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ot . March 1969, Some
. mrnorughangésfﬁéGGQbeeﬁ'made 1n*the pquishedaver51on and a
" table df'stétistics (page 16) has been ‘added,

o /r—

2. Th_*follow1ng conclu51ons emerge  from the discussion:

st e assumptlon “of “the budget: “speech of~28 “Feb-
. IS ruary l9697that the Indian economy is probably
- ‘ ~moving out:of € 5 _seems to be unreallstlc.

- When about Rs. l 445 crores worth of agrlcul—

r .tural.output (at: 196©~6l prices) wasiadded to the

. stream of the Indian national product by the wea-

. .ther gods in.1967-68j thereby 1lifting up.the In-
dian.national. income by about 8. 5 per Cent many
-.good things must Follow‘if“w{uL s Lo

N Our analy51s indi¢ates that! theﬂgrospects
-of  a _continued uptrend in agrlcultural production
belng uncertaln, the. signstiof eC@n@mlc rev1val
., . .may not survive for long. )
o 5w s Ll ’Bp‘& 5 A
2. Uhder the pressure of printing press firiance pro-
-vided for in therbudget for.1969=70; & resumption
0f the rise in the general index of prices is
»vmoréfthan lrkely siInflationaryifinance may Hlso
eat 1nto the rlse 1n exports

T
. 3, .The Indlan ec@nomy hasu, thége

. major functlonal allments. soclal 1n3ustlce, capi-
g i 3 ~“and i car i miie "Oniu{ lhey
’“‘4progress

L een=harassedsby

S0 196061,

4, Capltal consumptlon isithe result of the.colossal
income. transLers, of over bone-half of thé annual
increases 1n Indlan national income, from the masses
to amgg k;onled minority.

n«f‘i ‘L“‘P'

5. These income shifts have aloo produced soclal in—-
Justlce, which is assuming explosive dimensions;
this is the biggest single problem confronting the
- Indian economy to-day and is really behind the so-
cial and political instabilities, now stalking the
land

6. Capltal misdirection has resulted from our poli-
cies of indiscriminate industrialisation, regard-—
~less of the cost and quality of the output Pro-—-
ductlon costs 1n India of the 1mport substltutes




are generally 75-100 per cent more than the
import goods concerned. This is unconcionable
waste for a poor ”try Indian made agri-
cultural input s m3: 50-100 per cent more
.costly than the- 1mported varletles,vwhlch im-
-Tplnges very harshly on* Indlan farmers.m~
‘The budget for 1969 70 may well aggravate, not
it correct, the maladies of social- ‘injusticey -ca-
. ..pital, eonsumptlon .and capltal mlsdlrectlon,;y
o '/taklng the economy down the inclined plane fur—
“ther, Basic policy.changes falone may- place
) ‘Tlrthe country -along the rlght road to p:ogress.
‘ B. R. .Shenoy
CONTENTS: . - g

VI.

VIL..
VIII.

IX.

XTI,
5t'ﬂwxli.a

1
4
4
W Capltal Mlsdlrectlon ,,yi;“jigaﬁrfﬂﬁjf;.Wi 5
;L L o ]
8
9

o Page No.

‘fIndlan Economlc Slckness ',g:@:,rgxg;.. 1
ﬂgCapltal Consumptlon j¢...j ,;;;ff'if..'
/”8001al Ingustlce ,fulgfz..ﬁn~x;;} 531;.;.

“ﬂ;Inordlnate Taxatlon ceee ay?” P

Budget Reforms ‘... ‘ :}; :~':; j;;:;'
;ﬁAuctlon Import Llcences ‘ft f:i.ﬂ;ﬂﬂ;.:
éUhdue Optlmlsm of the Budget Speech‘ea

Public Sector Approprlatlons of o - ; =
freNatlonal Sav1nge B TR e Eﬁ;t.?. 10’ :

.r,y;‘,';. el

@aFortu1tous Spurts in: Agrlcultural Produc—
‘tlon Prlce Stablllty and Rise in Exports 11

Recovery in Equ1ty Prlces o ;{;;;;Q... 12

fEr051on of Sav1ngs »il%@m.jsfif:q';ﬂe;.,; 15

et el



BUDGET FOR‘ 1969 70

I Indlan Fconomlc Slckness

Post 1ndependence budgets were not commonsman orlented
though official spokesmen may like: to proclarm them as such
Like ‘the’ pollcy measures: on whlch they were based they fos-
tered- fundamentally unstable sectoral growth “to the detrl-
ment of overall ‘economic” development and have 1mp1nged very
harshly on‘the’ under-pr1v1leged masses. The electoral mls-
haps of" the Congress ‘and the no less spectacular succeSSes

- term, poll ‘are one more red 51gnal of the dlsaster we are

headlng for if we still per51st in our: mlsgulded pollc1es of
the past 15 decades.: These p011c1es would seem to be taklng
us. along the road- that Chlna went - e
2. The serlous condltlon of the natlonal ecoromy:: demands

drastic, fiscal and monetary reforms, The budget: for: 196970
is an onortune occasion for adopting these: reforms. If, on

. the other hand, follow1ng the llne of least re31stence, the

Finance:- Mlnlster presented yet another budget based on the old

"policy measures =« prov1d1ng for more’ consumptlon expendl-

tures, more- taxation, more investment in extravagant and
nearly no-return proaects, ‘and more- 1nterference 1n ‘the eco-
nomlc-life of the people, Yith sops” l:s‘eme pressure groups
and tlnkerlng with disease symptoms == we may sllp down the
inclined: plané further, addlng to- the rlsks of the demlse
of democracy-, Toop i ML L e TR AL IR LA FIR T DI

