordination much
more glaring, This was because of the peculiar history of our
wartime controls whose main features have been indicated above.
We have the same formal structure as in other important countries
but it has developed and operated very differently and has yielded
results not experienced elsewhere.”

A perusal of the reports of the Board shows that it worked
consistently on a set of principles. These were precisely set out by
them in their note on *Controls and their Continuation.” In their
view decontrol was disastrous and efforts at the maintenance,
extension and integration of the then existing controls were
necessary. The ultimate aim of controls was to (1) secure wide
distribution of minimum quantities of essentials at controlled prices,
(ii) keep in check the level of prices and (iii) maintain levels of
production, The Board had asked for a directive from Government
on these points, The Government of India did not come to a
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“decision and no directions were ever given to the Board. The

Board however kept before it steadily the principles and aims, stated

above, which it deemed to be the best from the economic point of
view, Inall the reports there is a good deal of criticism of existing

controls and a constant anxiety abput the removal of defects in them
and about making the controls more effective is evinced, The aim

of holding the price-line and the cost-of-living-line is never lost

sight of. The Board was reluctant to recommend a price-rise unless
justified by legitimate increases in costs, etc. and that too, after a

most thorough examination of the available data, The gusto with

which the reports make mincemeat of lame, and often preposterous

reasons urged by producer interests in the country for getting a

price rise, is delightful as well as instructive. ‘The interests of the

consumers are constantly kept to the foreground as also the interests
of labour. Pleas for the maintenance of profits at abnormal levels
are treated with scant’ sympathy.” The theoretica] implications of
these reports are brought out separately: by Prof. Gadgil in

the Foreward. o '

The specific recommendations-of the Board in respect of the
prices of Vanaspati, Coal and Steel were not accepted by Govern-
ment, as will be clear from the Notes at the end of this book. The
reasons for rejecting the advice of the Board in these matters are not
available except in the case of ¢oal which are stated at the appro-
priate place in the Notes,

I planned originally to include in this publication an essay on
“Indian Economy during 1945-48"" that I had prepared to serve as
background material to the Reports of the Commodity Prices
Board, That essay, however, grew in size and it was decided to
hold it over, ‘
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I

PRICES OF RABI GRAINS AND PULSES
FOR 1947-38,

1. Reférence.—:-Under the Government of India,. Finance
Department letter No. F. 3 (1) F. G'.f 1/47, dat’é_d March 6, 1947, the
advice of this Board has been sought regarding

(a) the levels at which prices of wheat, gram, barley and
rabi pulses should be fixed for the crop year 1947-48; and

(b) the advisability of guaranteeing, as in the past, a mini- -
mum price at which Government would undertake to purchase
all wheat offered in the main assembling markets, and the
level at which this guarantee should operate.

Under Finance Department letter No. F 3 (1) E. G, 1/47, dated
March 12, 1947, the Board has, in addition, been requested to advise
on the Ievel at which the price of rabi 1owar should be fixed i in the
Province of Bombay.

2. Enquiries and Consultation—The Board obtained from all
Provincial Governments and Administrations the bést possible
estimates of acreage and yield of each rabi grain in their territory,
and their views, supported by relevant data, regarding the price
levels that should be fixed for the crop year 1947-48. The Govern-
ment of India, Departments of Food, Agriculture, Finance and
Commerce were consulted, as also the non-official members of the
Central Price Advisory Committee, Sir William Roberts, Mr. M. A.
Hashim Premji, Mr. Deep Chandra and Mr. Moson. In addition
discussions were held with the representatives of the Provincial
Governments of Bombay, Madras, United Provinces, Punjab and
Sind and the Central Government Department of Food. a

3 Backgromd -—Dunng the 18 months 1mmed1ately precedmg
the commencement of hostilities in September 1939, prices of food-
grains were, generally speaking, low., The average .annual Indian
production of wheat for the 3 years period 1936-37 to 1938-39 has
been reckoned at 10.16 million tons. - The 1938-39 crop was almost
normal and the harvest price of wheat varied from Rs.2-4-0 per
maund in the Punjab to Rs, 2-11-0 in Sind, and Rs: 3-1-0 in the
United Provinces, The 193940 crop was also good and the harvest
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- price varied from Rs, 2-10-0 in the Punjab and Sind to Rs. 3-12-0in"
the United Provinces,

4, There was a country-wide rise in the prices of many com-
modities immediately after the outbreak of the War and the position
in December, 1939, was as follows —

Commodities, ' . Index,
, . Base: August 1939 <100,
. Wheat s Cers . 156
" Rice . e . ! PO 114
All manufactured articles e | “wlo 144.3
. Cotton goods . e s 126
Primary commodities - . 1359

The working class cost of living indices for December, 1939, were
108 in Bombay, 110 in Madras, 112 in Cawnpore, 115in Ahmedabad
and 118 in Lahore. This rise led to agitation for Government action
qgainst *profiteers,” and the Government of India, on September
8, 1939, delegated powers under the Defence of India Rules to Pro-
vincial Governments authorising them to control the prices of
certain commodities * more from the point of view of law and order,
than because of the economic soundness of price control’. It was
felt that prices would ultimately stabilise at a reasonable level as
soon as supply and communications became normal, and the Govern-
ment of India did not at that stage favour the imposition of Statutory
control on food-grain prices, .

‘The first Price Control Conference of representatives of Pro-
vincial and State Governments met at Delhi on the 18th and 19th
October, 1939, The general opinion at this conference was that
there should be no interference with the course of food-grains prices.
The rise in prices was welcomed as likely to lead, in some measure,
to the economic rehabilitation of the agricultural classes. The
President summed up the views of the Conference in the following
Words — -

“It was undesirable to check the rise in prices, at any rate, for the present
as far as agricoltural produce was concerned, but in course of time the problem
might become serions, and there might have to be imposed two limitations ;~—

(a) with regard to necessaries of life, where the prices rose so shatply as
to bring about serious social discontent;, and

{b). with reference to Government supplies for War purposes when a steep
zise would militate against adequate war effort.”

.5.' The rapid rise in the pricé of wheat which was witnessed
during the first three months of the war was, however, largely
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. checked by the time tlie Second Price Control Conference met on
24/25 January, 1940. It was preceded a week earlier by a Wheat
Conference of representatives of the wheat producing provinces and
the Central Government, in which the following general conclusions
were reached :— | .

*(1) I-Iavmg regard to the interests of the a.gncultural classes, no control
of wheat price in the varions wholesale markets was &t present called for;

(2) (a) Ifat any time such control should become necessary, the apprapriate
agency for exercising such control would be the Central Goyernment upon
whom it would fall to decide, in consultation with other Governments cone
cerned, what form the control shounld take ;

(b) The majority opinion was that even when a steep rise of prices took
place in the wholesale markets, which was regarded as likely to be temporary,
it might be left to adjunst itself; ' ‘

{3) Retail price control, if undertaken at a.ll must be ag issue Ior Pro-
vincial and State Goveroments and must only be administered on the basis of
the prevailing wholesale prices,'” ‘

The Second Price Control Conference reiterated the opinion
expressed in the First Price Conference, though some concern was
shown about the rate of increase in prices and the possibility of
prices rising to an unduly high level. The Punjab representative
made it clear that his Government would not consider price control
till the price of wheat rose above Rs. 5 per maund at Lyallpur,
other items of cost remaining the same.

6. The 194041 rabi crops were good and the harvest prices dxd
not show any marked change except in Sind where wheat rose to
Rs. 4-8-0 per maund, The trend of prices during 1940 was on the
whole not disquieting and the general pos:t:on at the end of the
first year of war was as foilows ;—

Commodities, ‘ 4 Index Nogmber. = .- .
‘ ' Base: August 1939=100, .
Wheat - we 133
, Rice v e o o 133
All manufactared goods o 1116 .
Cotton goods - 110 .
All primary commodities .. we  ae 1103

i

7. 1941-42 rabi crops were again good but the, harvest pr:cé§
shot up considerably, wheat being Rs. 5 per maund in the PunJab
representing an increase of Rs, 2 per maund over the previous year
and Rs. 5-6-0 in Sind. As the year advanced prices tended: to
stiffen still further and the index number ‘of wheat prices rose 'by’
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hearly 50 points in September, 1941, This stiffening was not so much
an indication of any existing shortages as an anticipation of coming
events and a result of pressure of demand on available supplies.
The position as in September 1941 is summed up below 1=

Commodities, Index Number,
" Wheat e e e 193
Rice w e ae 169
All manufactured articles ... - we 16363
Cotton manufactures - . C e 190
All primary commodities .. o vor 1383

“ -+ B. By the time the 3td Price Control Conference met on Octo-
bet 16 and 17, 1941, complacency over the rise in price levels on the
score of such rise being conducive to the economic betterment of
the cultivating classes had given place to anxiety for consumers, and
a good deal of coricern was expressed at the trend of wheat prices.
The Punjab representative, though still opposed to continuous
control of price of wheat, admitted that some control would have
to be enforced in case the price rose above Rs.5 per maund, He
also urged that the question of fixing a minimum price should be
considered and he suggested that Ks. 3-12-0 per maund would be a
suitable minimum price. He maintained that there should be no
interference with harvest prices-—i.e., no price control between
15th April and 15th July. The Conference, as a whole, felt that it
might be necessary for the Central Government to intervene at any
stage should the rise in the price of wheat continue unabated.

9. Such intervention became necessary towards the end of
November, 1941, when wheat rose to more than twice the pre-war
level. After a preliminary warning, therefore, the Government of
India issued on December 5, 1941, an Order fixing the maximum
wholesale price of wheat at Rs. 4-6-0 per maund in Lyallpur
(Punjab) and Hapur (U.P.) and authorised Provincial Governments
to fix maximum prices for other markets in the light of normal
parities, The Punjab Legislative Assembly passed a Resolution
on December’' 11,-1941, protesting against what it considered to
be the low Iev1el of the maximum wheat prices fixed by the Central
Government. By the middle of January, 1942, acute scarcity of
wheat was experienced in big cities suck as Bombay, Calcutta,
Cawnpore and Amritsar. In order to conserve supplies, the Punjab
Government banned the export of wheat from the province except
on permits, This led to further deterioration in the food. positian
in consuming centres outside that province.
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10, Accordingly in December 1941, the Government of India
appointed a Wheat Commissioner for India to advise Provincial
Price Control authorities, to regulate distribution of wheat, and to
acquire wheat if necessary for sale through provincial agencies. In
March 1942, the maximum wholesale price of wheat was raised to
Rs. 5 per maund, and, towards the end of April a Wheat Control
Order was issued regulating rail movement from producing to
consuming areas on permits issued by the Wheat Commissioner,

~ These measures led to some improvement which, however, was
short-lived. : :

11. The estimated production of the 1942-43 bumper crop of
wheat was 110 million tons. Harvest prices, however, showed a
phenomenal increase and were almost double those in the previous
year. Wheat prices rose to Rs. 10 in the Punjab, Rs, 10-11-0 in the
U. P. and Rs. 6-6-0 in Sind. The internal situation after August 1942
coupled with unfavourable war developments, led to a further
deterioration in distribution_ of supplies, and, . in December 1942, the
Government of India took the important step of creating a Food
Department. One of the first acts of this Department was to with-
draw statutory control on the price of wheat.. Attention was
concentrated mainly on the problem of obtaining supplies rather
than on controlling prices.

12, The 1943-44 rabi crops were slightly below normal and
harvest prices of wheat varied from Rs. 8-15-0 inthe Punjab to
Rs. 8-8-0 in Sind and Rs, 12-11-0 in the United Provinces. In July
1943, the Food-Grains Policy Committee was set up and one of its
recommendations was the general extension of statutory price
control for all major foodgrains in all Provinces. It also suggested
that the price should be fixed for a whole crop year and should not
be revised during the courseof the year. It made it clear that the
Central Government should coordinate statutory prices throughout

India as public opinion would not tolerate a * hands off’ attitude by
the Centre.

13. In January 1944, a Price Advisory Committee was se up
to provide the Government of India with expert non-official advice
on prices, Apart from the Economic Adviser to the Government
of India and representatives of the Food, Finance and Agriculture
Departments, it contained representatives of (a) the Federation of
Indian Chambers of Commerce, (b) Associated Chambers of
Commerce, (¢) Punjab and Benigal Producers and (d) a non-official
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ttade representative. The first meeting of this comniittee was
held in March, 1944 to consider and recommend to Government

the levels at which the prices of foodgrains should be fixed for
the crop year 1944-45,

14, The Committee recommended

(i) Statutory maximum prices of wheat throughout India
should be notified as soon as possible, As a uniform all-India price
was not possible, differentials should be allowed between Province
and Provifice and .between markets and markets and deficit and sur-
plus districts within each province, the latter being fixed by Pro-
vincial Governments with the approval of the Government of India.
Statutory maxima should be fixed for 12 months and should apply
to fair average quality wheat;

(ii) Maximum price for the Punjab should be between
Rs. 9.8-0 and Rs. 10 per maund and As 2 higher in the U. P,

(2) Barley and Gram.—Statutory maximum price for barley
and gram should be 7/10th and 8/10th of the maximum fixed for
wheat. :

The Government of India accepted these recommendations and
asked the Provincial Governments to fix the following statutory

wholesale prices :—
{1} for fair average guality wheat {unbagged)

Punjab and North-West Frontier Province, «. Rs §-8.0
United Provinces e s 10-4-0
Central Provinces we 4 10-8-0
Sind { Not exceediog ) N 9-8-0
(2) Barlsy and Gram,—7/10th and 8/10th respectively of the mazimum
wheat price,

Small differentials were permitted between vatrious markets
within a province subject to the approval of the Government of

India.

