
IL. 14 NO. 3 SEPTEMBER 1993 

, , - .  . * I . < '  
A .. ,. . Deepak Gupta 

, - . .. ,, .. -. I 
; . .  [;; .-;i- 

n~ . . . - '.I ; . Industrial Employment in the Eighth Plan .*,:- .,,, : ..., - .,.- - . .- ., 
F : '  , ,.,{i - . ,  , . . . .  ' 1.'. ' ; . - * ' .  < .  

8 8 ,  r- 8 - 8 8 * 
# .+ .. Issues and'options ";.: ! . . . - .  ..: .AS 

. 7  

- .  . 8 ;: J, I.;.. -7;. "' . . 
L . ' I - .  ' 2  I ! -  

, . ?  . 239 ., # #.. ...% .' ' '' .:: - 
I _ . I .  -& 

- ' ' , ' , ,- ' . . I#..:-' :;. ,.2z 
. - ', , A  

, cLL . , - I -  .:':~! - - 8 ':- , 8 8  

r , ,  - I' _ 
, L ' - - .  , ' .- ! ., , -':x -- w . . .  . - . ,- - 

. . . a ." c." .. . s-. 
- ~ . . ' . ,, , -.. . <: 

1 % .. . ;:'I 
BookReviem ~ - . . .  , - ,  . I I ,.. i .  . I - 

jagannath.m
Rectangle



Editor 

Associate Editor : - 

H.H. Harr~zan 
G.S. Hltati 

The Reserve Bank of India Occasional Papers contains contributions b y  
the Staff of Reserve Bank of India. Articles, notes and reviews published 
in this journal do not necessarily reflect the views of the Editorial 
Committee or of the Reserve Bank of India. Responsibility for the views 
expressed and for the accuracy of statements contained in the contribu- 
tions rests with the author(s). 

There is no objection to the material published herein being reproduced, 
provided an acknowledgement of the source is made. 

Subscription rates l i ~ r  1993 are : 

Inland : (i) Ks. 140 ( l i~ r  four issues of thc 1993 volumc inclusive or 
pstagc). 

(ii) Ks. 35 (for a singlc issuc of thc 1993 volumc iticlusivc of 
postage). 

(ii) S 100 (for four issucs of thc 1993 volume incltrsivc of 
rcgistcrcd air Inail chargcs). 

(ii) S 25 (for a singlc issuc of the 1993 volumc inclusivc of 
rcgistcrcd air mail chargcs). 

Thcrc is no s p i a l  ralc for any category of subscribers. Subscriplions and ordcrs, 
acccrrnpanicd by clicqucs/drafts drawn on Bombay in favour of Kcscrvc Rank of India, 
shoultl be sent to : 

Thc Director, 

DKRI' (Salcs Section), 
Dcpartmcn~ of Economic Analysis and Policy, 
Kcscrvc Rank of India, 

Amar Building (Gn~und Fl<x)r), 
Post Box No. 1036, 

Rotnbay-400 lYll (India). 

All o1Ilcr corrcspondcrlcc may bc addrcsscd to thc Editor, Kcscrvc R;~nk of lrldl 
Occasional I'iqxrs, DcpartmcnlofEconomic An;~lysis dlr. l'olicy, Rcscrvc Rink of Indi, 
Post BOX No. 1036, Rnmbay-400 023. 



RESERVE BANK OF INDIA 

OCCASIONAL 
PAPERS 
VOL. 14 N0.3 SEPTEMBER 1993 

-- 

ARTICLES 

Monetary Expansion and Inflation in Asian 
Clearing Union (ACU) Countries 

Deepak Mohanty and 
Rajiv Ranjan 

NOTES 

Industrial Employment in the Eighth Plan : 
Issues and Options 

Deepak Gupta 

BOOK REVIEWS 

Economic Liberalization : 'No Panacea 
D. Anjaneyulu 

Page 

Theoretical Issues in Development 
Economics 

Tapas K. Chakrabarty 259 



Puhli.shhe 11y A. Vusurlcvanjor I / ~ C  RCSC~VC Llonk oj'lnrlic~ atulprin~cd /)y him of Karturrcrk Orion 
Prc.r.s, 17-18. Prospect Chrmrl)crs Anncxc.. D r .  11.N. Hoorl, For[, h'onrhciy - 400 OUI. 



Reserve Bunk o/lndia Occasional Papers 
Vol. 14, No. 3. Seprembsr I993 

Monetary Expansion and Inflation in Asian 
Clearing Union (ACU) Countries 

Ileepak Mohanty & Rajiv Ran.ji~n* 

Thisp:~pcr attcnipcs to analysc the inflationary process in the ACU coimtries 
during the pcriod 1970 to 1990. in an effort lo itlcntify thc inllucncc of both nlonctary 
and structural factors. Tlic stutly rcvcals that tlic nlotlcratc infliition ratc of ACIJ 
countries, cxccpling Iran, camouflagctl some intcnsc in flittion cpistxles during tl~clnst 
two decades. While the incomccla~ticity o f  dcmnnd for nioncy showcd witlcvi~riation 
 cross low inconlc A C U  coimtrics, the intcrcst ratc showctl thc dcsircd invcrsc 
reliltionship w i ~ h  nioncy tlemantl. Apnrt from money supply, struct\~ral raclors such as 
agricultural output, import priccs ;11it1 fo(nI 1)riccs were found t o  hnvc had 11i;ljor 
inllucnccs on prices. Thcobscrvcd ncga1ivccorrc1;ition bctwccn growth and infl:~tion 
would nlc:in ttiat mr)ne~i~ry policy Iii~s t o  hc:~r ltlc ~csponsibility of containing inllation 
whenever fiscal ;~ctions or cxtcm;~l shocks or  supply rigitlitics bccomc dcstahilising 
since any rrcconlnlodi~tivc action would gcncratc price incrc;lscs. 

1. Iiitrocluct ion 

1.01. lnllalioil is an issue of mr~jorconccrn ro all lhc counlrics, in particular, 
Ihc ccnl ral banks. This is bccausc, illc conscclucitccs of unchcckcd inllr~lion can 
bc catastrophic. Dcspilc tliis r-culisation, tlierc isnocIcarconsc~\sus on thcgcncsis 
and conlrol ol' inllnrion, p:l~zicul;lrly i n  dcvcloping counr~ics (DCs). whcrc 
struclu~tl f:~ctors arc prcpondclant and t1il'li.r i l l  nature and inlcnsilics. 11, 
Lllcrelhrc, bccomcs ncccssary lo Ilavc a clear u n d c r s ~ : i i ~ i  o f  the pi-occss of 
inflation in inclividual counrrics. Utirlcrscoring this poinl, llic hcads oflhc Ccr1lr;ll 
Ba~iks ol' Asian Clc;~i-iliy Uilion@ ( ACU) i l l  llicir Twcnric~ll Board Mccrin~hcld 
* This stucly was prcp;rrctl by Sllri Dccpak hloli;in~y, Director ;mtI Stlri K:ijiv K;~nj;~ri, Kcsc;~rcli 

Officcr in ~ t l c  L)cp ;~r~~i lcn~  or Economic Analysis and l'olicy of thc Kcscrvc Rank of India. 
li)r tllc Ro;ird o f  Uirccrorsof thc: Asiilri Clciiring Union (ACU). Tllc authors wish to cnprcss 
tlicir gr:~titutlc to tllc ACll Hc;id Quvrtcrs ;it Tcllriln, Iran. p:rrticiil:rrly hlr. M. Firouztlor, 
Gcncr;~l hl:rn:igcr, ant1 tlic Centrill R;~nks of ACU for their co-opcr;ition. The al~tliors arc 
~ ~ ; I I C  ful to Llr. C. K~ng:ir;~jan. Govcrnor itnd Sliri S.S. Tnrsporc, L)cputy Govcrnor, Kcscrvc 
Rank ol' Iridi;~ I'or ~l~cirv:ilu;ihlc suggcstioas. The authors ;trc intlcbtcd t o  Dr. A. \rastltlcv;in, 
0ffic.cr-in-Cll;rrgc, L)cl>itr~nicnt o f  Economic An;ilysis ; t~ l t l  I'olicy, for guitl;~ncc and 
cncoiir;igcmcnt in ~ > r c l > ; ~ i ~ t i o n  (>I' 1I1e Study. Thc  ~cclinical ant\ sccrc~ariitl r~ssistancc 
rcn~lcrctl l ~ y  hls. l);ili\l~:i l):~r;ilii~ :I I I~I  Sliri Ail. Jos1iir;io is  111:1nkfiiIly i~cknowlc~lgccl. Tile 
~ u t l g c ~ ~ i c n t s  cs~>rcssccl in tlicrcpor~, howcvcr. arc tllosc o f  ~ l l c  authors. Ncctllcw io say. any 
errors I I ~ ; I I  11i;iy rc11i;iin arc t l ~ > s e  of tlic ;ii11110r<. 
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at Kathmandu in May 1992. proposed thal inflation in ACU countries may bc 
cxa~nincd so as to scc the inllucncc oSmonctary and non-monetary factors on thc 
in flat ion phcnorncnon. 

1.02 In this study, iin attcmpl h;is bccn madc Lo look at Lhc inllalion process 
in tllc counlrics of ACU, indivitiually as wcll as collcc~ivcly as a group. Furlhcr, 
an atlcmpl has bcc~i madc to cut across traditional approaclics lo inflation, and to 
vicw lhc problem by examining tlic possible hctors - monctary and structural 
-behind tlic inllntionary phenomenon, in parricul:~r, the idcnli fiablc cpisodcs in 
tlicsc countt-ics. For the purposes ol' lhis study wc hlivc rclicd largely on annual 
lime scrics data av;iilablc in tlic Annual Rcjx>rts of ccntrill banks of ACU 
countries and tlic di~ta reported by mclnbcr counlrics o f  the Jntcrnational 
Monclary Fund forlhc Inlcni;~lional Financi;~l Stalistics. Tlic timcpcriod covcrcd 
is reasonably lorig - gcncr;tll y o('t~~cnty-ycars beginning 1970-71. The choicc 
of Lime pelitxi is tctnpcred nor only by the availability o f  data but also by thc 
objective ol'capturingmrljor supply shocks, Sorcxamplc the first oil shock, which 
sccrns to havc in flucnccd thc long-run 1.~1 alionships among major cconomic 
vtlri ablcs. 

1.03 Wc hnvc iinalyscd tlic problcm ofinllationinc:~ch ol'thc ACU counlrics, 
both from dcmand and supply anglcs. On llic dcm and sidc, tlic annual data on 
moncy, ou~p i~ t  and prices trace out the year-lo-ycar movcmcnt in thcsc variablcs 
am1 alsoidcntify inlla~ionarycpistxles. Thc rcducctl form moncy dcmandcqunlion 
has bccn tricd out by rcgrcssing broad rnoncy o n  output and interest raic to bring 
out thc long-tcnn rcl;~rionsIiip among thcsc variablcs. Tlic choicc of thc intcrcst 
rate variable which approprintcly rcflccls the opporlunitp cost for holding moncy 
oflcn poscd a problcm duc to the rcgulalcd naturc of tlic linrincial systcm in the 
counttics under rcvicw at sotnc stage or thc ollicr during tlic pcritd as  a wholc. In 
most cascs, tlicrcforc, averages oSdcposi t inlcrcst ratcs wcrc considcrcd to bring 
itbou~ ;I Ilcxibiiily l o  the riltc variable under thc assumption thal counlrics would 
oficn cnsurc Ihiil lhc inlcrcsl r;llcs ;ire posilivc in rcnl lcrms. In thc casc o f  India, 
howcvcr, the avcragc money markct rate, which is rcprcscnlalivc of short-tcrm 
markcl-rclatctf inlcrcsl nlc, has bccnconsiclcrcd. A s  for the sources ofSro*tti in 
liquidiry, lllc prcssurcs cm;~riating frotn thc cxtcmal scclor ~lnd from thc compul- 
sions ordomcslic budgetary operations of the govcmmcnl have bccn trikcn into 
account. The movements in income velocity oSmoncy ;lnd moncy multiplier liavc 
also bccn urilizcd l o  provide analy~ici~l pcrspcciivcs. 

1.04 On llrc supply sidc, ~ h c  ~rcnti i n  gross tfomcstic praluc~ (GDP) of each 
counlry is ;lrl;~fyscd with cmpli;~sis o n  GiIP accruing Srom oil sccior i n  llic casc 
of lri~rl arrtl I'roni ;tgr-iculturc Sor orl~cr counr tics. In rcgarti to tRc price slruclurc, 
il 1i;ts bccri vicwcd will1 rcfcrcncc lo tllc coni~.ibutio~is of i ~ s  ni;tjor component 
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groups. For cxamplc, scctors like food,priccs and fuel priccs were considcrcd, 
to idcntify thcorigin ofinflation duringa particular inflationary cpisodcor the full 
samplc pcriod. Thismethodolanalysis has becn found tobe hclpfulindctcmining 
whcthcr intcmational inflalion is transmitted on to thc domcstic scctor. In this 
contcxt, thc gcncral proposition that the risc in import priccs cxcns cost push 
cSfccton thc gcncral pricc lcvcl has bccn tcstcd and has bccn' found to bc signi ficant 
for almost all thc counlrics oS ACU. Thc cost push impact of cxchangc ratc 
dcprccintion has also bccn tcslcd for individual countrics as wcll as in thc gcncral 
motlcl ofinllation dcvclopcd for all thc counlrics. Thc gcncral modcl of inflation 
for all tlic A C U  counlrics has bccn dcvclopcd in a dumemy variablc frnmcwork 
p~imatilp to idcntify lhc structural bottlcnccks causing cost push inllation. 

1.05 Tlic study is organiscd as Tollows : Thc gcncral rclationship bctwccn 
moncy and inflation and the structural rigidities inhcrcnt in dcvcloping cconomics 
is discussed in Scction 2. Scclion 3 givcs an ovcrvicw of growth and inflation in 
ACU counlrics. Inflation in individual ACU counlrics is analyscd in Scctions 4 
to 10. A general model of inflation for thc ACU countrics is prcscntcdin Scction 
11. Finally, the major conclusions of the study arc providcd in Scclion 12. Thc 
terms of rcfcrcnce of the study are given as an Anncxurc. Statistical data on the 
major variables utilised for the study are presented in thc Appendix. 

2. Money and Inflation : The General Framework 

2.01 Inflation represents a situation in which prices of goods and services 
increase continuously over a pcriod of time. In purely statistical terms, the rate 
of inflation is exprcsscd as a pcrccntage change in thc overall price level during 
a givcn period. Onccould usc the statisticalmethod tomeasureinflation by taking 
any one orthe availsblc price indices such as the consumer priceindex (CPI) and 
the wholcsalc priccindex (W PI) but thcre arc some who utilisethe gross domestic 
product (GDP) deflator as wcll for the purpose. For the purpose of this study, 
consumer price index is takcn as a representative index i n  ACU countries with 
the exception of India whcre WPI was considcrcd. 