3r' From a close look at. the relevant economlc 1ndlcators
we flnd “that the Ind1an ‘economy is harassed by three" magor
functlonal aﬂments soc1al 1n3ust1ce, capltal conéumptlon o
and capltal m1sd1rectlon. - They have been erodlng progress
s1nce about 195h 55, and have gathered force since 1960-61

II ,Capltal Consumptlon ee

L. Capital consumptlon has’ resulted, flrst from the con-_
sumption -expenditures of the: publlc rlslng faster than produc-
tion:and. 1ncome,vand secondly,,from the almost” vertlcal rige
in the:consumption expendltures of“'f,?Centre andﬂ*herStates,
the mounting: bonflre ‘of ‘this” ‘consumption belng fed" by the po—
tential savings of the people, gathered through ‘the 'inordi--
nately hlgh tax lev1es. - i

This. paper appeared as tiwo artlcles in the l‘
Hincustan Times, New D Delhi, in the 1ssues

dated 34 and 2?'Fcbruary 1969k
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5.  The evidence of capital consumption is in the
decline in the rate of saving from 8.3 per cent of the
national income in 1965-66 to 6.7 per cent in 1966-67
and to 5.6 per cent in 1967-68. As.savings are the

raw material for capital formation and as the expansion
of production rests on the pace of capital formation,
Cl.ea,;:iy, the economy must decay when savings decline.
This decay is visible-in the statistics of the Indian
national product. Capital consumption having reduced’
the overall average-capital equipment per worker, out-
put per worker declined; consequently, from 1960<61:, the
expansion of the national product barely kept pace with
the expansion of population and per capita incbme
remained.semi-'stagnant.. During the two years ending
1966-67, per capita income declined.

6. The spurts in national income in 196465 and again

in _19;6_%68 do not reflect.any increase in capital formation;
nor, gé_lndia's planners mey wish to claim, a-better ma-
nagemént of the nation's economic affairs, in these two
years, They are largely a gift of the gods, being the
result of the timely and good monsoons. So long as the
prevailing policies:and the consequential capital consump-
tion, continued, any sustained increase in per capita
income i s apt to be a forlorn hope.

7. The consumption expenditures of the public have re-
mained ahead of production and income -- one of the two AV
causes, .cited above, of capital consumption == mainly as

a result, of income transfers, from the already indigent
masses to a thin top layer of the monted minority. These
income transfers have ensued. principally from import li-
censing, inflationary finance of budget defiecits and
undue economic controls. This phenomenon of income trans-
fers, together with its economic and social effects, con-
stitute perhaps the biggest single set of problems con-
fronting the Indian economy to-day and merits closer at-
tention than it has received.

8.  The mechanics of the income transfers Ehrbug‘huilmp‘ort
licences; which the present writer has dealt with so fre-
guently, 1S by now familiar. As the combined result ef-
domestic inflation and of the physical restrictions on
imports, the rupee prices of import goods in India are
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- 3;_ S i
generally sky-high in relation to the international
prices of these goods. . Consequently, imports may bring
‘windfall profits and, because of these windfalls, import
/ licences nay command incredible values. The aggregate
market worth of these paper documents, relating toc public
and private sector imports (but excluding food imports),

may be 75-100 per cent of the values of the imports thev
authorise, or of an order of #&.950 crores, annually.

- 9. These amounts accrue, each year,-to the recepients
of the licences. Rut they are not incomes earned by them.
The mere act of receiving (or issuing) import licences
adds nothing to the stream of the national product. When
the licensees appropriate from this stream the values of
the licences, quite obviously, they acquire incomes earned
by the rest of the community and to which they have neither
economic nor moral title,

10. Parasitical income transfers have been taking place
also through inflation and economic controls. Income
shifts through inflation, and the_;m_ééharr‘lic's of these.income
shifts, are common knowledge; and the annual average income
shifts through inflation, since 1960-61, may be about %.350
crores, the annual average budget deficit of .the period.
Controls cause income transfers through depressing prices
below their competitiveinorms; or lifting them above these
norms. Controls effect income transfers also through cor-
rupt payments, which they give rise to. It is not possible
to guess the order of-magnitude of the income shifts
through economic controls.

11. The total income transfers from the three heads may be
of an order of %.1,300 crores, or over one_half of 'the annual
increases i n Indian rational income since 1963-64. These
income transfers have produced a double damage. They have
retarded economic growth and have inflicted untold social in-

12. The retardation of economic growth has ensued wvia the
impact of these income transfers on national 'savings and in-

vestment. When some of A's income i s unjustly transferred

BuoTe = 5 OO -
j.?g it ] Sy, R LR s = - 7 "
! > R ; ) ot T )
TFhis lime 1S also cuwt QL4 Sn t1e origlnad 3
This photocopy may not be further reproduced or HOOVER INST&TUTION NOTICE: THIS MATERIAL MAY BE PROTECTED BY
distributed without the specific authorization of the Stanford, California 94305-6010 COPYRIGHT LAW (TITLE 17, U.S CODE)
Hoover Institution Archives USA =




P ”§aﬁé“incbme;«"iﬂ
(and 1nvestment) from the income 1nev1tably suffers. Ihe

1 : 't zi‘ghélnt" '
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such colossal '“tmc@nie‘ ﬁranéfe’rs must neceosarlly use hard —

o~

16. Capltal consumptlon from the" Stﬁep rlse in the Oon—:
sumption expenditures of the Centre and the States is. eadily

v

indicated, These expendltures roseé from Bs. 930, ;croresm P e
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in 1954%-55 to k.%,930 crores in 1967-68, or from 10 per
ceht to 18 per cent of Indian national income; and, to
finance these expenditures, the tax and non-tax revenues
went up correspondingly.