15. In later years Rabi grains prices have been considered by
the Prices Committee in March each year and the above statutory
prices have been maintained during the years 194546 and 1946-47,

16. Pulses.—The extension of price control on an all-India basis
to pulses was recommended by the Price Advisory Committee at its
first meeting in March, 1944, but Provincial Governments consider--
ed this proposal inadvisable and impracticable in view of the
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" numerous varieties of pulses and the large number of producing
areas involved. The Price Advisory Committee discussed this
question again in its second meeting in August, 1944 and agreed

that price fixation on an all-India basis, though desu:able was not
practicable,

It suggested that those provinces which had not so far' control~
led pulse prices at reasonable levels should be asked to do so in con-
sultation with the Government of India, keeping in view the statu-
tory prices for food-grains.: It further recommended' that the
Governments of areas where prices were then high, such as Bengal,
"Assam and Madras should be asked gradually to reduce them so as
to bring them in reasonable parity with the prices prevailing in the
producing areas from which they obtained their supplies. In April,
1945, therefore, the Governments of the main producing areas were
asked to fix maximum price sellings for each kind of pulse F. Q. R,
station of despatch and to intimate these ceilings to the deficit Ad-
ministrations concerned ; the latter were also asked to prescribe
maximum prices for each kind of pulse on the basis of prices in ex:
portmg areas plus cost of transport, incidental charges and reason-
able remuneration to nominated importers. The response to the
above request was not satisfactory as apart from some Indian States
only the United Provinces and Central Provinces fixed ceiling prices.
The Punjab refused to fix price ceilings for any of the pulses.

17. In pursuance of the amnouncement made in the Price
Advisory Committee in March, 1946 and after considering the matter
further in the Rabi Plan Conference in April, 1946 the Government
of India issued circular telegrams to all Provincial Governments,
Administrations and Residents suggesting that Provincial and State
Governments should notify existing ceiling prices for pulses as
statutory prices and that in areas where there were no such ceiling
prices, prices prevailing in January, 1946, should be notified im-
mediately as statutory maxima. After considering the reactions
of the various Governments to this proposal, the Food . Department
in their letter No, PY. 615 (97), dated July 4, 1946, suggested the
prices which in their opinion should be notified as statutory maximum
prices for pulses in various provinces and . States. Some Govern-
ments accepted these prices and notified them while others did not
%ake any such action,

18. We now turnour attention to the determination of the
level of prices of Rabi cereals  and pulses. The ' price pf wheat 'is
the most important price in the rabi group and our general dis-
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cussion is centred round the price of wheat, Before entering into
considerations which lead us to make our specific proposals, we have
to pass under review certain recommendations made regarding the
fixation of agricultural prices by recent official enquiries,

19. Famine Enquiry Commission on level of Prices.—The Famine
Enquiry Commission considered the question of the price of wheat
in the course of their examination of food administration during the
immediate post-war period. (Part I, Chapter VI). They expected
the post-war transition period to last till about 1951-52. They
divided this period into two stages and felt that at the end of the
first period of transition, the fization of a price as near as possible to
240 per cent. of the pre-war level would be appropriate in the major
producing areas, that is, the Punjab and the United Provinces for
wheat. They were of opinion that if prices were fixed in other
provinces in normal parity with such prices they ;were unlikely to
be very much in excess of or very much below 240 per cent, The
average prices of wheat in the Punjab and United Provinces during
the quinquennium ending 1938-39 were :

(1) Punjab Rs, 2-5.6, (2) United Provmces Rs. 3-0-6
240 per cent, of these prices will be
(1) Punjab Rs. 5-10.0, (2) United Provinces Rs, 7-4-5.

It will be observed that these are substantially Jower than the
prices that were fixed as the statutory maximum prices in the
Punjab and the United Provinces for the year 1946-47.

20. The Famine Enquiry Commission report:ed in the n:uddle
of 1945, Itis too muchto expect that the various turns in the
history of production and trade since that period could have been
accurately forecast by the Commission when it presented its report,
The recommendation . of the Commission cannot, therefore, be
considered as more than an informed estimate, Moreover, many
of the conditions that it prescribes for determining the end of the
first periad of transition have not been yet fulfilled. - Apart from
the definite index recommended by the Commission, it is interesting
to note that in their opinion the aim in the first period of transition
should be "“to bring about a reduction? of prices to the lowest level
prevailing at present.” ' :

21, Recommendations of the Prices Sub-Committee.—The whole
question of prices has been examined more recently by the Sub.
Committee on Agricultural Prices whose report was published in
March 1947, This Sub-Committee has recommended that fair prices
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- should be fixed on the basis of parity between prices and costs, It
makes detailed recommendations regarding the manner in which
agricultural costs should be determined and has recommended that
the most suitable period to which the parity should be related
would be the quinquennium 1924-25 to 1928-29. The Prices Sub-
Committee has also considered the problem of the transition, .Its
specific recommendations in relation to the transition period, which
it thinks would last for the two years, 1947-48 and 1948-49, are as
follows :—

**Since during this period the preseni shortage of supplies and the prevai-
ling bigh level of prices will continne and secondly many of the war time
controls will be maintained, we are of opinion that the minimum price for this
period should be flxed at a level equivalent to the fair parity price, It is
important to so orient the policy of the State during this period of transition
that the way must be paved for the early and smooth restoration of normal
trade condmons. *

This suggests the level at which the minimum price for the
period of transition should be fixed and indicates the objective of
the policy to be pursued by the State during this peried: There
is no indication given by the Sub-Committee regarding the level
at which maximum prices should be fizxed for: the period, The fair
parity price is defined by the Sub-Committee in terms of a base
period and involves calculation of changes in agricultural costs.
The aim should be to link agricultural prices to wariations in the
prices of certain items in agricultural costs. The items on which
attention, in the opinion of the Sub-Committee, should be concen-
trated are iron implements, bullocks, manures, cattle feed such as
oil cakes and fodder, labour and such other items as enter into culti-
vation expenses and cloth, salt, gul, sweet oil, kerosene oil, etc, -

22. The recommendations of this Sub-Committee have an
obvious bearing on the reference under consideration by us. In
arriving at a decision on the basis of the Sub-Committee's recom-
mendations several difficulties are experienced. The difficulties
are chiefly statistical. It is necessary to obtain statistical data of
prices which are comparable and are fully representative of the
commodities and services mentioned by the Sub-Committee for the
base pericd and for the year under consideration, There are a series
of returns from provinces regarding prices during the entire period.
These do not usually cover in a satisfactory manner the field indicat-
ed by the Sub-Committee. It is also very difficult to judge to what
extent these prices have been collected uniformly and re[ate to the

same qualities of commodities for the whole period. co .
2
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23. There is one index number of wholesale prices in India
which covers the period 1924—29 and is maintained today, This
is the Calcutta index number of wholesale prices and it contains, for
some of the items mentioned by the Sub-Committee, a number of
continuous series of prices. These series are for cloth which is
represented by two quotations, for gul, for mustard oil which may
be taken to represent sweet oil, for kerosene and salt. In the
Calcutta Index there are no quotatlons which could represent
bullocks, manures, oil cakes, fodder or iron 1mplements We may,
however take the general iron and steel series as representing iron
implements ‘The Calcutta series do mnot thus supply us with the
data necessary for calculating the variations inthe cost of production
on the basis recommended by the Prices Sub-Committee, It would
still be instructive to ascertain the results of the formula while
confining the calculations to the data available, If an index is
prepared for the series mentioned above which is not weighted in
any manner, the result of a calculation taking the average of the six
calendar years 1924-29 as bundred is that the index number for 1946
will be 178, We have also made calculations giving certain weights
to the series, The corresponding results of the weighted index is
181. The weighted index number does not differ materially from
the unweighted so that the significance of the attachment of weights
may be considered as negligible in this particular instance. The
average wholesale prices of wheat in the Punjab and U. P, in the
quinquennium ending 1928-29 were: Punjab Rs. 4-9-0 and U, P,
Rs. 5-6.0. Applying the two index numbers to these, the parity
prices for 1946 would be with the index at 176; Punjab Rs. 8-0-6,
U.P. Rs, 9-7-3, and with the index at 178: Punjab Rs. 8-4.0,
U. P, Rs, 9-11-8, .

24, We had also access to certain detailed calculations made
with the data available for the Province of the Punjab. The result
of these calculations is a price of Rs.’ 8-8-0 at Lyallpur for January
1947. It is not necessary to go into the details of these calculations,
It is, however, ‘clear that at best a considerable number of assump-
tions will have to be made in working out the formula given by the
Prices Sub-Committee and that a number of these assumptions and
the data that will have to be used in calculating the parity prices
will remain open to challenge, It is thus impossible, at least at this
'stage, to arrive on the basis of the recommendations of the-Sub-Com-
mittee at results which are definite and which can command general
confidence.,
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39 This was evidently also the opinion of a number of meme
bers of the Sub~-Committee. The following occurs in a note written
by Sit Pheroze Khareghat and supported by three other Members
which is appended to the report of the Sub-Committee.

'  That the recommendation of the Committee as it stands is ambignoms
- will be apparent from what has transpired, - At oneé of the meetings of the

*  Committee, the Chairman enquired what the formula wonld result in,. From
’ the reply given by one of the members, I had the impression that the formula
recommended by the committee worked out in practice to a price of about

Rs. 8 per maund for wheat at Lyallpar. As this figure was more or less what

1 bad ie mind, I did not parsne the matter further, ’

“ This figure is however not being mentioned in the report. Moreover it
appears that if certain mysterions ‘adjustments’ are made, the figure will
drop to Rs, 6-8~0. Nor is it unlikely that, on the basis of some othex
assumptions as regards allowances to be made and weightages to be given, the
fignre may even be reduced to Rs, 4-8~0 or less, " ‘

'26, In the circumstances, we do not think that it will be safe
for us to rely on any statistical interpretation of the recommenda-
tions of the Prices Sub-Committee for our findings. Apart from the
lack of statistical data and other theoretical and practical difficulties
in using the parity formula, there are certain inherent objections to
‘using such a2 formula for determining price in this period. The
present is a time of transition from an economy which has borne the
stresses of war and of inflationary finance and still rétains many of
the features of that period. We are presumably ' making -orderly
progress towards the attainment of more normal conditions and the
‘policy of Government, including its policy in price fixation, should
help in the process. Price fixation, viewed in this light, is some-
thing much more than the finding of some supposedly ideal relation
which does or should obtain between the prices of various groups of
commodities and services, The parity approach assumes the equity
"and the correctness of a relation between various prices during the
'base period and attempts a reproduction and continued maintenance
of it. Every price represents, however, not only a relation but also
‘an operative force. In a dynamic economic situation, prices are
“continuously in flux, being operated upon by a variety of economic
forces. Each individual price is, however, in itself an economic force
operating on other prices, as well as on all types of economic activi-
ties. In'a period of transition, when the changing nature of
‘economic circumstances is emphasised, the dynamic character of
prices attains special importance. - Price fixation then is no longer
to bé looked upon chiefly as the process of the restoration and

maintenance of an assumed ideal relation - but as an instrument of
“policy for initiating and bringing about changes at a given pace in
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giveri directions, These considerations have special importance,
when the price is so central to the economy of the country as the
price of rabi: grains in general and of wheat in particular. On all
these grounds, we do not favour the approach to this question by
way of determining- prices through a formula, We would rather
approach the question through a general examination of existing
circumstances .and of the needs of immediate policy. The results
obtained by this approach are, of course, less definitive than the
tesults of a pre- determmed parity formula.

27. Yield and Przces.——-Four aspects of the price of wheat
deserve special attention: Firstly, the effect that any price level
will have on the income of farmers, Farmers growing wheat and
those who grow rabi grains in general, form an important part of the
Indian agricultural community. The incomes that accrue to them
influence the working of Indian rural economy and Indian economy
as a whole. Any sudden fall in the income of these farmers may
lead to a crisis in rural and general economy. .A rise in their
incomes has in recent years brought about noteworthy changes in
a number of areas, . R :

o,

28, The price of wheat may be related either to the gross re-
ceipts or to the net income of the farmer. In a relation with gross
receipts, the chief factoris that of the yield of the crop. Those
who advocate the stabilisation of receipts of the farming community
as an aim of price policy - would have prices adjusted in an inverse
relation to fluctuations in output. It is extremely doubtful whether
under existing conditions, it would be possible in India to attain
through price policy such stability of gross receipts. The output
of cereal crops in India varies to a considerable extent from year
to year. The variations are specially marked in regions where the
crop 'is dependent chiefly on the vagaries of rainfall and other
seasonal conditions. Further, the variations in the character of the
season and ip output are by no means uniform all over the country,
Crops may fail completely in some regions while they are fair or
average in others. The changes in prices that would have to be
made year by year and the variations that would have to be
maintained region by region for the attainment of the stability of
gross receipts, even over wide areas, would indeed be, very large.
‘There are obvious disadvantages from points of view other than
those of the farmer in allowing such large variations in prices. Also,
the administration of an all-India statutory price control would be
almost impossible with large disparities in the price levels in various
-regions. In the circumstances, it is impossible to attempt to stabilisg



13

. in this manner the gross receipts of a farmer or in any otber manner,
to link up variations of price . with variations. in output and yields
of crops in different regions. . - . .

