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intersectoral Resource Transfers

^^urtLor Her:-irks

1  !

Mody's 'Reply to a Reply' (Mody I98O) confiras ny earlier

view that atleast some of our apparent 'differences' are really

nothing more than confusions arising out of asking different

questions rather than offering different answers to the sane

question. Accordingly in addition to my responses to the specific

issues he has raised, I have also presented here what I hope is an

objective account of those, issues on which we may now agree and

those on which we must perhaps agree to disagree.

1 • Ttito Concepts of Resource Flow; In my original reply (Mundle IQOO)

to his critique (Mody 1979) I had pointed out that the aggregate

income-expenditure accounting framework presented by Mody was not

the same as the inter-sectoral balance of trade account in terms

which I had actually defined and measured the intersectoral flow

of rt^oources. i^iody has taken this to mean that I failed to see

"the obvious equivalence between the two" even though I had myself

drawn attention to the correspondence between these two ways of

presenting the accounts. That I nevertheless found~it necessary

to point out' that his manner of presenting the accounts was different

from mine was precisely due to the fact that his alternative present

ation reflected a preoccupation with a different question which led
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him to an erroneous interpretation of my exercise and the questionthat I was concerned with-^
¥e can explain this more clearly in terms of the bapic balance ofpayments identity.

R = V+K

ubere R is the balance of trade between the two sectors, V thenet transfer on current account including rent, interest, etc.and K the net flow on capital account or the net savings flow.I ^.fined the intersectoral flow of resources as the balance of-nroceeded to measure the net flow of comno-
trade and accordingly proceeae

Ci earlv there is no conceptual
dities between the two sectors. Clearly

X- +Vio definition and the measurement
inconsistency here between the defmlti

4- r.f the limitations of data which
(other than problems arising out of the

X  ith at this point) irrespective of what
we are not concerned with at tn P 

^ .the ri^ht hand side of the identity.
values V end K happen to take on

<, entirely concerned with only the left hand
My empirical exercise was entirely

n  nf trade. The elements ̂  and
side of the identity, .i.e. the balance of

■pQ-r IS my estiniQ'tG of R wa.s by
K entered the picture only in so far a

r  <,um of V+K on the right hand side
definition also a measure of the sum o^  ~~ -cUv important to point this out
, / T qhould add that it was d his critique of a work^  Modi had pub ^ , d. As such most readersi ::: ri":«rnr:r i; s^rthe ^yuhiUhed'dortorS dissertation (Mundle 1977a)I mean aere (Mundle 1975) to which Mody's earlier.d a addressed. Fortunately the main body of this workcritique was ^ddr volume "Surplus Flows and Growthwill now be ^v^^dshed by Allied Publishers, New Delhi,ImbaUSP^'



of the identity. In fact it is not possible to say anything at all

from ny estimates about the individual values of V and K whether

they are zero, positive or negative.

Mody, on the other hand, appears to have been primarily

interested not in R but in the net savings nc» K on the rijht

hand side of the identity.-^ And in keeping with his perspective
he has viewed the varlahle R not as itself constituting the resource

flow, as 1 do, but rather as a surrogate for the net savings flow K.
It is easy to see that from this point of view the use of R would

be quite unsatisfactory since it would give us a correct measure '
of the net savings flow only in the special case where V=0. In
all other oases it would either over estimate or under estimate K
depending c i whether V is positive or negative. His own vie.
notwithstanding, Mody would probably recognise that not all of us

.  ircome of absentee land bwners

would li::-

or money lenders as being compeneaticn for services rendered. I
personally would certainly regard such ■ factor income payments'

a pure drain from the value added in agriculture just as
4. oatrin^s outflow from agriculture. In the same vein

much as a net savxne ,

H  noted that Mody's own unpublished research on resource2/ It should e cited in his original critique (Mody 1979) ic
flows, .igmpt to'get point estimates of K. This perspective i.:
indeed an ̂  in his Reply (Mody 1980) where he states:
also reflected m nxt, i- j-

"If there are no factor income payments, the balance of trade
r s only "th® effective savings transfer. This is a resourcmeasures a quid pro quo and there is no problem with it,

trans ^ factor income outflow represents a net inflow of
Howeve and vice versa a net factor income inflow has a

.jjarpart in a net outflow of factor services. Thus factor i.r.coun unrequitted transfers. At the conceptual level,
payme .j-jjerefore not correct to include, as the balance of trade
i"'' r, I'mDlicitly does, factor income payments, in a measure of^pproa^ JTow" (Mody 1980 pp 2.3).
resource
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I think Mody would now-accept-that ̂ hile the~concept of resource

flow in his sense, i.e. a net sayings transfer, may be appropriate

for some purposes: the alternative concept of resource flows in

the sense of the net flow of actual goods and services measured

in value terms vrould be equally usexuJ for other analytical

j/purposes.