17. Revenues shift incomes from the pockets of the peo-
ple into the coffers of the state. If some of these
revenues had been |l eft in the pockets of the people --
i.e., if the consumption expenditures of the state had
not risen so steeply -- the incomes of the people, after
tax, would have been correspondingly higher; and a part
of. the larger incomes ,might hawve been added to savings.
The very rich might add to savings close on 100 per cen%
of the tax relief; and the poorer tax payers, relatively

o~ smaller sums. Rut every tax relief will augment national

savings and, therefore, capital formation and economic
development. When thesc incomes are acquired by the
state, the addition to national savings would be zero,
as the whole of the revenues would be burnt into consump-
tion.

13. This was the Ilogic behind President Kennedy's
budget for 1963-6é4, providing for tax reductions of $10
billion in three years, to speed up the cxpansion of the
national product and to reduce unemployment and unused
production capacities. In a context of deciining national
savings, low national product, chronic unemployment and
- under-employment, and the uncertain prospects of foreign
zid, the urgency for tax reductions in India cannbt be
over-stated. Possibly, every reduction of %.100 crores
In revenues my -add to national 'savings an order of
5.30 crores.

V. Gapitél Misdirection
19. Capital consumntion i s a bad enough malady. Capital
. misdirection, in the context of falling savings, has
rendered the situation doubly dangerous. Capital mis-
" direction has ensued from drastic import restrictions
and the policies of indiscriminate import substitution.

20. We like to state, with some pride, that, in order
to "save" foreign exchange, we have cut cown imports
severely; that the import of consumer goods,, now zlmost
wholly food, represent 'nut about 26 per cent of total

E deﬁtdj-xta:i,
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imports; and that virtually the whele of the balance,
74 per csnt of total imports, are capital goods, raw
materials,accessories and othér intermediate products.

21. Contrary to popular belief, it is not asif,

by restricting | uxury imports, we may add to national
savings; and by restricting imports in general, we
may hasten economic development. By these measures,
we merelv cause these goods to be manufactured on this
side of the Indian frontier, instead of acquiring them
through imports.

22. The result has been most unfortunate. Our p oduction
costs are, on an average, about 75-100 per cqnt more

than the costs of the corresponding products manufactured
abréad; i.e., with the same investment reso rces, we

could get 75-100 per cent more of goods through imports
than through manufacturing them in India. Thisli S un-
concionahle waste for what i s about the poorest country

in the world. '

23. If Indian farmers could get their agricultural. _
inputs through imports, for the same invegtment fun!?~,
they coulc¢ have, for instance, two pumping sets, for
irrigation,’ in place of only one; about 50 per cent more
of fertilizerss about twice the quantity of pestigide
chemicals; and nearly two pesticide spray pumps in place
of only one. To this price differcnce must be added -
the costs of the higher consumption of fuel, more frequ/ent
break-downs anc¢ repairs, and the smaller life span, in the
case of the Indian products. —

24, The impact of import liberalisation onuagricultural
production mi~ht be impregsive, as a unit of fertilizers

IS estimated to add +.2 units to the output of rice, 5.8
units to the output of wheat and, as much as, 18.5 units

to the output of sugarcane and 39.7 units to the output .
of potatoes. Tnhe corresponding response, in terms of value,
in respect to the use of pesticides, may vary from 6 times
to 4O times. As zbout one-half cf the Indian national
procduct i s from agriculture, about 70 per cent of the ,
population lives on it, and as about 67 per cent of agri-
cultural procduction is foodgrains, the spurt in agricultural
production from'import liberalisation might, in addition

to stepping up the patlonal income, wipe out altogether .
N Inc¢ia's fond deficits. -
'&“737 *f1-¥- L L "',vii;fﬁ,;-r'=1=,r,}g;,;Contd.;.,.::‘
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V1. Budget Reforms
25. The foregoing diagnosis indicates that the first ad
foremost budget reform should be to put a stop to printing
press finance of budget deficits. Its importance arises
not only from the social injustice and the erosion of
savings, which inflation produces; if inflation i S not
abandoned, there IS little hop? of overcoming the chronic
halance of payment difficulties. *he link between the

twe -- inflation and balance of payments difficulties =~
Is still not recognised by policy makers inrIndia,

thoush this link 1S easily discernec. Inflationary- money
incomes, cnsuing from hudeet deficits, flow into the
market and appropriate, 'for domesti c consumption or
investment, equivalent goads from-the national product.
— This correspondingly reduces the goods available for
export; and exports suffer. The decline in exports from
6.2 per cent of the Indian national product in 195%-55
to .8 per cent in 1966-67; and thes drop in the values
of exports, at constant (1957-58) prices, from 8.6, 640
crores in 1954-55 to fs.5,766 Ccrorcs in 1966-67 i s sta-.
tistical evidence of the impact of inflation on exports.

26, The next step in bufget reform should be to reduce
revenues and consumption expenditures, so that the::
budgetary halance, once attained, IS maintained., and at
progressively lower levels of taxation. The prevailing
quest of government expcrts for f£résh heads of taxation

— or for stepping up existing tax rates should yield* place
to a reverse guest for hesads for tax relief or tax abo-
lition; so that national savings and economic development
may grow,

27. Public sector undertakines appropriate, each year,
about 70 per cent of Indian national savings and foreign
g1, While the incustrial séctor IS able to acquire itS
due share of resources from the balance of 30 ner cent,
arriculture i S starved Of capital: Capital starvation
of agriculture was revealed in two surveys conducted by
the Reserve Sank and is reflected in the fantastic
interest rates, which mey vary from 25 vner cent to 50
per cent, on farm loans. It may be also seen in the
virtual stagnation of gricultural production since
1960-61.