29. Cost of Production and Prices—We may next turn our
attention to the cost of production of agricultural products and the
possibility of relating prices to it. It is understood that ‘the
determination of agricultural prices in the United ' Kingdom: ‘is
influenced to a large extent by calculations relating to the variations
in costs of production in agriculture. It may, however, be'pointed
out that in the United Kingdom these -calculations are ‘made the
basis of the bargaining which leads to pnce determination and are

"not used by themselves to determine prices directly. No attempt
can, however, be made to link prices to costs of production if the
'necessary cost data are not available. The Prites Sub-committee
has commented on the paucity of the data relating to costs of produc-
tion in India and the lack of any -organised agency which collects
comprehensive data relating to the costs of production. The Sub-
Committee has recorded that it is not in 2 position to recommeénd the
cost of production approach for thé fixation of fair prices until
necessaty data have been collected on a scientific and proper basis,
Thus, even though there are strong reasons why considerable atten-
tion should be pald to variatioris in costs of production in determin-
ing prices and recommending variations inthem, we are unable in
the reference under consideration to undertake any’ exatnmatlon of
this aspect because of the lack of relevant mformatxon . o

30. We would however, . examine in thls connecnon a plea
that has been put forward in the last year or two on behalf of the
farming community, It is that the cpsts of production in agriculture
have increased during the last two years notably . with increases in
prices of draught cattle and -agricultural labour and that-an increase
in agricultural prices commensurate with these increases is today
justified.. This argument is based on an implied pam:y formula and
does not follow the cost ‘of production approach. ' What is- argued
in effect is that the agriculturist should be guaranteed in prices the
same margin over cost that existed during the period 1942-44, ‘Use
of the data regarding relative movements would link prices’ not to
costs but to profit’ margms during the basic period. In order'to
relate prices to costs a sufficient wealth of cost of productmn data
of 2 minimum degree of rehablllty must be avallable m absolute
terms. ; o

31, Price and Cost of meg —-Amother aspect m r.elatlon, go
which the price of wheat has to: be considered, is the ;cost of living
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of non-agriculturists and ' especially of industrial and agricultural
labour, Articles of food form an overwhelming group: in the cost
of living of the bulk of the population in India and among articles of

food, the price of place is easily taken by cereals. It isan indication
* of the low standard of living in the country that expenditure on
cereals should form the most important single item in the consump-
;tion expenditure of our workers., The price of wheat and of food-
grains linked with the price of wheat thus influences to a substantial
extent the movements of the cost of living index number, With an
. increase in the price of wheat, the index number of the cost of living
is liable to move up. In some industries a part of the earnings of
labour are at present linked to this index number. Even where they
are not so linked, the cost of living exercises considerable influence
over the movements of the wages of labour in urban and industrial
centres and over salaries, especially of the lower paid employees, The
increase in the cost of living and its maintenance at a continuously
high level has resulted in a progressive increase in wage and salary
.payments, The cost of living also influences the wage Ievel in
agriculture, which by now has risen to a considerable extent. It
may be that recent increases in the cost of living are the 'reflection
of increases in prices other than those of cereals, ' It cannot, how-
ever, be gainsaid that the original upward movement in the index
numbers of the cost of living index was more largely due to a rise
in the price of cereals than to any other single factor and that the
maintenance of a given level of cost of llvmg depends on prices of
foodgrains to a significant extent. The above considerations
‘merely indicate that in the initiation of a teduction ‘of the general
‘cost of living a reduction of thé price of ‘cereals, including wheat,
woluld be an important factor and that if it is thought necessary or
desirable to start a movement towards decreasing the cost of living
lmmedxately. a reduction in the prlce of wheat would be one of the
1mportant steps in the process, -

32 Pnce and Distribution of Area Under Crops.—A fuarther
-aspect of the pnce of wheat is the influence that prices of agri.
cultu;al products have on the distribution of acreage under crops.
It is not the absolute price that is important in this context, It is
rather the relation that the price of any crop bears to those of other
crops that is relevant. Presumably, when any normal relation
batween prices of various crops is disturbed, the acreage under
crops whose prices have increased more than the average should
increase at the expense of the acreage under those whose prices
‘have increased at less than the average. The rule is, of course
:not invariable and its operation; may not be- visible immediately
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- and may be modified by a variety of other factors. = There are a
large number of limitations on the extent to which any individual
producer can change, within a short period, the area normally
devoted by him to the- productlon of individual crops. This is
especially so when the crop is as important and as. central to. his
economy as the main cereal crop. Variations of acreages under
crops do, however, influence price policy and we pote, that some
months ago an increase in the price of sugar and of sugarcane has
been granted chiefly on the ground that the relatwely lower increase,
in sugarcane prices had led to a diversion of the acreage under
sugarcane to other crops which had proved more remunerative.
- At present, the price of wheat does.not. compare unfavourably
with the prices. of agricultural products which may potentially
compete with it for land, There has also been no complaint
that areas under wheat have increased disproportionately because
of specially large increase in the price of wheat. In recent years
apart from any inducement held out by an increase in prices, there
has been carried on by Government a campaign in favour of increas-
ing the area under food crops. The results of this campalgn or
of any inducement that might have been held out by wheat prices
cannot clearly be traced in available statistics. The statistical data
and the general evidence yield only a negative result, There is
nothing to show that the areas under rabi grams are decreasing and
need to be specially stimulated by an increase -in the pnce of wheat
and other rabi grains.

- o

On the other hand, apart from the instance of “sugarcane cited
above, there has been no general complaint that the price of wheat
has exerted a harmful competltwe influence on acreage under other
crops. ‘ ‘

33. Internal Prices and their Stabilisaiion.—This dxscussmn
relating to aspects bearing immediately on the price of wheat' does
not yield results which are definite enough .for our purpose, It 'is,
therefore, necessary to go further: afield and consider the price of
wheat in relation to the general structure of prices, internal and
external, The most important considerations relating ‘to: the
internal price level are the degree of stabilisation of prices that has
‘been achieved already and the level at which prices should ultimate:
ly be stabilised. - The price level in India did not rise rapidly during
the first years of war,. The marked rise upwards began .in. the
middle of 1942 and gathering momentum, rapidly became an infla-
tionary movement. This reached a peak in about June 1943 and
there: was immediately afterwards a slight. recession.. For. some
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years after the attainment of the peak in 1943 the price level as a-
whole may be said not to have shown any large movement either
way. The relative prices of a number of commodities were changed
but this relative change did not show a marked effect on the price
level as a whole, During the last few months, another general
movement, though not as marked as the earlier one, has been in
evidence. Prices of a large number of commodities not under
control have risen and- the pnces of some commodities under
control have been mcreased

34, It is difficult to say whether costs and prices over the major
field of economic activity reached any relation of stability during
the period of about three'years of comparatively small change as
this was an abnormal period of largely controlled economy. The
total movement, since the pre-war period, in a variety of groups of
commodities has been disparate. Some products, like petrol,
kerosene, iron and steel have not increased in price even up to
double the level of their prices in 1939; whereas important cereals
and most’ oilseeds are over three times the pre-war level of their
prices. The information available relating to movements in wages
and salaries is not full and the movements bave possibly been very
different from category to category and region to region. In the
circumstances, it would be rash to presume that prices have stabilised
today at any particular level, With such great disparity in price
variations the general index number of wholesale prices or of cost
of living represents a more average figure having no necessary
relation to a level of stabilised prices.

35. The argument for not bringing about a change because of
the fear of disturbing a settled and normal relation between different
prices is not valid in these circumstances. It is also difficult to say
whether costs and prices are today in any patticular stable or desir.
able relation with each other. Costs have now caught up with
prices much more than in the earlier period of inflation. It is,
however, doubtful whether they have established a new normal rela-
tion and whether they have rigidified,  In times of transition like
the present, a particular relation of costs and prices, even if it
bears close ‘resemblance to a normal relation, has not the same sig-
nificance, When costs as well as prices are fluid it is likely that if
prices are moved, costs also could be moved or may move them-
selves. The above discussion is chiefly related to the plea that now
that prices of foodgrains have been maintained at a particular level
for 2 or 3 years, there is a presumption in favour of the continuance
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 of that level. Thereis no such presumption because the whole
structure of prices and, indeed, the whole working of economic
society, has not resumed its even level and its normal course.

36, After a period of considerable price disturbance the problem
- of the level at which stabilisation should take place anew always
presents difficulties, If the period of disturbance has been short,
there is a natural desire to revert to as near the level of prices before
the disturbance as possible. During the last few years the increase
in the level of prices has been very large in India. The increase
has been widely spread and it has in due course led to a revision
upwards of all categories of incomes. It is mot possible to con-
‘template today a return to the pre-war level of prices with equani-
mity. It would involve too drastic a revision of the existing price
structure and too great a disturbance in the process. At the same
time maintenance of the existing price level is, for many reasons,
also invisible, At what level prices should be stabilised in the normal
post-war period is, however, a question to which no easy answer can
be given. There are no landmark or fized points by which the
course, in this transitional period, can definitely be chartered.

37. Present Level of Wheat Prwces and Agricultural Costs.—In
relation to the price of wheat, in particular, the one noteworthy
feature is that this price has risen much more than the average of
other prices, As has been pointed out above, it would be possible
to build a case for the reduction of wheat prices on this fact alone
if one accepted the prices of 1939 as fair equilibrium prices. It has,
however, been often said that prices of agricultural produce in 1939
were not fair to the farmer and that a rise in wheat prices greater
than the average is justified to correct this inequality. To what
extent this increase is justified and to what extent it can be
maintained are questions to which it is not possible to give any
quantitative answers,

38. One feature of agricultural costs is unmistakably important.
From all accounts, the burden of debt on the farmer is today, at
least in real terms, lighter on an average than before the war, The
burden of taxation on him has also increased much less than the
average increase in prices, An adjustment of agricultural costs and
prices at. a lower level all round may not be difficult as long as
these conditions continue, The effect of a reduction of the price of
wheat would, however, be much more felt by the farmer if during
the next year or two the average burden of his debt repayment and
service is increased to real levels proportionate to the pre-war level,

3
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This would constitute an argument in favour of beginning the effort
at any such reduction of cereal prices as is thought desirable at as
early a stage as possible,

39. Relation of Internal to external Price Levels.—Internal
" prices have to maintain a relation with prices in other countries.
India is now a member of the International Monetary Fund,
One of the obligations of the membership of this. Fund is the
obligation to confine movements of rates of exchange within
certain limits, The par value of the rupee can no longer be
changed by unilateral action to any large extent by the Government
of India. Any substantial change in this par value will be
possible only with the consent of the Board of the International
Monetary Fund. In the circumstances, the price level in India
must remain in a relation with the price levels in other countries,
which will enable the Government of India to maintain the par
value of the rupee at the levels at which it has now been fixed,
During the period of the war, the foreign trade of India as well as
remittances to it and from it, were completely under control, Since
the end of hostilities, trade has been freed to some extent. Even
today, however, the importation and exportation of merchandise as
well as the remittances of funds, operate under control. The efects
of any disparity between internal and external prices are therefore
not fully evident in the terms of trade or the balance of payments.
Also, the general shortage of commodities throughout the world
keeps in check the potential effects of any disparity that might exist
between the internal and external value of the rupee. That such
a disparity exists at present is undoubted. The extent of inflation
in the major countries with which India carries on foreign trade
has been, on an average, much smaller than that in India. In some
of these countries prices are as much in a state of flux as they are
.in India and it is difficult to say at this juncture at which level
and by what date a stabilisation in these prices and in world prices
as a2 whole will take place. However, it might be presumed that
in the United Kingdom and in the Dominions the present tendency
of prices to rise is still well under control and will not be allowed
to proceed far, In the U. 8. A., where control over prices has
been recently abolished, and an upsurge of prices in general has
been in evidence, the movement seems to have greater force, How-
ever the increase in pricesin U, S. A, during the war was signi-
ficantly less than the increase in prices in the United Kingdom and
even if the present movement is much stronger in the U, S. A. it is
unlikely that it would carry the level of prices in U, S. A. much
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beyohd the level reached in the United Kingdom. Informed observ-
ers do not in any case expect that the price level in the important
W estern countries will be allowed to be stabilised at higher than .
double that of pre-war. That indeed is the maximum level at which
any such stabilisation is predicted for these countries, If this
expectation proves true, the internal price level in India may be
found, when normal trade is resumed, to be considerably out of rela-
tion with the prices abroad. Though no quantitative forecasts can
be made with any confidence, it is clear that a substantial reduction
in the general level of prices should have been brought about in
India if difficulties with exchange rates and with foreign trade are to

" be avoided. The length of the period of transition cannot be judged
with any accuracy, It has often been put at about 3 years., If
Indian prices have to be brought into relation with external prices
within two or three years, it would appear to be wise to begin
operating on the internal price level in a suitable manner as soon as
this is practicable.

40. - It has already been indicated that the prices of cereals and
the price of wheat in particular hold an important position in the
general structure of Indian prices and in relation to a reduction in
the cost of living. An adjustment downwards of the whole struc—
ture of costs and prices would necessitate a bringing down of the
cost of living and this depends on the possibility of bringing down
the prices of cereals, cloth, etc. The likelihood of the resumption
of normal trade with foreign countries within a few years’ time and
of the stabilisation of price levels in countries with which India
conducts a major portion of its foreign trade at levels much below
those obtaining at present in India, indicates the need of beginning
to operate downwards on alt important controlled prices, including
the prices of cereals.