2. TVc^atmerit of Indirect Taxes; ^?he second point of dispute at

the conceptual level relates to the treatment of indirect taxes.

.Mody has now dropped the earlier claim that my balance of trade
account for indirect taxation" (Mody 1979 p.62)approach "does no

lised en objection about the particular manner
However he has now rc..

T U r/= treated it. The problem arises once again, I thinV,
in which I have

to clee^^l-V distix.guish bet-ween the different- questioni
from a faiT"^®

eblem, in measuring i cource transfers in the

was to c^.Tvate the actual balance of receipt;;
we are asking.- ^

defined above,
sense

.ocrriculture o:- .iccount of commodity trade vis-a-vis
over payments

sector. Since indirect taxes on the commodit.ies
the. non-agricultur..-

.  ...T+vre is a net audition to the import bill payable
imported by agn

/'or vcrnmeut being a part of non-agricultural in my

by agriculture (S"
x. ^pctors) the valuation of imports has to be gross of

ation otdemarc

On the o'chcr hand indirect taxes paid on agricultural i
these taxes. 4. ,

not accrue to that sector but remain as internal
rts do

CO

within
-agriculture. As such they ought not to be added

payments
very recent work

This if^terpretation of the ialance of Trade Account and the
e.g* r Trade Movements (unpuolisxied manuscript)
Terms ot

h
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on in the valuation of agriculture's export earnings. This was

the principle I tried to follow in ny enpirical estimates It

v/ill be evident that exactly the sane reasoning could apply in

the case of trade and transport nargin, these activities being

also included under non-agriculture.

Mody's objection to this is that unlike trade and transport

nargins, indirect taxes are not a paynent for services. They are

5/
instead, like direct taxes, a pure draft by the government.

Consequently, incorporating then in the valuation of imports

amounts to a distortion. Though he does not put it in these

terns, Mody seems to have in mind here some notion of the true

or inherent value of the commodities imported, presumably corres

ponding to their physical mass, etc. he goes on to illustrate

the anomaly arising out of incorporating indirect taxes in impo

valuation by citing the case of a gi.ven physical volume of imports
appearing as a larger volume of resource inflows in value terns

1/ In this I was only P-tially. successful^since^the^^^^ of^the_
data did net pernit the elinina a^nnAci This however is a
bution oarsxns in the case of jiJSjeerfarther
data problem not a conceptual one and it is disc s
below.

v.Q-in£r analp'ous to distribution
5/ By treating indirect taxes^s ^ coveyed

nargins in the ^.g^ard indirect taxes as a payment
the impression that we nu ^ case. «fe nay assume,
for government services. like
as Modi does, that follow therefore that indirect
direct taxes. But it ^gj^^ation of commodity prices. They
taxes cannot enter into , on whether we are concerned
nay form a part and in this sense they

.0 - co.putin. the
^oLoSty balance of trade is concerned. . _



simply by virtue of a rise in indirect tax rates.

If this is indeed the burden of Modi's argument here, I

would entirely agree with hin, with the remark that we would run

into exactly the same problem with a rise in the mark-up or

diatrih«tton margins or any other disturbance that would raise

the price, of Imports, its volume and everything else remaining
the same. Why piok on Indirect taxes alone? It will be immediately
obvious of course that the kind of objection raised here applies not
only to our limited problem of resource flow measurement but to
valuation is general. As I had indicated in my earlier note
(Mundle 1980 p. 10-12) the choice of an appropriate price system
or. properly speaking, on appropriate weighting system for valuation
remains one of the most intractable problems in much of our economic
measurement. My own exercise however was pitched at the relatively^

1 r,4-nno' fhe balance b^tv8.6ii s
mundane level of simply calculating

an the commodity trade account
actual receipts and actual payments on

vis-a-vis non-agriculture.

This difference in perspective not withstanding, "
1 that if for the sake of argument we grant that Modrpointing out th

objection is justified, .
^ vtavinff included indirect taxes ii

S t- 4-vrflf bv virtue of having i"thiswoul e ^ I have actually miaerestlmated
the valua ton This runs counter

the net ou ow the empirical level where

to the main thrus „..tlmated the net resource

he attempts to prove that
*

outflow.