Contd.. +....
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28, VW seem to be banking on a green revolution for
redeeming the Indian economy from the mess we are in.
While the spectacular potentialities of the high yielding
varieties of seeds, of fertilizers and of pest control
are not doubted, there is 1ittle hope of a green revolu-
tion if the public sector appropriations of investment
resources arc not scaled down drastically, so that agri-
culture may get its due share of capital. Our analysis
indicates that, if the prevailing economic policies
and the 70:30 ratio of resource distribution betwecn the
. public and private sectors continue, a red revolution
mey come sooher than a green one.

29, Threfore, as a third step in budget reform, any

overal | inecrease in capital investment in the public

scctor must be, first, resisted; and existing public .
» sector unde_rtakings must he progressively denationalised,

through sales to private hands. This may permit, among

other things, more economic and fruitful management of

these undertakings. <he proceeds of the sales of public

sector undertakings nay be utilised for debt redemption.

30. The foregoing budget reforms may boost the cconomy
sufficiently to permit inport liberalisation and the
eventual abolition of inport |icensing, the worst among
the econom ¢ controls deviced by man.

VII, Auetion Import Licences

= the abolitlen f import licensing, these 1i-;
cenccs, . =—2ad of being issued free Of cost, mey be sold
by auction, at their market worth. This may yield for
the budget incredible amounts, which, to-day, are dissi-
pated i n private hands. Our estimate of the aggregate
val ue &f the import licences indicates that these yields
mght, after wiping out the budget deficit, permit consi-
derable debt reduction.

B. R. Shenoy

Ecanomics Research Centre
D-390 Defence Colony
New Delhi-3
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VII1l. Undue Optimism of:the Budgét Speech*

32, The budget f 0r.1969-70 was s opportune occasion for
adopting certain major fiscal and monetary reforms which
the serious state af the national economy calls for. But
the budget speech indicates that official thinking on the

subject is on another plane; and the budget ,proposals are
in line with this thinking.

33. The budget speech assumes that the Indian economic
scene IS no longer a matter for grave concern.' It dwells
hopefully on the "new dynamism in agriculture”, the revivel
in "transport activity and trade", the "distinct signs of
industrial revival", the "remarkable increase in exports",
the halt in the depletion of our foreign exchange reserves,
the "restoration of price stability” and the "renewed inte-
rest in the equity maxket on the part of genuine investors".
The budget speech seems t o suggest that these developments
constitute mutually corroborative evidence that the Indian
economy is, probably, moving out of the woods. The Finance
Minister views the years ahead "with a measure of confi-
dence."

34. This assessment of the Indian economic scene seems to
be receiving growing support. But a close' ook 'at 'the rele-
vant economic indicators yiel ds another -story. Official
rural surveys have revealed decay in the capital base of

our farms, including implements, circulating real capital,
farm equipment and farm buildings. Fantastic ingere_s,t rates
in other production sectors -~ inordinately high though the
|atter are == bespeak of the serious hurdles which exist in
the way of the free flow of investment funds into the- mar- -
ket for farm loans from the capital and credit markets.
Capital equipment per agricultural worker having declined

as a consequence, output per worker declined too. This is
reflected in the statistics of agricultural production.
.Though the working population on our farms has been increas-
ing at an annual rate of over 2 per cent, the index of
agricultural production has stagnated around 140 {1949-50=100)
from 1961, as the end result, and also the- crowning evi-
dence, of the deterioration of the capital equipment of
farms,

* Aﬁpeared as two articles in The Times of India, Bombay-
A

medabad-New Delhi, on 13 and 14 March 19609. .«
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35. In such a background, it is. somewhat odd to talkienthu-
siastically, as we frequently do, of a green revolution be-
ing round*the corner. The spurt in agricultural production,
in 1967-68, by 23 per cent over the preceding year |s no
refutation of this assessment. Short-Ilived spurts 1n produc-
tion are characteristic of the agricultural industry.. Ve
have had suck spurts-in 196465, 'in 1958-59 and several other
times in the past. But, being gifts of the rain gods, they
cannot be properly described as constituting a new dynamism
in agrlculture. To recognise such dynamism, capital forma-
tion on Indian farms, as distinguished from cap|tal formation
on mammoth river valley and such other projects, must keep
moving up.

36. The spectacular production potentialitie's 'of the high-
yielding varieties of seeds, fertilisers, pest control,
weedicgides, ‘modern implements and better irrigation, which
have Been demorstrated not only on the experimental -farms of
the government but ~“also by the more progressive farmers are,
doubtless,; a heart warmlng development If the use of the new
agricultural’ technology could progress at a rapid enough pace,
we may well have a major econemic boom and the host of econo—
mic ills, which have been harassing us-during the past about
two decades, may become memories of the past.

| 37. But the discovery of technological innovations and their
general use on the farms are two different things. The disco-
very of electricity and the invention of the electricbulb ,id ~
not solvé the lighting problem of- Indian villages. ~Many aFur-
dle has to be overcome b'efore this problem may be solved. The
spread of the use of-the new technology on our farms calls for
not only the relative know-how == which the Indian farmers may
absorb'faster than many had thought == but much more credit

and capital than the old agricultural methods require. Short-
age' of ‘credit is perhaps the biggest bottle- neck which prevents
~our farmers from producing a green revolution. Mainly because
of this bottle-neck, the use of 'the new technology is st|II
regional ‘and Ind1v1dual not unlversal '

£:4

Pyt .

| X. Publio Secfcoro Appr?,op;ria.tions: of-Nationa*l S‘av?incLs

38. Progress in the spread of this technology will be slow so
Iong as the public sector continues to appropriate as much as
70 per cent of the total available investment resources, the sum

of domest|c savdngsand foreign aid: From-the balance of 30

o700 s s
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per cent, industry, transport and ‘communications in the
private sector have been able" to obtain their due share
of capital, as the institutional arrangements in the ca-
pital market are traditionally attuned to meet their
needs, Agriculture, which is without an organised lobby
in the capital market (as in politics), has had less than
a fair deal, though latterly it has been the subject of
much sympathy from many quarters. Other things remaining
unchanged, if farmers must get their due share of invest-
ment funds, public sector investments must be scaled dawn
drastically. Without this essential first step, whatever
else we may do, ther® will not be sufficient savings left
to flow into the hands of farmers.

