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Though agriculture accounts for only ahout two-fifths of
India's national income it is still dominant enough to set the

pace for everything else. So when relatively bountiful harvests
follow a suooesslon of lean years the entire economy gets a boost
for some time. This happened very_clearlyWeo^^°J^.
after the severe andJ966_-_67, ^rioullural
production picked up rapidly (partly in response to new high yl
ing varieties) and national incme g_ew3^.a2atl,of °vbf

4VI +ho following four years. It
cent per annum on the av^erage —

~  iQ7i; 7fi to 1978-79, when tiie economyhas happened again^ from ^j75 7 ^

recorded an average rate of growth of nearly SYZ pe- cent per annum.
But in between was a lean period — which also lasted four year
When there was hardly any increase in agrioultpral production over

ri rifl+ional income could grow at only
the levels reached earlxer an

Mother fairly serious drought
about 1 /2 per cent per annum,

•  i«7«-a0 One cannot therefore beappears to be taking shape m . 9-8
vioi-f of the 1970s has made a differencesure whether the latter hal
1  of the economy or it still remainsto the long-run growth rate of the economy

around 3)^2 per cent per annum.
I  1070 linir Seminar

♦ This paper will appear reproduetions of
(Post Boi 378, New Delhi 1tO ^li^tlon. or without the
it are to be made till ioSrnal' and the author, A longer
permission of the Editor o .gie paper, with all the
and somewhat more Ti, ̂ resented in appendices is expected
supporting statistical ?nnroase before the end of
to be ready within a ^opy of it - which will he
l>e#ember. Those who wis , ̂ Paper of the Centre for Develop-
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It seems highly probable however lhat a process of accele

ration has got initiated during this period, /ill the elements

that could have gone into it are certainly by no means clear. But

there is more than circumstantial evidence to suggest that some

important changes have been taking place in the economy, and that

they may make a perceptible difference over the next few years.
At any rate these changes need to be noted.

The potentially most significant of them, and also the hardest
to explain, is a rather dramatic improvement in the rate of saving.
According to the estimates published hy the Central Statistical
Organisation (which are now regarded as the official estimates),
this rate has gone up from a little less than 12 per cent of the
net national product in 1966-67 to about 1-4^2 per .ent in 1974-75
and nearly 18 5/4 per cent in 1976-7? (all «+ o -.Z 4. ^

A tentative estimate for 1978-79, offered recentirby the Reserve
Bank of India, places it at no less than 20 per cent of tho nnp.

One of the long-term targets set in the lirst Kve Tear Plan
was cf^course to raise the rate of capital formation and saving
ih the economy to this level by 1967-68. But it was revised later,
and the B^ird Plan had made it clear that «iis was not to be

pected till after 1975-76. The^draft of tho Fifth Plan had pushed
It back .still further, menticni^g^t as something to be achieved
only by th e middle of the 1 980=? mu9 Os. The apparent realization of the

/ target by 1978-79 comes thereforo
7  s^^prise, and requires

exp^Lanation,
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A first reaction -o to doubt whether it could really have

happened. This is an area in which statistics are rather slippery

^d changes in concepts or methods of estimation could make a

difference. Moreover, in the "household" sector which in this

context covers all unincorporated business enterpiises ap well —
————

it is extremely difficult to estimate changes in commodity stocks

^d investments of various other kinds such as in agricultural

farms, small-scale industries and residential housing, and one must

allow for a large margin of error. With what confidence can it

then be claimed that increases in rates of saving (and investment)
of -the order indicated have really taken place and that they are

not-just the outcome of some statistical manipulatims?

It is clear however from a close examination of the estimates

that increase in saving in the household sector, corresponding to

investments of the kind mentioned above, can at most account for

only one percentage point or so of the much larger increase (of 8
percentage points) in the overall rate of siving between 1966-67
and .1978-79 that has been reported. What is more, the margin of
error in tracking down the precise sources of this over.,11

need be only very small, as part of the higher saving has been in
the public sector (for which occouiits should be available) and
the rest has evidently come from the household sector thr ug

Diulation of finaaicial •claims (which can alsc be concretely identified)
against savings transferred to other sectors.