2.02 Tile consequences of inflation are generally well known. The literature 
on inflation has thcreforc, rightly focussed on the causes of inflation. There are, 
broadly speaking, two strands- onc crnphasizing the monctary aspccts and the 
othcr pointing lo thc structural factors at work. More oftcn than not, inflation 
phcnomcnon rc flccts bolh, but it should bc rccogniscd that given Lhc economic 
sl~*uc~urcs, policy making would havc to bc such as to kccp aclose watch on the 
movements in monc t a l y  va~ii~blcs. 
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2.03 Following thc quanlily ihcory of moncy, both in its classical and modcrn 
versions, thc rclationship bctwcen rnoncy, output and priccs can bc best dcscribcd 
by the wcll known cquation of cxchangc. 

M V  = PY 
whcrc M dcnotcs moncy supply, 

P dcnotcs pricc of an unit of oulput, 
Y dcnolcs ~ h c  amount of output, and 
V is thc incomc vclocity of moncy. 

Thus, thc moncy valuc of output would bc PY. ITonc assumcs that thc vclocity 
isconstant, thcquantityequation can bc sccn,asthc monetarists following Milton 
Fricdrnan's ncw approach to  quanti ty thcory would arguc, as a thcory of nominal 
output, which wouldimply thalachiingc in thc quantity ofmoncy (M) muslcausc . 
aproportionatc change innominal GNP(PY). Thcclassic;il cconomisls bclicvcd 
that sincc thc fiictors ol' production and production function dctcrrnincd rcal 
GNP, changcs in nominal GNP conscqucnt on changcs in money supply must 
rcprcscn t a changc in pricc lcvcl. 

2.04 11c quantity cquationc;)u~h bc rcslntcd in thc fonn of a simple moncy 
dcmand function. 

(M/P)* = kY 

whcrc M/P is equal t o  rcal moncy balancc and k is  a constant. This cquation 
statcs that thc quantity of rcal balance dcmandcd is proportional l o  incotnc. 

2.05 This linc of rcasonit~g gives risc Lo llle Lhcorclical scparalion of rcal and 
nominal vari~iblcs and in its crudc Ibrnl ;~dvocalcsmonclary ncu~nli ly.  Thus, thc 
quantity theory of moncy would imply that ttlc ccntral bank, which influcnccs 
thc money supply has thc ullimatc control over lhc rntc o f  inflation. 

2.06 In an ultimatc sense, priccs cannol risc unlcss moticy supply expands in 
rcsptlnsc r o  dcm:~nd pull o r  cost push f;;clors or both. Many of thc dcmand pull 
and cost push vcrsions ol'infla~ion llicory ciin bc convcniuntly lrcatcd as a pan of 
thc moncliirp explanarion o f  itillalion phcnomcnon. 

Inflaf ion in Developing Countries: The Slr~rct~rrt~l Faclors 

2.07 Thcrc is clnpirical cvidcncc i l l  suppon o l ' ~ l ~ c  li~ul 1h;l1 moncy, oulpul, 
and priccs rclalionsllips ant1 nloncl;iry nculralily i ~ p p r o x i ~ ~ l i ~ ~ ~ l p  hold P(XX~ ill tlw 
long run. tlotvcvcr, t h c ~  is cotlsitlcrahlc tlcbalc ;IS lo u. l i ;~~ coultf bc 111c sl\ofl run 
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causcs ofmoncy supply, or for that maucrorinllztion. This is more so in the citsc 
of dcvcloping countrics (DCs) whcrc structural Sactors iihound. I n  many DCs. 
the sharc of agricullurc in national incomc is high and the bulk ol'rhc labour Sorcc 
dcpcnds on agriculturc and allicd activities. A crop li~ilurc orcvcn cxpcctadons 
of a poor harvcst would invariably pliicc prcssurc o n  pricc lovcls. Morcovcr, in 
many DCs, the size of thc cxtcrnal scclor is rclr~tivcly small, but tl~c domestic 
economy still dcpcnds on ccrtiiin critical i~nponcd gocxis, thus ensuring thrit thc 
import dcmand is high andinelastic. For cxamplc, cxccpt for Inn.  ;)I1 tlic olhcr 
mcmbcrsof thc ACU counlries spend a m~tjor portion of their Iorcigii cucl~a~igc 
carnings on import of oil, which is critical for their domcstic prtxiuction ;i~id 
consumption slruclurc. 

2.08 Thc brllancc ofpaymcnls situation in most of the ACU eoun~rics j s  pa~dy 
dcpcndcnl on unrcquittcd transl'cr paymcnls and capital flows from expalriatc 
nationals which in luni arc inllucnccd by cxtcrnal cnvironmcnt andexpectations 
about domcstic cconomic pcrformancc. Thcsc countrics havc witncsscd pcriodic 
accumulation ofin1cm:itional rcscrvcsconscqucnt on commodity boom orinllow 
of trrlnsfcr paymcnts. If not stcriliscd by thc ccntral bank, such accrclions lead 
to monctary cxpansion placing prcssurc on priccs. 

2.09 I t  is gcncrally rccogniscd that a rise in thc domcstic price of imports cxcrts 
cosr push c ffccl on lhc gcncral price level in many DCs. This is also thc case wilh 
ACU countrics. Thc cxporl base in thesc countrics is also not vcry diversified. 
As a rcsult, thc cxport carnings arc dcpcndcnt on ccrtrtin primary cornmoditics. 
For cxamplc, Sri Lanka dcpcnds on tea and coconut, Bangladesh on jute and 
Iran on oil. Hcncc, nuctuaiions in international commodity priccs afrccl cxport 
camings, with bolh high and low export priccs havinginllationary implications 
for LIIC domcstic cconomy. A low cxport camingori~ pricc shock could aggravate 
Lhc alrcridy difIicult balance of paymcnts sirulition, cnr;liling thc nccd l iv 
dcprccialing thc dorncstic currency and, in thc proccss, push up import cobls. /I 
highcr cxport caming owing to varying pcriodic commodity booms incrcnxcs 
wiigc raic of thc cxporlscctor triggering wagc rrttc incrcascsin thc 'non-tmdal )lc' 
goods pr(ducingscctor as well. It also hnsi~nplicationsondorncsticliquidity. '1'116 
inhcrcnt inflationary impact of thcsc dcvclopmcnts invaiably wcakcns thc 
compc~i tivcncss of cxpons. Thc difficult balance of payments siluation of tllc 
dcvcloping countrics docs not Ic;lv c much room for impc~rts to augment dorncstic 
supply ol'csscnli ill commoditics in thc cvcntofa sharp dcclinc in domcs~ic output. 

2.1 0 Dcspitc large uncmploymcnt ratcs, the domcstic moncy wltgc ratcs in 
many DCs arc inllcxi blc downward. Thc organiscd 1;tbour forcc could bargain 
to kccp thc real wagc riuc higher than the markct clcnringcquilibrium wagc ratcs. 
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More oftcn than not the real wagc rates far outstrip productivity gains. Thc bulk 
of agricultural and industrial priccs in DCs rcprcscnls mark ups on wagc and 
other cost incrcascs, and as thc wagc ratcs arc oftcn linked to incrcasc in costs, 
there is a gcncral cost push cffcct triggcring off wagc-pricc spiral. That this 
phcnomcnon exists in spitc of large uncmploymcnt only scrvcs to show that 
organised labour with thc rcquisitc skills rcprcscnts a distinct and a scgmcntcd 
part of the overall labour forcc, with markct for it bcing largcly influcnccd by 
demand ralhcr than supply Pictor. In ACU countrics Loo, Lhcrc arc clauscs in thc 
labourcontracts that providc for linking of wagcs/rillowanccs with cost o f  living 
changcs. 

2.1 1 ACU countrics, barring Iran, are low incornc countrics whcrc dcrnand 
for food is highlyinclastic and uncmploymcnt lcvcls arc very high. This prompts 
govemmcnts of thcsc countrics LO undcrtakc social wclhrc' programmes, adding 
to thc govemmcnt cxpcnditurc. In addition, pcrsistcnt intcmal disturbances and 
cxtcmal aggression havc, o f  latc, compcllcd govct-nmcnts of  somc ACU 
countries to stcp up govcmmcnt spcnding on dcfcncc and inlcmal sccuriry. In 
many DCs, bccause of low tax basc thc govcmmcnls find it diflicult and 
somclimcspolitically unacccptablc to mobiliscriddilional taxcs. In such imcvcnt, 
thc govcmmcnl cxpcntliLurc would tcnd to far cxcccd govbnimcnt rcvcnuc, giving 
risc Lolargc fiscal dcficits. Govcmmcnts oftcn find i t  convcnicnt to financc dcficiL 
by seigniorage. Ccntral banks in DCs arc oStcn accommodalivc in this regard, 
raising in thc proccss thc supply pricc of Sull cmploymcnt output with thc 
apprchcnsion of' causing uncmploymcnt. This plicnomcnon has bccn widcly 
prcvalcnt in ACU countrics too. 

2.1 2 Thc proccss of structural chnngc in DCs clcarly cnlails a chnngc in 
rclalivc priccs. Sincc moncy priccs arc oftcn inllcxi hlc downwartf, changcs in 
rclalivc priccs rcquirc incrcascs in thc gcncrr~l pricc Icvcl. In a passivc moncy 
cnvironrncnl, this may wcll rcsult in an inflationary situation. Thus, both 
slructural and monclary factors arc intcrtwincd, but for analysis to bc clcar, it is  
ncccssary lo distinguish onc scl of filcu~rs from thc othcr. 

3. Growth and Inflation in ACU Co~lntries : An Overview 

3.01 Thc rcccnl growlh cxpcricncc of thccconomicsof~hc Asian Clcaring Union 
(ACU) countrics comparcs wcll with thal of tllc growlh or thc DCs as  wcll as the 
world GDP. Thc growth in  pcr capilrl incornc, howcvcr, has laggcd khintl that 
of ilaluslrial a)unlrics cxccpl Sor Sri Lmka and P i~k i s l ;~~ .  Thc cxpon pcrfor- 
mancc of thc mcmbcrcout~~rics of lhc ACU. cxccpt for Myilnmar, hits bccrl cluitc 
encouraging whcn cotnp;trcd lo high incornc counlrics (T;iblc 3.1 ). 
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Table 3.1 : Sonie blacro Inclicators 

Pcr ccnt 

GLII' I'cr Capila Inflalion Export 
Growtll GL)P Growill K;IIC Cirowll~ in 
(1980- (1  065- 0 11s Dollars 
1900) 1900) 1000) (1080-1000) 

A. Asian Clc;~ring Union 

Banglacicsh (2 10) 4.3 
India (350) 5.3 
Iran (2490) 2.5 
Ncpal (1 70) 4.6 
Pitkislan (380) 6.3 
M yarini ar ( -) 2.4 
Sri Lanka (470) 4.0 

B. World 3.2 
Low & Middle Incornc Countries 3.2 
High Incotnc Counlrics 3.1 

Figlircs in br:~ckcts ;rg;iinsl llic counlrics ;rrc pcr capita income in [IS doll;irs in IOOO. 
Sourcc: : Worltl L)cvclopmcn~ Kcpor~, 1992. 

3.02 Tllc ACU counlrics, crtccpli ng I ran anci Sri  lank;^, cxpc~icnccd 
rnodctxlc inl1itIi~)n raics during IOSO - 1900. Thc :nlcl-ugc gn1w1l-1 in Consumcr 
P~.icc Index wils Iiigllcr a( 13.5 per ccnl li)r Iran and 1 I. I pcr ccrll for Sri Lankit. 
Tllc rcsr oftlic ACU coul~trics rccordcdsinglc digit inllaliou rates. Incontnsl, thc 
inllalion rate in DCs as a wliolc avcragcd 0 1.8 pcr ccnt ~vllicl~ csscnti;~lly rcllccts 
tile hyper inilntimi of' Latin A ~ ~ ~ c r i c r ~ l ~  countrics. However, inflation in tllc 
iritlusl rial coun~rics wi\s substi~ntiallp lowcr at 4.5 pcr ccnt as compaicd lo  thc 
ACU counl tics. Evcti il'onc Iitkcs cli~la l o r  ;llo~igcr litiic pcriotl from 1975-70 to 
1989-90, rhc inlla~ion prolilc ol' ACU countrics docs not ;~ltcr vcry much. (Tuhlc 
3.2). 

3.03 Tlic growth in bro;td money ciuring ~licpcrioct 1075-76 l o  1980-90vat-icci 
bctwccn 24.0 pcr cent Ihr lril~l i~nd 13.3 per conr for Myi~nrnar. Tlic i~vcrngc 
growlli ~-alcsitiou~l>ul in tlic ACUcounlr-icsoihcrdi;~n Iran hitvc kc11 I';~i~.ly gcx)d 
will~iii ;I riIIlsc of3.5 pcrccru to h.Opcrcc~\(. Thcincr-cast ir~consumcrp~icc inclcx, 
o n  lhc otlicrIi;11111. W;IS Iliglicr in  lllc rcgio~l of 6.0 per cctil (i)r 111cIii1 ;ltld 17.7 pet* 

cent l o r  Iriln. Moncy has an itiip;tc~ boll1 o n  oulpttt imd p~iccs. 7'11~ pr-occss of 
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money crcillioll is ;I pro~"s 01'crcdil crc;~lio~l. hl011~y is crci~lcd ;IS ;I rcsult of 
crcdil given lo lllc ~ o \ ~ c n l m ~ n ~ ,  pri\l;~~c sector and ~ h c  l'orcign scclor. Sincc crcdi 1 

litcililarcs the produc~ion process. i r  has a Si~vourablc impact on oulpul. But a t  
[ilc s;mm limo 111c rise in moricy supply niscs ;lggr'cgarc dcmand wilh an upward 
pruss~it-c 011 prices. 1 Jcncc, i l  bcco~ncs ~lcccssary 10 co~lsidcr boil1 the output cfl'cct 
ant1 tl~c price cfli.c[ to judge ~Iic O\ICI.;III cSI'cct 011 lllc cco11011~y. This gets rcL1cctcd 
il l  11ic incomcclastici~y ol'dcniand Ihr nioncp. At it tfisaggrcgalcd Icvcl, i n  Kcpal, 
a blr)atl moncy growth 01' 20.0 per c c n ~  and rcal GDP growl11 of 3.8 pcr ccnl 
rcsullcd in an inllarion rittc of 8.0 per ccnl during 1975-70 to 1989-90. In 
Pakislitn,dcspi tcalowcrgrowtliol' 15.5 pcrccltr in broilti moncy, Ihc inllation ratc 
Wits 8.0  per ccnt, whicll could not hc bmughl doutn cvc;~ by ;I very high growLh 
ralc of 6.0 pcr ccnl in rcal GDP (Tnblc 3.2). This indicates that 1hc vi~liation in 
incomc clasticitp of dcmand for moncy ilcross ACU cnuntrics has bccn subslan- 
lial. The clasricity Sor moncy tlcrliand in Nepal l i~r  inslancc, has been high 
comparcd to Illat ol' Pakislan. 