39. The budget for 1969-70 does not improve matters in

o~ this regard. It continuesto appf'd'priété for the public
sector the lion's share of investment resources, The capi-
tal account disbursements of the year are placed at
Rs.4,980 crcres as against k.4,806 crores in 1968-69 and
Rs.4,512 crores in 1967-68. With national savings on the
decline, an increase in the official appromlatlons of
these savings i s not calculated to release more funds for
farm loans,

X. Eartuitous Spurts in Agricultural Production;
Price Stability and Rise in Exports

40. Much of the signs of economic -improvement cited in

— the budget speech are largely by-products of th? fortuitous
spurt in agricultural production. When about R 1,445 crores
worth of agricultural output (at 1960-61 prices) was added
to the stream of the Indian national product by the weather
gods in 1967-68; thereby lifting up Indian national income
by about 8,5 per cent, many good things must follow. The
movement of the additiondl output to the urban areas, to
factories and to sea-portswill revive trade and transport
activity. B

41. Price stability in 1967-68 is also mainly attributable,
to the same factor. National income having risen by 8.5 per
cent and money supply by 8.1 per cent, the general index

of prices remained steady. It fell by but two points to
201 (1952-53=100) during the year. As this price stability
is not the result of any fiscal and monetary discipline,
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it may not last for long. The budget proposals of Last
February provide for printing press finance of B.,250
crores plus the am'ount of the long-term government debt
which the banking system may acquire during the year. Al-
ready, as at the middle of' February 1969, the prices of
industrial raw materials have almost recovered their loss
in 1967-68 and after; and the prices of manufactures and
of the other commodity groups have moved up significantly
from the levels they had fallen to at the close of March
1968. A renewal of the rise inthe general index of pri-
ces is more than likely under the pressure of the infla-
tion provided for in 196%-70, .. s

42. The spurt in agricultural production may also ex-
plain the increase in exports in l967-68, though the de--
valuation of the .rupee might'éiﬂaim a share of the credit,
Other things remaining unchanged, any appreciable increase
in the national product is apt to increase the goods avai-
lable for export; even.as any appreciable decrease in the
national product might produce the opposite effect on ex-
ports. Agricultural production ha(\f‘j:‘ng gone up by-22:06 per
cent in 1967-68, exports (expressed in U.S.$) rose, during
the year, by 16 per cent. In 1966-67 exports fell.by, 22.5
per cent as a result of the lowlevel of agricultural pro-
duction during the year, the outcome of two 'years-of
drought. o

X1. Recovery in Equity Prices

l

43, The all-Indiaindex of industrial share prices after ;
reaching apeak of 100 in 1961-62, slipped down an inclined
plane} touching an all-time low of 73.2 (1961-62=100) on

10 February 1968. Thereafter, it rose steadily and conti-
nually. In about twelve months, ending on 28 February

1969, 'the budget day, this rise piled up to about 24 per cent
The budget for I969-70 has stimiulated this uptrend. During .
the week ending 5 March 1969, the Economic Times index of
share prices moved up by over 2 boints.

44. The capital market being the heart of a modern economy,
the state of activity on this'market is traditionally re-
cognised as a dependable index of the state of the national
economy. Whén national prosperity is strong based, as
evidenced by the rising curve of production and income and

a high or rising rate of saving, it will manifest in a two
Contde....us
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dimensional development on the capital market: rising
equity prices and an ever-growing volume of business in
capital issues and in the turnover -f past issues. Both
aspects of the phenomenrn == rising equity prices and
growing stock exchange business -- will be in evidence,
when national prosperity i s well founded.

45. Thus, from 1954 to 1961, the national income of
U.S.A. rose by 42 per centand US national savings re-
mained at about 17-18 per cent. This produced a jump

of z%tlmes in equity prices; and the outstanding amounts
of the "common" stock (ordinary shares) of corporations
rose by 42 per cent. Whilst production and savings kept
marching forward, this two dimensional phenomenon has
been repeated in country after country. .

46. The rise in share prices in I'ndia during the past
about nne year does not belong to this category. |t does
not reflect any basic revival of the national economy.
This i s evidenced by the continued downtrend in fresh ca-
pital issues from the peak of B.108 crores reached in
1962-63 to Es.85 crores in 1967-68, the year of the bumper
harvest, and to k.56 crores in 1968-69, or about one- half
of the peak. |If the Indian economy was truly reviving,
the rise in share prices would have been accompamed by
an expansion of capital issues. The downtrend in capitai
issues indicates that the uptrend in share prices does
not reflect economic growth; this uptrend is not sustained

by any rise in national savings. /

47. A look at the capital market experience of the past
few vears helps to bring this out. The boom on. the 'stock
market from 1953-54 to 1961-62 was the more' usual two
dimensional one, Industrial production nearly doubled
during the period and national savings rose from about

5 per cent to over 8 per cent. As a result, not only the
index of industrial equity prices almost doubled; fresh
issues of capital rose from Rs.68 crores in 1957-58 to

Bs, 108 crores in 1962-63. The slump in share market
activity and in' equity prices, which followed, ensued
from the working of three factors,

48. First, the rate of saving in India, after reaching

a peak of about 8.5 per cent in 1960-61, tended downward.