.  In other words, the estimated inqrease in the overall rate

Of saving in the economy - from about 12 por cent of the net
national product in 1966-67 to around 20 par cent in 1978-79 -
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oan be accounted fcr fairly convincingly and does not appear to be
a statistical mirage. Saving in the public sector .has _.gone up

d^ng this period from-about 1 Ka per cent of the a t national

p^duot to about 4 per cent, and in the household sector from

^ a^ 10 per cent toje^ig 5/4 per cent of the with almost
all of the intrease in the latter taking the form of additions
to financial claims, (iha contribution of the private corporate
sector to net saving has been throughout less than 1 per cent of
the net national product, and variations in it are therefore of
no great importance in this context).

A further fact of considerable significance is that, since
974-73, over five-sirths of the increase in the- financial asset
Oldings Of household sector have taken the form of either bank

/  1 dTo: - --usgovernment. (Bank deposits, alone accointed fcr more than
half of the increases). It -i-i

lerefore be possible to identifythrough more detailed scrutiny of the data relating to such assets,
a broad categories of .3iouseholds» from .diich most of the increase

in saving within the "cono-nv >,10onoay has eaarged over the l.ast decade,

nately such data in the necessary detail are not readi
Even in regard to bank deposits the latest published

on the pattern of ownership are only for March 1976 - since
When the tctal deposits have douhled. However, cuiless has

arp change in the pattern of ownership in the last throe
compared to the period 1972-76, it would appear tH,t not more

-n about one-third of the annual growth in hank deposits could he



from households in rural and seiai-urban areas (that Is, from
eeatres with population of lee, than 100,000). And ftere is no

reason to believe that their share in othor financial assets,
eroept possibly in currency holdings, would be any higher, tte
annual growth in currency holdings has seldom exceede
cent of the net national product during the lc-„t de^ad
seems therefore reasonable to conclude that the ca.toibution of
households in rural and semi-urban areas to the increase in the -
rate of saving in the household sector in .977-78 (compared to
1966-67) is unlikely to have been more than about per cent
the net naticmal product in that year. Indeed this could be an
over-estimate, particularly ̂ en hill allowance is made for the

^ ̂  fo c,uch households through cooperative creditreverse flow of funds to sucn nuu

institutions.

earlier stage in Indian
Actually it was not. expected a 'i'

Planning that saving in the household sector, from either
rural or the urban segment of it, would grow at the rate it has

.  67 In the Fourth Plan as well as inover the decade since 1966-67. /

the Fifth, the marginal - rate of saving m
4. (' G nf the ''personal disposa eto he only ahout .aKa per cent (i.e. f ^

■5 .. • 4-r^ ■,•+) A Close analysis ot weincome" accruing -to it). ^
that it has boon on the average well over 25 por
1976-77. and that it has exceeded 40 per cent srnoe 1975-74

'  ' , *

•,q nf the coin is of course that, the rate ofThe other side of the com j
tor was always assumed to rise very muSaving in the public secto

•  this rate to about 4 per cent of thefaster. Despite the rise m this r .
.  Iq77-78 it is however still below thehet national product in 9 * Ti-red

V  .+V7 Plan and much lower canparedtarget set for 1973-74 in the Fourth Plan■ to the target for 1978-79 in the mth Plan draft.
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The consequent reversal in th > relative importanre of

private and public sector saving in the grox^th proc-ss poses

naturally some problems. To the extent that the investment prcgr uime

in the public sector is planned on the assumption of a higher rate

of saving within the sector, either this has to bo adjusted downw^.rJ

or a larger qu^sntum of saving has to be transferred from the houso-

/  hold sector to support it, .perhaps both in some degree. Tliere
may also bb required some rise in investment in the private sector
to absorb the excess saving and, if adequately profitable oprortu-
hities are not readily available, sone of it could so into unprodu
ctive channels such as in speculative holdings of land, commodiUea
and bullion.

