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More than anything elsse, the low ocutput per head in Indla reflects the
scute shortage of capital available for use in indusiry or agriculture, It
is ultimately a d@eadful vicicus circls of low amcunt of capital per head, low
amount of output, low quantum of esaving and investment, low smount of capital
per head and so on, If there is progress, it is detsctable only over long
periods of time like a quarter or half a century. When wars, bad harvests or
unexpected growth of population occurs, the econcmy appesrs at & standstlll or
aven stagnates,

The voluas of savings and ensuing capital formation have been estimated
by aome authorities at L-5 per cent of the grose national product or betwsen
L=5 billion rupees out of a gross national product of 95 billion rupess for
1950=51, Four or five per cent is rather a low proportion compaved with what
is estimated for other @ountriss in low income groups and is justified on the
ground of low gross product and the pressure of urgent needs of life, The
proportion of gross product saved in other countries like

is placed as high as o For Japan which falls midway be-
tween high and low income gmnpa,t.haproportian_isuﬁmtadaahi@umpar

cent, Colin Clark estimates Indian savings at 10 per cent of the gross product.
Estimates of savings are beset with many difficulties not the least of
which is the difficulty of defining savings itself, In a modern cammnily,
savings fall under three heads--Fersonal, Corporate, and Public or Govermment.
Personal savings are defined with a fair degree of precisencss gs surplus of
current income over expenditure-—although even in this case it is a Jittle
difficult to allow for depreciation of durable goods, cwmer-occupled houses,
etc, Corporation savings involve the acute difficulty of the basis on which
depreciation is properly calculated, It is not easy to make out whether pro-
f1ts out of which allocations ars made to depreciation and reserves are genuine
or paper profits, Apsrt from the fact that governmeni surpluses are in sams
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measure nothing mors than mere transfer of savings from prlvate into public
hends—~which of course does not affect the total aritlmestiec of savings, the
ultimate character of these rescvrces as savings or consumption depends very
much on how the govermment actually uses these resources., To pass from the test
of intention to actual use raises the further ultimate difficulty of demarkae
tion between capital goods and consumption goods.

The practical difficulties of estimating savings are not less acute, A
fraction of the community's savings travels through publie institutions and
reaches its destination in forms of investment which are visible and ascertein-
able, But not a little of the savings is undertaksn and autcmatically invested
by the saver himself in forms which are not ascertainables, The difficulty
would not be so significant if the proportion between ascertainable and une
ascertainable savings and investment could be assumed to be stable, But in
times like war and post-war years, when normal channels of Investment are sus-
pended, freedom to use resources is restricted or habits of holding savings in
different forms undergo important changes , these proportions must be subject
to violent fluctuations, A broad picture of the structure of savings in Indis
bringes out how great these difficulties are,

Personal Savings Corporation Savings Public Savings
Time Deposits Paid-up capital of Govt, surplus (and
Bullion absorption joint stock companies deficits?)

Small Savings (minus bonus shares, Govt, deposits and

Premium Income of Insurence liquidated companies) Social Insurance
Campanies Retained Earnings Funds (?)

Public Loans (minus Reserve Rly. Surplus,
Ba.nk; Banks, Insurance
Cosz.

Currency Hoards
From 1945<l6 to 195152, the total ascertainable returns under these
heads appear to have fluctuated between $250-300 million to $L50-500 million,
Apart fram inaccuracies inherent in the statistics themselves, the instability

is not surprising since important heads of investment have no cownterpart in
these items of savings, Investments of individuals and partnerships in work-
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shops, inventories and stocks, house-consiructlon and repalrs, improvements
in land, etc, must bs very large and lisble to considerabls fluctuations,

Consunption=-Schedules India: How much.sn individual or camunily saves
depends on a large mmber of factors ameng wbich level of incames and propensity
to consume rather than save may be distinguished as more important, It is highe
1y probable that on the whole consumption in India tends to be rather rigld
for expansion of incomes and rather flexible for fall of incomes, Within each
social group or community, the consumptionepattera shows remariable uniformity
but fram group to group, varies in an equally remarkable manner, In natters of
food, apparel, atc., what is included or avoided in the consumption-pattern is
influenced not only by climate or income bub also by religious or ethical be-
liefs in attitudes like use of beei, pork, meat, fish, vegetables, liquors,
etc, The ordinary life of the individual hn:/oita frame of reference not only
his incame but also the social group. Conspicuous or wasteful consumption
also tends to be prescribed and shaped as to manner, occasion, etc, by similar
social forces, Marriages, funerals, festival days, social obligations for rele
atives, etc, are the usual csuses for departures from ordinary life and extra
expenditures while growth of free and individualistic modes of life is causing
substantial deviations from old consumption-patterns, it is true by and large
that consumption responds but tardily in India to expansion of incames.