It'declined noticeably to' 6.7 per'centin 1966-67 and to
Lmonban mastis ol dooe ooyl
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5.6 per cent in 1967-68. Though comparable data for 1968-
69 are not yet available, the Annual Plan, 1068-69, states
that the rate of saving in 1968-69 may be lower than in

1967-68. As finance for capital issues is drawn from na-

tional savings, a drop-in savings dampens stock market
activity.

49. Secondly, crushing company taxation, coming on top

of the decline in savings, added to the woes of the capi-
tal market. This taxation, already high, climbed further
upward from 1957-58 and reached a peak of over 80 per cent
of profits (before tax).in 1963-64. It has declined no- “
ticeably since and has been marginally stepped down in the.
budget proposals of last February. But taxes may still
amount to 54.7 per cent of profits (before tax) in 1969-70,
in the case of cert'ain "specified priority industries”;

or, under certain circumstances, 60 per cent. To be able
to declare a dividend of 15 per cent, a company may have
to earn gross profits of about 32 per cent; or, under cer-
tain circumstances, well over .32 per cent.

50. Thirdly, to escape company taxation, both savers and
companies have by passed the capital market through the
device of SaVJ.ngs being held as fixed deposits with com-
panies. Fixed deposits enable companies to obtain their
resource needs at lesser cost to profits than if they col-
lected these resources through fresh issues of equities;
and fixed deposits protect savers against capital losses
from slumps in share values. The greference of savers
for fixed deposits with companies is evidenced in the f
rise in these deposits from £.97.5 crores in 1961-62 to
Rs.228.5 crores in 1965-66, Figures for later years are
not yet available.

51. The initial leverage for the recovery in share prl—
ces, in February 1968, would seem to have come from the bud-
get proposals of last year, which abolished the tax of

7.5 per cent on dividends in excess of 10 per cent. This
recovery was designedly assisted by the reduction in the
Bank Rate by one per cent to five per cent, -on 2 March’
1968, But the main sustenance of the recovery stemmed from
the fortuitous addition of R.2,620 crores of agricultural
output (at current p;iqes) to,th‘e/stream of the national
product by 8.5 per cent, was probably larger than in

1967-68. The increase in the quantum of savings gave an
upward push to share prices.
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52. Certain general and sectoral tax concessions in
the budget proposals for 1969-70 would seem to have
stimulated the recovery in share prices." The surtax
on company profits has been reduced from 35 to 25

per -cent; the tax exemption limit, on dividend incomes
has been raised from 8,500 to k.1,000; the "tax holi-
day", on new industries has been extended upto 31

March 1976; the development rebate continues: and this
rebate has been extended to cotton and jute industries,

in order to encourage the modernisation of their
machi nery and equipment.

X1. Erosion of Savings

54. As the spurt in agricultural production is weather
N based, not rooted in the economic development of agri-

culture, the share market revival, which seems to rest
\ mainly on this &purt In production, lacks long term

prospects. These prospects may not be very bright, also
because the budget for 1969-70 may further erode, not
add to, national savings, as it steps up tha consumption
expenditures of the government by Rsi263 crores, or;
faster than-the possible pace of increase in Indian na-
tional income; and provides for undu}y high printing
press finance. The erosion of savings from increased
consumption is obvious. The erosion of savings from
printing press finance ensues from the increase in con-
sumption~which such finance gives rise to, without
adding to production and income, co}rreysgpondjing];y,

55. The contemplated printing press finance in 1369-
7Q may be much larger than k.25C crores, the "overall
deficit™ of the budget, statements. This deficit takes
note of only the amounts of the net increase in treasury
bills, (which is, almost wholly, taken up by the Reserve
Bank) and the variations in the cash balances of the
Government. - For some unknown reason, the long-term debt
acquired by the Reserve Bank is not included in the
overall deficit, though, in a past budget speech, the
Finance Minister had accepted that long-term debt, even
like treasury bills, sold to the Bank constituted deficit
financing. As may be seen from the following table, the
purchases of long-term debt by the banking system ave-
raged Rs.123.6 crores during the eigh+ years eanding

y 1966-67, 'for which firm figures are available:
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Union Budget Deficits

e e e S o o o S 0 [ il P 2 s s e e et S o o e, i o i e bty e P i S

- Changes in Recelpts {Increase in Long
Year |."Cash- Balan | from Trea- |-term:Debt of Cen| Budgéﬁ,

-ces (In- | sury Bills |-tral Government{Deficit

crease =) | w1th Banks LJ.+2+3)

IR e T - - 4
1959-60 | - 34.8 | 72.3 | 2321 | 269.6
1960-61 | 245 | 49.0 | 101.5 o 1] 175.0
1961-62 | - 4.2 |- 68,7 |  110.9 .| 175.4
1962-63 | - 18.4 | 124.6 1104 - | 216.6
1963-64 | 9.5 82.4 ~190.0 .| 281.9
196465 © 60.3 61.6 104.7 226.6
1965-66 -45,5 " | 168.3 |  139.5 262.3
-1966-67 - 62.4 307.7 o 90.5 .. 335.8
1967-68 | 4l.4 | 164, ol V) a3 | 2706 ~
1968-69 R. E. 137 | 246.008) | solox . | 3097
_________ b e e e e e e e e e e e

(1) Including ad hoc Treasury Bills of ‘k.75.,00 crores.
See, Explanatory Memorandum on the Budget of the
Central Government, Part I, for 1969-70, p+10 n.

% Estimates.