The broad lines along which the adjustment has taken place
fn India in the last few years can bo inferred from the available
aata (though, for this purpose, the available estimates of investo„nt
do leave a great deal to be desired). Baus it is clear that, tbouga
the rate of saving in the public sector in 1966-67 was only 1 >'2
per cent of the net national product in that year, and investment in
the sector was a little over 7 dp-t j-v,

P  0nt of the nnp^ the net tr^insfer

/  ving from tho househdld sector requirod to support this investmor
rouria 2/2 per cent of the nnp, since inflow of forei'-n

ho saving within the public sector had gone up to a little
ent of the nnp but,since investment in the sector had

also risen to the same extP77+ • u,me extent, and inflow of savina from abroad
had been replaced meanwhile by a sizable outflow (reflected in a net
addition to foreign assets in that year to the extent of nearly



2 per cent of the nnp), cne transfer of savirg from the household

sector that was in effect TaTuirod to suppdrt tnis investment was

about 7 per cent of the nnp. Though data '.re not available yet

for offering similar estimates relating to 1978-79 there is no.

reason to believe that there has been any decline in the order of

the saving transfer required from ihe household sector.

It is also clear that, though the rate of investment in the

public sector rose from about 7 per cent to 9'/2 per cent of the nnp, ̂

most of the increase was on account of additions to inventories

(particularly of foodgrains). There has been therefore no significant

increase in the rate of investment on fixed capital. Moreover, the

available price indices (derived from national accounts) show that
the prices, of .machinery, equipment and construction materials have
»■ T • 1 rt'7o ■Hifi u nricGS of goods snd ssrvicss inrisen much more since 1972-75 than ^-rxc , &

general. Wien allowance is made for this change m relative prices
it is .evident th.at, over-this period, there has heen in real terms ^
a significant decline in the rate of investment in this sector and
transfer of n much larger quantum of saving than bofo.e fro.
household sector to support sudh investment.

Largo transfers of saving, from the household S'jctor, p-rtiou
larly when effected through financial institutions and instruments .
uuch as hank deposits, have naturally the effect of increasing
the liquidity within the system. It is of Ceurse true iiiat
over a half of the hanks deposits now held are in the form of fixed
deposits which c,annot be so easily withdrawn, but even current
and savin.gs deposits have together grown at an average rate of

I ii :

.11
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w©ll over 20 porcont ror imuE? ^ircp 1 if, <?• .i-au.. oince iy/^-76. Sinoe most of the

savings deposits have been goting classified as "demand deposits
(according to some rules of the thumb laid dom by the Reserve
Pant Of India) this has been also reflected in phenomenal increases
in money supply during this period.

Actually such increase in liquidity need not by itself cause
»uch concern, particularly vdaen the rate of savr,,- in th.- economy
has been erceeding the rate of dooestic investment and large stoCcs
Of foodgrain ard foreign erchange are available (as has been the
case in India since 1975-76) for taking care rf m •

i^xng care of possible imbalances

from time to time in the supply of essential commodities. Even
the growth in money supply has to be viewod in this broader framewor

30 Since a significant part of this growth has tshon the
^Ohm Of savinge deposits whose rate of turnover is hnown to be
hardly one-fifteenth of that of current deposits.

Nevertheless, the conventional "quantity tl.ory", which asso-
-a es growth an money supply with more or less proportionate

prices, is still very deeply ingrained an the thinking
Oh thas question in India. And even economists with greater sophi-
stloation are inclined to play safe and support this kind of
reasoning when there is a suspicion of price rla ,.

races have an fact risen in Indian since early 1979, and
<iuite sharply. But the reasnm

quite different. In part
P3^ice._r_ises reflect the infii fi o

,  iiifl-Ationary movement abroad which has
"®en gaininrr ®OEi^ntum| in the case of products such as j)etroleum

and some commodities consumed in urban areas which



received the cti entior. of-ae I^nonce Minister in the last budget,

prices have been pushed up by the deliberate policy of levying
highov indirect taxes on them; and similarly, in the case of
some agricultural products also, the minimum support prices have
been raised as a matter of conscious policy. The rest of the
price increases recorded over the year, particularly those which
have raised «ie general index inmber of wholesale prices in the
last six months, appear to be largely the result of temporary

j- vT 1 c p-nr and vegotablos and fruits,
shortages such as in vegetable >

•1.1^ +n -rectifv in a short period
all of which it should be possible

without much difficulty.