3, Validity of NSS based Consuner Goods Flow estioates; At the

empirical level Mody*s■ first criticism is the claim that there is

an estimation bias in my TJSS based estimates of inter sectoral

consumer goods flows. He further claims that if these 'biases-
were eliminated then this "could well change Mundle's alleged
outflow of resources from agriculture into an inflow" (Mody 1 980,
p.4) Mody had made a similar criticism in his earlier critique
(Mody 1979). At the time I had tried to meet him half way and
concedod thia partly beoauae Mody was reflecting an erlating body
Of opinion in the literature, represented anong others by Dandekar «
Rath (1971), but mainly because I went on to argue that in my
judgement even if it existed the bias could only be margin^ and .
therefore would not have seriously distorted my estimates. Since
Hody hah •subsequently expressed skepticism for my Judgement and
attempted to prove that my use of NSS data has introduced a major
element of bias in my estimates I would now take him up on this

Tan-flo in mv NSS based estimatesand question whether the claim of a bias m y
is at all sustainable.

The villain of the piece is^ The reasoning was the fetation of the rich. However the
alleged to be the under consumers and-the relevant items
rich form only and durables - is again a part of tneirhere-especially foo - _ .^he. under representation itself wo ax-
total expenditure. ^^t of their consumption of theseamount to not the whole but . P^^^ oagnitudes involved we have
items. As. such in ^hird drder of smalls and therefore
here an error argument here is set out in terms ofnegligible. Notice that^ ^ a, b & c are all less than oneproportions e.g. a, b ^ small fraction
Inch that the factor (a.b.c; woui^j reasoning
of whichever ^the aggregate of total consumption expenditure
would apply as much traded consumption goods between

■ - 'H
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claim of a bias in ny K3S based estimates is at all sustainable,

Mody'r. argument here is based on two propositions. Hrst

that my estiiaaie^ af .in±ersaatoral consumer-goods.jfXow . are highly

sensitive to bieses, however soall, -in the BSS expenditure level

estimates and second that the bias itself is actually luite large

in foodgrains etc. So large in fact that they v^md result
o„er est^---e of "er capita foodgrain.- nirported from aKr^cnj-

r.,... a marr'- nercenf! (emphasis added). I shall

demonstrate that both these propositions are based on somewhat
duhions reasoning such that the criticism itself is not easily
sustainable - let alone the huge magnitude of 'over estimation'
which Mody has discovered.

To make his point that my estimate of-intersectaral consumer
hiahlv sensitive to even small estimation biases ingoods flows~ar© highly sensixx

'  „ ̂ io^-. is to cite my own comparison
the NSS data what Mody rri f ci

between a preliminary time seri-.s of consumer goods flows which
nad constructed in ,975 (Mundle , 975) and the revised time ser .es
which I constructed in, ,977 (Mundle ,977a)_. 'One of the main
difference hetween the two estimates was that some commodities like
pan, suparl and firewood, which had been erroneously classified .0
non-agrioultural items in the earlier estimate,were reclassifled

in the later estimate, it turned out the twounder agriculture m the larei
■h +nntially different in most years and I had Oc-deestimates were subetanti 1 y

•„„lv to demonstrate that the ortinates were quito,the comparison simply t . ■ BOW -to Show that the^
estimates are sensitive to my ^

I
. u

■  -i
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all the same thing as showing that the estimates are sensitive to

biases in the MSS expenditure levels. It is difficult to see how,

7 /or why, Mody drew this latter inference from my comparison. In

fact in order to test the sensitivity of the estimates to the so

called 'biases' in the WSS expenditure levels the obvious thing

to do would be to directly apply the appropriate correction factors

to the data and calculate the difference. Ofcourse in actual practice

the question of doing this does not arise since neither the existence

of bias in' NSS data nor its magnitude has ever been established.

This bringms me to Mody's second proposition here that the

NSS estimates are' biased, particularly in the case of foodgrains,

leading to an" over estimate of agriculture's exports to non-agricul

ture and hence an over estimate of the net resource outflow as well.

While using the ]teS.consumption expenditure data to estimate changes

in real per capita consumption for different fractile groups over

time Dandekar & Rath (1970 f^und that the poorer sections had fared

better than the rich. Considering this to he absurd, Dandekar and

7/ It is also noted parenthetically that Modi, having placed the two
estimates together as alternatives (Mody 1980 tables 1 & 2), proceeds
to.use the 1975 estimate as "a useful reference point" in order to
show that "if they had'been used in conjunction with the estimates
of producer goods flows Mundle would have concluded that there was
overall a net inflow of resources into agriculture during the period
studied by him" (Mody 1980 p.5). This may be convenient to Mody's
line of reasoning. But it is difficult to see the justification for
using my 1975 estimate in this manner; placing it on an equal footing
as it were with the 1977 revised estimate and suggesting that if only
I had stuck to it I would have reached a different conclusion; for
Mody is quite aware that having constructed the earlier time series
I late found the commodity classification errors in it and had to
replace it by the revised 1977 estimate where this error was rectified,
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Sath concluded that the richer sections xere beinj increasingly