56. It is important to note that, from 1962-63, equity pri-
cesin India ceased to reflect the state of inflation and a
growing lag developed between the general index of prices and
the index of equity prices. Currently, the general index of
prices is, reflecting the state of inflation, 67 points higher
than in 1961-62; the index of equ‘ty prices, on the other; -
hand, is below the 1961-62 level by about 12 points desplte
the recovery in it of the past one year. This lag inthe
equity prices index by 79 points is artificial and abnormal;
it is mainly an outcome of ruthless company taxation. Conti-
nued relief in this taxation may cause share prices to climb
back totheirnatural parit_y with the rest of the pricetistruc-
ture in the economy. Such share price recoveries must be dis-

tinguished from the development-based upward movements in
share ' prices,

57. The favourable developments -- revival of trade and
transport activity, price stability, rise in export earnings
and recovery in equity prices == to which the Finance Minister
has invited attention in the budget speech, are, so to speak,
laboratory demonstrations of the pivotal role of agriculture
in the Indian economy; and of the leverage t o economic acti-

/ Contd.
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-vity, which an increase in agricultural production
might bring. Our analysis indicates that the pros-
pects of a continued uptrend in agricultural produc-
tion being uncertain, the signs of economic revival
may not survive for long.

58. The budget for 1969-70 does not show any depar-
ture from the policy thinking of the past about 1% de-
cades. It is yet another budget of the now familiar
series providing for more consumption expenditures,
more taxation, more investment in extravagant and no-
-return public-sector projects -—a -special Memorandum
on Public Sector Enterprises, issued with budget pa-
pers, states that, in 1967-68, on a total investment

—~ of #.3,500 crores in 80 industrial and commercial
enterprises, the tax payer, far from receiving any re-
turns, suffered a net loss of R,35 crores -- and more
interference in the economic life of the people, with
sops to certain pressure groups and tinkering with
some disease symptoms, Nothing is better calculated to
push the Indian economy down the inclined plane further.
There is little hope of the economy being placed along
the right road to progress without basic policy changes.

59. But the urge to change these policies may not be
very compelling, as they are heavily under-written, fi-
nancially, by foreign aid. In 1967-68, the budgetary
resources of the Centre, k.240 crores represented but
19.4 per cent of the net Plan Outlay of the Centre
(Rs.1,236 crores). The rest of this outlay (Rs.996
crores), 80.6 per cent of the total, was financed from
foreign aid, 1In 1968-69, the Centre's own resources
(Bs.B509 crores) provided 36.8 per cent of the finance
for its Plan Outlay (&.1,385 crores); foreign aid found
the balance of 63.2 per cent (Rs.876 crores). The posi-
tion in 1969-70 may be of a similar order, though aid
amounts are not yet precise.

‘8. R. Shenoy

Economics Research Centre
D 390 Defence Colony
NEW DHH -3
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¢ Direeter - Oujarat University

e PR -~ 22 December 1964 N %

 B.RSHENOY University School of Social Scierces &

~

" Dear Proterssior Héyek',

' Professor R.K.Amin of Sardar Vallgbhbhai Vidyapeeth,
& University in Gujarat State, has asked me to write to you
o regarding a free translation in Gujsrati of the ROAD TO
-~ . SERFDON and the CONSTITUTION OF LIBERTY. The idea broadly is
Lo -~ to pul. but your ideas in Gujarati as weekly articles in the
- Lok Satta, a daily Gujarati Paper of Ahmeédabad, on the more
rimportag;iﬁ%%isfe gred by the two books, snd later to ke

publishe Jwith %hed translation of _the remaining parts of the
- booksy Financially the proposition is not attractive ,88 Pay—
mentdfor the weekly articles are Very meagre and the first
- edition of the books may not be more than 1000 copies each.

: P 7 . But it would be worthwhile as an initial effort +to publicise’

- _your thinking and analysis in an I ndian language. The trane-
©+ lation of the CONSTITUTION OF LIBERTY will have to be much
| ~than the original téxt; it may be in fact a
ted topics. If you are sgreeable to this

NOTICE: THISMATERIAL MAY BE PROTECTED BY
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16 June 1970 -
Dear Professcr Shenocy,

Your kind letter of the 3rd inst, has Been
in mg hands fox a little while, but the matter o
it raises required alittlereflection. The -
- new duties | have assumed here leave me free -
for Pebruary and | would 1ike t0 use that tine
for a vigit to India. But | must also treet '
this vacation as a sort of holiday. Though R
generallXy I n good health, | am after all get# =
ting on IN years and find that | easily tire
, and need a good deal of rest if I am to do
good work. | would normally use February as
a vacation znd certainly want t 0 go SOuth, =
and iNn onge sense change of environnent and =
scenery is a vacation even if one has to do =
some work. But | am no longer up to a tight
schedule of |ectures and need lalr comfort and
periods of rest- in between. IF ON this under- =
standing a trip to India could be arranged =
for February, should be delighted. Ag )
| believe you know, my only experience Of India
so far are few days in Galcutta, detained in- i
voluntarily during the hot#est season — not
a ver _Eleasant experi ence. I should very -
much [ike to see a little nore of the country -
and if in the course of such a visit | amto -
give a few lectures On rather broad philosophi-
cal subjects end hold a number of discussions
of a slightly nore technical kind, and can use =~
for thisthe subjects of the big hook on "Law,
Legislation, and Liberty" which | have nownearly
completed, I shall be glad to dc so,

| shell probablg be in Munich only for the
< first three days, but hope very much thento
see' youy.

NOTICE. THISMATERIAL MAY BE PROTECTED BY
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%0/44,40¢ % % %w@% Phone : 626863

DIRECTOR Economics Research Centre
D-390 Defence Colony
New Delhi-3

3 June 1970

Dear Professor I—iaYek,

At the Caracas meeting of the Board
of Directors of the Mont Pelerin Society,
it was agreed that the Society would be
EE glad to consider financing visits to India
s by overseas economists sponsored by the
Economics Research Centre. When | met you
later, you had kindly agreed to consider a
trip to India, though not immediately. |If
N you are agreeable to a visit in January,
February or March 1971, we shall be glad
to put up the proposals to the next meeting
of the Board of Directors at Munich. The
programme we would like to arrange would
comprise lectures and seminars at University
centres, at other educational institutions
and also public lectures under the auspices
of organizations arranging such lectures.
In view of the vastness of the country, the
visit may be for three to four weeks. We
shall be glad to prepare a detailed programme
after hearing from you.