Ho doubt such prices increases have also created expectations^^
Of further price rise and promoted speculative holdings of a wide

i_ -o-j-ncr -nrices even nore® ^ tight
range of commodities, thereby rai mg

•U T J 4-r) curb thsHl* But
control over credit would have certainly helped

XV -..o+o of p-rowth of money
this is not achieved by merely reducing the c -

supply.

nf course be effected nominally by jusSuch reduction can of cour . ,
dur- for determining the 'demand' and 'timeChanging the procedure ; r ^ ^ ^

portions of the savings dopes .Of the increase under the latter categotyU^^^^ But nothing
Bank of India confesses to have one

Will have really changed. Bven if a genuine shift s .
• te it would net prevent the holders.  +./a •Pi ved deposits, ifrom savings to fixea f offers
culative trading in commodities ofters

from drawing on tticm when speculativ , , ,,, the
* , of profit; all they would lose in thethe prospect of high rate ...orued

t of the interest that would otherwise have accrue ,process is a part of

■  d not also be very much if they have been carefuland this loss need not aio
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enough to hold e proportion in the form of short-r.aturing

deposits. It is therefore worth reminding oursjlves that savings

and fixed deposits together add up now to over Rs,20,000 crores,

and that a substantial part of them do represent liquid assets

available (over and above currency holdings and current de,.csits)
for fxnancing speculative activity if it should appear attractive

enough.

So the answer lies not so much in restricting' more severely
the rate of growth of money supply (which can nt best make only
a small difference to ttie av.ailahle fuel for feeding inflation)

*n preventing such speculation becoming attractive. For this
there is no more effeotive deterrent than large reserves cf foreign
erchange and of essential commodities such as focdgrain, supported
by an administrative machinery that could really mate speedy and
effective use of them for counter-speculative operations when needed

athin the narrower sphere of credit control it is perhaps
the widely used system of cash credits and overdrafts on which
attention requires to be focussod for checking specul-tive activity
in commodity marko.ts. Such facilities are given by barjcs net only
to joint stock limited companies (to the extent of as much as 10
times their current deposit balances) but to propriotory ccncerns,
partnerships, etc which (as is well known in business circles)

etion .as buying and selling agents on the periphery of the privnt
oector ane^aake all the l.argo trading profits that are

thereby shielded, from the public eye (and of course fro.m taxation
as well to varying degrees).
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However^ 0VGti if uctiyn is takGn along these lines (which

is not always the case), a period of price rise promotes the. growth

of fairly strong lobbies (in the political as well as in the admi

nistrative sphere) favouring restraints on government _spending.

Since cuts on items of recurring expenditure meet usually wxth

considerable resistance it is the projected increases in public

investment outlay that really get axed. There is already ample
evidence of such cuts in investment this year,

At the same time, over a longer period, the prospects of

any significant increase being achieved in the rate of saving in
the public sector (compared to the level of about 4 per cent of
the nnp attained in 1978-79) are not very bright. The political
climate does not favour higher rates of either direct or indirect
taxation? the appetite for subsidies seems insatiable? and there
are pressure groups ianly for-distrxbuting the profxts of pu

.  • +.v»ram Tn fliG thoT Benterprises, none for raxsxng them. In the ax

be no further rise in the rate of public invest.ant vitbout -
uuch larger transfers of saving fron the household sector.