41, Future International Wheat Prices~~In addition to this
general consideration, there is the specific consideration regarding
the international price of wheat. The price of wheat in India would
have to bear some relation to the price of wheat in other countries.
It is difficult to forecast the exact level at which the international
price of wheat will be two or three years hence. The data relating
to international wheat contracts have some significance in this
connection. The sphere of Government trading has been enlarged
during times of war and it is likely that Government trading will
continue to play a large part for some years to come in trade in
cereals, The contracts entered into by the United Kingdom with
the Governments of countries from which it buys its requirements
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of wheat miay be taken to reflect the expectations relating to the
future prices of wheat of the exporting and importing countries.
The average price at which 'wheat has been brought from Canada
and Australia by United Kingdom in recent years has been
round about 150 cents per bushel, and the agreement of the
Urnited Kingdom with Canada provides for a lowering of the
minimum price. Again, the range of price stabilisation, which
was discussed during the recent conference of the Preparatory
Commission of the International Wheat Council was 125 to
155 cents per bushel. In the report of the Preparatory Commission
of the Food and Agricultural Organization a special level of low
prices at which wheat might be made available to poorer countries
‘has been suggested. It is true that in the post-war period
India will no longer be a wheat exporting country, Wheat prices
in India could, therefore, be higher than wheat prices on the inter-
national wheat market. In a country which regularly exports
wheat, the international prices have to be on an average lower than
the price level on the international market. In a country which
normally imports wheat, the relation is the reverse.

The change in the role of India from a country which exported
a small part of its crop of wheat to a country which imports a small
part of its requirements of wheat may have a corresponding influ-
ence on wheat prices in India. Even so, wheat prices of the future
in India are not likely to rule much above the upper limit contem-
plated by the International Wheat Council Preparatory Commis-

sion,

42. Among all the factors that have been considered by us so
far the only factors to give a positive and, in some measure, a quanti=
tative indication regarding the level of prices of wheat are the par
value of the rupee and the probable international price level of
wheat two or three years hence. We would, in the light of these
considerations, as also in view cf the need to decrease the cost of
living in India, be justified in recommending some decrease or re-
duction in the statutory maxima fixed for wheat prices in India.

43. Present International Wheat Prices.—There are, however, a
number of other considerations to which attention must be drawn
before any definite recommendation is formulated. While it is
true that after two or three years, the prices of wheat on the inter
national market are expected to reach levels comparatively lower
than the existing Indian levels, the present conditions in the inter-
national wheat market are very different., That market is today
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under considerable pressure and the price of wheat . is substantially
above the 155 cents level. There is reported a general scarcity of
wheat and wheat products in the world as a whole.

44. Present Oil Seeds Prices.—Another feature of the exlstmg
situation is the possible effect of the recent decontrol of the prices
of oil seeds. The prices of oil seeds had shown a tendency to move
upwards from the beginning of this season which had only been
partially kept in check by measures of control contemplated and
devised. The price level, on decontrol in early March, shot up to
a level very much higher than the level of prices during the
_previous year. The index number of oil seeds in the Economic
Adviser's index stood on 9:h March 1946 at 346’5 as against 4242
on 8th March 1947. The general increase over the pre-war level is
bigher than the increase for wheat and rice. A high_level of oil-
seeds prices is likely to affect the price of wheat in two ways. It
may lead to some diminution in the acreage under wheat owing
to diversion of land to oil seeds. It is true that a diminution in
wheat acreage will not necessarily affect the price of wheat in the
current season or even in the succeeding season, if the price is
successfully . kept under control. However, no incentive should,
if possible, be given to a diversion from wheat to oil seeds as might
well happen if oil seed prices still remain uncontrolled at the begm-
ning of the next season, .

- 45. Current Wheat Season—The agncultural season has- not
been unfavourable in the main wheat producing areas of the Punjab
and the United Provinces. The wheat crops of the Central
Provinces and Bombay have, however, failed to a large extent and
there is, in the country asa whole, a marked shortage of wheat,
Reports regarding the rising wheat markets in other countries,
the phenomenal rise in the prices of oil seeds and the shortage of
wheat supplies even in rationed and semi-.rationed areas are' all
features which must influence the expectation of wheat farmers. In
these circumstances, in the opinion of all Provincial Governments
and also of the Food Department of the ‘Government of India, no
attempt should be made to reduce the level of prices of wheat..

46, Conclusion regarding Level of Prices.—To sum up, in view
of the considerations set out in paras 31 and 37 to 41, we feel
this would have been the appropriate time to begin a reduction by
small degrees in the price of wheat. However, special features of
the existing situation indicated in paras 43, 44 and 45 lead us
to take a different view. Our main conclusion relating to the levels
of statutory prices is that there should be mo change for the
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year 1947-48, During this year they should be retained at the same
level as the prices of 1946-47. '

47, Enforcement of Statutory Prices.~The enforcement of
prices is an issue on which we feel it necessary to make some
observations. Under present controls, the prices of cereals
are settled within certain maximum and minimum levels by

- the Government of India. The' Provincial Governments are
authorised to fix differentials to suit local circumstances, The level
of statutory maxima for their areas announced by Provincial Govern-
ments is the legal level within the boundaries of the Province. There
are bans against the movement of cereals, except by special permits,
from one Provincial or State unit to another. Provincial and State
units are thus closed markets in themselves. The differences in
prices between province and province are based usually on the
observed differences in the normal pre-war period or the differences
that existed immediately before the imposition of statutory control.
The differences in prices between different localities when move-
ment was free were differences brought about by reasons of condi-
tions of supply and of transport costs between any two points.
There was no abrupt change in price when an administrative
boundary was crossed but there were gradual changes between
nearby points whether in separate provinces or within the same
province. The regime of provincial prices brings about a certain
artificiality of conditions in areas where provincial boundaries
touch.. Special stresses are created because the difference in pro-
vincial rates makes for a significant difference in prices even within
a few miles near the borders. The levels of prices in contiguous
provinces are, therefore, of importance in the administration of
price control in any province and the difficulties of administrations
are increased considerably when there is either no effective enforce-
ment of price control in a particular area or in one way or another,
‘the price is, in fact, allowed to be increased. . It has been brought to
our notice that some Provincial Governments bave in recent months
increased the rates of payment for transport of grain or he ve in other
manner effectively increased the price paid to the producer in their
areas over the price paid formerly. This changes thé normal
differential fixed in relation to the prices in neighbouring ad ministra-
tions, which find that discontent is created in their areas and
smuggling encouraged from them.

48. The same is the effect of a lax enforcement of statutory
price control. In this connection, we must draw attention to the
prices reported by trade representatives to be ruling at an important
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wheat market in the United Provinces, Hapur, The price returns
supplied to news agencies as also the price returns included in
publicativns_of the United Provinces Government Department of
Economics and Statistics show almost throughout the year the
actual price at Hapur as ruling very significantly above the statutory
maximum for the United Provinces. The representitive of the
Provincial Government told us that the prices quoted in the news-
papers or in Government bulletins were prices at which no
significant transactions took place, that in effect they must be black
market prices prevailing in surreptitious trade outside the boundar-
ies of the city. It is difficult to believe that the regular returns of
.prices made by trade representatives and accepted by Government
agencies could only refer to small negligible black market transac-
tions, It is at least certain that representatives of neighbouring
administrations, as that of the Punjab, are under the impression that
the Hapur price quotations represent the effective price in the
market at Hapur, Their complaint is that it creates difficulties in
their administration and has a demoralising effect on the morale of
their farmers to hear that substantially higher prices than the
statutory maxima are being obtained by producers in neighbouring
areas. We would, therefore, emphasise the need for Provincial
Governments making every effort to see that the statutory maxima
declared by them are enforced and observed for all transactions
within the province.

49, The enforcement of statutory maxima, we may observe in
passing, is closely linked to the systems of procurement of food-
grains of Provincial Governments. As long as Provincial Govern-
ments are content to provide for the need of only a small percentage
of the non-agricultural population within their charge and exercise
market and movement control only to the extent necessary -to
procure quantities related to thisaim, the statutory maximum is
bound, during at least certain months, to be exceeded over large
regions. _This is not the place to go into the details of the merits
‘or the working of any systems of procurement adopted by Provincial
Governments, These systems bhave, however, a very important
influence on prices and their enforcement and for our purpose it is
necessary to urge that whatever the system adopted by any Pro-
vincial Government it should lead to an effective enforcement of
the mazimum over all regions and for all the months of the year.

50. Pulse Distribution and Prices—The administrative difficul-
ties relating to price enforcement assume overwhelming importance
in the question of the price of pulses. We have in the first part of
the report given a historical resume of pulse price control. It will
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have been c¢lear from it that pulse prices have only been partially
controlled and that the enforcement of these controls has not been
satisfactory ina large number of provinces. The Government of
India in the Food Department recommended statutory price control
of pulses to all Provinces and States during the last year. Actually
price maxima were declared only ima few areas and the effective
control of prices was not in most cases very successful. The position
of pulse prices and supplies is still serious and gives room for anxiety.
It would indeed be very desirable. if a rational distribution among
various regions of the supplies of pulses available in India could be
brought about and if the prices of pulses could be kept in close
control related to the prices of cereal foodgrains, The recent
course of pulse prices may be indicated by the Economic Adviser's
index of pulse prices, which was 2441 for the week ending 17th
March, 1945; 316-1 for the week ending 16th March 1946; and 386-2
for the week ending 15th March, 1947. ,

51. The Food Department of the Government of India attempt.-
ed to work out a basic plan for pulses during the last year. One or
two of the surplus provinces were able to maintain a fairly rigid
control over the prices of pulses in their areas and to make avail-
able at statutory prices the quantities allotted in the 'basic plan to
Governments ' of deficit provinces. In our opinion, a basic plan for
pulses according to which the surplus provinces and states are able
to make available pulses at statutory prices to deficit areas would go
a long way towards relieving the likely distress of the coming year.

52.. The number of rabi pulses is small. Gram is the most im-
portant of the rabi pulses and is the only one that is important all
over India. Moong and Urd are grown in rabi in Orissa. The
question of their prices is included in the reference made to us and
we deal with it in paragraph 57. There is no difference of opinion
regarding the continuance of control over gram prices.

'53,  Minimum Prices and Guarantee—Qur general conclusions
relating to the level of wheat apply to the level of minimum as well
as of maximum prices. There is very little likelihood of either the
minimum price ot the guarantee by Government that it would buy
at that price, becoming effective during the next 12 months. There
is, bowever, no reason why we should suggest any change either in
the policy of Government to guarantee the minimum or in the level
at which the minimum is fized. If we had thought it mecessary or
desirable to recommend a reduction in the maximum prices, which
are almost everywhere the effective prices, the problem of conmder-
ing a change in the minimum might also have arisen.
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54. Statutory "Maximum for Sind.—A demand for increasing.
the statutory maximum has been made by one province, The Govern-
ment of the Province of Sind claims that the statutory maximum
for Sind should be placed on the same level as that for the Punjab.
It sees no reason why Sind should get a lower price than the Punjab.
It adds: “'Sind would prefer to maintain the existing price of Rs.8-10-0
per maund for station delivery provided the Sind Government is
allowed to keep for itself any difference that may exist between
this rate and the final rate in the Punjab”. Neither in the note
submitted by the Sind Government to the Board nor in the personal
discussion with the representative of the Sind Government has any

-argument been adduced to show that the present price is either
uneconomic or unsuitable in any other way, The argument of the
Sind Government in favour of its claim is a purely financial one,
The Sind Government desires that the difference between the price
ruling in the Punjab and the price at which it has purchased grain
within its own areas should accrue to the Provincial revenues, If
the statutory maximum in Sind is not raised, the advantages of the
lower price in Sind will be reflected in a lower price to the consumer
in Sind itself and a lower burden on the consumers of Sind wheat
in other Provinces. If the claim of the Sind Government is con-
ceded, the cost of living in areas which consume Sind wheat will,
however slightly, be affected. In view of the general review of
the situation made by us above, we would avoid any recommendation
that would increase the cost of food to the consumer unless it were
justified on economic grounds., We are therefore unable to recom-
mend that the statutory mazimum price in Sind be raised.

55. Gram and Barley Prices.~The prices of gram and barley
have been fixed since 1943-44 in relation to the price of wheat.
For the last three years, the price of gram has been fized at
8{10ths of the price of wheat and the price of barley at 7]|10ths
of that price. No complaints have been made regarding the
continued maintenance of this relation, which was itself based
_on an average of the relations in the pre-war period. We recom-
mend that the price of barley and gram be continued to be fixed at-
the old relations. In one province, Bombay, the statutory maximum
of the price of gram rules at 9|10ths of the price of wheat. We.
understand that this particular relation was initially adopted
because of certain circumstances relating to stocks held by the Pro-
vincial Government. The relation has continued to be maintained
even though the circumstances no longer exist. We also understand
that the actual purchase price paid by the Government in its pur-.
chases in surplus districts has never been up to 9|10ths of the whea. .