Tahle 3.2 : Money, 0 1 1  tput r ~ l i c l  Priccs : 1975-76 to 1989-90 (Annual Ayerage) 
(In Per C C I I ~  ) 

B rand Rcal Consumer. 
Moncp GDP Pnccs 

Bangladesh 
In(lia 
Iran 
Nepal 
Piikistitn 
Myilnrn;~~ 
Sri Lanka 

Sourcc : Annual Rcports of rcspccrivc ccntr-rrl b;ttiks of  ACU coun~rics. 

3.04 Wlc low avcragc inflarion ntc,  howcvcr, hitlcs lhc widc year to ycnr 
Ilucluations iind somc apparcnl cyclical p;ir(cnis in inl1;ttion r;ti r c1hl:tincd in cach 
of llicsc counlrics (T;lblc 3.3). Pakis~an had ~ h c  lowcsl cingc (nl;~xinlum minus 
minimum) of 10.4 pcr ccnt, it had also thc lowcst cocfficicnl oSvaria(ion or 0.4. 
Myanmilt- had thc highcst rangc as well its a cocfficicnt of  variation ~Sncitrunily. 
In tcnns of [he mean rrac. India's pcrformancc w;a by far thc k s t  of tlic ACU 
counlrics. Howcvcr, lhc cocmcicnl o f  variation lcndcd to bc higtrcr lhan ;111 tlic 
othcr ACU counlrks cxccpt Myanm;tr. 
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Table 3.3 : Itlflation in ACU Countries : 1975-76 to 1989-90 

Mcan C(xlTicicn1 Maximum Miriin~um 
of Variiilion 

B angl ndcsh 9.5 0.6 18.8 -8.4 
India 6.9 0.7 17.7 -1.1 
I ran 16.5 0.5 28.9 4.1 
Nepal 8.9 0.5 15.9 -0.0 
Pakisl;lii 8.0 0.4 14.0 , 3.6 
Myanmar 9.9 1 .O 31 .O -4.0 
Sri Lanka 11.7 0.6 26. I 1.2 

- 

Source : Annual Rcporls o f  rcspcclivc ccnlral banks ol' ACU countries. 

3.05 An cxaminalion of the annual inflation rate Sor thc pcriod 1971 -72 t o  
1000-9 1 indicates a hcavp boul ofinllalion following ~ h c  lirsl oil shock for all lhc 
ACU counlrics, though Lhc Icnglh of  its i~npacl varied from counlry lo cou~ilry 
(Table 3.4). For cxamplc, the impncl wits cluitc scvcrc and fairly prolonged, 
bclwccn thscc to Sour ycars, l i~r  India, Myanmitr arid Pakistan. Ncpal and Sri 
Lanka wcrc affccrcd f o r  ~ w o  succcssivc ycars. A more o r  lcss similar paucm, 
lliough lcss scvcrc, could hc noliccd in rcspcct ol' tlic sccond oil shock of latc 
1070s, with Ilic cxccplion of M yanmal-. Apart I'rom lhcsc two inflationary 
cpisodcs cmanaling from the oil sliocks, many ollicr ativcrsc shcxks having an 
impact on priccs could bc idcnlilicd. They arc: : (i) inslability in primitry 
comrncxiity production, panicularlly focxigrr~ins; (ii) inclaslic niiturc o f  both 
cxpc~rts andimports which iriipingcs o n  niovctncnl ofcxchangc ritIc adtling tocosl 
push F~ctors; (ii i) tlic in flatioli indcxcd wage ~ t l c  sl ruclurc oSthc org;iniscei labour 
forcc which has tlic inlicrent tctid~ticy 10 cor~~illuously shi li tlic supply curvc 
upwards; (iv) ~ h c  cotat an1 upw:~rd pressure on tllc :tdmi~~isrcrcd priccs: and (v) 
Lhc smallcr Lax basc will1 a grcatcr rcliancc o n  lhc ititlircct lnxcs. Bcsicics, somc 
spccilic kictors wcsc at work in somc citscs. For cxamplc, Ihc large scnlc itnd 
prolongcci civil distu rbancc in Sti Larikasincc 1 087 was iin impor1;uit coiitributor 
to inllrttion in rcccnt ycars i n  that counrry. Myanmar lirts bccu d~rougl~  a prolonged 
k)ul of scvcrc inflation sincc 1087-88, rcllccting niainly the rclcmc ol' lalcnl 
inllation. Iran has bccn through prolongcci inllitlionary phasc bclwccn 1980-81 
and 1988-89 coincicting wilh tlic war pcriod. 



RESERVE BANK OF INDIA OCCASIONAL PAPERS 

T;~ l~ lc  3.4 : C'l~nsunicr Price Irlclex : <;ro\vth Rates 
(In Pcr ccnt) 

Yc;n ' Rilngl;t<lc~\l India Iran Ncp;~l I>iikist;in Myanmar Sri L;inka 

4.01 Bangladesh cxpcricnccd a very Iiigh intlalionary silualion at lhc I imc of 
ils birlh as a rialior~. In 1074-75 rhc inflation rarc was as high as 67 pcrccnt. Ii 
is only lirni 1975-70 tl~al lhc Bangladcsll cconomy could stabilisc, wilh ~ h c  
gcncrr\l price level dropping by 8.4 pcrccnt. In~llcsubscquc~lt years inIliitio11 ralcs 
wcl-c nowllcrc closcr lo t11c rille 01' 1074-75, altliougl~ B;inglacfcsh has bccn 
li-cqucnlly cxpcricncing double-digil inlli~iion. During tlic pcricxl 1074-75 to 
1990-01, thc growlh in broatl money supply workctl oul to 19.7 per ccnl pcr 
aniluni. Tlic growth in output has bccn 3.6 pcrccnt and tlic ;ivcri~gcinllatio~~ n l c  
has bccn 12.8 pcr cent. Excluding the ycar 1971-75 wliicll is clearly iln oullicr, . 
the growiii in broad moncy supply works out highcr a1 20.8 per ccnt; thc growth 
in ou~put is ;tiso higher a1 4.0 per cctit, but 111c irillation rittc is much lower st 9.4 
pcrccnt. Tl~c money supply Sor the sccontl11:~lToflllc 1970sgrcwby 21 .()per ccn1 
will1 thc ou~put grow111 3.9 pcr ccnr and lhc inlla~ion r;w at 6.7 pcr ccnl. For 
tllc 'cightics, 11iougIi tIicgrow111 in monsy supply dropptl m;~rgini~lly to20.7 pcr 
ccnl, 111c inllation ralc accclcralctl lo 10.6 per cent will1 a nitxtcsl improvcmcnt in 
oulpuf gr6wlh lo 4. I pcr ccnl. Thus, t l r  trirlc-oll. hctwccn ou~put  nnd priccs 
i~ppcors lo havc been very cosrly ns even ;I margin;~l risc in oulpul hi~s b' liven rise 
lo ;I substanliill irlcreilsc in inll;~lion ritlc (Trtblc 3.1 1. 
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Ta hlc 3.1 : Rangla tlesll : kloney, Output and Prices 

(In Pcr ccno 

Average. (Total) 

Source : Eco~~ornic Trctids, Statistics Dcparlmcnt, Bangladesh Bank 

4.02 Thc gsow~li in moncy,ourput and prices as plotled in Graph4.1 indicates 
that thc pcaks in pr-icc lcvcl appcars to havc bccn followed by thc pcaksin moncy 
supply growth during the scco~id hnll'ol'thc 'scvcntics. The relationship bctwccn 
growth of moncy supply and prices scems to havc bccn wcakcncd during the 
'ciglitics. In 1983-84 thc growth of ~noncy supply touchcdan all-timc highof42.2 
pcr ccnt followed by an cqunlly higlrgrowth rittc of 25.6 pcr ccnt, whereas the 
gsowtliin inlla~ion was at 9.5 pcrccnr li)llowcd by 1 1.2 per ccnlin thc subscqucnt 
year. Nolwithstar in ~hc lower growth ratcs in money supply subscqucntly, 
tlicrc appears ro be a tcndcncy on the par-tofthc inflation rate to hovcraround thc 
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Graph 4.1 : BANGLADES11 
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doublc- digit ligurc during thc 1980s. T i c  rclationship bctwccn growth in moncy 
supply, output and priccs could bc pcrccivcd from lhc sccular drop in incomc 
vclocilp Srom a very high valuc oSniorc than 8 in 1075-76 lo sliglitly ;ibovc 3 in 
1990- 91. Tl~c drop in vclocily has been accompanied by an incrcasc in lhc broad 
rnoncy mu1 tiplicrovcr lime, allhougli the vitluc oSl11c moncy mulliplicrhas movcd 
within thc narrowcr range or 3 Lo 4 (Graph 4.2). 

4.03 Tllc moncy dctn:tndcqualioniscslimiitcd fortllc pcriod 1975-76 to 1989- 
90 by rcgrcssing real broad moncy (Rl3M)onrcal outpul(GDPR) and cicposi t riUc 
of intcrcsl (DROI). 

LRBM = -31.2 + 2.7 LGDPR - 0 . 0 3 . ~ ~ 0 1  
(-9.7) (10.3) (- 1.4) 

- 2 
R = 0.96, DW = 1.35 

(Figures in bracket rcprcscnl 'I' stnlislic) 

Tlic pariimcrcr cslim;~lcs, as may bc sccn, itrc of 111~ dcsircd sign with incomc 
clasticiIy ol'dcmand Sormoncy (2.7) bcingliighly signi licani. T i~c  rcsponsivcncss 
lo inlcrcst  arc scclns lo  be weak. 

4.04 ' B;11ig1 adcsh is a prcdomi rlanll y ag-iculturi~l cconomy as cvidc~it 1'rr)m Llic 
hi;li share o f  ;tgr-iculrurc in GDP. Though the sh:trc of qricullurc has declined 
ovcrlitnc I'rom 49.8 pcrccnl in 1975-76loi~bou135.1 per cent,, thcrc hasnol bccn 
iIIls comnicnsuratc improvcmcntin industrialisi~~ion,asrhcshnrc o f  induslry had 
inclicci up marginally from 8.9 per cent in 1975-76 100.1 pcr cent in 1991-92. 
Though Ilie cxtcnli~l scclorol'B;~ngl;~dcsh constilulcsa rclarivcly small pall oftlic 
economy, lhc clomcsric ccorioniy is Ilcavily tlc[xliticnl on lhc cxlcnial scclor Ihr 
supply of critical irunls - capilitl gotxis. raw m;t~crials a~id some csscnliitl 
commodities. 7'11~ csrcnl:rl sccior of Bangl;dcsh, I~owcvcr, Ilas undergone 
tlynnmic ~r;inslhnnitrioli over rhc years as would tx cvitlcnl from the drr)p in 
currclif iiccounl dclicil I'rom 8.8 per ccn~ oSGDP in 1975-70 lo just 0.6 pcr cclll 
in 1900-9 1. Thcrum-arourldliasco~nc itI>our mainly duc tolnrgc i~illowoSpriv:ttc 
lri\nsfcrs whiclilins i~~crcascd Sronl3.1 pcrccnt ol'CIll'in 1075-76107.2 pcrccnl 
in 1990-01. TIic ;ro\5'1li i n  privit~c tri~~islcrs hits sig~li Iic;~~il inlplici~li<)~ls o n  ~ l l c  
moncy supply via grow~li in iOrcig11 asscls of thc hiillking syslcm. Expo1-t~ OS 
Bangladesh hiivc also divcrsi lied over ii~ilc fro111 mcrc raw ji~lc in 1975-76 lo 
rcndgmndc gi\nncnts and marinc prtxiucts by Ihc cnt! of lhc 'cigllIics. 
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with thc sccond oil shock from 1979-80 to 1981 -82. In thc subscqucnt ycars, 
doublc-digit infl;ltion ralc was in cvidcncc only in two yc;lrs - 1986-87 and 1987- 
88. Thc inflation rillc has bccn in single digit sincc 1988-89, following thc 
f r t ~ o ~ r i l b l ~  cffccts of lhc IMF-supported mcdium-lcnn Slructural Adjuslmcnt 
Facility (SAF) covc~ing thc pcriod 1986-87 to 1988-89. 

4.06 Thc prcdominancc o('agriculturc is cvidcnt in thc pricc struclurc. Fcx~d 
and agricullurc-bascd raw malc~ials account forncarly two-tl~irdof thc wcighl in 
thcpriccindcx. Thc dccoinposi lion ofinllation by ~hcsccomponcnts Sorthc pcritxf 
1974-75 to 1990-91 rcvcals that thc risc in raw mntcri;il priccs accounlcd for 39.3 
pcr ccnt of inflation, followcd by food of 38.1 pcr ccnt and fucl of 7.6 per ccnt. 
Thc high inflation ratc of thc pcrii~d 1979-80 lo 198 1-82 was mainly accountcd 
for by thc risc in fotxl priccs contributing 51.6 pcr ccnt to the ovcrall risc in the 
gcncriil pricclcvcl; lhcdirccl contribu~ionoffucl bcing14.6 pcrccnt, rcllcctingthc 
lowcr cncrgy intensity of thc Banpladcsh cconorny (Graph 4.3). Thc growth in 
agricultur:~l production Ibllowcd a cyclical pattcrn with the pcaks in growth in 
agricultur;~l pricc intlcx coinciding with the troughs in agricullural protluction 
indcx. Thc inflationary implications ofthc Iluctuationsin agricul~ural production 
is clcarly brought oul in  Graph 4.4. 

4.07 Thc expansion of broad moncy was mosrly accountcd for by ncl 
borrowing of thc govcmmcnt. The sharc of govcmmcnt borrowing, howcvcr, 
progrcssivcly dcclincd from 5 1.6 pcr ccnt in 1973-74 to 36.5 pcr ccnt in 1981 - 
82. But thc olhcrpublicscctor borrowing had goncup Srorn 30.3 pcrccntto53.5 
pcrccntduring thc samc pcricxl. But subscqucnt l o  1981 -82, thc sharc of  both lhc 
nct borrowing of lllc govcrnmcnt ant1 public scclor havc droppcd progrcssivcl y 
will1 crcdit to privalc sccror showing a subslanlial incrcasc. In 1990-91, 111c 
borrowing of thc privalc scctor workcd out lo 7 1.3 pcr ccnl oI' broad rnoncy, 
followcd by 21.4 pcrccnl Tor publicscclorandonly 8.7 pcrccnt ol'nct govcmmcnl 
borrowing, marking a m:ijor struclur;il shift. Thc ncl Sorcign iIsscIs 1i;lvc also 
played a mi~jor rolc sincc 1986-87 adding to thc total lirluidi[y in thc syslcm i n  
contrast t o  thc carlicr pcriod (Appcntiix Tablc 3.1). 