under re,,resented in the DSS data. They even gave some ̂ rima-fhslo

reasons as to why this night be happening. It would follow from

4- n-Hon that foodgrain consmption, which

the Dandekar Rath contention thatin the poor man's basket, gets systematically

holds a larger share m 
P
4 ram tural items like durable goods,

over estiiaated while non agr 

^ 
1^ 4-

which are typically consumed by the rich wou ,ge

services etc. whicn ax 

. +v,a4. 4f

iu ji, r, MqtI ) first pointed out that

+
 ■ However Bardhan US'T -'

under estimated. Row 

4>ia+inrs

^ the appropriate price deflatiors

Dandekar and Rath had employed the app P

■oaodeKar anu 

discovered

^■i«nns the anomaly they naa aico

in thair 

Subsequently Srinlvascn,

r" "I r:.!.:: 
- ■—

and Rath'c- prima facie 
^

bias were themselves quite untenable. 

.

native level the comparisons by Mukheroee an

M the aggregativ 

Hadhakrishnan and

as well as that y 

.

Chat tor jee (.197^^; ns 

- 
. 4. 

the official and

,,074) show some difference between the o

Vnidyenathan (1974) 
^ 

, 3g,.6,, .5/

■p nonsumption expenditure,

MSS estimates of 

recounted for by statistical

However the 

and methods of estimation.

error margins, 

the difference

„f the above authors have asserted that the Si

Certainly none Of the apou- o 4a the NSS estimates,

implies a bias m the1  7 . gg also Mundle (1975).

s/ On this poin 

Tabl© 3

ivioax V 
Rfldhakrishnan, vax or 

official estimates.

Srinivasan, "^^gigtently hglou the official

estimates were
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Turning to the pattern of consumption expenditure, which

is of more iEoediate relevance to us, it is well known that the

NSS data is the only available source for getting a continuous

time series of expenditure patterns. However for some years

we get cceparisone between the NSS based estimates and estimates

based on the product flow method for specific commodities. Such
comparisons show that the NSS estimate are usually larger than
the product flow estimates for items like foodgrains and -fuel
light'. For most other items the NSS estimates are lower.
(Mukherlee 1969. Nukheryee d Chatterjee 1972. Rudra 1972. Sninivasan,
fiadhakrishnan 4 Vaidyanathan 1974). However these specialists
researching on the subject have seldom attributed the differences-
in particular the higher foodgrain consumption estimate - to en
-over estimation bias in the NSS data.

-oner-lly attributed to differences in
The differences 'iro ..uner-iiy

concepts, methods and coverage and so far as scientific validity
is concerned the preference generally seems to be in favour of
bbe NSS estimates over the produbt flow estimates. To cite one

■expert opinion, Mukherjee &. Chatterjee (1972) state.
"Since the empirical basis of the product flow estimate is

even weaker than that of the survey estimates for the components
cf consumption expenditure, in view of the application of relatively
arbitrary allocation ratios and distribution margins on the values
of output as produced, this discordance does not unequivocally
establish that the survey estimates are at fault, in view of their
stable patterns and systematic change".

Rudra (1972) in even more categorical in his preference for
the NSS data. He statess

jl
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''The fact that the Residue Egtiaate of the CSOi^.; have

the stamp of authority and other Residue- Estimaies are al^o bip^ely

related "to the official estimates of national inoone does not give

these estimates any particular claim to superior acleh^ifio value*

As a natter of fact superiority of scientific value undoUntedly

attaches to the NSS ©sti'"\tes. The NSS estimates of indlvidiial

commodities are the only estimates which permit of their errors

being dealt with by probabilistic methods"

And further:

"There is no reason however to think that for foodgrains

for which NSS estimates of consmption is higher than official

estimates of available supply for human consumption are over

estimates-it is more likely that the official'estimates are

underestimates'4^

Mody commits precisely the error which Mukherjee & Chatterjee,

Rudra and others have cautim-d against. He cites a recent exercisu-

by Sarma & Roy (1979) which shows as usual a higher^ consumption of
foodgrains based on NSS data as compared to that estimated from the
National Food Balance Sheet and interprets the difference to imply
that "the NSS significantly over estimate foodgrain consumption";
going on to concindo that, this 'bias' could lead to an ovarcstimato
Of foodgrain erported by agriculture of the order of 20-30 Percent.