It is very probable that the extent to which the psychology of consump=
tion and manner of earning incames are interdependent tends to be overlooked.
When incames are earned not by sustained labour and small degrees, incomes tend
to be less cherished and spent liberally and extravagantly. Speculators and
operators in farm and markets ave more prone to scatter money when they make
it, The relationship of labour to incomes is not very different for blg traders
and businessmen--it is not vividly felt and is apt to be out of proportion,

India is however a country of peasents and small traders who earn every rupee
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literally with the sweat of their bLrows. BExeept when he falls victim to some
addiction, the peasant is exivemely careful. of his expenditure, The outlook
of the middle=classes, particularly those who live in villages is very similar,
The net outcome of all these facts is low mthertt"ﬁ?.gh jropensity to consuns,

Not less important to the volume of savings-eparticularly long-term
savings 1s the fact that motives to accumulate and hold liquid asseis are much
weaker in India than elsewhere, In other countries; not a little saving 1s
undertaken with the desire to acquire durable conswmer goods which account for
quite a high proportion of domestic expenditure, In India, climate and social
preference make durable goods 2 much smaeller proportion of the total housshold
equipment and acquisitions, As for unforeseen and unforesseeble emergencies,
liquid assets held against them tend to be rather limited,

The social forces and attitudes which make saving not merely an act of
ordinary prudence but a moral necessiiy play by no means an unimportant role.
The sense of insecurity which arises from fear of premature death is probably
an inheritence from the past destined to disappearance in the near future,
Much more operative particularly with the middle-classes is the limited scope
for employment. of women except at unskilled or peasant labour level and the
general disinclination to place on the married woman the load of being a serve
ant in addition to the load of being a wife and a mother, A middle-class
widow with children 18 a position very different from what it is elsewhere.

Social Structure of Personal Savings: Fram the standpolnt of savings and
investment, Indian pecple fall broadly into three or four classes, The largest
class is composed of owner=cultivators and agricultural classes generally who
contribute about 50 per cent of the G. N, Po Their standards of consumption
are perhaps more rigid than those of other sections of society. Although
snall per head, their aggregate savings must be quite appreciable. What they
save, they prefer to hoard, in the form of currency or to invest in sllver and
to a smaller extent in gold or to utilize for improvement of land,
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The middle classes are lergely urban, heterogsneous in composition and
distinguished by wider disparities of income, The importent elements among
them are the small section of professional classes, the larger section of
salaried employees particularly undsr the goverument and the largest section of
amall and medium size traders, Although culturally at somewhat different
levels, urban life brings them closer together and mekes economic assimilation
easier, These form the largest proportion of the less than one million per-
sons etc, assessed to the incoms tax but the number below the minisum income
tax exemption level must be several fold., The standard of life of these classee
is much more elastic than in the case of the agricultursl sector but the mo-
tives to saving—prudence, foresight, ideas of culture and respectabllity are
very strong, When incames are steady and employment good, these classes save
steadily and invest much, Their grsatest misfortune 1s inflation rather than
deflation, It is probable that in times of unemployment, the saving capaclty
of those who continue in employment increases more then in proportion to the
£all of prices and incomes and counterbelances the loss due to unemployment.,
what damages their aggregate capacity for saving and invesiment much more is
rise of prices out of proportion to their incomes, It is improbabls that
fuller employment which accampanies rise of prices works as adequate campen-
sation for deterioration in their standard of life and saving capaciiy.

It is difficult to assess the positiom of the labouring classes in urban
sress and in factory-production in relation to savings and invesiment , The
average earnings of the factory-labourer is twice as high and even more than
the income of the worker in agriculture and domestic industry. The total
wage-roll for 1950=-51 amounted to more than $2 billiom out of a G, Wo Po of
$95 billione-perhaps not a very appreciable fraction, Even then it is re-
marksble that fanily budgets of factory labourers complled in different parts

of the comntry show very little excess after expenses of living are covered and
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an invariable deficit if the remittances uhlch the urban labourer makes as a
ruls to his village-folk are taken into accounit, It is certain that the bulk of
thess remittancss i meant for the support of the village-folk out of season and
oanly @& amall part for investment in land or repayment of agricultural and other
indsbtedness,