4.08 Thc i m p n  dcpcndcnccofB;~ngl;~dcsh cconom y, ~ h c  inllucncc of Ibrcign 
asscts on moncy supply growlh and 111c vulncrr~bi lily o f  thc cconorny l o  fluclua- 
lions in ogricullur;~l pr(u1uction which occur with ;~l~iiosl prcdict;~blc Srcqucncy 
could k idcncilicd as some of'rhc niiijor ~[ruclural vari;~hlcs explaining ~lic rcccnt 
i~lllalion cpisoclc in Batigl;~icsll. 

4.09 Thc structur;\l i a p c t  of irllli~tion is t c s ~ a l  by rcgrcssing uonsumcr priccs 
(CPI) on hnxld moncy (OM), ;tgricullur;~l gross do~ncslic pnrfuct (AGDP). :mml 
cxchangc r;tM (EXRT) in llic sl;~nd;~rd doublc log lOnn;~t. 
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LCPI = 2.5 + 0.35 LBM - 0.08 LAGDP + 0.37 LEXRT 
(0.4) (3.9) (-0.2) (2.0) 

2 - 
R = 0.99 , DW = 1.58 
(Figurc in brrtckct rcprcscn t '1' slatistjc). 

4.10 Thc cstirnarcd pafiimctcrs arc of cxpcclcd sign, broad moncy and 
cxchangc r,ltc wcn: found to bc significant at thc convcntional5 pcrccnt Icvcl. It 
could bc sccn that apart from growth in liquidily, thc struclural variables in the 
form orcxchi~ngc ~11c and agriculturr~l output havc had majorimpact on inflation 
in Banglr~dcsh. 

5. Inflation in lndia 

5.01 During thc 21 -ycarpcriod from 1971-72 to 1991-92, Lhc avcnge annual 
ralc of growlh of broad moncy (BM) camc down from 18.1 pcr ccnt during the 
'scvcntics to 17.6 pcr ccnt during thc 'cightics. Thc fall in the moncy supply 
expansion wiis accomp:inicd by a subslantial improvcmcnt in thc growlh of rcal 
GNPIiom 2.8 pcrccnt pcr annum during [hc 'scvcntics to 5.5 pcrccnt pcr annum 
during thc 'cigh~ics. Thc avcragc r i ~ ~ c  of inniltion also dropped from 9.4 pcr cent 
in thc 'scvcntics to 8.0 pcrccnt in lhc 'cightics. Apparently, thus, lhcrc docs not 
appcar to bc a tndc-off bclwccn inflation and oulpui; rathcr, thc improvcd 
pcrformancc of thc cconorny has hclpcd to modcralc thc inflationary prcssurc. 
Thc drop in Ihc inflalion nrc during Ihc 'cightics was accompanied by a sccul ar 
fill1 in thc incomc velocity. Moncy multiplier, howcvcr, showcd an increasing 
trend (Graph 5.1). 

5.02 Wc havc cslimalcd thc moncy dcmtind cqualion for thc pcriod 1970-71 
lo 1 9)O-9 I by rcgrcssing thc rcal broad moncy (R BM) on rcal CNP (GNPR) and 
call rnoncy markcl rritc (DROI). Thc cqualion is of gcwd-lit with thc paramctcr 
cslimatc k ing  signi ficiint al thc convcnlionrtl5 pcr ccnl Icvcl. l'hc rcsul~s ofthc 
rcgrcssion cqualion an: givcn bclow. 

LRBM = - 17.1 + 2.0 LGNPR - 0.17 LDROI 
(-18.8) (24.5) (-2.6) 

- 2 
R = 0.99, DW = 1.87 
(Figurcs in bnckcl rcprcscnl 'l' s1;ldstic.) 

Thc incomc claslicity of dcrnilnd for morlcy works out to 2.0. Thc dcmand for 
money i s  also negalivcly rcl;ilcd lo shon tcrm intcrcsi rites, as thc tha)ry 
pstulalcs. 
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5.03 Thc annual data on prices for thc pcriod rcveal that India has undergone 
severeboutsofinflation thrice. During thcpcriod 1972-73 to 1974-75, priccsrosc 
sharply - the sharpcst ever since India's indcpcndencc- following thc first oil 
shock. During the second oil shock in 1979-80 and 1980-81, India experienced 
another bout of double-digit inflation. Subscquenll y, till the end of the 'eighties, 
the inflation rate had been in single-digit. Thcn=aftcr thcinflation ratcaccclcratcd; 
i t  rose from 7.4 per ccnt in 1989-90 to 10.3 per ccnt in 1990-91 and further to 
13.6 percent in 1991-92 (Table 5.1). 

TABLE 5.1 : India : Money, Output and Prices 
(In Pcr ccnl) 

Moncy , Oulput Priccs 

197 1-72 15.6 0.9 5.6 
1972-73 17.7 -0.3 10.0 
1 973-74 21.6 4.9 20.2 
1974-75 10.9 1.6 25.2 
1975-76 15.0 9.2 -1.1 
197 6-77 23.6 1.3 2.1 
1977-78 18.4 7.5 5.2 
1978-79 21.9 5.6 0.0 
1979-80 17.7 . -4.9 17.1 
1980-81 18.1 7.3 17.7 
1981-82 12.5 5.8 9.8 
1982-83 16.1 2.6 4.9 
1983-84 18.1 7.9 7.5 
1984-85 18.9 3.8 6.5 
1985-86 15.9 4.1 4.4 
1986-87 19.3 3.6 5.8 
1987-88 16.0 4.2 8.2 
198 8-89 21.9 10.6 7.5 
1989-90 19.4 5.2 7.4 
1990-9 1 16.1 5.7 10.3 
1991-92 17.4 1.4 13.6 

Avcragc (Total) 17.7 4.2 9.0 

Average (1980-8 1 to 17.6 5.5 8.0 
1989-90) 

So~ircc;: : Economic Survey or Govcmmcnt of India 
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<;rap11 5.1 : INDIA 

Income Velocity B Money Multiplier (1970-7110 199 1-92) 

5'.04 A dcconiposilion o f  pricc indcx by its components during the first oil 
shock reveals that thc ~n i jo r  thmsl to priccs cmanatcd from primary gtmds which 
dircclly accou~~lcd Sor44.4 pcr ccnlof inllaiion while thc sharc of Sucl wasoft l~c 
order 01'7.4 per ccnt. GNP showcd it vcry motlcst - almosl mCilgJC - growth of 
0.9 pcr ccnt in 1071 -72 and ncgrttivc growtl~ or0.3 pcr ccnt in 1972-73 and 1.6 
pcr Gcnl during 1974-75. Thc low growth of GNP was mainly duc to ncgativc 
agriculturi~l growlh. Tlic siluation was aggravatcd by a high moncy supply 
growth of 15.6pcrccnlin 1971 -72ilnd 17.7pcrccntin 1972-73 and21.6pcrccnt 
in 1973-74. 

5.05 The second cpisodc o f  inflation, which coincided with thc scmnd oil 
shock, was also accomponicd by high moncy supply gr~wlh,  which was 
compounded by a ncgativc growth ralc of 4.9 per ccnt in GNP during 1979-80 
bcc;tuscofscvcrcdrought conditions andlhc conscqucntiitl crop Pdilurc. Therhird 
cpiscxlc of inflalion was during thc Qrst two ycars of thc 'ninclics whcn 1hc 
mounting btllancc of payments deficit under rhc impact or Gulf War and 
unsustainablc fiscal dclicil promplcd demand tooursirip supply. Thc dcv Jurrtion 
oflhc Indian lupcc in July 199l'and ihc scvcrcimport compression [hat followed. 
alongwith [he rcduccd GNP gmwth ritlc From 5.7 pcrccnt in 1990-9 1 to 1 .A pcr 
ccnl in 1991 -92 gavc rise to a high (icgrec of inll;l[ion during tbcsc two y c n n  

5.06 Disaggregalcd pticc indcx d;lr;t for 1979-80 to 198 1-32 rcvcal that unlikc 
in illc ycitrsof thclirst oilcrisis,.lndia washard-hi1 byincrc:iscin fuel priccs whicli 
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contributed to thc extent of 18.3 pcr cent to inflation. No doubt, primary goods 
prices accounted for about 34.8 per cent of inflation during the second episodc, 
but it needs to be noted that its rclative importance has diminishcd from 44.4 pcr 
ccnt recordcd during the first oil shock (Graph 5.2). 

5.07 Graph 5.3 shows that the pcaks in inflation rate during the first and 
second oil shocks were eithcr accompanied or followed by thc peaks in growth in 
moncy supply. The relationship seems to havc somcwhat wcakencd during the 
'eighties as h e  inflation rate did not cxhibit the volatility of the 'scvcnlies. The 
growth ratcsin~Wholesalc Price Indcx ( W I ) ,  Food Price Indcx (FPI) and Import 
Pricc Indcx (MPI) clcarly indicatc that the high inflation rate of thc first two oil 
shocks was duc mainly to spurt in import priccs and in food price indcx. During 
the 'eightics, thc impact of food price indcx on Ihc ovcrall inflation rate appeared 
to havc bccn somcwhat moderatc (Graph 5.4). Thc growth in WPI and Agricul- 
tural Production lndcx(AG1)indicatcs that thc widc fluctuationin WPI during thc 
'scvcntics was accompanied by fluclualions in agricultural output. Though 
agriculturdl output has shown some variations in the 'cightics, the inflation rate 
has bccn somcwhat steady, indicating ihc rcduccd vulnerability of thc Indian 
economy to supply shocks (Graph 5.5). Thc Indian export scctor has howcver 
bccomc highly import intcnsivc. Dcspitc Lhc gradual incrcasc in domestic crude 
oil production, the cconomy dcpcnds on import of oil to a vcry substantial cxlent. 
lncrcasc in import priccs has always bccn passcd on to consumcrs through cost- 
push factors. 

5.08 On thc dcmand side, thc incrcasc in gross fiscal dc licit from 2.9 pcrcent 
of GDP in 1970-7 1 to 4.1 pcr ccnt in 1979-80 and subscqucntly to 8.4 pcr ccnt 
in 1 990-9 1 has promptcd thc governrncnt to rcsort to di rcct borrowing from the 
banking scctor. Govcmmcnt borrowing accounicd for morc than 1/3rd of broad 
moncy supply, adding to dcmand prcssurc (Appendix Tablc 3.2). 

5.09 Going bythccxpcricnccsofthcthrcccpisodcsofinllntion,it could bcsaid 
that apart from rnoncy supply, Lhc growth in rcal oulpui, import and food priccs 
arc major structural variables explaining inflation in India, though thc influcncc 
of the lastof thcvariablcs sccms tohavcwaned somewhat duringthc 'cightics. Yct 
for thc ovcrall pcricxl as a who1c;thc pricc cquation cstimatcd in thc Structuralist- 
Monetarist tmdilion for thc pcriod 1970-71 to 1988-89 brings out thcimportance 
ofirnpow (MPI) and fwd priccs ( P I )  in addition to money supply (B M) in pricc 
dctcrrnination in India. 

LWPI = 4.6 + 0.3 LBM - 0.6 LGNPR + 0.13 LMPI + 0.6 LFPI 
(2.2)(3.9) (-2.4) 
n 

(3.1) (6.0) 
- L 
R = 0.99, D.W. = 1.47 
(Figurcs in brackct rcprcscnt ' t ' statistic.) 
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Graph 5.4 : INDIA 

Price Indices: Growth Rates (1971-72 to 1988-89) 
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5.10 All tlic p;lr;~hctcrcstim;~cs arc ofcxpcctcd sign ;lnd highly signilicnnt at 
thc convcnlional spc r  ccnl Icvcl. 

6. Inflation in  Iran 

6.01 Thc cconomy bf Islamic Rcpublic of Iran is structurally vcry difrcrcnt 
from lhc rcsloTthc ACU countries. Furthcr, lhcrc havc bccn rapid slructural shif~s 
duc toil varictyofcvcnls affccling thc Irnnian cconorny. T h ~ ~ t r ~ ~ I u m l  shift could 
bc casily gaugcd from lhc rapid cliangc in llic scctor;~l cotnposilion of GDP. Thc 
sliarcofoil inGDPa1 conslanlpriccs sharply dcclincd from 40.2 pcrccnt in 1975- 
76 to 12.9 pcr ccnt in 1985-86, though subscqucnlly i t itnprovcd to 16.1 pcr ccnt 
in 1988-89. Thcslii~rcofindustrywhich h:tdirnprovcdrrom 17.0pcrccntin 1975- 
76 Lo 20.3 pcr ccnl in 1980-81, droppcd l o  18.9 pcr mnt in 1988-89. f i e  
pcrfomancc oTagriculturc howcvcr, has bccn good wilh its sharc going up from 
10.3 pcr ccnl in 1975-76 to 15.9 pcr ccnl in 7988-89 (T;lhlc 6.1). 

Table 6.1 : Ira11 : Gross Domestic Product at Constant Prices 

. , (Sharc in Pcr ccnl) 

Agricullurc Oil Industry Scrviccs Total 

Sourcc : Annual Rcports of Bank Markiizi, Bmn. 

6.02 Thc GDP growth which was as high as 7.4 pcr ccnl pcr annum dufirrg 
1974-75 lo 1977-78, following Lhcoil price boom, rccordcd a ncgalivcgrowlh ralc 
of 1 1.6 pcr ccnl pcr annum (luring 1978-79 to 1980-8 1. During thc 'ciglitics lhc 
pcrformancc of ihc cconomy suffcrcd a grc;it dcal duc to war and the cconomic 
sanclions thal followed. Pcrfc~rmancc ofthc kcy pclrolcum scctor was seriously 
affcctcd ci~rly in thc war. Cmdc oil pnxluction sli ppcd lo a low o f  lcss lhnn 1.5 
million bnrrcls pcr day in 1980-81 which is itbout ;I quiltlcr of tllc r a t  of 
production sustained during thc mid-'scvcntics. 