'  ' " J.U 4. -In -the case of some specific
10/ It must be pointed out here durables Rudra holds that

items like gadgets and ^ g However I am sure that evenitems like gadgets anu uwx However
the, NSS figures are at hanc
Mody would agree that tne p insignificant,
involved in such items would be qui
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It only remains to point out in fairness to Sarma and Roy that

they themselves do not draw any such rash conclusions from their

exercise. Like others writing on the subject before then, Sarma

and Roy also point out that the two sets of data are not really

comparable because of differences in concepts, methods of estimation

etc» Furthermore while noting possible limitations in the NSS data

they draw pointed attention to the limitations of the food balance

sheet data itself such as its failure to take account of stocks,

the implausability of a fixed retention/wastage norm of 12.5^ of

produc-tion, etc.

To sun up the argument, niether has Mody established that

my intersect oral, resource flow estimates are highly sensitive to

•biases' in the NSS data nor is their a firm basis to his claim

that the NSS does in fact significantly overestimate foodgrain

consumption. His claim that in using the NSS data I have substantially
overestimated the fcodgrains export, and hence also the total resource

outflow, from agriculture is thus not easily acceptable.

4^ The Distribution Margin Mody's second criticism at the empirical

level relates to the handling of distribution margins. For reasons

spelt out earlier (see section 2 above) the measurement of inter-

sectoral resource flows, when defined as the balance of trade,

requires that in our computation of imports by agriculture from the
non-agricultural sector should be valued at prices gross of distri

bution margins,^whereas exports should be valued at prices net of

n/ And also gross of indirect taxes in my view. See the discussion
in Section 2 above.

,  I
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V/hile I vras able to follow
these nargins i.e. producers p

this procedure approprietely in the case of producer goods erporto
arrd i.pcrts as also the ioport of ocnsuner goods ty agricuiture,
it »as not possihXe to estioate the consumer goods exports fror

^  r. prices since the N3S consumption data xs-agriculture at producer prxces sx
.  except for the own produced consumptxon

valued at. purchase prxces except
V , , Though I had pointed out this problem at theof farm households. Thou^,

time Of the original erercise.i^f not able to indicate .y
titative magnitude for the order of the bias involved. Basrnyquantitative ,,3

T .p nn a recent exercxsc uyhimself on a re

^  nnrtial evidence to show that
now provided atleast some partial
involved may be quite significant.

•  .oread for rice during each quarter,pata on average price^^
starting from danuar > ̂  ^

1973-74 in given 3,3,3 tn

•  a that over estimation on this aoQO , ,each period, ^ figure much lower
f 20% to 30%.' I myself would p -

,  f the sir states the price spread is of the
since in four ou o hr.rv-.o tv,:

under of 1 4% to 1 5% during the , s t quei
e  V ,v of the marketable surplus of net

season during which the _ ^ee that the di.otii-
V Ots Moreover Modi would certainly agree3, the markets. _ 3,3,us a,,es

■Pnr the rice crop alonebution margxns j-lnterosti^
jy J Mody is l®"®^^MSdirquestionfny ignoringenough, f^l^3«^reeptual level, he p.7). ^or while

margins at .^^-pical signif^^^^ . original critiquerealise i^J „oted this ^ore than one occassion
Mody nay not attention to i vjMrdfe^977h"t37;Hundle l93l P.66-").
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TABLE 1

RETAIL FARM PRICE SPREAD IN SELECTED STATES

Source;  Joshi & Sharaa (1979)

L

11960-61 to 1965-66 1966-67 to 1973-74! Between

STATE QUARTER
.

Average
Price

Spread
{%)

Coef fi cient
of variat
ion (^)

Average
Price

Spread
w

Coefficient
of variat
ion (/^)

Periods
Change
in spread

(5) - (1 )

(1) (2) (3) (4) (5)

ANDHRA

I
II
III
IV

15
17
25
24

62.55
55.98
85.09
66.50

18
19
25
51

105.54
104.54

65.61
60.06

+3
+2

•  +2
+7 .

BIHAR

I
II
III
IV

15
25
35
24

156.59
60.69
41.00

110.58

15
22
36
24

133.75 '
55.35
27.49
.27.76

0
-1
+1
0

KARNATAKA

I
II
III
IV

14
20

26

140.56
68.19

95.25

•  14
.  1o

26
25

179.99
84.10
46.95
81.97

1  ̂ '
-4 i
-6 "
-5 i

ORISSA
n'

III
IV

14
21
22
20

118.52
49.33
51 .94
74.13

15 •
31
47
33

127.06
95.51

112.96
94.82

1  +1
+10

1  +251  +13

i  TAMIL NADU
1

1
1

1

I
II
III
IV

i
;i8
<20
:22

53.54
64.17
51.31
26.18

19
21
22
25

74.85
67.00
55.81
57.14

+1
+1
0

+1

!  ■
I  ,-/EST BENGAL
1
1

1 II
III

IV

•27
'22

<50
»