The case for proaotinj such savings tranofcrs. »i
course recognised if higher rates of public investment seen
essential to keep the oconomy going; anl if there is euch a ol..ar
perception (as thero has been in the last fee years), one can expect
the rate of public investment to be raised despite ideological
considerations. On the other hand, when investment in this sector
has touched as high a level as 9 to 10 per cent of the not nation
product (as it had by even 1976-77), at least a P;n;t of it is.
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on projects of questionnable eoononic v^auc, there could be valid

doubts about the wisdom of raising it any further, fublic sector

investment in 1976-77 had included (as indicated earli.r) a large

component of investment in inventories, for which th.. necessary

bank credit was made available to th. concerned stato corporations

without any reservations. But would such credit be extended for

fixed capital investment without questions being raised?

Moreover, in an eoonooy in which the margin .1 rate of saving
in the "household" sector has risen to over 25 per cent (we shall
ignore the higher rate that appears to have been realised since
'973-74, as it could have been due to large migrant remittances from
the Middle East which may not last very long at that level), new
ideas can also develop on the uses to idiich such savings are put.
One has only to look around the urban and the more prosperous semi-
urban areas to notice the channels into which such savings go;
they include investment not only in residential houses, theatres,
and semi-lurury hotels but in a f airly wid. range of "small-scale-

industries catering in various ways to demand from the relatively
high incom., groups. Enterprises have also been emerging for meeting
xport demands m now linos, such as garment manufacture and fabri-

P^^tion Of jewelry from precious stones, though they too are largely
ned to the "small-soale" sector in which labour laws, power

tares arc easier to escape. Once such avenues of alter-,

investment are found on an adequate scale the concernc
-re bound to fmd political erpression in demands of

various kinds.
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How soon this kini of private investment will grow, and

whether it will be large enoii.ih to .absorb a higli proportion of

the growing savings of the "household" sector, is likely to

depend to a considerable extent on the rate of growth of agricul

tural output and incomes in the coming years. As menticno.:: earlier,

there is no firm indication so far of any acceleration in the

long-run growth rate of the economy, whether in the agricultural

or in the industrial sectorj and yet it is not improbable that a

process of acceleration has been initiated in the last few ye.ars.

Apart from the high rates of "household" saving that have been

achieved during this period there are some other reasons for

expressing this Judgement.

The most important of them is the accelerated pace of deve-

^'lopment of irrigation. Though the gross irrigated area in the

^  country had been increased by more than a third between 1950—51

and 1965-66, the' average rate of increase during this period was

only about 0.5 million hectare per year. Between 1965-66 and

1970-71 it was stepped up at the rate of nearly 1^2 million hectares

per year, and it continued to grow at this rate till 1975-76,

Since then gross irrigated area appears to have been growing at

the rate of 2 million hectares per year, and currently the targets

set are still higher,. though it remains to be seen whether such

further acceleration is realizable in the near future in view of

the obvious organisational problems involved. All the available^

evidence shows lhat it is irrigation that is the critical factor

in agricultural growth.

uuiMliii
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This has been naturally gettin.^ reflected in hi-her pro

portions of increases in a^?ricultural cutvut b.: in- - ,alii:od in a

small number of States where :u-ca under i-: i-ation n-.s been

extended most. Per instance, nearly tlire.-fifth of the increase

in foodgrain output between 1967--68 and 1977-78 (from 95 to over

1251/2 million tonnes) was in the six States of Punjab, Hary^na,
Tamil Nadu, Uttar Pradesh, Andhra Prad.sh and west Benja. This
suggests that the fluctuations in agricultural output are also
Ukely to be less eevere in the future then m the pnet, unless
of course the droughts wUoh teke place affect the eourcos
Of irrigation on an extended scale. For this reason, though a
setback to agricultural output in 1979-80 is inevitable . n accou. t
of drought cenditions over large parts of the country, and there
oould be a recurrence of it even next year, the prospects of a
relatively high growth rate being maintained in agriculture over
a period seem to be clearly bettor now than a docado .ago.