6.03 Exports of oi I itnd gas wcro scvcrcly affcclcd. From US $3,460 million 
in 1972-73 cxports ol'oil h;rti i11crc;lscd lo US $ 19,38h million in 1979-80 ilnd 
1hc11 (fropptl lo US $ h,255 million it1 I9XSr8h ;rnd tlS $9,h73 millio~i in 1988- 
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89. Thc reduction of oil cxports not only put a strain on brilancc of paym6nts but 
also on govcrnmcnt rcvcnuc. Oil rcvcnuc which was as high as 38.3 pcr ccntof 
GDP in 1974-75, droppcd to 2.3 pcr ccnt in 1986-87 and 2.8 per ccnt in 1988- 
89. On an avcragc, oil rcvcnuc as pcrccntagc ofGDPdcclincd from 29.6pcrccnt 
during 1973-74 to 1977-78 to 11.2 pcr ccnt during 1978-89 to 1988-89. Evcn 
rcvcnuc from othcr sourccs as a pcrccntagc of GDP showcd a marginal dcclinc 
from 8.5 pcr ccnt during 1973-74 to 1977-78 to 8.1 pcr ccnt during 1978-89 to 
1988-89. Thcrc was no doubt a drop in govcrnmcnt cxpcnditurc from 39.6 pcr 
cent to 27.7 pcrccnt oSGDPduring thc samc pcriodbut thiswas not proportionate 
to thc fill1 in rcvcnuc. As a rcsult, fiscal dcficit widcncd from 1.6 per ccnt to 8.5 
per ccnt of GDP during thc sarnc pcriod. Thc fiscal sccnario was advcrscly 
al'fcclcd by war cxpcnditurc which avcr:tgcd about 3.5 pcr ccnt of GDP during 
198 1-82 to 1988-89. Thc largc budgctdcficit financcd through ccnrrrll bankcrcdit 
had an cxpansionary cffccl o n  moncy supply. Broad moncy supply cxpandcd at 
an annual avcragc ratc oS36.7 pcrccnl during 1974-75 to 1979-80but thc output 
growth rccordcd a ncg;~tivc growth of0.8 pcrccnt during thc samc pcriod mainly 
duc lo dcclinc in output for 3 consccutivc ycars from 1978-79. The high growth 
of mbncy supply during thc 'scvcntics was mainly duc to a largc accrction of 
forcign asscts which had incrcascd from 17.6 pcr ccnt of thc total asscts of thc 
central bank of Iran in 1971 -72 to 33.9 pcr ccnt in 1979-80, touching a pcak of 
43.6 pcr ccnt in 1974-75, following ~ h c  oil boom. Thc sharc of forcign asscts 
howcvcr, dcclincd drristic;illy during thc 'cightics to 5.2 per ccnt. During thc 
'cightics, lhough the shnrc o f  Sorcign asscts dcclincd, rnoncy supply still showcd 
a higligrowihratcofl8.1 Wrccnt. Monctarycxp:tnsionduring thc'cighlicsca~nc 
about through a r;~pid incrcasc in govcrnmclit borrowing from thc ccntral bank 
from Rial 1857.6 billion in 1980-81 to Rial 10975.7 billion in 1988-89. As a 
rcsult, thc sharc of govcmmcnt borrowing in thc total assets of the central bank 
incrcascd from 29.2 pcr ccnt in 1979-80 to 83.3 pcr ccnl in 1988-89 (Appcndix 
Tablc 3.3). Duringthc 'cighlics,cxccpt Tortlircc ycanorpositivc growthinGDP, 
(viz. 198 1-82 to 1983-84), cconomic growth hits bccn gcncr;lllp ncgativc due to 
thc war and thc cxtcnsivc dalnagc causcci to infrastrudurc anti thc productive 
capaciry orIran and impc)rtcomprcssion srcmming from lhc dctcrioraling balancc 
of paymcnt situation. Thc manufacturing scctor which is highly dcpcndcnt on 
imports, surl'crcd it grcat ricltl duc lo impon compression. On an avcragc, thc 
'cightics rccor-cicd a 11cgitlivc growth of 0.4 pcr ccnt. Inllation r;\tc i t ccc l~r i~ t~d  
from 16 pcr ccril duringtlic lattcr halfof the 'scvcntics to 19.5 pcrccnt during thc 
'cightics (Tablc 6.2). 

6.04 The grow~h in moncy, ou~put and prices is plottcd in G r ~ p h  6.1 which 
indicates lhalrhough thc moncy supply growth fiirc haddccclcratcd from its peak 
IcvCl in lhc mid- 197Os, i r  again pickcd up sincc 1985-86 following thc escalation 
Of war. Growth ill ou~put hi~s widcly fluclualcd, k i n g  ncg:llivc, Tor most of thc 
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Tiible 6.2 : Iri111 : Motley, Output allcl Prices 
(In Pcr ccnl) 

Mtmc y Our put Pricc 

Avcragc (Total! 26.2 
A\lcrasc (1074-75 I(! 1979-80) 36.7 

- -- - 

Soul-cc : A1111u;tl Rcpons ol' B;~tik Markazi, Iran. 

Graph 6.1 : IRAN 

Moncy, Output  24 Prices : (;ro\vt I1 Rates (1 973-75 to.1988-89) 
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years aflcr 1984-85. Thc inflation ratc would havc bccn much higher but Tor thc 
policy of cffcclivc govcrnmcnt control on prices. thc distribution of goo& at thc 
wholcsalc lcvcl and thc policy of rationing with thc out-bxak of the war. 

6.05 A dccomposilion of priccs by ils components indic:ilcs lhat lhc upward 
lhrusl lo Lllc pricc lcvcl has mostly cm;~nalcd Srom Lhc growlh oTTo(xipriccs which 
accounlcd Ibr 47.5 pcr ccnl of tlic inlladon ralc during 1973-74 to 1988-89. 
During thc inlcr-war ycars food pliccs havc a1w;iys comc undcr prcssurc duc LO 

pcriotlic dcclincs in production as wcll as drop in imports of csscntiiil gocxls as a 
rcsu I t  of l hc ccononi ic  bltxkadc Of Lhc counlry (Graph 6.2). Food priccs not only 
rcflcci tlic priccs of domcsric production but also import priccs. It. can bc sccn 
from Graph 6.3 that Lhc pcaks in thc growth nic  of find prikcs liavc roughly 
coincidcci will1 troughs in tiomcstic agricullurnl production indcx. 

(;rap11 6.2 : IRAN 

PI-icc <:oniposi t ion (1 973-74 to 1988-89) 

Housing ( 

6.06 Thc inn n1ion;lt-y impact o f  expansion of domcslic liquidity during thc 
'cightics could hrivc bccn much scvcrc but for tlic dcclinc in thc incomc vclocily 
from iLs pcek lcvcl in 1984. Moncy multiplier also ihowcd it conlcmporincous 
dcclinc (Graph 6.4). Duc to thc pcculiar nrtlurcofinllri~ion in Iran, and probably 
also data infirmidcs, thc moncy-dcmand equations did not .yicld satisfiictory 
~CSUILS. Howcvcr, wc have cstimarcd pricc cqualion for thc pcriod 1 974-75 10 
1988-89 by rcgrcssing consumcr pricc indcx (CP1)onrcal grossciomcslic prcxlucL 
(GqPR), broad moncy (BM) and consumcr pricc indcx wilhonc pCli0d lag. The 
cslimalcd cqualion is givcn below. 
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Graph 6.3 : IRAN 

. . 
~ r a p h  6.4 : IRAN 

1hcome Velocity & ~ 6 " ; ~  Multiplier (1980-81 to191UI-89) 
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LCPI = 1.3 + 0.1 LBM - 0.2 LGDPR + 0.9 LCPI(-I) 
(1.1) (1.0) (- 1.2) (9.5) 

(Figurcs in brackct rcprcscnt '1' statistic.). 

6.07 Though thc paramclcr estimatc of rcal GDP was of thc correct ncgative 
sign, it was not found to bc sib-ificant at the conventional 5 per cent level. 
Howcvcr, thc pricc cxpcclation proxicd by consumer pricc index with one pcriod 
lag was found to bc highly sibmilicant at onc pcrcent levcl. Thus it would appcar 
that in thc Iraniancconorny thc inflationary cxpcctation has always beenv ry high 
-during thc 'scventics as adirect rcsultof oil price boom, andduring the'e \ @ties, 
duc to thc compulsions of thc war cconom y.Prices have however bcen kept under 
chcck through a prcxcss of price control and rationing of essential commodities 
since mid-1980s.' 

6.08 Fluctuations in production of oil (OILPD) lhrough its impact on ovcrall 
Liquidity was also found to bc a sibmi ficant variablc in cxplaining inflation in Iran 
during thc pcriod 1974-75 to 1988-89. 

LCPI = 4.3 + 0.9 LBM - 1 :2 LGDPR + 0.5 LOILPD 
(1.4) (11.8) (-2.3) (2.6) 

- 2 
R = 0.96, DW = 0.80 
(Figurcs in brackct rcprcscnt 't' statistic) ' 

6.09 Thc rcsults show that apart from broad money and rcal output, the 
production of oil in Iran was a significant variableinthe explanationofinflation. 

, 7. Inflation in Myanmar 

7.01 In Myanmar, thc annual growth in money supply was 14.0pcr cent and 
thc inflation rate 13.5 pcr ccnt with the annual output expanding by 3.8 per cent 
during thc 'scvcntics. During [he 'cighiics, whikthe riseinbroad money at 14.0 
per cent rcrnaincd thc same as in 'seventies, the avcragt! inflation rate droppcd to 
8.8 pcrccnt dcspilc a dccclcntion in thc growfiofou~pu t 102.4 pcr ccnt. Thc low 
inflation ratc during ihc major part of the 'eighiics cnmoi;rlag~s~ ik scverc 
undcrcurrcni c;f supprcsscd inflation that Myanmar had undcrgonc fdlowing a 
prolongcd pcritd of pricc controls. The cxpcricncc of thc price incrcasedhring 
1987-88 to 1989-90 on somc libcralisadon of controls, thus vividly captures lhc 
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rclcase oflalcnt inflationary forccs. Thc carlicr bout ofscvcrc inflation was in thc 
early 'scvcntics following thc first oil shock, whcn thc inflation racc had 
accclcratcd from 7.7 pcrccnt in 1972-73 lo 31 -6 pcr ccnt in 1975-76. The second 
oil shock did no1 havc any inllucncc on thc Myanmar economy. 

7.02 Thcgrowthinmoncy, output and priccs asdcpictcd in Graph 7.1, rcvcals 
that thc pcaks in priccs wcrc prcccdcd by pcnks in moncy supply growth ratc till 
the mid-1980s. This pattern was not sustaincd subscqucntly. In fact, notwith- 
standing ~ h c  ncgativc growth riltc of moncy supply of about 30 pcr ccnl in 1988- 
89, thc inflation ratc has accclcrrllcd to 22 pcr ccnl in 1988-89 and 22.5 pcr ccnl 
in 1989-90 from 6.3pcrccntin 1986-87. Thisphcnomcnonmny also bc allributcd 
to rhc sharpdcclinc in rcal ourpul for thrcc conscculivc ycars, 1986-87 lo 1988- 
89. Thc ovcrhang of high liquidity buill ovcr timc has clearly had an impact on 
priccs (Tablc 7.1). 

Table 7.1 : Myan~iiar : Money, Output and Prices 
(In Pcr ccnt) 

Avcriigc (Total) 14.0 3.1 11.0 
Avcragc (1971 -72 lo 1979-80) 14.0 3.8 13.5 
Avcragc (1980-8 1 [a 1989-90) 14.0 2.4 8.8 

Source :Intemalional Anrtnciill Staddcs (IMR 
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Graph 7.1 : MYANMAR 

Rloury, Output & Prices : Growth Rates (1971-72 to 1989-90) . 

Income Velocity K: Money Multiplier (1971-72 t o  1988-89) 
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7.03 'Thc incomcvclocity which had shown a dcclining trcnd during thc most 
part of thc 'cightics has showna sharpincrcascin 1988-89. Thc money multiplier 
which had shown an increasing trcnd, within a narrow band, shot up during 1988- 
89 but subsequently dropped to its earlicr range in 1989-90 (Graph 7.2). . 

7.04 Thcincomcelasticity ofbroadmoncy wasestimatcd forthcpcriod 1971 - 
72 to 1989-90by regressing real broad moncy (RBM) on rcal output (GNPR) and 
rate ofintercst on dcposits (DROI), thc cquation bcing : 

LRBM *= -19.9 + 2.3 LGNPR -0.2 LDROI 
(-2.9) (3.7) (-0.7) 

- 2 
R = 0.88,' DW = 1.87 
(Figurcs in brackct rcprcscnt ' t' statistic.) 

The income elasticity of moncy is estimatcd at 2.3 with thc cstimatc bcing 
significant at the conventional 5 pcr ccnt Icvcl. Thc intcrcst ratc variable is not 
significant. 

7.05 The Myanmar cconomy is charactcriscd by a high sharc of agriculture 
in GDP as wcll as in exports which influcnccd price bchaviour (Graph 7.3). 
Mcrchandiseexports showcd a dcclining trcnd from 9.1 pcrccnt ofGDPin 1981 - 
82 to 2.7 per ccnt in 1987-88 and subscqucntly improved to 3.5 per ccnt in 1989- 
90and 4.1 percent in 1990-91. Mcrchandisc imports had also declined from 14.7 
pcr cent in GDP in 1981-82 to 5.4 pcr ccnt in 1988-89, sevcrely afrccting 
infrastructure and industry. The external current account showed persistcnlly 
high deficit rcsulting in substantial incrcascin thcdcbt-sclvicc ratio. The balance 
of payment constraint has givcn rise to raw matcrial and capital goods shortage 
and widcsprcad spcculativc activities, while the ovcr-valucd cxchangc ratc has 
diverlcd cxpo~ls to unofficial channels rcsulting in substantial loss in forcign 
cxchangc. 

Graph 7.3 : MYANMAR 
Agricultural . GDP & Prices (1981 -82 to 1990-91) ':F--- - 
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7-06 Thc currcnt accounl dcficit hi its domcstic spill-ovcr cffccls. The 
domcstic fiscal sccnario hiis bccn furthcr ag.gravalcd by stagnalion in domcsdc 
rcvcnucduring lhc 'cightics. Govcmmcnt rcvcnucs which hadincrcascd from 9.9 
pcrccnl of GDP in 1973-74 10 17.0 pcr ccnl in 1981 -82 continuously dcclincd to 
9.1 pcr ccnt in 1988-89. This has givcn risc lo h c  rccmcrgcncc of fiscal dcficil 
in 1984-85 which has since bccn growing from 0.8 pcrccnl oTGDPin 1985- 
86 to 3.2 pcr ccnt in 1988-89. Poor govcmmcnt rcvcnuc pcrformancc, couplcd 
with lhc provision of ccdi t  lo financc lhc opcntions of Stalc Economic Enlcr- 
priscs (SEES) and thc ccnlnil govcrnmcnt, has Icd to dctcriomdon in fiscal 
position which in turn has cntailcd expansion of total liquidity. Thc growing 
budgct dcficit has bccn cushioncti by an accommodiitivcmoncirtry policy, Iciiding 
lo prcssurc on prices. 

7.07 As thc cconomy hascxhibilcd inhcrcntstruclural im bal;mccs,nnatlcmpt 
has bccn madc li-om lhc lalc 'cighlics to rcrorm lhc cconomic syslcm, including 
bringing about a mcasurc of pricc flcxibilily. 