.  46.21
99.67
46.10
41.18

30
28
34
33

25.46
102.21
97.13
48.29

+5
+6
+5
+3

1  i
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not provides us with an adequate statistical base from which to

gauge the distribution margin on the total export of all food crops

and other consumer items like milk, fish, meet tobacco etc- from

the agricultural (and.allied .activities) sector as a whole. Neverthelea

I an in full agreement with him that the unavoidable inclusion of the

distribution nargiii in the valuation of agricultural exports does

introduce a significant upward bias in the estimate of net resottrce

outflow. Hov/ever, for reasons, explained below, I would not go so

far as to conclude that adjustment for this bias would give us an

overall net resource inflow instead of my present estimate of a net

resource outflov/ during the period between 1955-56 and 1970-71 .

5. The Time Profile: I turn now to the question of the pattern of

resource flow over time. This discussion arising out of my original

estimate and Mody's subsequent critique has unfortunately focussed

almost entirely on t'l^ lirection of net resource flow i.e. whether

there was a net o.utflow from, o- inflow into, the agricultural sector

in different years. The responsibility for this is largely mine I

suppose for, evidently; I had not made it sufficiently clear at tho

outset that what really counted for my basic thesis -where I attemi ted

to relate the phenomenon of industrial stagnation since the mid

sixties to the pattern of intersectoral resource flows (Mundle 1977a,

1981) - was not so much the absolute flows in individual years,

whether positive or negative, but the changes in these flows over

time i.e. the tine profile. In particular I was concerned with

verifying the hj^p^thesis that upto about the mid-sixties the resource

flow pattern was shifting against agriculture and subsequently the
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pattern changed progressively in favour of agriculture atleast
1 3/

up to the end of my reference period in 1 970—71 . In short the

hypothesis required that the tine profile of net resource outflow

from agriculture should follow on inverted u-shaped path, with

a peak being reached around the nid sixties, regardless of whether

the absolute magnitudes on that path lay above or below the zero

net resource flow line.

As It turned out my time series of resource flows between

,951 and 1971 followed eraotly such a path and for most years the
absolute magnitudes happened to be above the aero-net resource flow

The validity of the inverted u-ahaped path has now been

questioned by Mody (1980) who feels that it is more likely a
statistical illusion. I shall try to show that this is not the
case.

Mody's principle argument here is once again based on the
distribution margin on agricultural erports as evidenced in the

data of Joshi d Sharoa on price spreads for rice in sir selected
states. His contention is that the price spread on agricultural
consumer goods has been increasing, thus resulting in an increasing
over estimation bias which for the increasing resource outflow
from agriculture in my estimates. There are a number of problems

4. Tr-ir'c,+ it must be noted that my resource flowwith this argument. First xt mus
7  mrZI^ow pattern where the net inflow into

1j/ Notice that the early fifties to about the nid
agriculture ^ increased (i.e. a negative outflow
sixties and ^ ^ ^ g consistent with this hypothesis
throughout) would ts positive net outflow from

"''ihtre arougtort! increLing at first from the early
?fmerto the mid sixties and then declining.

U/ See Table 2 here and Ch.rts 1 »■ ' 'u .M.,.WT-dv.0.a7.'7J2l «
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series shows an increasing resource outflow from agriculture between

the mid fifties and mid sixties (See table 2 Col.3). But the only

Table 2

Real Resource Outflow from Agriculture

1951-52

1952-53

1953-54

1954-55

1955-56

1956-57

1957-58

1950-59

1959-60

1960-61

1961-62

1962-63

1963-64

1964-65

1965-66

1966-67

1967-68

1960-69

1969-70

1970-71

(1)
NET EXPORT OF

CONSUMER GOODS

(2)
NET EXPORT OP

PRODUCER GOODS

Rs.Crores, 1960-61 pri<

(3)
NET RESOURCE OUTFLOV

(1) + (2)

787.59320.99

952.57405.90

363.53511.70

70.46592.94

151.62695.36

475.72802.87

367.88942.99

314.071061 .38

1 232.21

695.431424.70

751.771 370.29

848.7;1416.05

946.101404.08

358.621345.65

256.871322.77

1 243.57

-544.8'1087.22

-52 M !990.28

-713.08888.97

-762.04,659.30

Ob£
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noi

car.

i
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dur
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13/

16/
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observation we gez iroia the Joshi & Sharna paper which might be

considered as falling within this period is the average price-

spread over the years 1960-61 to 1965-66 (See Table l). It is

not clear to me how from this single 'average' observation we

can infer that the price-spread, and hence the upward bias in

resource flow estimates, was increasing during the period.