This is even more remarkabls when we recall what has been sald before about
the rural counterpert of urban labour vis the landless agriculiural labour, His
family income is not even one~third of the sarnings per worker in factory pro-
duction, Yet the agricultural labourer out of employment for a 100 daye in a
year shows a small surplus over his expanditure-~the surplus which evaporates
when bad harvests befall him,

A substantial proportion of the visible and identifiabls personal savings
(and investment) procsed from big businesamen, industrial promoters and financiers,
successful market speculators and operators, etc, Allowing for unaveidable overe
lapping, these should include about 20 thousand or 8 per cent of all shareholders
who hold ameng them 60 per cent of the shares and stocks of Joint stock cam-
panies; 146 individuals, firms and undivided families who receive a per capita
income of 5% hundred thousand rupees and more per annum and whose share in the

total income assessed to income tax was 180 million rupees out of

million rupees; those 10 per cent among less than 1 million incame tax assessees
who with an annusl per capita incame of 15,000 rupees and above appropriated
more than LO per cent of the gross incoame before tax-deduction; those account-
holders in our banks who held the 2% million fixed and current accounts,

As personal sevings form such & large proportion of total savings, it
would be instructive to have before our minds a broad picture of the social
structure which underlies savings, The atatistica*_g;tven below are arranged in
such order that the element of overlapping due to the same individual contribue

ting to savings under different heads progressively diminishes.
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esnssssan Fer capita Postal Savings sons 000s of Total
(2949) b33 3h.26
Average size of lLife Imsurance Policy
(1947) Indian Cos. 2177
Non=Indian Cos, 6170

Paid-up Capdtel of Stock Cos. per
Share-Holder ( )

Amag‘ 02510 1707h

mg 8 m cent 18835 lom Gocoeeesnenes 60%

m92 pﬂl’ Cent 1091 ]-6.32 adocmre0c00s ho;é
Average Size of Deposit Bank Account (1950)

Time L620

Demand 7253 .= 22,63

Savings 710 19,22

Incone=Tax Assesscese-:

Institutional Frame-Work of Savings
It is generally presumed that consumption tends to be more stable than ine

came particularly at higher levels and therefore savinge show as great instsbility
as incomss, Even for countries where incomes are above the line of poverty and
decency, the alleged stability of consumption requires more proof than has been
forth coming, For countries like India, the argument seems to suggest that con=
sumption should be rigid for fall and very elastic for rise in incames, On a
priori grounds, the assumption seems largely unfounded and is guilty of over-
looking the physical and psychological adaptability of human beings.

The aggregate stability or instability of savings must depend on the rela-
tive proportions of three mejor elements--Personal Savings, Corporate Savings
and Government Savings; the factors which influence behaviowr in regard to these
three elements; the response of incame-distribution among these three to each
phase of trade and business.

The break=up of savings gives the following picture in India and else-

where.
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Percentape of Savings

India U K. UsS.As
Persacnal, L Bed0 70
Corporate 26 (incl. 50 (inel. 20

depreciatiocn) depreciation) .
Goverrament 26 (incl, 30 (incl, 10 (excl, Social Insurence Funds)

Social Insuwr- Social Insur-

ance and Funds) ance Funds)

It must not be overlooked that these patierns of savings are more or less
of recent ariginse-particularly in India where postewar attitudes as reflected
in the Five Year Plan are changing very materially, It is clear that rizﬁguture
public policy must affect both the sige and patiern of savings in a very de-
cisive manner, MNevertheless for many years to come, personeal savings must cone-
tinue to be the maln bulwerk and bastion of econamic progress, Thig is all the
more so since our statistical analysis excludes savings made and automatically
invested for such major activities like house repairs, construction, stc,

Consuner Expenditure: Bubt for public policy, all gross income falls into
the hands of individuals as individuals or in their representative capacity as
directors of caupanies, etc, and is allocated by them either to consumption or
saving. Consumer expenditure for the cammunity is expenditure of gross income
after allotment to saving and investment is deducted, The distribution of cone
sumer expenditure over different needs should be an important clue both to the
propensity to consume and even the aggrepate volume of savings. Any inter-
country comparison is subject to serious statistical adjustments which have to
be made both because of difference in the bases of campilation and the peculiar-

ities of consumption habits.

Consumer Fxpepdifgre - Group Distribution
India Us Ko Us 8o A Us So Ao (2939).