4
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price in the province. We see no reason for maintaining the statu-
tory maximum in one province at a level different from that deter-
mined for the whole of India. We recommend that the statutory
maximum price for gram in Bombay province should be fixed as in
other Provinces at 8|10ths of the price of wheat,

56. Orissa Pulse Prices—A special reference in pulse prices
is that of the prices of Moong and Urd in Orissa, Orissa is surplus in
these pulses and last year the Provincial Government agreed to fix-
ing a statutory maximum of Rs, 8-8-0 for both these pulses. The
Government of Orissa now represents that it suggested the mazimum
price last year under some misapprehension and that it is necessary
this year to raise the price tc a considerable extent. The Provincial
Government suggests that in relation to prices in other areas
especially the Eastern States, the prices for both these pulses should
be increased to Rs. 11. The movements of pulse prices during the
last year have been for the most patt erratic and are, therefore,
unreliable for the fixation of a proper level of prices during this season.
The reason for the specially high price in the Eastern States, is, we
understand, the special costs of transport that have to be borne in
transporting pulses into the areas of the interior. Pulse prices dur-
ing the last year have risen specially high in deficit ptovinces and in
some surplus provinces they have also been allowed to move high in
sympathy, However, in an important surplus province, the Central
Provinces, where effective control over pulse prices has been
exercised, it bas been possible for Government to maintain them at
reasonable level, even though before the adoption of special
measures, they had, during the early months of 1946, soared high.
During the latter part of 1946, the prices quoted at Raipur, an
important market in the Central Provinces not far from the terri-
tory of Orissa, for both Moong and Urd were in the neighbourhood
of Rs. 9-8-0, Similarly, the prices as reported for the markets
in Orissa itself during tbe year 1946 were in the main between
Rs. 9 and Rs, 10, An examination of the statutory maximum prices
proposad by the Government of India for adoption by Provincial
Governments and States in July, 1946, shows somewhat large and
surprising variations. It also reveals that the prices fixed for Orissa’
were among the lowest of these prices, Taking into account the
general position of pulse supply, and the pulse prices obtaining
under reasonable control in the Central Provinces we feel that
there is a case for some enhancement of the statutory maximum of
prices of Moong and Urd in Orissa,. We do not think that an
enhancement of the price to the extent asked for by the Orissa
Government is justified. In our opinion, it would meet the require- -
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ments of the case if the statutory maximum price was enhanced by
one rupee and was fixed for both these pulses at Rs. 9-8-0

57. The price of rabi jowar in Bomfnay Province has been also
referred to us for consideration, We find that its inclusion was
due to a misunderstanding. The price for both kharif and rabi
jowar is fixed at the beginning of the kharif season in the province
of Bombay, being the same for both kharif and rabi harvests. No
question, therefore, arises of revising at this stage the prices of
jowar in Bombay. The position has been clarified in our talks
with the representatives of Bombay province. It is not necessary
~ for us to make any recommendations in this regard.

. A, D. GORWALA,

. _ President,
S, I. HAQUE, D. R. GADGIL
Secretary. Member,

Dated the 31st March, 1947.
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CONTROLS AND THEIR CONTINUANCE

1. General—Questions regarding the need for the continuance
of economic controls and the duration and sphere of such controls
have recently been prominently before the public. A general
examination of these questions is attempted in this note,

2. Webegin with an assessment of present economic condi-
tions and go on to estimate likely trends in them in the immediate
and the near future. The first step is to examine the volume of
production and the volume of goods available for consumption,
The volume of physical production is significant from two points of
view. Inthe first instance, as shipping is yet scarce and the supply
of most important commodities is comparatively short in the world
as a whole, internal production in India determines to a very large
extent the level of possible internal consumption. Secondly, the
volume of production has considerable influence on the movement
of individual prices and of the general level of prices.

3. Agricultural Production—Tables 1and 2 set out the data
relating to area under crops in India and the per acre yields of
certain important crops.

Agricultural Production.~It should be noted that the total
acreage under crops in the country has increased very slowly
and there is no reason to suppose that the increase will be more
rapid in the future. For a short period like, say, three years, the
effect of increase in production through increases in acreage may be
considered negligible, The per acre yields of important crops for
which statistics are available reveal no trend towards a general
increase in per acre yields. Agricultural production in India
fluctuates greatly from year to year. These fluctuations are due, in
the main, to the nature of the agricultural season, During particular
years in the period of war, the incentive to increase production
by way of high prices was considerable. The incentive, perhaps,
led in certain instances to diversion of acreage from one crop to
another. But there is nothing in the statistical data to indicate any
general increase of productive capacity or any special spurt in
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TABLE 1—STATEMENT SHOWING AREA UNDER CULTIVATION
IN REPORTING AREAS IN INDIA

Sotirce :—The Triennial averages ﬁgures are taken from Table No. XIII of
“Food Statistics’” of India except those of non-edible oil seeds and cotton
which bave been taken from statement No. IX.

(Figures in 000 sci'es) :

Average j Average | Average | Average
Trienni- | Trienni- | Trienni- | Trienni-
um ead-|um end-|um end-|um end-] 194344 |1944-45 | 1945-46
Crops ing ing ing ing

1933-34 | 1936~37 | 1939-40, 1942-43

1 2 3 4 § 6 7 8

‘Total acreage
nnder all .
crops, 3,19,067 {3,16,383 [3,16,860 |3,24,223 e

*Major Cereals |1,68,563 (1,68,122[1,70,865 {1,71,360 [1,70,9474/1,90,472t|1,85,868¢

Cereals& Polsesi2,37,811 12,34,884 12,34,627 12,40,296 | 2,51,613 es .
Oil Seeds— . ) '

Edible 17,344] 15,302| 18,663 18,093 18,164 19923 | 19,166
Non-edible 6,432 .6,803 7,391 6,879 5,076 4,933 4,613

Total ...| 23,776| 22,105| 26,054 24,972_, 23,240 { 24,856 23,779

Cotton 20,447] 21,706) 21,285 20,281] 21,086 14,843 | 14,480

Sngarcane 3,200 3,982 3,546| 3,904 4,234 4,154 3.847

* Rice, Wheat, Jowar, Bajri.

t+ Figures are taken from *“Food Depariment’’ statements supplied to' repre-
sentatives of Provincial Governments at the Food Conferences,

production in particular years. It may be that lack of necessary
aids to increased production such as increased irrigation facilities or
supply of fertilisers was responsible for this comparatively stagnant
position of agricultural yield, even in the presence of high prices,
If this is true, it would mean that any increase in yield from agricul-
ture in India would not follow upon any specific price policy. It
could be brought about only by active measures such as making
agriculture more secure through irrigation, improving technique,
making fertilisers available, etc. The Central and Provincial
Governments have prepared programmes which include a variety



" TABLE 2~-STATEMENT SHOWING TRIENNIAL AVERAGE OF
YIELD FOR SELECTED CROPS 1IN REPORTING AREAS IN INDIA
(IN LBS, PER ACRE)

Sowrce :—Estimates of Area and Yield—Food Statistics of India—Agricultare

Department,

- |Trienninm | Triennium | Triennium | Triennium| Trienniom

ending ending ending ending ending

1933-34 | 1936-37 1939-40 | 1942-43 1945-46

1 2 3 4 5 6

1. Rice v e 852. 806 766 731 779
2, Wheat PO 607 639 671 674 624
3. Cotton e 78 91 89 102 105
4, Groundnut... - 939 868 837 870 799
5. Linseed ... . 272 238 241 260 216
6. Sugar (raw) 2,985 2,442 2,832 2,915 3,061
7. Jate - ans 1,263 1,309 1,094 992 1,139

of such measures. It would, however, be rash to count upon the
fruits of any of these programmes being evidenced in production
statistics during the course of the next three years, For this short
period the physical volume of agricultural production in India
cannot be estimated as likely to be higher than the average of the
recent past. Of course, in particular years, a very much higher or
lower figure of production may be reached because of the conditions

during the year.

4, Industrial Production.—The position in relation to industry
is different. Industrial production in India should, in the long run,
be capable of considerable increase depending on increased capital
equipment and an increased number of industrial workers, During
the war, the special incentive of war-time profits led to some expan-
sion of activity in most industries. This is reflected in the figures
of production of these industries and in the increase in the labour
employed by these industries. However, the trend has been
recently reversed and there has been a fall in this country as in
others, from the high rate of war-time production. Reference to
Table No. 3 will show that peak production was reached in most
industries during 1945 or the year or two before. Production during
1946 was not only lower than the peak but also than the average
production of war years. Monthly figures of production of Table
5 bring out the recent downward trend. This has been due to
a number of causes, ' The war-time relaxation of certain labour



TABLE

3—STATEMENT SHOWING INDUSTRIAL PRODUCTION IN INDIA FROM 1939 TO 1946.

Source.~—Economic Adviser's Office (Survey of Business Conditions in India).

Jute | Cotten | Cotton | Cement | Sulphu- |Sulphate| Wheat | Sugar | Paper | Matches Pig-iron | Steel
mana- | Manu- | Piece- ric acid jof Ammo+| Flour ’ ingots
factures | factures | Gooda nia
Year ' .
Tons [Pounds | yards Tons Cwt. Mds, Cwt. Cwt, Gross | Tons Tons’
; ; {000) | Miltion | Million | (000) | (000) { Toms -| (000) {o00) | (ooo) | Million| (000) | (000)
1 2 3 4 5 6 7 ' B 9 10 11 12 13
i939 . 1179-02 900-47| 4114-00| N, A. 579.28 19745 [ 16417-20 13910| 1311-83 21-58 [ 175704 | 101546
1940 - 1233-85| 92198/ 4812-15( N. A. 409.191 [ 13847} 15998-30 23649 | 167716 | 22-93 ] 1994-10 | 124696 |
1941 . 119398 | 1087-13| 4530.50] N, A. N. A, N A, | 18801:10 24201} 1854-04 18-97 | 2009-60 | 1369-20
5942 . 108159 ©51.58| 4024.70| 160841 381-719% 19874%| 14434-15 17703 | 180948 | 14-85 | 1829-70 | 1293-90
; ‘ - o .. : Co . : - . '
1943 . 965-79 ;176-09 475)1-101 2118-2%| 864.700| 21924 |12870-78 21540 | 1791-37 1704 (1747-70 | 1352-:20
1944 ’995-1(_) 1201-63 | 4857-20] 2048-8 | 552-723 | ' 23521 ] £1651-42 21065 | 1524-06 17-69 ;141925 | 1310-79
1945 - . 1079-50| 1200-59 | 468538 220980 44305 21898 | 14575:96 (17167-70| 161814 | 2268 | 1420-43 | 1265-48
1946 "97837| 901.56| 4021.55| 2019-40| 60210 | 20251 | 9232.23 1342620 | 146435 | 1161 | 1326.61 | 1229-08

Finighed
Steel*

Tons
{000)
14

102562
1187-35
135960
127170
131470
1298-90
131726
1235.0¢

*-Including Semis but excluding bloom, billets and slabs.
N, A.—Not availabie.

+ Relates to January-July 1940 only.
I Relates to April-December 1942 only.
§ Provisional.
The publ:cauon of production figures for Sulphunc Acid and Sulphate of Ammonia was discontinued ior some time due to

exigencies of the war,

1€



TABLE 4—DAILY AVERAGE NUMBER OF WORKERS

32

EMPLOYED IN INDUSTRIES

Source.~Indian Labour Gazette,

Government .
and Local All other .
Fund Factories Total

; Factories .
1939 Perennial ) Ceeaee e 131,066 1,321,066 1,452,132
o Seasonal i e ew .- 1,380 295,049 296,429
Total ... 13%,446 1,616,115 1,748,561
Tercentage ... 100-0
1940 Perennial ... . . . 168,125 1,379,896 1,548,021
o Seasomal .o o we e 1,038 295,369 296,407,

! ——
Total ... 169,163 . 1,675,265 1,844 428
Percentage ... 105-5
1941 Perennial ..; s “ 219,233 1,630,848 1,850,081
o Seasonal . vas s 853 305,443 306,296
Total ... 220,086 1,936,291 2,156,377
Percentage ... v 1233
1942 Perennial ... e e 299,184 1,681,812 I.,980.995
w Seasonmal .. . 545 300,022 300,561
Total ... 299,729 1,981,834 2,281,563
. . Percentage ... 130.5
1943 Perennial ... .. .. .. | 355371 | 1,782,551 | 2,137,922
»» Seasonal ... v e 507 297,883 298,390
Total ... 355,878 2,080,434 2,436,312
Percentage ... s aes 139-3
1944 Perennial ... . 419,951 | 1,804,820 | 2,224,771
. Seasopal ... wes wer 484 294,996 295,480
' Total ... 420,435 { 2,099,816 | 2,520,251
Percentage ... 1441
1945 Perennial ... 456,342 1,509,900 2,366,242
o  Seasonal ... - ave e 671 276,064 276,735
. Total ... “457.,013, 2,185,964 2,642,977
Percentage ... 151-1




TABLE 3—INDUSTRIAIL PRODUCTION IN
Source,—Economic Advisor's Office

INDIA

Jute Sul- Finish- | Cotton

manu- | Cement [Sulphu- | phateof| Wheat | Sugar | Paper Mat- Pig Steel ed |Manufac-
{acture ric Acid | Ammo-{ flour thes Iron | ingots { Steel* | tures
Year nia
Tona Toas Cwis, Tons Mds. Cwts. | Cwte, | Groms Tons Tons Tong { Pounds
{000) (000) (000) {000) {000} (000) | Million | {000} (i) (000) | Million
1 2 3 4 5 6 7 8 9 10 11 12 13
1945— - N
January . . 90:0] 1793 41.75) 1741 917.28 8 12232 137 91-691 103-23| 106-81| 10933
February , . 78-0] 173.8 330 1562 1066-40 47 106-74 136} 180-67 91-94 93-88 81.45
March \ . 956 209.0 4444 1658 1587-50 102 141-55 1'55: 114-14) 105-54| 117-53| 103.63
April . . . 836 1792 31-51} 1785 130797 400 130:70 1:53 106-28 97-97| 107°80 96-56
May . . . 887] 1961 3633 | 2035 123673 3098 145.80 1'63} 117-57] 110003 | 11i817| 100-31
Jupe , ., . 91-8{ 1833 33371 1866 138916 3308 141-11. 164 11506 9781 9967 | 100-54
July . . . 859 138140 24°231 2255 1173.79( 4566 15068 124§ 12170 9897 | 10792 9666
August . . 84-0] 1861 1923 1551 1047-25 0.7 | 14648 1:63 12090 10641 11579 96-72
Septembet . . 90’4 189'8 2518| 1727 502-05 38.7 | 12097 169 119.79| 10988 10483| 11091
October . . 93'5| 1548 4798 1421 132492 1022 | 13912 i54) 12679 116'86) 12405 11378
November . . 10171] 18583 48'18§ 1901 135941 400-2 | 125'54 1°63| 11614 104'98| 10934 8946
December . . 969¢ 192'1 58'53| 2396 1263-50| 309691 14713 1-87 99.70{ 121°86| 10947 99'20
1946—