Surely we need two erv^tions atleast. And that we get only

in comparing the prioo spread average for 1960-61 to 1965-66

with the same average for 1966-67 to 1973-74. Assuming for the

moment that the latter figure is significantly higher, than the

former; this would presumably imply that the distribution margin,

and hence the 'upward bias' in my resource flow estimates, had

increased by the late sixties. But this is precisely the period

during which my time scries shows a decrease not an increase in

the resource outflow, in which phase of my time series do we.

1 5/ Actually Mody's basis of inference is different. He employees
some price spread elasticities with respect to population etc,
computed by Joshi and bharma to estimate the increase rate of
price spread for 1960-61 to 1964-65 from the independent
variables- (Mody 1980, table 7). His computation however is
purely hypothetical. For while Joshi and Sharma have not given
the functions from which they computed their elasticities they
do state that these were linear functions fitted to observations
covering the period 1 960-61 to 1973-74 and gave coefficients of
explained variation of only around 50^. It is easy to see that
little can be inferred from these computations about the period
1960-61 to 1964-65 since both the best fit functions as well as
the corresponding elasticities for this sub-period could be quite
different,

16/ Mody has ajcplained this away as being simply a case of
^ beinAountLed by another one, the latter hlld|edly arising from

my adjustment of the NSS consumption data to natch with the CSO^t:!'auch that what we see is
biases (Mody 1980, p.io). ^ Ig to natch the CSO
the resource flows without f" ̂Jte^ed but not the
data only the absolute magnitude would be aaata oniy uu Also the sharp increases in tne nex
invqrse u-shaped putt.. . iqfi:5_64 v^ich Mody thinks would not
inflow 6f consumer *i=h^__o y^
_bp_^h_a.T'vad bill: for
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really see the distorting effect of an "increasing price—spread"?

canSecondly it is doubtful whether the 'Joshi & Sharma data

really be interpreted as indicative of a significant rise in distri

bution margins for consumer goods exports from the agricultural sector

as a whole. Joshi and Sharma do note a substantial increase in the

absolute magnitude of price spread, but farm and retail prices also

increased. What counts for measuring changes in distribution margins

is the relative share or proportion of price spread in relation to

price. It will be noticed from Table 1 (Col'.S) that in relative terms

the increase between the two period averages is really negligible—in

fact negative or close to zero—in three out of the six states and

also quite small in all the other states except Orissa. Since these

increases are not statistical estimates of trend but simply a comparison

between two period averages and the differences themselves are so small

while the coefficient of variation is rather high in both periods

(See Table 1 Cols. 2 d 4). I doubt whether we can say with confidence

that the data shows a sustained increase in the distributive margins

over time. Moreover, even if we grant for the sake of argument that

this is true in the case of rice in the six states for which we have

data, surely we cannot unequivocally infer from this that the pattero

is generally valid for all consumption goods exported from the agri

cultural sector as a whole in the aggregate of all states.

Finally, Mody's argument about the inverse u-shaped time path

being a statistical illusion runs purely in terms of the biases etc-
in the consumption goods flow. However it will be evident from the
d,ta presented in table 2 that the safe inverse u-shaped,ti-e
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which we find in the aggregate resource flov/ pattern (Col.3) is

also evident in the pattern of producer goods flow between the

sectors (Col.2). Thus while the sharp increase of consumption

goods inflows since 1963—64~~^certainly accentuates the down phase
of the aggregate tine profile, the turning point behaviour of the

latter basically reflects the pattern of producer goods flows over

tine. And so far as the inter—sectoral flow of producer goods is

concerned, ny own reliability tests (Mundle 1981) apart, Mody

hinself has constructed independent estimates which he claims

agree closely with mine (Mody 1 9*79 p.65)»

In view bf the forgoing we must conclude that the inverse

U-shaped tine profile of resource transfer from agriculture is not

merely a statistical illusion as Mody believes, but a raal^phenonanon.^

And as a real phenomenon its immediate proximate causes can also be

identified and analysed. As I had denonstrated in my orlelnal exorci.se

(Mundle 1977a. 1981 ) these de'teroinants of the pattern of inter soctera
resouroe flow can be analysed into hasioally three sets of factors
The changes in the relative rate of grow«r of output between agriculture
and non-agriculhrre, changes in hie inter sectoral inpnt-output relatrons

^-in«ilv the inter sectoral terms of trala.between the two sectors and finally the in
a- tad that the real resource outflow would be relatedThe model predxcted that tne re

inversely with the terns of trade, the growth of agricultural output
the .on-agricultural input coefficient j;

„.Td he positively associated with the growth of
.  , „„rfficient of non-agrioulture. Multi...

icultural input coefficie ^
r and semi log forms, to test tb r. .

admittedly a rather crude

and the agri<

regressions-were run, using linear

predictions enpirically^__;;;ljfliill!ilf!