Food 60 29 22 25 (2.5 tobacco).
Clothing 9,08 9.9 8.5 9ol
Houmg 6o0 11:.8 ]J.;gl b
(Public and Private)

Transportation 3.2 6.6 8,8 o
Services (incl, Education) 6.5 1%.3 17.3 35.3 (incl, housing)
Durable Consumption Goods o = - 8.0

(i.e, lasting over two years)
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of the people and their unfamiliarity with higher gtandards of life., It is
therefors not unreasonable to comclude that the high proporilon of expenditure
on food in India is only partly related to low incomes but 1s partly the mere
obverse of the fact that expenditure on many non-food items is unnecessary.
Consumer expenditure is gross naticmal product minus saving and depreciae
tion, If 60 per cent is anywhere near the true snd steady proportion of expendi-
ture of Indiane on food, it suggests an important clue %o the proportion of
savings in India, Agriculture contributes less than 50 per cent of the gross
national product, This contribution is composed partly of food products and
partly non-food products. The non-food producte are raw materials like cottion,
jute, oilseeds etc, Only a part of which is exchanged for food grains from &~
broad. If to be entirely on the safe side, the whole output of agriculture were
assumed to supply us with nothing but food products, our total coneswmption ex-

panditmuouldbeequalto%orc.noP-roodupanditm+%=2/3(wﬁof;d )

of G. No P. = non=food expenditure i, e, totel 5/6the of G. N. P. This gives us
a ratio of 1/6th of G, N, Po i, E, about 16 per cent as the fund set spart
annually for saving and depreciation, As the proportion of consumer expenditure
used in the calculation as well as the proportion of agricultural output to total
G, N. P, Are both not free fram doubt, it would not be unreasonable to place the

volume of savings somewhere between L to 5 per cent given by the 2

10 per cent suggested by the statistics of visible and identifiable savings and
16 per cent arrived at by ocur present calculation. In other words, the propore

tion of all savings in India should fall between 10 to 15 per cent of G. No P.

Propensity to Invest

Investment to Offset Savings,
For analytical purposes, two kinds of investment may be distinguished

although in modern communities at any particular time both kinds of investment

muungpuceandmhardtodiatinguiahwrrmmemr, A certain
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volune of investment i= necessary Just to assure stable employment and full use
of productive resources. In technologically advanced societies with high stand-
ards of life, priority is naturally glven to such stebllization rather than
further economic betterment, Thelr main preoccupation is to find adequate off-
sets to saving which tends to take place at high rate,.

Secondly, investment takes place or becomes necessary to maintain or exe-
pedite the rate of progress, Growth of population which is independent in a
certain measure of output is the more steady cause of much investment of this
kKind, It is also possible for a community to desire and devise measwres to ee-
cure a higher standard of life for the fulure at the expense of present con-
sumption., Finally inventions and innovations cause fram time to time massive
increases in investment, Capital saving inventions are not unlknown but most of
the spectacular strides in output have been the result of labour-saving improve-
ments, Inventions and innovations can and do occur independently of the economic
process but in general, they have a tendency to be exploited simultaneously in
response to favourable economic enviromment and rising profitability,

The normal inducements to investment are volume of consumption, replace-
ment and repair of depreciation, rate of obsolesance, and expanded foreign de=
mand for a country’s exports. At any particular moment, the relationship betwwen
a volume of consumption and the investment induced by it is purely a technical
one but 1s apt to vary materially with social and scientific progress overtime,
In India, with its predominance of peasant farming and damestic industry, the
technical relation betwsen output and investment is not very close and has varied
but slowly overtime.

As for replacement of wear and tear and depreciation generally, no class of
producers and businessmen can be accused of excessive and gesnerous provision.
Fortunately for land replacement is largely autamatic--the excrescences land and
cattle having little use except as fertilizers, Workers in the sector of domestic

industry and crafts use but little fixed capital and are thus protected in a
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measwre fram serious consequences of ignorance of accounbancy and business prace
tice, It is to be expected that with progress in the near future in both theze
sectors, this investment will assume great importance., £As for factory produce
tion, balance-sheets can alwgys claim to be paragons of sconamic virtue so long
as econamists and sccountants nmever agree on what an adequate basis for calcu-
lation of depreciaticn should be, By and large, Indlan industry has hed till
now a fairly consistent record of declaring and distributing paper profits with-
out much forethought or concera aboubt the futere,