January . . 1106 1531 45-81 636 | 124299 5305.-6 | 149.72 2.05 93.82| 115.22| 12238 98.22
February . . 979} 1648 57-75] 1883 '} 1203.99| 45635 | 12340 1-82¢{ 12661 104.26| 10796 83-02
March . . 86'4| 1805 5217 1645 1205.00| 2840-7 | 16066 194 141-80] 11640| 15612 8642
April . ' 89-29 1530 3972 1803 983.04 6277 | 12209 1.84] 136-17| 11372 105:25 92-9
May . . . 104-86| 1662 42-86] 1715 313.63 568 | 135'51 140 91-10| 110-20| 106389 833
Juae ., . .| 9316 1596 46:53 ( 1436 | 621-69] 02 ] 10267 1.43 1 122:15] 10942! 907 $i2
July . . H 99-62 166‘_9 43:30) 2274 45167 07} 10651 1.43 | 124-00( 10279 10398 783
August * . . 76'63 171'1 41-00]| 1657 424:44 22| 10746 10096 92.56 89 65 80°5%

. September, .| 8418| 1795 5572 1325 | 31622 17 | 12336 86-77} 851| 79.20 753
. October | . 84’74 1919 5871 | 2003 54951 27'1 | 149.40 93-63 86:35 8495 743
November . . 8369 166.9 59.03| 1839 62934 . 150.91 e 10534 95.43 89.08 71-4

December , - 61 32| 1659 59.80| 2033 590'71 .o 132.72 oy 10314 95.35 88.51 .

* Including semis but excluding blooms, billets and slabs.
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laws-is- no longer legal, The necessity of changing over in some
instances, from war-time production to peace-time production has
meant a loss of time and efficiency. There have also been a reduc-
tion in the hours of work of factory labour and general unsettled
conditions in many centres of mdustry in the country.

5. Importance of Coal Supplies—~In connection with the
general level of industrial production, considerable emphasis must
be laid on the part played by the supply of- power. Power for the
major part of India means coal and the trend in coal raisings and
despatches int: recent months does not augur well for industrial
production in the-near future, Table No. 6 shows monthly raisings
and despatches in 1545 and 1946. The figures of the last quarter
of 1946 as compared with those for the last quarter 1945 show a
great fall, The trend during the first quarter of 1347 is not reported
to be reassuring. Already in some industries short time or partial
suspension of productive equipment has been reported and if
supplies do not improve, the efficiency of a large number of units

- may be affected. An adequate supply of coal affects, in the first
instance, the «capacity of the railways themselves to move goods,

" including coal. It affects, in'a large number of instances, the
capacity of power supply stations* where electricity is generated by
means of coal, and it directly affects the capacity to produce, of all |
the major industries, steel, cottan, jute, cement, -etc. - The shortage
of coal supply is perhaps due both to shortage in raisings and
difficulty in transport. The first is a problem of the coal industry

_and the second of railway administration.- Whether the difficulty
pertains to the one or the other or to both, unless coal raisings and

" coal supply to industries increase, any increase in industrial produc=-

_tion is impossible to contemplate. On the other band, if they

- decrease further, as they are reported to have decreased recently, it
would not be possible to use to the full even the present capacity of
industrial equipment and labour, - - -

6. Industrial Production and Labour.—In considering the future
of industrial production, something must also be said regarding the
outlook relating to labour. The last year has been full of strikes
and labour disputes, -In general, disputes have arisen because of the
increase in the cost of living and the demand on the part of labour
for a commensurate increase in wages. As long as the cost of living
continues to increase, incessant demands for increasing wages will
be made by labour and it will not be possible to resist these

* See Table No. 7.
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TABLE 5—MONTHLY COAL RAISINGS AND DISPATCHES .

Source.—Economic Adviser’'s Office
. : . (000 tons)

'Coal and coke
Coal raising in  loaded on-class’

Period British India I Railway
. o wagons
7945— D . .
January e 2157 91
February 2262 86
March e e - 2529 . 97
April 2202 97
May 2253 99
June we - 2035 92
July . s 1860 92
Angnst we 1988 94
September e e .- 2267 94
October . 2344 103
November v - e 1966 95
December L ena e - 2145 . 93
1946— !
January e 2462 102
February T e we 2532 97
March . . - - 2529 100
April e ne 2175 104
May - . 2218 101
June . 2015 99
July . 1869 95
August nes . 2244 91
September - 2324 93
October DUV - 2040 96
November ' s e . 1974 87
December e 2084 * 104

demands. During times of war, when an expanding profit margin
was nat seriously cut into by igcreased dearness allowances or wages
the manufacturers could meet the demands of labour without too
much delay or reluctance. In present circumstances, costs are
beginning to catch up with prices and the profit margin is no longer
an expanding one. Therefore, management in industry would
neither be equally willing nor able to meet the demands of Iabour.
As long as the rise in the cost of living is not stayed, we may expect
a worsening of the relations between management and labour and
continuous interruptions in production, C e e o
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TABLE 7-~ELECTRICAL ENERGY GENERATED AND CON<

SUMED IN BRITISH INDIA (IN MILLION UNITS).

Source.~Economic Advisor's Office

"Period Generated Sold
e n (i

1945—
January . . 295-4 248-0
February . . 266-8 2311
March 304-6 2312
April - 2929 2491
May . 309-0 256-1
June 307.9 2585
July 3120 2598
August 3023 2532
September - . 299.7 2537
October - o e 3030 2564
November " 283-9 2418
Decembar ‘e e . 295-9 2481

7946— .
]a.nuat;y_ s 302-1 - 2513
Febroary - 2733 2353
March " 292-0 2426
April 300-7 2474
May . . .. - 3066 2513

" June .y . 294.1 2500

July v 299.6 247.8
Angust . .- 288.7 238.4
September 279-8 239.4
October |, ... - - 2803 2333
November N ™ - 280-4_ 2360
‘December . - 2849 238.7
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7. Increase in Industrial Capacity.~It is difficult to speak with
confidence , regarding future levels of production. Industrial
production during the next- twelve months is not likely " to
exceed the average level of the last two years. It would,
indeed, be fortunate if it 13 possible to attam that average
level. Subsequently, productive capacity may be increased by
imports of capital goods. The extent of this is highly uncertain. But
the prospects of obtaining considerable supplies of capital goods in
the immediate future are not as bright today as they were thought to
be some months ago. Moreover, production does not ordinarily start
immediately on the import of capital goods. Some time is required

. for setting up the plant, recruiting and training labour etc. This time-
1ag differs from industry to industry. Moreover, in most of the major
industries no significant addition to the total annual production is
expected because of the establishment of new units or the expansion
of older ones during the next two or three years In this connec-
tion, it needs to be emphasized that during the war years, there has.
been a considerable amount of wear and tear of capital equipment
which it was not possible immediately to repair. Some of the
imports of new capital goods will be required to fill this gap. They
will go towards maintaining or bringing up to the pre-wat level
capital equipment of major industries and the net addition can be
presumed to begin only after this leeway has been made up.

8. Supplies of Consumer Goods.—We may next turn our atten-
tion to the availability in the near future of certain essential
consumers’ and producers’ goods within the country, Table No. 8
gives estimates that have been made by Government departments
regarding quantities of certain goods available for consumption in
India. They give the general background for the detailed discussion
below. They show that by 1945-46 the quantities available for civil
consumption had, in most cases, reached a level much below the
1938-39 level. The position for the year 1947 and the succeeding
years is estimated in detail below for the most important commodi-
ties. The estimates are based on the most recent advices from the
departments concerned; T

The harvests during 1946-47 were better than those during
1945-46 and were upto the average of the five previous years.
Even so, the total supply of food-grains was short and the ration in
India has had to be maintained at the 12 oz, level.

1

Food-grains.—Estimates of total production of food- -grains in the
country and of total supplies available show very large variations



TABLE 8—QUANTITY AVAILABLE FOR CIVIL CONSUMPTION IN INDIA

Commodity : Unit {1938-39(1939-40 1549—41 104142 | 1942-43 1943-44 19.44-45[1945-45 1946-47
Rice .+ . . .+ .| 000tons 24,332 | 26,422 | 22,422 | 25,132 | 23,662 | 29,559 | 27,018 | 25321 | ...
Wheat . . . . . " 9,250 | 8786 | 9,337 | 8393 8514| 9,547 | 9,004 | 9969 | ..
Otber cereals® . , . . - |16 | 11,957 | 13,165 12,095 | 13,799 | 13,434 | 12,202 NA | ..
Sugar . . 4 . o 905t 1,466 | 1,100 778 960 | 1,111 359 875 | ...
Teaf . . . o .| millon Ibs. 104 127 120 97 235 180 2] N.A | ..

Cotton piece-goodsi . . | million yards 6,223 5997 | 5,493 5205 3,722 5,115 5.069 52221 5,136

Iron and Steel* . . , | 000 tons 1.062 . 866 423 672 666 851 836
Cement . . . . " 1,405 873 693 668 219 808 778 | 1,975 e
Paper and Pasteboard , .| 000 cwts, ' 4011 3,796 | 3,230 { 2,387 | 1345} 1,199 | 1572 23413 ..
Kreros'ene . . . . | million gals, 2230 228-8 2159 1923 119-5 94.0 .104-5 137-2 e
Woollen manufactures (mill), millior Ibs, e 18-0¢ 4.6 56 23 0-8 3.-3- 66 -

* Jowar, Bajrl, Maize and Barley,
¥ Pre-war consumption.

- T Refera to calendar year—1938-39 means 1938 and so on.
N, A.—Not available,
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from year to year. However there is no evidence that the estimated
surpluses of specially good production are fully carried over so as to
increase the supplies of the later deficit years. It would be decep-
tive to base expectations relating to the future on estimates of over-
all supplies ot surpluses. The surpluses that are to be depended on
are the surpluses that reach Government. From these it has to
meet the requirements of deficit areas and other central responsi-
bilities, The total needs of defence services and of all areas, includ-
ing deficit provinces and states for which the Central Government
bas to assume responsibility are estimated during the year 1947-48
at 4748 thousand tons, These have to be met by surpluses within the
country and imports fram outside. Surpluses within the country
have shown a steady downward trend during the last three years.
This may be due either to difficulties of procurement or to exhaus-
tion of stocks held by producers and traders throughout the surplus
areas. The internal surplus during 1947 is not expected to be more
than a total of 700 thousand tons. Imports must, therefore, amount
to nearly 4000 thousand tons to close the gap, The total imports
during the year 1946-47 were only 2634 thousand tons. The total
rice availability during the next six months is not expected to be
more than 200 thousand tons and for the year 1947-48 the total is
calculated at about 700 thousand tons, The wheat figure is still
undecided. Including the import of coarse grains, it is not expected
that during 1947-48 the total imports will be above 2000 thousand
tons, which is considerably shqrt of requirements.

The above requirements have been calculated on the basis of 2
12 oz, ration. If the ration is restored to the 16 oz. level, an addi-
tional supply of between 1500 and 2000 thousand tons will be
required. The requirements for 1947 (4748 thousand tons) have
been calculated on the basis of opening stocks and estimated local
procurements in deficit areas for the year, It is unlikely that the
stock position will improve during this year. It might, in the light
of the expected large gap in imports, deteriorate to some extent,
Thus, with an average season not better than that of 1946.47 the
total requirements in 1948-49, to be met by imports.and surpluses,
may be placed round about ¢500 thousand tons, at a ration of 16 oz.
This could be attained only by an internal surplus of between 1500
and 2000 thousand tonsand imports above the4500 thousand tons level,
Both these targets will be very difficult to attain in the near future.
Internal surpluses do not show any tendency to increase and large
surpluses of food supplies in other countries are also not ezpected
to develop before 1950, Therefore, all that Government can expect
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to do is, for the next 12 months, to carry on without being forced
to reduce the ration to less than 12 oz. and for the two years
subsequently, to try and build up stocks so that the extremely
difficult position experienced during the last two or three years
does not again emerge and, if the seasons are propitious, also to
make some progress towards the 16 oz. ration level,

9. Cloth.—The quantities of cloth produced in India during
1945 were {in millions of yards) 4688 mill-made and 1535 handloom
and during 1946, 4003 mill-made and 129! handloom. It has been
officially estimated that during 1947, if there is no considerable
dislocation of production because of strikes, riots, etc, and the three
shift scheme works well, a total production of 4100 mill-made and
1300 bandloom may be reached The quantities of imported cloth
were negligible in 1945 and 1946 and are not expected to be more
than 20 million yards in 1947. Defence requirements have
decreased from 575 in 1945 to only 20 in 1947, Exports were 600
million yards in 1945 and are estimated to decrease to 300 million
vards for 1947. The estimates of quantities available for consumption
were 12} yards per head in 1945 and 11} yards per head in 1946,
The best estimate for 1947 is that a total availability of 12 yards pet
head may be reached. Regarding the year 1948, an optimistic esti-
mate is that productive capacity of the industry will be increased
by about 2 per cent. because of the importation of new machinery,
No very large increase in imports may be expected and the level. of
exports can hardly be lower than that estimated for 1947. An
informed estimate puts both mill and handloom production in 1948-
at about a maximum of 5600 million yards. This is only a little
above the 1947 level and a considerable way behind that necessary
to attain the per head average consumption of pre-war years
which was 15} yards, It is not likely that the pre-war per head
fisure will be reached even in 1949,

10. Sugar.—The average sugar production in India on the eve
of the war was about 11 lakh tons per year, As both imports and
exports were negligible, this may also be taken to be the figure of
the total amount then available for consumption.” Production rose
during the early years of war and reached the peak level of 12} lakh
tons in 1943-44. In 1944-45 it, however, fell considerably below the
pre-war average. -In 1946.47 it reached an even lower point
and now stands at about 20 per cent. below the per-war average,
Defence requirements which at one time were high have now fallen
to 20,000 tons and exports remain at 20,000 tons. The minimum
internal demand is calculated at 9-63 lakh tons. This year it will
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not be possible to meet this demand fully even with imports of
about 30,000 tons from abroad. Production during the year 1947-48
cannot be estimated with any confidence because of the uncertainty
regarding the reaction to the 40 per cent. increase made, last year in
sugarcane prices. If that increase leads to a rapid re-diversion of
land to sugarcane, the pre.war average of 11 lakh tons may be reach-
ed within a year or two. Plans have been made for expanding the
production of sugar within the country but it is not expected tbat
new machinery will arrive before 1948. The total availability of
sugar for consumption may be expcted definitely to remain below
the pre-war figure of 11 lakh tons for the year 1947-48, Making an;

.allowance for the increase in population within the decade, this
will mean much less than the average per head pre-war consumption
in India, at least till the end of 1948.