22
• • • '■ - fJ'i>■ ■.; -fM»  '. v" '.^.^. '' 'r'.vNJL-i A ■-)-

teat, the resulta turned out to ba bettor th
'tetter than orpeoted. Theene OT ma the coemaienta were as preddctad d„ both tUnottoaal

0^-. the values oT the coemcients bain, an si,nlnoant o-
"early aignlTloant at the level la the Uuaar Tom and dn both
~ ooemodent oT erpladned vardatdon vas as hd.h as around

A SuDpiiiff Up

To oonoluda I would say that the state of the ddscusodon
between Modd and na ds as follows. So far as our differences at
the conceptual level are concerned these seen to ne to be confuaio.-.s
arising out of asking different questions rather than offering
different answers to the sane question. This seens to be ospecially
true of the concepts of resource flow that we have employed. While
I have defined the Intersectoral flow of rosourcos to mean the
Interseotoral balance of trade, Mody has been primarily concern,-
with Viewing the resource flow as the net savings transfer. Once
this has been clarified. I think there is little ground left for
disagreenent-though Modi would probably still Insist, so far as
the treatment of indirect ta.ves is concerned, that Imports by
agriculture should be conputed net of these taxes.

Our substantive differences arise in the context of ny
enpirical estinates. IVhile it is true that the WSS ba sed Gsticiatvis

of foodgrain consunption exceed those based on product flow esti.u-^tes

I do not agree with Mody that this nust necessarily be interpreted

■A!v.

16/ For a more detailed discussion of these-issuea see Mundle (l'j>Sl)
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as an over estination bias in the NSS data and hence in y

estin.ates of a/jricultural exports of consunption goods based

on that data.. On the contrary I have cited sone speci.alists
-fiPld who would hold that it is the productresearching on this lieio wnu

■u n *>01 i able The position regardingflow estimates which nay be less reliable.
consuoer durables Is less clear but Mody would probably concede
that the oagnitudes involved here are not so inportant.

I would also not agree with Mody that the inverse u-shap'ed
tine profile of ny resource flow series is a nere statistical.
IPlusion. 1 bave tried to show in this content why Modi, argunents

n  V, -fVao +iirninfi' point behaviour.= not easily acceptable and why the turning.pchoTG are not ^
taken to be a real phenonenon-rinw nattern can be. takenof the resource flow p .

well explained in-terns of its proxina,te_d^terminan
Pinally wbile there can be gi3agreenent.abou^th.->=^\ I would agree with Mody that the inclusion ofof .iaa involved, • ^ ^ ...putation of

distribution nargins and m irc^^^^ ^ gigmficant over
agricultural consumer goods expor attention to

1  . « Indeed I had myself firsestination bia . Unfortunately there is m;
•  thP orip-inal exercise,

this problem m the distributive
ripans of adjustingsatisfactory n , in the NSS consunptLon
. vri pasily separated out m ,margins cannot ,,,tainly not go so far as to

However I ̂:penditure • ^©uld turn ny

.goat. . -y does, that adO-^ ^ ^
period since the nid fiftie

ex

su
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I say this because Mody has concentrated, in his enpirical

critique, in identifying nainly the sources of over estination

bias in oy resource outflow astinates. There are however other

limitations of the estimate x^hich I have pointed out elsewhere

(Mundle 1977a, 1980, 1981), such that in the final analysis it is

difficult to say unequivocally that the estimates are either over

estimates or under estimates. For an illustration in terms of

Mody's own critique, it is evident that if we ^id accept his
W V

suggestion of computing agriculture's imports"°W^PS^P®fcirect

taxes then this would introduce a very substantial escalation in

the resource outflow estimates which could offset or even more

than offse't the opposite .effect of a revaluation of exports at

prices net of distribution margins. Wo may well end up with

resource flow estimates which are not very different from, or are

even larger than, ny own estimates.

The conclusion I would drav; therefore is that my estimates

of intersectoral resource flow are no more than a crude first

attempt to construct a time series for this variable and we shall

have to interpret it with due caution. Since much of this crudenese

has to do with the nature of the data itself, it is not easy t.. so.;

how improvements nay be brought in so long as we are constrai

work with the sane basic sources of data. But nevertheless one

if#

hopes that it will be jjossible to replace

attempt soon by others which are more re

the results of ny first

fined in atleast some respects.
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