7.08 Thc cslimatcd pricc cqualion for Myanmar highliglils ~ h c  fiscal imbal- 
ancc. Thc ralio o f  budgcl dclicit lo GDP (BDJGDP), cmcrgcs as an important 
faclor along with moncy supply (BM) in cxplaining lllc inflalionar); situation 
during thc  pcri (xi 1973-74 to 1989-90. 

LCPI = 14.8 + 1.3 LBM - 2.0 LGNPR + 4.8 (BDIGDP) 
(2.6) (4.8) (-2.7) (3.3) 

- 2 
R = 0.86, DW = 1.62 
(Figurcs in brackct rcprcscnl 't' statistic.) 

7.09 All thc pan~mctcrcstimatcs arc orcxpcctcd sign and sipificant a1 5 pcr 
ccnt Icvcl. Thc long pcriod of pricc and cxchangc ratc controls and Lhc limitcd 
oulward oricntalion, howcvcr, point to thc structuriil rigidilics of lhc syslcm 
during thcpcriod as a wholc. Thcsc gctcapturcd by bolh real output movcmcnls 
and fiscal dcvclopmcnts, thc Irltlcr in particular being vcry important as govcm- 
mcnt has bccn thc main pmpcllcr ofcconornic aclivily. 

8. Inflation in Nepal 

8.01 Ncpal cxpcric~iccd a singlc-digit inflation ralc of7.5 pcr ccnt a year 
during the 'scvc~tics,dcspitc a high annual growlhofbroadmoncy supply of 19.5 
pcrccnt a~id  a rclalivcly low ycarly growtli oToutputof2.6 pcr ccnt. Thoughlllc 
ralc oi' growth or moncy supply incrcascd marginally 10 19.6 pcr ccnl during thc 
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'cightics, inflation ralc accc1cr;ilcd to 10.6 pcr ccnt. Thc highcr inflation ratc, 
howcvcr, was accomp;lnicd by a substantial improvcmcnl in Lhc growlh of rcal 
GDP to 4.2 pcr ccnt, giving crcdcncc to thc tradc-off hypothesis bclwccn 
inflation and' oulpur (Tablc 8.1). 

8.02 Thc growth in moncy, output and priccs is ploltcd in Graph 8.1 which 
indicatcs that thc pcaksin pricc indcx havc broadly followcd thc pcaks in moncy 
supply growth. The growth in output apparcntly has had a modcrating cffcct on 
priccs. Though thc inflation ratc during thc 'cightics hasbccn rclalivcly high, 
thc vo1;lriliLy sccms to hilvc rcduccd duc toconsistcnlly positivc and high growth 
of ourput sincc 1984-85. 

- 
Table 8.1 : Ncpal : Money, Output and Prices 

(In Per cent) 

Money Output Priccs 

Avcragc (Total) 19.6 3.4 9.2 
Averagc ( 1971 -72 to 1979-80) 19.5 2.6 7.5 
Average (1980-8 1 to 1989-90) 19.6 4.2 10.6 

Sourw : Quancrly Economic Bullctin, Ncpal Rastn Bank (Source for Oulput is 
Intcmatianal Financial Statistics, IMF) 
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Graph 8.1 : NEPAL 

Money, Output & Prices : Growth Rates (1 971-72 to 1990-91) 
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Graph 8.2 : NEPAL 

Income Velocity & Money Mi~ltiplier : (1971-72 to 1990-9 1) 

- 
VEL - 
MM - - 

@ - - 
# 

1bh it I '78 '80 82 84 86 08 90 
I 1 1 1 1 1 1 1  1 1  1 1  



1 94 RESEERVE BANK OF INDIA OCCASIONAL PAPERS 

8.03 Thc incornc vclocity showcd a sccular lid11 from 7.0 during the early 
'scvcntics to around 2.0 during 1990-91. Thc broad rnoncy multiplier showcd a 
consislcnt incrcasc from thc c;trly '.wvcntics to thc mid-'cightics and thcrcaftcr 
sccrns to havc stabiliscd around 2.5. Thc sccular Pall in thc vclocily indicatcs that 
incrci~scd monctisation of Ncp;~lcsc cconorny had a sobcring cffcct on thc 
inflation ralc (Graph 8.2). 

8.04 Thc impctus to rnoncy supply growth sccrns to havc cmanatcd from large 
forcign asscts of thc banking systcm. Forcign asscts as a pcrccntage of broad 
rnoncy which was as high as 93.4 pcr ccnt in 197 1-72, dcclincd to 42.2 pcr ccnt 
in 1979-80i1nd further to 14.4 pcr ccnt in 1 984-85. Howcvcr, foreign asscts havc 
again shown a rising trcnd, increasing to 17.2 pcr ccnt in 1985-86 and 42.9 pcr 
ccnt in 1990-91. During the 'cighlics, thc nct claims ol'govcmmcnl havc also 
incrcascd substi\ntinlly from Rs. 1,262.7 million in 1980-81 to Rs. 16,815.6 
million in 1990-9 I ,  accounting for 20.0 pcr ccnt of broad moncy in 1 980-8 1 and 
44.6 pcr ccnl in 1990-91, thus undcrscoring thc incrcasing dcmand prcssurc 
cmanaling Srom govcmmcnt's budgctiiry opcrr~tions (Appcndix Tablc 3.5). 

8.05 Thc annual dava on inflation rcvcal that scvcrc boutso fin flation followcd 
thc first itnd sccond oil shocks. Thc inflationary prcssurc has again rcvivcd in 
1985-86 whcn tlic inflation ratc jumpcd from 4. I pcr ccnt in 1984-85 to 15.9 pcr 
ccnl in 1985-86. Though subscqucntly thc inflation nllc has filllcn, it has 
rcmaincd closc to a tioublc'digit ligurc. 

8.06 Thc moncy dcmand cquation for Ncpal for thc pcriod 197 1-72 lo 1989- 
90 indicates high incornc elasticity of dcmand for rnoncy at 2.8. Thc cstimatcd 
equation is givcn bclow : 

LRBM = - 23.5 + 2.7 LGDPR - 0.4 LDROl 
(-9.5) (1 0.7) (-2.7) 

2 - 
R = 0.97, DW=1.91 . 
( ~ i ~ u r c s ' i n  br;lckcts rcprcscnl 't' st;~listic.) 

Thc paclmctcr cslimatcs havc cxbcctcd dcsircd s i~ms and arc si~milicanl at thc 
convcntional5 pcr ccnt Icvcl. 

8.07 Slructuctlly, thc' Ncpalcsc cconomy is dominated by thc high sharc of 
agricullure in gross domcslic pndua .  Thc shnrc of:tgriculturc howcvcrdcclincd 
from 76.5 pcrccntofGDPin 1970-71 lo 58.6 pcrccnt ofGDPin 1990-91, whilc 
thc sharc orindustry irtcrcascti only mtdcslly from 1 1.4 pcrccnt lo 13.6 per cent. 
Thk consumption b:~skcl is also dornin;lml by Pnd and Lxd i tcms. A d c c o m p  
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sitidn of prices by its componcnt rcvcals Lhat during the pcriod 1976-77 to 1990- 
91 the risein food prices directly accountcd for56.8 percent of inflation. Thc food 
price again was a major componcnt of inflation, accounting for 68.5 pcr ccnt of 
inflationduring 1979-80 to 1982-83, following the second oil shock. Thc infla- 

. don in the rccent pcriod (1985-86 to 1987-88) was also duc to incrcasc in food 
prices which accounted for 71.6 per ccnt of inflation (Graph 8.3 and 8.4). 

8.08 Ncpal has a long and opcn bordcr with India which provides an arbitrage 
opportunity in case of a price diffcrcntial bctwccn thc two countrics. Hcnce, 
consumerprices in Nepal broadly follow dcvelopmentson the pricc front i n  India. 
It can be seen from Graph 8.5 that during thc 'sevcntics whilc thc Consumer Price 
Index in Nepal broadly followed the growth in WPI in India, the rciationship 
seems to have weakened during the 'eighties, with thc Ncpalcsc inflation rate over- 
shooting Lhe Indian inflation ratc. Howcvcr, the inflation ratcs bctwecn thc two 
countrics have again converged during thc early 1990s. 

Graph 8.5 : NEPAL 

- Prices in India & Nepal : Growth Rates (1973-74 to 1990-91) 
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8.09 The price cqualion which rcgrcsses consumer prices (CPI) in Nepal on 
broad money (BM), gross domcstic product (GDPR), Food price (FPI) and the 
impact of inflation in India (INWPI), clearly brings out the significant impact of 
rise in food priccs and to somc extent the rise in thc inflationary situation in India 
on consumer prices in Ncpal during thc period 1972-73 to-1990-91. 

LCPI = -1.7 + 0.06 LBM + 0.2 LGDPR + 0.7 LFPI + 0.1 LINWPI 
(-2.8) (3.2) (-2.7) (21.5) (3.4) 
- 2 
R = 0.99, DW = 1.72 
(Figurcs in bracket represent 't' statistic.) 

8.10 Thc high inflation rate of 1985-86 was duc to the dcvaluation of the 
Ncpalcsc Rupcc on Novcmbcr 30,1985 which was passcd on to the economy as 
a cost-push factor. Though the inflation rate subsequently declined, the lagged 
effect of dcvaluation cxcrtcd pressure on prices. The adverse situation arising 
from thc lrtpsc of the Indo-Nepal trade and transit treaties from March 23,1989 
brought about considerable slowdown in the economic activities in general and in 
the non-agricultural sector in  particular. This not only put pressure on prices of 
commodities importcd from India but also on prices of commodities imported 
from the third countries essentially on account of the continuing depreciation of 
the Nepalese currency. 

9. Inflation in Pakistan 

9.0 1 Ovcr the 20-yearperiod beginning 197 1 -72 and ending with 1990-9 1, the 
annual expansion of broad money supply averaged 15.1 per cent, real GNP 5.8 
per cent and priccs 10.2 pcr ccnt. Thc growth of 13.7 per cent in broad money 
during the 'eighties was however lower than that of 16.9 per cent during the 
'seventies, while the output growth rate was slightly lower at 5.6 per cent 
compared with 6.1 percent during the 'seventies. However, therewas amore than 
proportionate drop in inflation rate from 13.1 percent in the 'seventies to 7.8 per 
cent during the 'eightics. Thc impetus to money supply growth emanated fmm 
non-stcrilised expansion in foreign assets of the central bank. The net foreign 
asscts increased from 13.0 per cent of total assets of  the central bank in 1970-7 1 
to 67.4 pcr cent in 1982-83, then gradually dropped to 18.2 per cent in 1990-9 1 
(Appendix Table 3.6)., The net private unrequittcd transfers had increased from 
3.9 percent of GNPin 4 9 ' l d m . l  ~U&CM in 1980-8 1 and then to 9.2 percent 
in 1985- 86 before dropping t o 4 9  per cent in i990-9 1. Consideling the significant 
fall in the inflation rate during the "eighties, the output loss from 6.1 per cent in 
the 'seventics to 5.6 in the subsequent decade k a y  not be consideedvery 
substantial. Ncvcrthclcss thc data providc a weak evidence of trade-off between 
oulput and inflation (Triblc 9.1). 
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Table 9.1 : P:~kist;~n : Money, Output ;~nd Prices 
(In Pcr cent) 

Mtncy Output Priccs 

I97 1-72 6.7 I .6 4.7 
3972-73 25.1 7.5 9.6 
1973-74 11.5 7.7 30.2 
1974-75 0.0 4.1 26.6 
1975-76 16.6 4.4 11.7 
1976-77 19.1 3.9 9.2 
1977-78 23.0 . 10.4 6.9 
1978-70 2j.5 8.0 8.3 
1979-80 17.6 7.1 0.5 
1980-8 1 13.2 5.4 14.0 
1981-82 11.4 6.0 11.1 
1982-83 25.3 8.4 4.7 
1983-84 11.8 4.2 7.3 
1984-85 12.6 8.1 5.6 
1085-86 14.8 7.0 4.4 
1086-87 13.7 4.7 3.6 
1987-88 - 12.2 3.6 6.3 
1988-89 4.6 4.1 10.4 
1989-90 12.6 4.4 6.0 
1990-9 1 17.9 4.8 12.7 

Avcrage (Total) 15.1 5.8 10.2 

Avcragc (1 97 1-72 to 16.9 6.1 13.1 
1979-80) 

Avcrdge (1980-81 to 13.7 5.6 7.8 
1990-91). 

Sourcc : Annual Rcports of the Statc Bank of Pakistan 

9.02 In order to know Lhc moncydcmand, we havc rcgresscd rcal broad money 
(RBM) on reaI gross national product (GNPR) and rate of intcrcst on deposits 
(DROI) in the standard doublc-log formulation for thc pcriod 1971-72 to i990- 
91. 

LRBM = - 4.7 + 1. I LGNPR - 0.08 LDROI 
(-6.9) (6.5) (-0.6) 

2 - 
R = 0.96, DW = 1 .SO 

(Figurcs in brdckcl rcprcscnt ' t' slrltistic). 
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(;rap11 9.1 : PAKISTAN 
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9 . 0  Tlic pitr;tmctcr cstimatcs of output and inlcrcst ralc arc ofcxpcctcd sign 
anti oulput is significant at lhc convcnlional 5 pcr ccnl Icvcl. I1 can bc sccn Illat 
tlic incomc clasticily of moncy works out lo 1 .I. 

9.04 Tlic growth rrttcs o f  moncy, output and priccs arc plollcd in Graph 9.1. 
Thc graph docs not indicatc any contcmporancous relation bclwccn growth in 
moncy supply and inl1;ttion. Thc pcaks in growth in moncy supply appear to havc 
prcccdcd thc pcaks in growth in inflation ratc for thc 'scvcnlics. Howcvcr, this 
rclalionsliip sccnls to 11;1vc bccn altcrcd during thc 'cightics when: dcspilc witic 
Iluctuationsin thcgrowll~ofmoncy supply, the inflation ratc appcars to havc bccn 
mtxlcr,t~c. 

9.05 An cxamin;tlion of annual inllation ctlcs for Ihc cntirc 20-year pcriod 
indicates hcavy h~uts of inllation coinciding will1 the two oil shocks ;tntI also 
during lhc most rcccnt pcricxl starting Srom 1988-89. The inconic vclocily of 
moncy had also peaked during thc lirst two oil shocks and also during lhc most 
rcccnt pcritxl. The broad n~oncy multiplier had also incrcascd and rcmaincd wcll 
above the incomc vclocit y from mid- 1970s tomid- 1980s. Howcvcr, both vclocily 
and broaclmoncy multiplicrhavc droppcd during thc liitcrpi~l~ol'thc 'cightics with 
much sharper drop in tlic laltcr (Graph 9.2). 