In same modern cammmities, obsolescense caused by changes of tsste and
fashion is perhaps equal and probably more than equal to mere physlcal wear and
tear and a very significant outlet for centinuocus invesiment. Even if inventions
and innovations in productive technique abate for a time, the investment required
to keep pace with changes of taste end style supplies no small part of the steam
power and impetus of the economy. Under Indian conditions, this constant in-
ducement to invest is, it is to be feared, relatdvely very week, Indians are an
ancient people deeply-rocted in their soil, their soclal reflations and thersfore
their stendards of taste and proprieties, their attitude towards consumption as
towards 1ife and society is marked by comservatiam, desire for durability and
stability, Wnen the average Indian builds a house, 1t 1is to laat for a hundred
years at least and to be used by several generations, The equipment of his
kitchen--mostly pots and pans--is distinguished for its durability of material
and construction, its variety of pattern and style which go back to almost yYore
gotten times, Whet few pleces of furniture he has got have been probably in the
family for some generations, Even the more expensive articless of apparel are
more often than strangers can imagine proud heirlooms in the tradition of the
grandfather clock. Things are no doubt slowly changing particularly in the high-
1y urbanized areas and for particular classes of peopls, but by and large the
plcture is not much different fram what it was half a century ago. To a people

like this, changes of taste and fashion which make the apparel of one season an
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an object of sheme in the next, the car model of the lasi year a social ana-
chronism of the current year, houses approcinate more and more Lo trallors and
not more solid and durable in construction, screaming nswspaper advertisements,
judges on ert, culture and civilization must appear nct as proofs of initiative
and progress but as perturbing evidences of moral and mentel instebility. FPere
haps, this stability of artistic and moral values exacts its cwn price in economic
progress,

Increased demand for Indian exports is not at present a significant factor
in investment, Three quarters of Indisn exports are made up of agricultural
products or finished products arising ocut of agricultural produce, Increased
foreign demand for these goods does not tend to have much direct effect on out-
put or investment, Under existing agricultural condltions it can cause a change
in the ratio of exchange, a shift in the distribution of incame and, as explain-
ed elsevhere, an adverse effect even on investment, As Indian exports become
morve diversified , agriculture becomes more flexible and responsive Lo sconcmic
incentives, exports as a factor in investment will no doubt play a much larger
role in investment than at present.

Investment for Progress: It is to be feared that whils the motives to and out-

lets for normal investment are even weaker,

The Indian econcmy has never experienced till now any investment booms due
to the exploitation of inventions and innovations. Indian entrepremeurship has
always received its inspiration either from chsnges of government policies like
tariffs ete, or woarld economic evenis,

Tt has rarely undertaken research or endowed research (with a few excep-
tions here and there), The causes of this attitude which is now changing in
an imperceptible manner have been already indicated, In the agricultural esctor
and in domestic industry, initiative in technique is hardly to be expected from
the peasant or the crafteman, Irrigation works and supply of power which should
be the foundation of these sectors of our econcmy could come into existence only

from outside initiative,
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Theee limiting conditions of spscial inveetmeubt are well exemplified in
the relationshlp between population and cutput cver the last filty years.
Whether output has kept pace with population or has actually fallen short of it
is a controversial point., Statistics of groes national product indicate fall
while consumption of particular commodities suggests small lmprovement., IV is
clear that new capital formation has certainly not been on a scale sufficient to
bring about any material alleviation of poverty. This outcame may be contrasted
with the course of development in a country like Japan where real naticnal
income has doubled itself every twenty-five years despite growth in population,

Stagnation Hias of Indian Fconamny: Capital-starved and tschnology-starved as the

Indian economy is, our snalysis leads to the conclusion that the forces at work
tend to make it more and more capital-starved and technology-starved, Despite
low incomes, the tendency of the econonmy is towards a higher rather than lower
level of savings, relatively speaking, At the same time, the inducemsnts to normal
investment are markedly weaker rather than stronger., If year after year savings
made tend to excsed investment expenditure does not cover the output, a cumu-
lation cycle of low incomes, lower savings, still lower investment and so on
ghould make ite appearance. To put it in the Keynslan phrase, "the less you
spend, the less you have to spend,”

If savings fail to be invested, the first question to be answered is what
happens to these savings, In a closed and cost-price production economy, such
uninvested savings will cause equivalent business losses and will finally dis-
appear in the financing of these losses, But India is not a closed econcmy and
therefaore prices and incomes are governed by world factors, As will be pointed
out presently, there exists over the greater area of the economy"no cost=price
relationship in the sense that business losses emerge and must be financed out

of sale of assets and absorption of savings,
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What happens lg this, In times of good prices for agriculiiural produce
as during the first World War and second World War and its aftermath, the peaf=
ants maks large eavings which they keep in the form of currency notes year after
year, This explains how in inflaticnary periods prices lag very much bebind
the expansion in money supply. Both peasants and middle classes,when the latter
also experience good employment, hold a portion of their surplus incomes in pre-
cious metals--silver in the case of peasants and gold in the case of middls
classes~=imports of gold and silver are a form of investment the stimulating
effects of which however ars directly felt by the metal-producing countries and
only tardily and partially by metaleconsuming India through its foreign trads.