11. Gur~—The supply of sugar must be considered together
with that of gur. During the current year gur production is also
estimated to have been 20 per cent. below the pre-war average. It
is not certain whether the rise in the prices of sugarcane will lead
to the same increase in the production of gur as is expected to come
about in that of sugar. It has been alleged that one of the reasons
for the fall in the production of sugar during the last two or three
years has been the diversion of sugarcane from sugar mills to gur
making. This has been due to control over prices of gur not l;emg
as effective and as stringent as over prices of sugar. The recent
increase in the prices paid for sugarcane by sugar mills may lead to
more sugarcane being sold to mills, It is not, therefore, certain
that the overall production of gur during the coming years will
increase as much as the production of sugar, It may so increase
only if prices of gur are left completely uncontrolled and further
large diversion from food and other crops to sugarcane is permitted,

On the whole, a continued short supply of gur over large areas may
be expected during 1947-48,

12, Vegetable Oil and Orlseeds.—Vegetable oil is also an impor-.
tant item of common consumption in India. It is, however. not
possible to make with ease a quantitative estimate of supplies of
oilseeds and oil in the country in the same way as those presented
for other important consumption goods. The production of
oilseeds has suffered some decline during the period of the war,
The decline in area under cotton must also be considered. as.
diminishing oilseed susplies because of the diminished production
of cotton seeds. On the other hand, the proportion of oilseeds
exported out of India in.the pre-war period was large. Exports

6
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have declined sharply during the war and are even today kept at a
comparatively low figure. The net quantity retained in India for
consumption may thus not be short of the pre-war average figure,
However, far ascertaining the amount of vegetable oil available for
consumption, certain other allowances have to be made. Thereis
a large internal demand, which has grown during war years, for
oilseeds from industries of various kinds. In recent years, the
expansion in the production of Vanaspati in the country, has alao
been phenomenal and Vanaspati factories have taken up a considera-
ble portion of the total oilseeds crop retained within the country.
Vanaspati must be considered as a substitute not for vegetable oil
but chiefly for ghee. Large classes of consumers whose consumption
of ghee has always been negligible and whose consumption of fat
was chiefly in the form of vegetable oil would not today consume
any Vanaspati. This is specially true of the rural areas. In assess.
ing the availability of vegetable oil for rural areas, the demand frcm
the manufacturers of Vanaspati must be considered as a deduction
from available supply. It is difficult to express all these factors in
quantitative terms and prepare comparable estimates. However,
the various statements made above indicate that there is likely to be
a continuing scarcity of the supply of vegetable oil available to the
poor Indian consumer. )

.13, Oil-cake position.—The supply of oil-seeds also affects the
supply of oil-cake. This is used by the Indian agriculturist both as
manure and as cattle feed, The expansion of Vanaspati manufacture
in the country has resulted in an increase in the internal supply of
ail-cake, However, the supply of cattle feed has been curtailed in
some other directions in recent years.  The diminution in the
production of cotton seed has affected adversely the cattle feed
position in particular. The importance of oil-cake to the agricul-
turist has also increased on account of the scarcity of imported
artificial fertilisers during these years and oil-cake is now being used
to a much larger extent than before the war for fertilising crops such
as sugarcane. Even the increased supply of oil-cake is, therefore,
inadequate to meet the present Indian demand, The inadequacy of
fodder and feed are additional reasons for preventing diversion of
land from crops like cereals, pulses and oil-seeds to cotton, tobacco
and sugarcane. ' The bulk of the fodder is provided as a by-product
of the cultivation of cereal grains, and supplementary cattle feed is
to a large extent supplied by pulses and oil-cake, Any diminutionin
the output of these would affect Indian agricultural economy vitally.

14, Fuel and Lighting.—XKerosene, firewood and charcoal are
other . essential consumers’ ‘goods of universal importance. The

-
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imports of kerosene could, perhaps, be increased substantially within
a short period. The effective increase of kerosene supplies within
the country would, however, depend on the efficiency of transport
agencies. Lack of adequate transport facilities is expected to limit
effective supplies for a year or two.. Little quantitative information
is available regarding the supplies of firewood and charcoal. Condi-
tions of short supply have been reported from a number of provinces
and it has also been said that reserves of forests etc. have been
heavily drawn upon recently and continue to be used recklessly. If
this is true, the problem of supplies of firewood and charcoal may
become specially urgent during the next three years, Nothing
"definite can, however, be said for want of data. '

15. Supplies of Producer Goods.—A number of important pro-
ducer’s goods seem to be in as short supply as the essential goods re«
. quired by consumers. Reference may be made in this connection to
the Resources Budget contained in an appendix to the report of the
Advisory Planning Board. The supply position in relation to coal,
steel, timber, cement and bricks is examined in this budget. It is
pointed out that the gap beween the demand for coal and pithead
production would in any event be significant in the near future and
that the gap between demand and the amount which is actually
being moved from the collieries would be decidedly larger. This
gap has serious repercussions on the iron and steel industry and to
a lesser extent on the cement industry, neither of which can work
to full capacity through lack of the right quantity and quality of
coal. This, in turn, must necessarily have a retarding effect on the
whole ‘development programme, The position in relation to the
steel industry is described as follows in the appendix. *In the most
favourable circumstances which are not likely to materialise the
supply might approximate to the demand but the actual probability
is that there will be an annual deficit ranging from half 2 million
tons upwards during the next three years. The only possible way
to meet this gap is by imports. But here too, the immediate
prospects are not very bright.”- The conclusion reached as a result
of the examination of these and other shortages is, *in view of
probable shortages controlled allocations of coal to steel and possibly
cement will be required for the next few years. To do this
piecemeal is unsatisfactory. A Priority Board appears to be required
to make allocations, at any rate of coal and steel, in accordance with
an integrated plan. Allocations of all basic commodities required
for constructional work must be linked up with.one.anothert and be
made in the light of the whole development of the ‘economic life of -
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the country.” It is reported that the position has changed a little
for the worse since the Planning Committee prepared its budget,

16. This brief examination of the availability of supplies of
important consumers’ and producers’ goods shows that in most
cases the per head supplies available this year are distinctly below
the pre-war average and are likely to remain below this level for
some time in a large number of instances.

17. Recent Price Increase and the Supply of Money.—After a
consideration of the production and supply of goods, it is natural to
turn to their prices. It is necessary to consider prices today because
during the last few months a fresh upward spurt of prices has
attracted attention. This spurt upwards is obviously not due to any
further injection of notes into circulation. The main reason of the
inflationary movement during the war, the continuous issue of
additional currency, has now ceased to operate, However, the
cessation of additions to currency is not enough to puta stop to
a rise of prices in India, because the total expansion of note issue is
already propottionately very high, The total notes in circulation
in February 1947 'were Rs, 1234-53 crores as against the circula-
tion of notes in August 1939 of Rs. 17029 crores. The demand
liabilities of scheduled bank increased : correspondingly from
Rs, 13550 crores to Rs. 712.37 crores. The total increase in the
amount of money available is, therefore, sufficient not only to keep
up the present level of prices but also to support and bring about
further inflationary movements if these are set in motion and
continued by other forces.

N, B.—It should be soticed that the opward movement in prices is not yet
clearly visible in the statistical data. The index nomber of wholesale prices
_prepared by the Economic Adviser shows mo general movement during 1946.
There is, however, a marked movement in one of the groups of commedities in the
series viz. Agricnltural Commodities, The index no. for this group stood at
278-5—Dec. 1945; 294-3—April 1946; 303-5—August 1946 and 326-0—Dec. 1946.
Many series of cost of living index also registered an increase during 1946. Neither
the pace nor the timing of those increases are uniform, The following table is
rerresentative of the available information:—

Dec, April August Dec.

1945 1946 1946 1946
Bombay . . . . « 242 248 267 Z79
Ahmedabad e . . 205 199 217 216
Nagpur . n .. . 272 279 291 292
Patna . . . . . 305 333 363 397
Jamshedpur . .. . 373 328 389 arnz
Madras - . . ) . 224 228 237 249
Cawnpore .. . . . . 313 308 346 348




44

18." Factors Influencing recent Price Increase.~It is clear that the
upward movement that has been noticed recently is not a .resuit
of monetary forces.and has not been initiated by them. It is, of
course, difficult to judge how it may have originated. It seems in
the main to be due to two factors. In the first instance during the
last 12 months large classes of people in official, semi-official and
non-official employment havé clamoured for and obtained substan-
tial increases in their money incomes. Similarly many groups of
wage earners in industrial cities have been able to obtain increased
wages. It has also been reported that increases in:the wages of
agricultural labour have been specially large during the last 12 to 18
months. All this has led to an increase in the total money incomes
available in the hands of consumers in the country. The effort of
these potential consumers to obtain consumers’ goods may have
contributed to an upward movement,

There is no doubt, however, that another factor has been
materially responsible for this ‘movement. This has been the
failure of Central and Provincial Governments to define a price
policy and to keep to it.: There have been breaks in the system of
controls or exceptions have been made. Jute was one of the first
to be released from control. Sugarcane prices were allowed to be
increased in Bibar and United Provinces and there was a temporary
suspension of gur control in Bombay, Qil-seed prices had through
most years of war been kept in check because of the difficulty of
exports and because the buying for export had been concentrated in
a few hands. During recent months, a hesitant policy on the part
of Central and Provincial Governments has led to the giving up of
all direct attempt to control oil-seeds’ prices and to an increase in
them, It has also been claimed by some industrialists that interrup-
tions in coal supply have increased their overhead and general costs
and justify a consequential increase in their prices. It is thus
a conjunction of circumstances, partly physical shortages and the
difficulties of the transport system, partly the increase in money
incomes of certain section of salary earners and wage earners and
partly the relation in specific directions by Governments of controls
and the talk of relaxation of other controls by particular members
of Governments—all these seem to have led to and to be mamtam—
- ing a definite upward movement of prices,

19, Likelihood of Continuance of Price Increases.—-lt is perhaps
too early to say how strong the present inflationary movement is
and whether it will, in a short time, have spent its force without
.any deliberate external check. Many factors would suggest that it
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is too optimistic to hope for'the upward movement reaching an end
of its own accord. The demand for salary -and wage iricreases has
not died down and within the next few months a new movement
for general increase in wages of employees of Government may be
expected following the publication of the Central Pay Commission's
Report. The recommendations of this Commission will affect not
only all employees of the Central Government but must in turn
influence the payment of salaries to employees of all official and
semi-official agencies in Provincial Governments, local bodies and
elsewhere.  We may, thus, witness a considerable increase in the
money incomes of a large number of people and naturally in money
outlays made by them.'

We have already noted the fact that the position relating to the
supply of consumers’ essential requirements is not satisfactory and
that an increased demand for them at this time must lead to
& tendency to increased prices, The general situation regarding
producers’ goods has also been observed to be strained so that
considerable resources in the hands of capitalists will be left
unoccupied instead of being used up .in investment outlay as they
would have been if new projects could have been set up qu1ckly..

The total volume of production has also an lmportant direct
telation with the general Ievel ‘of ‘prices. According to the
elementary formulation of the quantity theory of money the factors
that determine’ the price level are the quantity of money, ‘the
veloc:ty of cu:culatlon ‘of money and the total amount of trading
that is done Apart from speculative trading, the volume of trans«
actions in a country is related closely to the volume of production
within it. Tt is in connection with this relation or with some vague
idea in the background of these relations that a number of people
have often advocated that the real remedy against inflation or
an inflationary situation is to increase production. Increased pro-
duction may no doubt check prices, if it is significant in relation to
the increase in the money in circulation or its velocity, We have
seen that in the immediate future in India no considerable increase
m either agrxcultural ot industrial production may be expected. It
is necessary ‘on every account to keep up and ircrease present

"levels of ptoductlon but it is futile to expect that any effort in this
direction will be able to check an inflationary movement.