Looking forward to seeing you i n Munich,
Yours sincerely,
V\amggzilda——r\\

(B. R. Shenoy) 0

Professor Dr.F.A.(von) Hayek
Firmianstr.17 A

A 5020 SALZBURG

(Austria)
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22/5/1969

Profesor B R Shenoy
D-390 Defence Col ony
New Delhi,

Dear Professor Shenoy,

thisis briefly to asknowledge the receipt of your Note on

the budget for 1969/70 and to say at the sane time that

since | have only recently returned from the United States
there is also an earlier study of yours waiting to be

acknowl edged and read. And now | hope to have my affairs fairky

soon in order so that | can tarn to reading this and other
material awaiting my attention.

) With best regards
yours sincerely,
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January 3rd 1965

M. B.R.Shenoy _ _
Uni versity School of Social Sciences
Qi arat UniversityAHMEDABAD-9

Dear M. Shenoy,

Thank you for your letter of December 9th. | am delighted
by the pregpect that The Road to Serfdom and The Constitution of
Liverty may becone available in Quajarati and very glad to give
Professor R.K.Amin permssion to proceed. | de not expect to
derive any financial gain unless the final book edition nakes
a profit (which is unlikely) and amready to accept whatever
B share in such net profits seemequitable to you. | should perhaps
‘ nention that zoout 1347 | had givenngern133|on to a Mr.Lalchand
Hirachana in C _nstruction House, Bonbay 1, for a translation
of The Redd to Serfdom into Marathi, out was informed in 1951
that the plans had been abandoned.

|f you have not yet Sear about it you may be interested
that in about two weeks shall probably be giving a lecture in
London to an "Ad Wig S@ciety™ which | understand your daughter
has created there at the London School of Economics. | shall be
?m n? there for a public lecture at T.3.%8. and have just consen-
ed Io give that second |ecture inreply to an indireft approach.

But amat any rata | ooking forward to meeti ng you daughter on
that occasi on.

%¥ith all the best w shes for the new year and
the nost cordial regards,

Sincerely yours,
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‘gfp%jdp¢ ﬁ L@ '“%B’%y Phone : 626863

DI RECTOR Economics Research Centre
D-390 Defence Colony
New Delhi-3

3 August 1970

Dear Professor Hayek,

I regret this delay in replying to

your letter of 16 June. I wish to thank you
— most sincerely for your kindness in agreeing

to consider a visit to India in February

1971. | have written tc Mr.Ralph Harris re-

garding this requesting him to place this

item before the Board of Directors. I am look-

ing forward to have a chance of meeting you

in Munich.

With best regards,

Yours sincerely,
~

(B. R. Shenoy)

i
.

Professor TF.A.Hayek

Firmianstrasse 17A

A5020 SALZBURG (Austria)
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%p//édm ﬁ % %e;z% Phone : 626863

DIRECTOR Economics Research Centre

D-390 Defence Colony
New Delhi-3

4 January 1971

Dear Professor Hayek,

May | invite reference to our correspondence rest-
ing with my letter to you dated 3 August 1970 regarding
the idea of your visit to India? In terms of the Caracas
decision, this was placed, on ny request, before the
Board meeting in Munich. I was not present as | was in
a nursing home, where | had to remain for two months.
Mr.Ralph Harris has written to ne to say that the Society's
funds are rather meagre and that it has been decided that
I should make a special request to the Relm Foundation

/“ for the requisite finance,

2, I delayed writing to the Relm Foundation, among other
reasons, because there were serious talks of a mid-term
election, The Parliament has since been dissolved and we
are now facing what may turn out to be the most critical
election as the party in office has extreme leftist bias
bordering on Communism. Elections are scheduled to be
held in the first week of March. Because of the crucial
nature of the elections, electioneering time may not be ap-
propriate for organising meetings to be addressed by you;
and with the coming of the hot season, you may not like the
visit to be scheduled after March,

3. May 1 take the liberty to suggest, therefore, that

the visit may be deferred until the next winter months? This
will also give us enough time to arrange for finance by the
Relm Foundation.

o b This has been a matter of great disappoint'ment to
many of us who have been looking forward to your visit.

With best regards,

i Yours sincerely,

@B. R. Shenoy)

Professor F. A, Hayek

Firmianstrasse 17A
A5020 SALZRURG (Austria)
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F. A. Hayek
A-502C Salzburg
Fi smanstrasse 17 A

13 Eanuary 1971

Professor B.R.Shenoy
Economics Research Centre
Z@pnkx D-3390 Defence Colony
New ™®lhi-3

2ear Professor Shenoy,

Thank you fox. your letter of the 4th inst., It was as well
that We did Nnot plan a visit of mire to India for this
winter, as during the past few meath my health has not heen
such that | could have undertaken it. | am slowly recove-
ring and perhaps the position will be more faveurable next
winter. At any rate, them is no choice but to defer the
plan until then.

I hope you have fully recovered from your illness. witn
all. the best wishes and kind regards,

¥ _urs sincerely,

F.AfHayek

el it e i
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S "With 'theicompliments of

Professor B. R. Shenoy

Director, Economics Research Cenire

KINDLY ACKNOWLEDGE RECEIPT.

D-390. DEFENCE COLONY
NEW DELHI-3
PHONE : 626863
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