One other promising developn.jnt in agriculture remains to
aentioned. In the period before 1964-65 the output of non-

oodgrain crops (referred to conventlonaliy .as "ooaaarci.al" crops)
had grown faster th.-n n-p

oodgrains, but the position vras sharply

etwcen 1964-65 .and 1970-71 when non-foodgraiii output grew
only-about one-third the rate of foodgrain crops. Tt.is h^

eonsequonces not only for exports but for agro-based nanu-
f^^cturing industries an'i tho i 4. ■the relative price structure within the
country. Betwe en 1970-71 -ani 1 Q77 7« +'^  i \ ...nd 1977-78, however, the rate cf growt i

dgrain crops has not only picked up but slightly exceeded
the rate of growth of foodgrainSu
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These developneuts in cigriculture hjve apparently had alrecady

some impact on industrial grov;th. The rate of increase of industrial

production^ which had fallen from the average rate of about 8 per

cent per annum (realized over the period 1951 to I965) to less than "

3/2 per cent per annum between 1965 and 1974> exceeded 6y2 per cant

psr annum in the following';* four years. The rate of jrcwth of output

in agro-based industries between 1975 and 1978 was over 4/2 per

cent per annum, compared to a little under l| per cent per annum ''
in the period 1965-70. Though it is too early to say that it

clearly represents a reversal, of the downward trend which had set

in earlier, it may well prove to be the caso for Ihe reasons already

EJentioned.

All in all it seems highly probable that the rate of _growth

of agricultural utput will rise somewhat above the level established

Over the level established in the course of the last quarter of a

century, carry along with it the rate of industrial growth as well,

and thus help the economy to achieve an average r.ate of growth of

^bout 4 to 4^4 per cent per annum. The higher rato of saa'^ing that

has already been realized shoula be able to rij.intain bhis rate, and

even help to raise it a little further, without any not foreign aid.

This does not of course mean that the problems of mass poverty

and of unemployment in the country are likely to find a solution

in the forpeeable future. A higher rate of growth of foodgrain

output would of course help at least to maintain, if not slightly

inprove, levels of nutrition. However, the pattern .:)f income distri-.

bution is likely to get no better. Less than 10 per cent ..f rural

MM
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households op'-r-''.tG well '"V-r ono-h"lf cf tjtnl tg'.j

c\altural growth cey tend to be nor.- heavily ocnceutr " tud in

large, irrigated farias; and there .are strcn-: pi'casurca for

introducing labour-displacing nechmization in such fari;3. Tlae

top decile of agricultural holdings it should bo noted, has

also received the bulk of the .agriculturol credit extended by
/

^ cooperatives. Indeed, for these reasons, disp arities uus t bo

expected to grow both within e-ach region and .as between different

regions within the country.

Above all, the higher rate of growth realized can bon-fit

only peripherally the large .ond growing class of workers in the

countryside who depend prinarily on wage enployment for their

living. The proportion they form of the total rural labour force

varies widely from State to State. The number of such workers

has however grown very rapidly in most of the States over the last

decade, and in the country as a whole from -about 35 million in

1964-65 to ever 54^2 million in 1974-75. 'The pressures of grinding

poverty on this class have been getting reflected in the percentage

increase in the number .^cJ' jwpmGn workers_J)e^ much higher (over

60 per cent during this period) than in .the nunher of men workers

(in whose case it has been a little under 50 per cent), and in
the number of child workers (which has grown by nearly 80 per cent

over this decade) exceeding both by a largo margin. Since the

core of mral poverty in India is in tMs ,cl,ass, and not much can

be done to increase the employment opportunities for them in the
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areas in Khich their highest concentrations are to he found,

one can safely predict that, within the pattern of developnent

that has been emerging in the country, there is little hope of

their conditions improving in the forseeable future except In-

some areas where the rate of growth of agricultmal output is

high enough to absorb them In productive employment.

This is not a very cheerful conclusion, hoWE.vGr cheering

may be the prosmct of a higher rate of growth in the econony as
a whole. It also raises some very important questions about the
politics of development in the future (not to mention politics
of socialism). These questions have a direct bearing on the

are being enacted now by the organisedtragic-coQic operas that are doj-hs

political forces in the country. But they should have no reason to
complain about the emerging pattern of development, because this
is the best most of then ean hope for given ttle kind of politics
that has been played hitherto, irrispeotive of ideology and

^+nont by even the well-neaning among then,apparent comnxtmemiy
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