It is likely that the prohibition of imports of precious metels and restrictions
on house-building during and after World War II reinforced the middla-class
tendency to hoard currency and such benk balances as they hold, Peasants and
nmiddle classes are sometimes joined in hoarding of currency and bank balances and
absorption of precious metals by business classes when as happened during and
after World War II they have strong mctives to canceal incomes and evaede texatlon.
The bank balances of business classes then became stagnant because consumption,
expenditure, and illegal business transactions are then both financed out of
illegal resources.

If aggregate consumption and investment expenditure is not equal to ouiput
because investment is less than savings, incames and output musit fall, savings
must f£all still lower till the economy is balanced at a lower level of activity.,
If investment again falls short of savings, the cycle must again repeat itself,
It is reasonable therefore to ask why such a cycle is not visible in the Indian
econamy. There are three reasons which prevent the emergence of such a cumula-
tive tendency.

Over the greater sector of the Indian econamy, there is nothing like a
technical relationship between investment and output, In a system of small fams

and owner cultivation, agricultural output depends primarily on monsocn cenditlcns,




Whether times are .ood or bad, the peasant igvestment in his crop varies but
1little, In damestlc industry also, the capitel investment is amall and inelastic.
The main factor in ocuvtput is the labour of the craftaman which is fairly rigid so
long as he stays in his occupation.

Secondly, what causes large fluctuvations in the volume of investment and
therefore output in advanced econcmies ies the prospecis of profite which depend
on the aligmment of costs and prices, Costs; particularly wage-costs, are not
easily revised to meet adverse prices. In two large sectors of the Indlan scon-
ooy, agriculture and domestic industry, the problem of pecuniary losses does not
exist, Self-employment and non-coniractual incames far outweigh in importance
wage-amploymant and contractual incomes, The proportion of self-employed peas-
ants and craftsmen to workers is as high as 75 to 80 per cent, This may well be
compared with an industrialized and appreciably farming country like the U, S, A.
In the pre-war year 1939, 68 ver cent of "income payments to individuals®™. . . »
which of course include transfer payments like interest on public debt was
labour income paid to employees., Tne non-contractual incomes of farmers, shop-
keepers and professional persons--the self-employed people--amounted to only 16
per cent,

Over the greater part of preoduction in the Indian economy therefore the
the aligmment of costs and prices is automatic and takes the shape of a fall in
standard of life, Of course, there are a few costs like burden of indebtedness,
ete, which are rigid even for these Indian producers, But these elements are
unimportant--the labour-cost of the producer being flexible and his investment
in capital-equipsent being small, The main source of the difficulty and distress
lies in the failure of prices to reach their proper relative levels, The grower
of food crope might suffar more because the prices of any non=food products he
purchases do not fall to the axteni that food prices have fallen, The growsr of

nan~food products might suffer because food and industrial products are not as
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cheap as his own produce, If relative prices were Lo adjust themselves quickly,
depression in such an econany would not bear even s fractlon of the dire coame
plications it has for highly industrialized countries, In fact, under Indian
conditions, the contrast betwesn predvction for use and production for profit is
not a propaganda slogan of doubtful theoretical velidity but a working actuslity
of the econamy, "Profii® or no "profit”, production for use continues.

Apart from the freedom from the technical relationshlip between output and
investment and the sbsence of the problem of profitability over the larger sector
of the Indian econamy, whai prevents ihe tandency/fgurt!ler cumulative depression
is the interdspendence betwsen Indien econcmy and the world econamy, So long as
the major economies of the world arc oa an even keel, agricultural prices and
therafore the larger sector of incames from agriculture and domestic industry
are well supported, The gravest danger to the Indlan eConomy is always the collapse
of world pros;;eriﬁy. The utmost an independent ecocnomic policy could achieve
would be to cushion the effects of the misbehaviour of major world economies.