9.06 Atlccompositionoftl~cinlla~ionr,~~cb~m;~jorcom~x~ncn~sforll~cpcrit~i 
1971-72 lo 1990-91 intlicalcs [hat aboul ,5 1.2 per cclii of inllalion rate is 
accounlcd for by rtn incrc;~sc in food priccs followcd by 23.4 per ccnt for 
manufacturing and 17.1 pcr ccnt for fucl and othcr commodities account.ing L'or 
thc balance 8.3 pcr ccnt. Following ihc Iirst oil shock, thc inllation ralc had 
accclcratcd during 1972-73 lo 1974-75;surprisingly a m;tjor upsurgc to priccs 
cmanaicd fmm growth in food priccs which accountcd for 50.4 pcr ccnt of 
inflation rittc. Thc dircct impact olrucl priccs on inflalion was rittllcrlow at 12.3 
pcr ccnl (Graph 9.3). An examination of lhc growth rittc in itgriculiuntl 
production incicx and growth of fix~d pricc indcx rcvc'itls lhal during thc pcriod 
1972-73 to 1974-75 agricultural priccs wcrc cxtrcmcly scnsiiivc lo agricul turill 
prtxiuction. During thc 'cighlics though thc pcaks in Totxi pricc indcx roughly 
coincide wilh troughs in :tgriculturnl pnduction index, thc scnsitivi~y sccms to 
hrtvc rcduccdconsidcctbly as fcmipriccs appcar to hrtvc stabiliscd lo asubslnn6al 
cxlcnl (Gnpl19.4). 

9.07 Pakistan cxpcricnccd adoublc digit inflation Ibr thc sccond time during 
1979-80 to 1981-82, coinciding wiih i t s  sccontl oil shrxk, but the impact of [his 
pn'cc rise wns lcss scvcrc a)mp;trc(l lo thc earlier oil shock. UnliKc ihc first oil 
shock, thc Tucl pricc risc accout~~cd Tor thc major piin o f  inllar ion, ~ l i c  conwi bution 
of f(xxl priccs at 49.2 pcr cent k ing  slightly lowcr 11i;tn ~ h c  ;lvcritgc ol'ttu: pricxl 
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1971-72 lo 1990-91. Thus, 111c rcsilicncc oTlllc agricullural scclor over Litnc has 
rcduccd thc vulncr;~bili~y o r  Prtkistan's economy to cxtcmal shocks. Rise in fucl 
priccs accounling Tor 29.1 pcr cctlt of inlladon during Lhc sccond oil shock as 
comp;trc(i 1 0  12.3 pcrccnt during the lirsloil sll(xk ;un(l 17.1 pcrccn Tor lhc wliolc 
pcricni, cmcrgcs as lhc major ktclor. 

9.08 Thc rcvival of inflation lo doublc-digit lcvcl starling from 1088-89 
aflcr a prolonged period of pricc slabilily subscqucnt lo Ll~c sccontl oil shock 
appears lo h;lvc cm;lnalcd from suddcn incrcasc in imporl priccs which has 
Lritnstni~tcd into the dotilcslic n~anufiic~uring priccs which accounted for 29.6pcr 
ccntofinllalionconiparcdto;1navcr;tgcoT23.4pcrcctit Ihrlhc wholc peritxi. 711:11 
impon priccs in rccait pctiod have liir out-strippcd tlic gn~wtli it1 consutncr pricc 
incicx is cvidcnl rrom Graph 9.5. 

9.09 Thus, apan Srom monclary k1ctot-s and intcniational lransti~ission of 
inflation through riscin itnport priccs,sl~arpincrcasosin 11ic l ix~d priccit~dcxpoinl 
to thc structure of prtxluaion which may bc considcrcd as iI major slruciurdl 
bolllcncck cxplaining inflation. 

9.10 Thc struclur;ll aspcct of  inllation is lcs~cd by rcgrcssing Consumcr 
Prices (CPI) on broad moncy (BM), import priccs (MPI) and agricultural oulpul 
(AGI) in siandard doublc log Tormat Tor the pcriotl 1970-71 to 1990-91. 

LCP1 ~ 4 . 2  + 0.6 LBM + 0.3 LMPl - 0.8 LAG1 
(2.7) (4.7) i3.0) (-1 -9) 

' 7  - - 
R =0.97, DW=096, 

(Figurcs in bracket rcprcscni '1' slatistic.) 

9.1 1 Thc paramctcr cstimala. arcofcxpcclcdsignsand found 1sksignilic;lnt 
at the convcnlional5 pcr ccnr Icvclc~ccpl; for AGI which is signil5mnr at' I0,pcr 
ccnr . 

9.12 11 may bc sccn that a one pcrccnt incrcascin ;~gricultur;d oulput. CEUI~T 

paribri.~, m i d  rcsult in ;I rcciuction in CPI lo ihc cxtcnl of0.8 pcr ccnt. whcrcas 
growlh in moncy supply ilndin import priccsshwcda s~rongposilivc rclalionship 
with inflation. 
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10. Inflation in Sri Larika 

10.01 Thc 20-ycar dava on rnoncy, output and pticcs Srom thc pcriod 1971 -72 
through 1990-91 show thal thc avcragc annual growlh in broad moncy supply was 
of lhc ordcr of 17.5 pcr ccnt, whilc lhc incrcascs in rcal output and inllation ratc 
wcrc 4.2 pcr ccnt and 10.6 pcr ccnt, rcspcclivcly. Tlic growth in broad moncy 
supply at 10.8 pcr ccnl during thc 'scvcnlics was, howcvcr, vcry high compared 
to 15.6 pcr ccnt in thc 'cightics. Notwithstanding a fall in the growth of money 
supply, inflation rate accclcratcd from 7.0 pcr ccnt in thc 'scvcndcs to 13.6 pcr 
ccnr in tlic 'cighlics. Accclcr;~tion in inflation rate was also nccompanicd by no1 
much o f  an improvcmcnt in tlic raw o S  growth of output Srom 4.0 pcrccnt in the 
'scvcnlics to 4.4 pcr ccnt in tlic 'ciglitics (Tablc 10.1). 

10.02 Tfie high growl11 rntcol'moncy supply was also accompanicd by a highly 
volalilc incomc vclocity and moncy niultiplicr. Thc incomc vclocity had somc- 
what stabiliscd during the carly 'cightics but subscqucntly movcd up sharply 
(Graph 10.1 ). 

Graph 19.1 : SRI - LANKA 
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10.03 The moncy dcmand cyuation cstimatcd for thc pcriod 1972:73 to 1991 - 
92 by rcgrcssing rcal broad moncy (RBM) on rcal gross domcstic product 
(GDPR) and thc inlcrcst ralc (DROI) is givcn bclow. 

LRBM = - 12.9 + 1.7 LGDPR - 0.01 DROI 
(-2.8) (3.3) (-0.2) 

- 2 
R = 0.82, DW = 0.3 1 
(Figures i n  bctckcts rcprcscnt '1' statis~ic.) 
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10.04 Thc prrrnmclcrcslirnatcs arcoCcxpccicd sign and theincomc elasticity of 
broad rnolicy works out to 1.7 and i s  significant at thc conventional lcvcl of 5 pcr 
ccnt. 

Table 10.1 : Sri Lanka : Money, Output and Prices 
(In Pcr ccnt) 

7 - -- - - - - - -- - - 

Moncy Out pul Priccs 

Avcrrtgc (Total) 

- - - -  - --- 

Source : Annual Rcport (Vi\riOus Issucs), Ccnt~ i l  Bank of Sri Litnkii 

T'b.05 Thc annual rli~la o n  inflation rcvcal an accclcn~ion of thc inllation ratc 
during 1'973-74 and 1974-75 following thc first oil shmk. Though thc inflation 
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riilc subscqucntly droppcd slii~rply lo 6.7 per ccnl in 1975-76 i ~ n i l  1 .Z per ccnl i n  
1977-78 iund 1978-79, Sri L;rnk:r has cxpcricnccd ii pcrsislcnlly I O I I ~  houl ofliigll 
inflation li-om 1978-79 tl~rougll 1983-85. Following i t  bricl' pcriod (IS m<xlcr;rtc 
inlla~ion, tlicrc has kc11 a revival ol'inllalioriar-y pressure l'rotii tlic year 1OS8-80. 

10.06 Unlikc ollicr ACU counlrics. Sri 1-ankan econoriiy has not undergone 
much of struclural shift. Thc agricultural scclor wfiicli iiccountctf lilt- itbour 27 
pcr ccnl of GDP in 1970-7 1 still relains ils sh;irc iiI tlic same lcvcl cvcn in 1!)00- 
91; thc share of  industry, has sIiow1n iln incrcasc ol'jusl ur~ticr 1 pclrcnliigc poin~ 
from 10.8 per ccnt in 1970-71 lo 17.7 pcr cent in 1990-0 1 .  Tlic Sri l,i~nk;tn 
cconomy had cxpcricncod rirpitl globirlisalion wilh cxporls increasing from 13.3 
pcr ccnt of CiNP in 1970-71 lo 28.5 per ccril ofC;NP in 1980-8 I .  Subscclucn~ly 
cxports h;rvc Ilovcrcd iir011nd tllis range. Imports had shown iI more Illan 
proportionarc incrcasc Sroni 10.4 per ccnl oSGh'P in 1070-7 1 lo as Iligll ;is 51.0 
per ccril oSGNP in 1080-8 1 . Viougll suhscqucrir ly ~l ic  pnlln)r~iorl ol' imports to 
GNPIias dcclincd, i t  sliII accounletl Sor 38.3 pcr cent in 1085-86 a1itl37.~1 pcr ccnl 
in 1990-01. Thc ccotiomy sliowcd a large Lri~dc balance and a somewliat lowcr 
current itccotttll bi~l<incc. Duc lo rhc opcnricss of 111c cconori~y, ~fic domcsric 
inl1;ttion rnlc has i i l w i i ~ ~  bccn consi~lcrabl y i 1111 uoriccd hy export arid iniport 
prices. 

(;rap11 10.2 : SRI LANKA 

Price Ilitlices : (;row111 Ratcs (1972-73 to 199 1-92) 
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10.07 It may bc sccn from Graph 10.2 thiil growth in thc consumcr pricc indcx 
h;a movcd in tandcm with Lllc growl11 in Ihc focxl pricc indcx, whcrcas thc import 
pn'cc indcx has shown wide lluctuations. Thc pciiks in thc consumcr pricc indcx 
during thc'scvcntics and thc lirsl 11aI fofthc'cightics h;tvc roughly coincided with 
the paks in tkc movcmcnl oSimport pricc indcx, givingcvidcncc that thc cconomy 
is highly dcpcridcnt on import of Sotxi articles and changcs in thc import priccof 
fcx)d g c ~  rcflccrcd in the do~ncstic f(x)d pricc indcx. The decomposition of ~ h c  
inflation ralc for thc pcriod 1972-73 to 1990-91 indicatcs that thc dircct 
conr~ibulion of fooci priccs t o  thc inl1;trion r;itc was of rhc order of 56.8 pcr ccnt 
and that ol'Suc1 at 7.0 pcr ccnt. During thc l i s t  bout of inflation in 1973-74 and 
1973-75, thc conr~ibution ol'food priccs loinllation incrcascdsharply to76.4pcr 
ccnt and that ol' fucl showcd an incrcasc to 8.8 pcr ccnl. Widc lluctuations in 
dolncstic agricultural produclion couplcd with incrcasc in imporl priccs of food 
and fucl conrri butcti to thc inllalionary situiitionof1973-74 and 1974-75 (Graph 
10.3). In thc inllntion cpisodc of 1978-79 to 1984-85, i t  is  again thc food 
componcnl which contributcd as much as 71.2pcrcc11L. Unlikc thc carlicr pcriod, 
lhis phasc of inllation was both accompanicd and Sollowcd by a vcry high growth 
ofmoncy supply - thc ralc o f  growth o S  broad lnoncy had jumpcd from 4.1 pcr 
ccnt in 1975-76 to 32.9 pcrccntin 1976-77 and Surthcr to 37.9 pcrccnt in 1977- 
78. Though in thc subscqucnt ycar, moncy supply growth droppcd lo 25.0 pcr 
ccnl, i t  again accclcr-alcd to 38. 2 pcr ccnt in 1979-80. 

Graph 10.3 : SRI LANKA 

Price Composilion (1973-74 to 1974-75) 
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10.08 T ic  ilnpc[us l o  money supply main1 y cmalialcd from spurt in ncl Ibrcign 
itsscls ol'11ic Ccnrritl Bank ofSri Lanka which jumpcd up from Rs.108.5 million 
in 1976-77 lo Rs.3.705.8 million in 1977-78 and lo Rs.0,807.6 million in 1979- 
80. As a pcrccnlagc of broad money thc net fbrcign ;issets incrcascd from 1.7 pcr 
ccnl in 1076-77 to 42.5 pcr cc111 ill 1077-78 and 45.2 pcr ccnl in 1979-80. Bul 
Sor n rctluclio~~ in 11c1 govc~ilnrc~~t crctlir from Rs.3207.3 million in 1976-77 to 
Rs. 1,803 riiillioii i n  1078-79 iintl Rs.2.020.4 riiillion in 1979-80, tlic growlh in 
licluidily would Iiavc k c n  niucli liiglicr. 111 oilicr wortls, the expansionary cSfccl 
ol'll~c growth ol'cxienial assets was largely modccttcd by rhc contraction intluccd 
by ~lic govcnlmcnt soclor. Tliougli subscqucnrly tllc share of foreign asscrs 
droppe(l I'ro~n 18.3 pcr ccnl i l l  1080-8 1 lo 8.5 pcrccnl in 1983-84. lhis was morc 
Illan con~pc~isarc(I hy nctgovcrnmcnl borrowing wl~ic1iincrc;iscd from Rs.22I20.4 
mill ion in 1979-XO lo Rs. 1 7,533.1 niillion in 1983-83 ;idding l o  aggrcgalc 
doliicslic licluidily (Appcritlix Tiiblc 3.7). The inHalion;iry impact ofexpansion 
ol'liquidit~ tluring 1070-77 lo 1984-85 would h;tvc bccn much scvcrc hi11 l i ~ r  rhc 
co~i~iriuous drop in income \tcloci~y I'rom ahout 5.1 per ccnt in 1070-77 to itbout 
3.4 per ccnl ill I0X-F-85. 