Moreover, 4 movement towards inflation is itself recognised to
‘have a deterrent effect on production activiry. A rapid increase
'in production, if this is possible, may no doubt check a small and
weak inflatiohary movement. . But the existence of an inflationary

hd
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movement itself discourages expansion .of productive activity.
Progressive inflation puts a .premium on hoarding and the same
tendency is fortified if traders and producers expect that commo-.
dities now under control would soon be decontrolled. The immediate
effect of decontrol has generally: been.the attainment of a; higher
level of prices than before. Therefore, if decontrol is expected,
producers will not market all their supplies but wait, as far as
possible, for the removal of control, It is likely that the present
tendency towards a rise of prices coupled with the general talk and,
expectation of decontrol will lead to effective supply of commodities.
to consumers being even less than the total physical supplies. It is,
. of course, difficult to say whether the existing inflationary trend
will continue or not. The presumption is that it will continue for
some time and that if early and adequate steps to check it are not
undertaken, t it may even reach alarmmg dlmensmns

20, Another factor of some importance in the near. future is
the likelihood of occasional breakdowns in. administrative and
transport machinery in various areas in the country. Wherever
such a break-down occurs, it has the effect of, at least temporarily,
suspending productive activity in the area, of destroying, in. most
instances, on a small or a large scale, stocks of supplies of all kinds
and of dislocating the normal plan of movements of supplies.. Thus
these break-downs intensify the situation of short supply and tend
to push up, at least temporarily, the prices of -necessities very high
in the affected regions. '

2L, Influence of the Future Level of External Prices:—We may
now pass to a consideration of the international situation in so far
as it affects the level of prices in India, At present there isa
general scarcity of commodities in the world. The pressure on
supplies in all countries has led to a general upward movement
of prices, especially where controls have been relaxed; the move-
ment has been specially marked in the U, 5. A.. As long as present
scarcities last, there is little likelihood of international. competition
exercising a downward. pressure on Indian prices. As production
is resumed and brought to normality all over the world and as the
pressure on supplies for relief and rehabilitation of countries
devastated during the war lessens, the world commodity supply posi-
tion will be very much easier, When this happens,. the price level
in the international markets will begin to influence the internal
price level in India. India has now. become a member of the Inter-
national Monetary Fund. Itis also expected shortly. to subscribe
to some sort of agreement .relating to,an. international trade
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organisation, Both these will reduce India's power to maintain
artificially a difference between internal and external prices, Asa
member of the International Monetary Fund, India will not be able
to depreciate its exchange rate by more than 10 per cent. without
obtaining permission from the Fund., When India subscribes to
the International Trade Organisation, it will probably undertake
to keep down the level of protection and not introduce any sudden
or substantial measures of protective or prohibitive character with-
out informing the International Trade Organisation. As a result,
the Indian economy of the future must learn to adjust itself to the
general equlltbnum Ievel in the world and the  internal price level
in India must then be brought into ultimate adjustment with the
international price level.

22, It is at present difficult to say at what level international
prices will be ultimately stabilised as compared with prices during
the pre-war period. Estimates in this connection are bound to be
hazardous at this juncture. The general movement of prices during
the post-war period has been more strongly upwards than had been
judged likely at the end of the war and the upward thrust does not
seem to have spent its force as yet, Even so, it is not likely that
the general level would be stabilised at more than double the pre~
war level and it also appears unlikely that it will be stabilised at
fess than 50 per cent. above that level, Ultimately, that is, say
within three years' time, or by about 1950, the Indian price level
may have to align itself with the international price level so that
this does not exert too great a deflationary force on Indian economy.
I, even by 1950 the Indian price level is seriously out of step with
the price level in the world Indian 1nternat10na1 trade is bound
to suffer severely

23. Plans for Development and Controls :—Attention has so far
been concentrated on the economic situation during the next
twelve months and during the transition period of two or three years.
The general plan of economic development and the methods adopt-
ed for its achievement also necessitate controls, The intentions of
Government, Provincial and Central, as evidenced by their post-war
plans and policies, suggest a continuance and strengthening of con-
trol regimes. To point only to a few salient features, the announce-
ment by the Government of India relating to Industrial Policy
refers to a control of the Iocation of industry and the licensing of
individual ventures. It also talks in terms of qualitative control of
standards of production and promises help and subsidy to industry.
Most of these measures would not be possible except in a regime of
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controls: and if the establishment and the exploitation of industry
is to be strictly controlled, the next step of controlling the prices
and distribution of the products of industry follows logically.
Otherwise, Government would be doing no more than granting
individual capitalists the licence to exploit the internal market and
protecting them in their exploitation thereof. The plans of the
Industrial Panels are also based upon strict control over the import.
of capital goods and quantitative annual allocations to specific indi-
viduals and areas of imports of specific types. The detailed control:
of the establishment of industry, of its exploitation and of the pricing
and distribution of its products that are involved in these pro-

- grammes would go much farther than any controls that are now in
existence or were in operation during the time of war,

24. Similarly, the long term policy in' relation to agriculture
presupposes & regime of controls. The report of the Prices Sub-
Committee, whose recommendations have special relevance to the.
work of the Commodities Prices Board, puts forward proposals for.
stabilisation of the prices of all main agricultural products. It
recommends the setting up of Price Committees and a Commodity
Corporation which-would operate  so as to maintain a scheme o
parity prices. The Committee unfolds an ambitious programme of
storage and purchase of agricultural commodities on Government
account. Moreover, it points out that for working such a pro-'
gramme of price stabilisation, Government control would have to-
enter a wide field and determine and fix the acreages under different
crops, supervise and maintain minimum standards of husbandry and’
take a host of other measures.

25. It is obvious that in case the present regime of controls is
scrapped, the very elaborate controls that are necessary for
implementing the declared long term policies of Government in
relation either to agricolture or industry could not be easily built
up. If the comparatively simple and generalised controls in opera-
tiod today could not be managed by Government agencies in India,
it should be clear that a2 more ambitious regime of detailed and
particular controls is entirely out of question. Government will
then have to plead complete inability to carry out, because of lack
of public response and weakness of administrative machinery, any
of the plans that had been thought of before,

. 26, In fact, the one general aim, which everybody agrees
should be the dominant aim of Indian political .and. economic acti=
vity, the raising of the standard of living of the masses in India, is
impossible to achieve jn the.absence.of .a.regime .of .controls. . In
. .
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countries which are specially fortunately placed, endowed with
. immense natural resources, rapid increases in the standard of living
of the generality of the people may take place, even under a system
of laissez faire. The national income is so rapidly increasing in
such a society that the inequalities in distribution do not prevent
everybody from sharing in the general rise. Conditions in India
are, however, radically different. Our natural resources are distin-
ctly limited in relation to our numbers. The possibility of a rapid
increase in our national income is not very considerable, There.
fore, any improvement of the standard of living of the masses that
an Indian Government desires to bring about, must be brought
about by giving an appropriate turn to production and by a con-
trolled distribution of most essential commodities.

27. Decontrol and its Effects.—Government decisions regarding
the abolition or continuahce of controls today have relation to the
next twelve months, to the period of transition and to its own long
term plans, The desirability of decontrol must be examined with
reference to each of these stages. ‘

Effects on Supply.—The immediate effects of decontrol may be
considered in relation to the supply and distribution of commo-
dities and the levels and the structure of their prices. Removal of
control is not likely to do anything towards increasing the overall
supply of commodities. The short review of the supply position
of both consumers™and producers’ goods shows that the supply is
limited by physical factors and by considerations that cannot be
affected merely by the price. Even if a considerable increase takes
place in the average price level of goods, the total physical supply
will not, in the majority of instances, increase; and if an increase is
brought about in any particular direction it will be at the cost of a
decrease in supply in other directions, as for example, by the diver-
sion of acreage from one crop to another. The phenomenon some-
times witnessed of supplies being a little more plentiful immediately
after the lifting of control is very short-lived. It is due not to an
increase in the volume of supplies but, to larger supplies being
available on the market because of dishoarding. Hoarding under
controlled conditions takes place especially when there is uncer-
tainty ‘regarding the continuance of controls. The greater the
degree of this uncertainty and the greater the expectation of an
early lifting of controls, the larger will be the amount of hoarding
and ‘withholding of supplies by producers and traders from the
market, If, however, there is little chance of their being lifted in
the immediate future, hoarding is discouraged, and tbhe physica.
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supplies available on the market are not widely different from the
physical supplies actually produced. Therefore, the ' lifting of
controls may be disregarded as a factor in the increase of available
supplies. ]

28. Effects on Price Leyvels.—The removal of control cannot
ordinarily be expected to decrease the level of prices. The justifi-
cation of control lies in the existence of scarcity which makes it
possible for producers or traders to exploit the supply position at
the cost of the consumer, The State desires to protect the con-.
sumer from the possibility of the exploitation. It, therefore, main-
tains prices at a fair level at which, however, the demand will be

"considerably larger than the supply. Inthe circumstances, demand
can be limited only by controlled distribution. In this manner
price control is linked, on the one hand, with control over supplies
and, on the other hand, with a system of controlled distribution,
The effect of the removal of controls must in the first instance be
to raise the level of prices of commodities to the consumer. The
extent of this increase will depend entirely on the intensity of the.
demand, the possibility of the demand being satisfied by substitute
products at higher prices and fear of reactions on the part of con~
sumers. In almost all important consumers' goods, the possibility
of substitute supplies or of a strong reaction to high prices on the
part of the consumer is not considerable, The average consump-
tion of cereals, of sugar and gur, of oil and cloth is at such low
levels in India that it is not possible to think, in this country, in
terms of a consumers' strike. Moreover, purchase of all these
goods, barring that of cloth, cannot be postponed, but must be made
week by week or day by day. The vast majority of consumers of
these commodities have not the purchasing power to lay by any
stocks, Therefore, whatever reduction is brought about in the
consumption of any classes or numbers in the population will be
because high prices make it impossible for these persons to buy
even the quantities that they buy today. There is also no reason
to suppose that at higher prices the commodities will be in redun-
dant supply on the market. The consumption of the middle classes
and the ricber classes has been to some extent kept in check by
control measures. The increased purchasing power in the hands of
agriculturists and industrial labour in some regions has been simi-:
larly immobilised. A good deal of supply could, therefore, be taken
up by consumers whose consumption is restricted by control today
at prices considerably higher than those obtaining at present. There
is thus nothing in the situation that will lead to keeping the price:
levels at moderate heights in the absence of controls. '
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. 29, Effects on Regional Prices.—Added to this must be consi.
dered the effect of decontrol on price structures and on distribution
patterns, At present, in most Provinces, controlled prices to the
consumer are kept uniform all over a district or only the bare trans=
port charges are added for distribution in the more sparsely popu-
lated, outlying or inaccessible parts. There is also an attempt to
see that almost all areas obtain something like their proportionate
share of supplies. The removal of controls will lead to ordinary
market forces operating on the structure of prices and on the pro-
cesses of distribution. For example, all commodities which are not
locally produced will rapidly mount in price in the countryside and
in all places that are out of the way. The demand for commodities
is highly concentrated in urban centres because of their larger popu-
lations and the larger purchasing power per head of the population.
The costs of transport and most other expenses in sales are also
smaller in urban centres, Therefore, there is a natural tendency
for supplies to be first moved to urban centres and to be distributed
from there to the countryside. The prices of non-local goods in
the countryside are high because the difficulties of transport are
greater and the population is more sparse. Also, the distributors
in the countryside have little competition to face. Most essential
commodities may therefore be expected to rise much more steeply
in price under conditions of scarce supply in the countryside than
in the towns. As a result of decontrol, the poorer and more back-
ward areas may thus be the areas of the highest prices. -

30. Effects on Distribution of Supplies.—The influence of
economic factors, in conditions of scarce supply, will operate against
the poorer rural areas in another manner. - Because large quantities
of commodities can be marketed with ease at low costs in centres
of large demand, supplies will tend to be concentrated in them, The
poorer counttyside will thus not only have to pay very much higher
than under control for goods but will also find that goods
which are scarce are practically unobtainable.

31, Auyailability of Substitutes—The process of vsubstitution
will also act much more efficaciously in urban areas than in rural
areas. The possibility of substitution by imports is confined to a
large extent to superior qualities in cloth or foodstuffs, including
oils and fats and sugars. Imported supplies are much the costlier
and are those which only the well-to-do classes can afford. These
supplies again move with ease to cities and are marketed in them.
without much additional cost. To some extent, the possibility of
competition of imports may keep prices of superior indigenous
products in check im large centres of imports, This factor will be.
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completely inoperative in the countryside in relation to consumpa
tion essentials of the poorer rural masses, In these areas, neither
in quality nor in price would there be any alternative to the low
standard indigenous product for the consumption of the bulk of the
population, Coarse cloth, coarse grains, the vegetable oil tradition-
ally used in the region and inferior gur are the staple consumption
of our masses. For these, there are no substitutes either indigenous
or imported and when these are high priced or in absolute want,
there is nothing for the rural masses but to go without them.

32. Effect of Seasonal Supply on Prices—There is another aspect
of the non-availability of substitutes for indigenous supplies which
" is of great importance. The production of most essential agricultural
commodities is seasonal, The supplies of these commodities cannot
be added to during the off season. The supply of foodgrains in
most regions as well as the supply of gur and vegetable oil-seeds is
brought into the market by producers during only certain months
of the year. For the other months; the consumer depends upon the
sfocks held by the trader and marketed by him. Even in normal
pre-war times, this phenomenon had 