It is even probable and indeed more than probable that the hoarding habit
of the Indian peasant and the consumption of precious metals actually work as a
counter-cyclical force. When times are good and prices tend to rise, hoarding of
currency and refraining from investment must tend to check the boom, In periods
of depression, expenditure out of hoards and sale of gold and silver supply a
counterweight to the fall of incames and expenditure, The years 1920-40, which
were remarkable for rapid industrial growth and housing construction on a large
scale, offer a significant experience fram this standpoint, The abandonment of
the gold standard in 1931 was a fortunate coincidence which activated gold and
sllver holdings juet at a time when such replenishment of investment funds wae
likely to be most beneficial,

Our analysis till now leads to a significant conclusion about the implica-
tions of depression in India, In an econamic structure like this, depression
whether of domestic or foreign origin does not mean unemployment in the sense in
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which it is understood in highly industrialized and cepitalistic countries, In
times of depression, the incomes of foodwgrowers, non-food cultivators and workers
in domestic industry fall. There is distress and privation but no camplete des-
titution to put it in other words, the distress and destitution of depressions
tend to be spread over all workers more or lsss evenly and not concentrated on
those unfortunate few who in other esconomies are laid off from their employment,
To this general picture of econcmic life during depression, the small labour
force of factory production is an important exception., But the magnitude of this
exception iz somewhat mitigated by the fact that even factory labour has still
maintained its ties witu land and village and the Indien socisl unit is fer
larger in its ambit of affection and moral obligation than the attenuated western
family. The impact of depression falls largely on one sector of society--the
middle classes with predominantly salaried employment,

The ultimate significance of an institutional set-up for human welfare is
well illustrated by the experience of the U, S, A, during the important dscade
1921~30, During these years, the gross national product increased more than in
any decade of the present century except the forties; the margin above mainte«
nance (i,e, consumption and depreciation) again was higher than in any decade ex-
cept the forties; net capital increase after allowing for war and defence and
increase of consumption was the highest of all decades; per capita consuwer ex-
penditure even was higher than in any decade except the forties, Yet 1921-30
were years of quite wide-spread unemployment and distress among the farmers and
the additional input of man-hours of work was the lowest on record except for the
depressed 1931-L0. Progress in gross and average levels of output, consumption,
etc. was achieved by improvement in productivity which equalled and perhaps exw
ceeded even that of 1941-50, Yet, work is as much a necessity of life as income
and technological progress in certain circumstances proves an enemy to bothe~if

not for the community, then at lsast for the fraction of it which has to bear its




full impact.l

If depression has a differsat meaning for and impect on the Indian econamy,
anti-depression measures must be adapted to ils special circumstences, While
public expenditure has to be undertaken, it must be directed to those points where
maladjustments have to be corrected, For the owner-cultivator and agricultural
classes generally, scaling down of debts incurred in years of higher pricss and
reduction of taxes on his necessaries of life would be one substantial means of
alleviating distress, In so far as he is dependent for certain suppliecs on crafis
and damestic industry, the measures should have refersnce to this sector rather
than the agricultural sector, It is almost certaln thet in times of depression
crafte and domestic industry are apt to suffer much more than agriculture, The
more usual cause of their inability to reduce prices and maintain their markets
is the failure of their raw-material like yarn, shest metal, etc., to conform to
the trend of agricultural incomes, Apart from measures to bring about lower
prices of these raw materials, subsidization of raw material to this sector should
be an appropriate object of public expenditure. It would be to the advantage both
of modern industry and government to devise the appropriate channels through which
such subsidized raw material could find its way to the crafte and cottage indus-
try.
War and Post War Experience : Froam the standpoint of saving and investment, the
maney and incame inflations of 1940-52 deserve to be analyzed closely from this
angle, Although controls were imposed on many agricultural commodities like food
grains, raw cotton, etc., the tendency was on the whole for agricultural incomes
to rise much higher than the incomes of the middle classes, It is generally true
to say that non~contractual incomes form the bulk of incames in India, Much the

1
Productd.vigx and Economic Progress -- Occasion Paper 38, F. C, Mills,
Nati Bureau of Econcmlc Research, Inc,




larger part of theee nan-contractual incames is composed of incomes of ownere
cultivators who cover perhsps 4 to 3/L of these incomes, In other werds, the
inflated money incames of 1940-1952 poured largely into the lap of classes who
hoard money and rsfrain from investment,

The inflation improved to an extent the employment of the middle classes
who receive the bulk of the contractual incames in the country, But in the
classes ae a whole, it inflicted much more harm by crippling their savinge capa~
city and lowering their standard of life, It mipght be supposed that the small
traders stood to gain by rising prices. But such an inference is not wellw
founded, It is only traders who have large financial resources and thersfore
can increass the size of their stocks who resp the speculative profits of infla-
tion., The amall trader has by very definition limited financial resources.
khen prices rise astronamically his apparent high pain per unit of trade is counter=
balanced by the smaller and smaller volume of stocks he can afford to lay in,
Much the bulk of his profits are paper profits which are absorbed in maintaining
his stocks anywhere near his accustomed levels, In the long run, his prosperity
depends on the margin between buying and selling prices and not speculative gains,

The greatest beneficiary of the inflation was mo doubt big business whether
in trade or industry, Whether the country benefitted from this vast shift of
incames in their favour or not depends not only on the enlargement of incomes but
the character of the persons, There is certainly no compulsion on them to
save and invest or other than to live riotously, But apart from wasteful con-
sumption other factars to be noted presently have sterilized or misdirected their
well-gotten or ill-gotten gains,

The only factor which could have counterbalanced this shift of incomes in
favour of the classes which save but hoard their savings and away from the
classes which save and invest was taxation policy., But whether taxation increases
the volume of savings in the country or not depends firstly on whom the taxation

falls and secondly on the use for which the proceeds of taxation are intended,
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During the war, taxation wes intended only for finencing the war and wes therse
fore a procedure for converting savings and ord lnary consumption into military
services and materials, The question of using taxation to raise the savings of
the country could ariss only after war expanditure came to an end.

Apart frae physical avallabllity of investment goods outside or within the
country, there have besn other causes at work during the post-war era either
misdirecting or keeping at a low ebb the volume of investment.

Inflation attracted encrmous capital to stocks and inv?ntoriesg The more
prices rose, more businessmen sought to protect themselves by holding higher in-
ventories or to make speculative profits by holding larger stocks, Higher the
inventories and stocks they held, greater w;ara the shortages and higher were
prices lifted, Inflation fed stocks and inventeries and was fed by them in a
continuous spiral., It is difficult to eay whether tlie price-~break of early 1952
brought them to normal or reascnable levels, But this tendency of inflation to
divert savings and investment into stock and inventories is an evil much more o
be feared in an sconomy like ours then in other econamies with more even rhythm
of output and comsumption,

The behaviour of the stock markets was not such as to create faith in equi=
tles and industrial finance, Without any change in the industrisl situation or
progpects of profite, equities were raised to twice their values--and in a few
cases éven more--within & year of the end of the war, When the unavoidable
technical correcticn under way was later reinforced by political difficulties,
antiinflationary texation, social legislation, etec, . s they fell to less than
the pre~boam, war-end level, Stock market reform laws although announced and
prouised from time to time--with great damage of stock values——arrived only after
the worst excesses were over, India has hardly any epecial investment inter-
mediaries like investment trusts, ete,

2Nota: measures taken with date.




The record of war and post-war joint stock enterpriss was also not such as
to put more faith and confildence in the investor, War undermines moral standards
and in no field of social life more than in trade and business, War places a
premiun of financial mandpulation end crestes a class of New Rich who are apt to
invade and practize the same technique i Indusiry and factory production, The
menagement of Industry even in crdinary times was never generally above blame but
during wer and post-war yesrs it touched lowsr depths, The reformation of come-
pany law was again promised very early, arvived very late and in & form which
belied the hopes of the naw era,

The Income-tax Investigatlion Commisslon--inevitable as it was--proved the
extent of these malpractices, At the same time, its prolongsd labours spread over
several years meant arvest of enterprise and halt to investment of all those who
still hoped to conceal part or whole of their ill-gotten gains, The investment-
funds held back did not represent much real loss; bul the helding back of enter=-
prise did, Drastic but quick measures--even though unjuste— might in the lgn; run
have proved much the smaller evil,

Except for big businessmen and magnates, with whom it is more a matter of
investment and income than self-use, house building is but to all other classes
an automatie investment of savers themselves, UJuring post-war years, the un=-
availability of materials, cement, steel and better classes of timber made this
investment extremely difficult. but even more than unavailability, the high
prices of these materials and wages placed this accustomed form of investment
practically beyond the saving capacity of all but the capitalist builders., In-
flation in the circumstances of India must make investment expensive at the
very time that it attenuates the savings of the major sectors, Such a dispro-
portion between saving capacity and costs of investment in perticular forms
oreates the further danger of eﬁcourag.mg hoarding and unpreductive forms of in-

vestment, lLower interest rate in & structure like this might stimulate capitalis~