0 . 0  l ' i l l  1977-78 pricc controls anti ritlioning hitd a sobcling ~I'Scct on 
inllation. 1 lowcvcr, pricc coritrol was rcmovcd on a largc nu~nbcr of consurncr 
ilcms in Novcmhcr 1977. Subsccjucnrly the increase i n  W ~ I ~ C S  of boll1 private and 
public scc~or c~riployccs in Dcccmbcr 1977, the removal of ricc anti sugar subsidy 
from ii largc por~ion of liouscliold ilc~iis in 1978-79, anci ~ h c  upward rcvision of 
pr-icc of wlicitt-flour, git\lc an upward tllrusl to general pricc Icvcl. Thc gradual 
(lc~rcciitrion ol'rlic Rupccsincc Ai~gusl 1977 culrninitting in lhc I1o:tiing of Rupcc 
i n  1977-78 rcsul~cti in it consitlcl-able incrcasc in [lie impori pricc index. Addcti 
lo i t  was rlic iricrcasc in irnlx~r~ pricc inticx (luring 1970-80 following the second 
oil shock allti ~ ' i ~ l ~ d ~ w i ~ l  of pricc subsidy 1i)r'many csscnlial items such as ricc 
ant1 sugar. l'iitrs ~Iic sI1iirp i~ic~-ciisc il l  prices (Iuri~lg the I; I IC  ' scvc~itic~ W ~ I S  tlic 
rcsul~ ol'~lic combincd CI'I'CCI ofscvcri11 COSI pus11 ; i ~ i d  dc~iiit~i(i pull I';ICIO~S. TO be 
mow specific, rllc cosl push I'i~clors rcsullcd l io~n tlic dcprccialion of Lhc Sri 
Lankan Rupcc, llic i11crc;tsc in somc intiirccl tax m~cs, tlic upwiirtl adjustment of 
ulilily i~ntl sc~vicc chargcs, the incrc;tsc in priccs oSpcln)lcum producls, rhc pricc 
llihc in iniprrrctl paxlucls, ;aid 111; upwital revision ofp~iccs  of miijorconsumcr 
ilc~ns. 'rile dc~n;tntl prcssun: arosc from llic conlinuous expansion of government 
cxpcritlirurcs, tlic iiicrcascd inw;irtf rcmillanccs by migritnl labour and thc 
corilinuctl domcs~ic nioricI;rry cr;p;~rision. 

10.10. Tllc inllation 01' Ic)8?-83 and 1984-85 was brought uboul by n sharp 
iricrcasc in llic prices of export coni~no<li~ics which subscqucnlly affcclcd tlic 
domcslic ni;irkcl pricc ol'llicsc com~ntxlitics. Upw;~rd revisions of' iid~n iriis~crccl 
priccs ;~lso conlrihtllctl lo rl~c irilli~~ion. 
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10.1 I Though monaary expansion has bccn bclow ~ I V C I ~ ~ C  during the pc~icxl 
1988-89 lo lcl5)O-9 1.lI1c inllalion r-alc accclcralcd Sro~n 7.7 per cent in 1087-88 
lo 13.0 pet-ccnl i n  1088-X!) and 21.5 pcr ccnl in 1990-$11. The growl11 rittcs in  
moncy.oi11pi11 and priccs plollcd in Graph 10.3 sliow thai &,nt\cthccarI icr pcriotl, 
the roo1 causc 01' Sri L:r~~liatr i~~l la~iorl  in ~l jc  mosl r~c&t.~cricxl is anyilling bul 
monclary cxpansion. The ccnlr;tl bank's cl'fclr~s ;U rcduci~ig moncy slipply was 
~~eulriilis~d by sli:trp incrc;lsc in iricomc vcloci~ y Srom bclow3 loabouI-4. Dsoughl 
condilions, csciilalion ol' civil dislul-l>:rnccs uliich pcriotlically disl-uprcci the 
transpot1 k~cilily rcsulling in  supply sllo~lagcs, iligll~r lari Sf o n  clccl ricity ant! 
upward scvision i n  Inany cxcisc durics contribulcd to lhc inflitlionary.siluation. 
Tlic subs~anrial wage i~lclcasc grirrlrcd in -scvc~-sl kcg scctors ol'tI1c ccono~iip i n  
1988-80 con~t-ibulcd lo rn;tir~lcr~:rlicc of  it high cllccLivc tlcrnar~il. 

(;rap11 10.4 : S R I  LANKA 

10. I? Ttic fiscal opcr:~lion ol' tlic govcnimc~i~ Iias shown ir~licrcnt imbidanccs 
ovcr ttic ycilrs, tliougli the government cxpcnditun: as n pcr cent of GDP hiis 
cscaliitcd from 28.5 pcrccni in 1970-71 to40.4pcr ccnlin 1900-91, govcmmcnk 
rcvcnuc has lag@ bchind. As a rcsul\, thc ri~tio of budgct deficit to GDP has 
mounrcd I'rom 7.9 pcr ccnl in 1970-71 to 21.6 pcr cent it1 1990-91. Thc high 
borrowi~ig rccluir-cmcnl of tlic govcrnmcllt with pc~ i (~ l i c  spurts ill nct foreign 
;tsscls h;ls alw;lys kept [he aggrcgarc dcnlitnd vcry high. Thc ~r;lnsmission of 
intcm;t~ionrl inllaiion Ilin)ugl~ both cxport and import pricc irldiccs ilnd periodic 
Crop I'rrilurcs has arldud to the itilliltio~~ury pttssun.. In the roccni period supply 
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botllcnccks hnvc ariscnduc ~o~cscaliilionof scvcr;il dislurbanccs pulling inllitlion- 
ary prcssurcs. 

10.13 Somc stnrcluml variablcs along with broad rnoncy (BM) wcrc tcslcd for 
inflation in Sri Lanka. Thc cquation was cstimntcd in linear, [om for ihc pcriod 
1971-72 to 1900-9 1 .  TIlc slruclur:tl variablcs arc agriculluriil gross domcstic 
producl (AGDP) and import priccs (MPI). Thc cslitniilc(i cquationis ;IS Tallows: 

CP1 = 328.2 - 0.01 AGDP + 0.01 BM + 0.71 MPI 
(2.35) (- I .SO) (2.5 1 ) (2.83) 

2 - 
R = 0.97, DW = 1.21 
(Figurcs in brrtckct~cprcscnt '1' statistic.) 

10.14 The parrimctcr cstimatcs arc-of cxpcclcd signs and found to bc significant 
at thc convcntional5 pcrccnt Icvcl cxccpi Ibr AGDP whichis signi ficanl at 1 Opcr 
ccnl. Apart from money supply, llic import priccs and agricullural output largcly 
cxplain pricc changes in Sri Lanka. 

1 I. (;eticri~l hloclcl of Inflation for ACU Countries 

11 .O1 I t  is di fficult lospccify a fully satisflclorygcncral modcl ofinllation 11i:tl 

accur;tlclydcscribcs 1hcinllniion;try proccss in all the ACU countrics whichcould 
fully scrvc the ncccls ol' policy-makcrs. Thcorics of inflation arc not mulually 
cxclusivc but ovcrlap and must interact in a dynamic modcl. 

1 1.02 Assuming adaplivc cxpcclation hypothesis in pricc formation, it rcduccd 
fonn pricc ctluation was cstilnatcd for ~ h c  mclr~bcr counlrics. Thc movcmcnt in 
pricc iIs rcflcclcd in thc consumcr pricc index (CPI) was rcgrcsscd on rcal gross 
domcstic product (GDPR), broad rnoncy (BM) itnrl priccs with onc priod lag 
(CPI-I). Typicrtlly, in such modcls currcnt inflalion is not only a function of 
cxccss dcmand, but alsocxpcctcd inflation riilc, which rcllcctspast inl1;ttion ralcs. 
Thc m d c l  was sct up by pooling thc rclcvanl variablcs of thc rcspcctivc ACU 
countrics with slopc dumrnics lo idcntify cach counrry. 

1 1.03 Tbc modcl has bccn sct up in a dummy variablc fritmcwork as follows : 

CPI = RGDPR, CPI(-I), GDPRSDB, GDPRSDI, 
GDPRSDIR, GDPRSDN, GDPRSDP, GDPRSDSl 
whcrc' : 
CPI - - Consumcr Pricc Inticx 
RM - - Broad Moncy 
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GDPR 
CPI(- I )  
GDPRSDB 
GDPRSDI 
GDPRSDIR 
GDPRSDN 
GDPRSDP 
GDPRSDS 

Rciil Gross Domcsdc Prcxluct 
Consumcr Pricc Index with onc pcriod lag 
GDP slopc dummy Tor Bangladesh 
GDP slopc dummy Tor India 
GDP slopc dummy Ibr Iran , 

GDP slopc dummy for Ncpal 
GDP s l o p  dummy Tor Pakistan 
GDP slopc dun~m y for Sri Lanka 

TIlc slopc dummics arc oblaincd by allowing only the gross domcsdc product 
(GDPR) o f  thc rcspcclivc countries to bc diffcrcnt across thc si~lnplc partition. 

11.04 Thc cquation was cslimatcd in standanl double log formulation. Thc 
cslirnatcd cquation is iIs follows : 

LCPI = 1.64* + 0.6 1 LB M* - 0.$7 LGDPR* + 0.05 LCPI(-I)* 
(1 -87) (1 9.5) (-7.1 I )  (1 34) 

+ 0.89 GDPRSDB* - 0.37 GDPRSDI* + 0.36 GDPRSDIR* 
(8.34) (-9.64) (+3.26) 

+ 0.04 GDPRSDN" - 0.61 GDPRSDP* + 0.29 GDPRSDS" 
(1.96) (-20.3) (6.3) 

* Signi Lican~ at 5.0 pcr ccnt lcvcl. 

Thc paramclcr cstimatcs of GDPR cnny cxpccicd ncgativc sign and lhosc of 
broad moncy and CPI(- I )  wcrc of cxpccicd pc~sitivc sign. Thc cqualion was of 
mod lit (k2 = 0.97) with all ~hc  v;lriablcs bcinp signilicanl at convcnlionr~l 5.0 
pcr ccnt Icvcl, lhough ihc cqu;~lion sliowcd sign of aulocorrclalion. 

11 -05 On thc basis of thc cqualion, thc cstimalcd short-run and the long-run 
clasticitics of pricc with rcspcct lo broad moncy and rcnl outpul across ACU 
counlrics arc given in Tablc 1 1.1. 
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Table 11.1 : I~liplicit Elasticities 

Shon-run claslicily of Long-run cliislicily ol' 

Counl ry pricc with rcspcct lo pricc with rcspcct to 

Broad Moncy Rcal Output Broad Moncy . Rcal Oulput 

Bangladcsh 0.61 ' 0.02 0.65 0.02 

India 0.61 -1.24 0.65 -1.31 

1r;in 0.61 -0.52 0.65 -0.54 

Myanmar 0.61 . -0.87 0.65 -0.92 

Ncplil 0.61 -0.83 0.65. -0.8 8 

Pakistan 0.61 -1.48 0.65 - 1  -56 

Sri Lanka 0.61 -0.59 0.65 -0.62 

Thc spccilication of thc modcl allows only for varying impact of rcal output on 
priccs across counlrics, lhc impact of broad rnoncy remaining thc samc. 

1 1.06 From our carlicr analysis of pricc bchaviour in lhc individual ACU 
counlrics, il was found lhat kx)d priccs cxcrtcd considcriiblc inllucncc o n  Lhc 
aggrcgatc priccs. In thc abovc equation, whcn lhc pricc variablc (CPI-1) was 
rcplaccd by food pricc indcx with onc pcritxl lag (FPI-I), thc pricc elasticity with 
rcspcct lo broad rnoncy did not show any pcrccptiblc changc, undcrlining thc 
importance of moncy supply in pricc dctcrmination. 

11.07 Though growth in rnoncy supply and rcal GDP arc major Sactors 
influencing inflation, ccrtain common structural rigidilics such as agricultural 
production,dctcriorating lcrms of tndc and balancc of piiymcnls dis-cquili bri urn 
can ncvcrthclcss bc idcntilicd as I'lictors typical to C ~ I C ~  country having inllucncc 
on thc pricc bchaviour. 

11.08 Wc idcntilicd two major slructunil factors ;IS important Tor thc ACU 
countries : 

(i) Susceptibility ofthc cconomy lo Ilucluations in agricullural ourpul (IAGO). 

(ii) Thc cxchangc ri~lc cxprcsscd in lcrms of thc ratio of domcslic currcncy to 
hrcign currcncy (EXRT). 
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~llhough GDPR would rcllccl lhc impacl of movcmcnls in agricultural output, 
JAGO was includcd lo liiglilight lhc inllucncc of agricultural scclor which had . 

cmcrgcd as ~ h c  mosl common slruclural variablc for lhc ACU countrics in our 
disaggrcga\cd analysis. A priori, i t could bc rcasoncd \hat as agricultural output 
(IAGO) incrcascs inflalion tcnds to kill. A risc in lhc cxchangc ratc (EXRT), 
which rcllccls dcvaluiilion of thc domcstic currency and which can also bc 
considcrcd iis il proxy for importcd inflation is likcly to havc a cost push clfcct on 
inflation. Thus, thccxpcclcd signofthcpi~ramclcrs would bc: ncgativc Tor IAGO 
and posilivc for EXRT. 

11 -09 Thc modcl was lhcrcforc rc-cs1im;iLcd by slacking ihc variablcs for lhc 
scvcn ACU coun~rics li)r Lhc rcfcrcncc pcriod 1970-71 to 1989-90. Allowing for 
missing obsctvations in rcspcct of ccrtain counlrics, wc oblaincd 126 obscrva- 
lions. Will1 clcvcn explanatory variablcs, Lhis allows for 114dcgrccsorfrccdorn, 
which is ii I;iirly I;~rgc samplc sizc for a robust slatislical cslimation. The modcl 
was csti~natcd in tloublc log spcci fication following thc OLS rcgrcssion mcthod. 
The cstilnalcd cqu:ition is as follows : 

LCPI = -1.36 + 0.52 LBM" - 0.58 LGDPR* + 0.04 LEXRT - 0.30 LIAGO* 
(- 1 .O) (1 2.2) (-3.2) (0.66) (-3.27) 

+ 0.04 LCPI(- I)*' + 0.42 GDPRSDB* - 0.40 GDPRSDI* + 0.93 GDPRSDIR* 
(1.4) (2.4) (-8.53) (3.8) 

+ 0.05 GDPRSDNQ* - 0.58 GDPRSDP* + 0.47 GDPRSDS* 
(1.64) (-19.8) (5.66) 

* Significant at 5.0 pcr ccnl Icvcl. 
* Significnnl at 10.0 pcr ccnl Icvcl. 
(Figurcs in brackcl rcprcscnl '1,' statistics) 

- 2 
Thc cquation was or gotxi fil (R = 0.98). Though thc paramctcr cstimatc of 
cxchangc larc tu111cd out (o tx sli~tisli~i~lly insip,miIicant, it carried thc cxpcclcd 
positivc sign. Howcvcr, thc pari~rncicr cslimiitc of agricultural oulpul (IAGO) 
lunlcd out lo bc highly signi licanl. 

1 1 . I0  On thc basis of  his cquadon, thc csrimalcd shorl-run and rhc long-run 
claslici~ics oi' priccs will1 icspcct to broad moncy, real GDP and agricultural 
OUlpul iICr-OSS ACU counlrics arc givcn in Tablc 11.2. 
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Table 11.2 : Implicit Elasticities 

Shon-run claslicily of Long-run claslici~y o f  

Counl ly pricc with rcspccl lo pricc will1 rcspcct 10 

Broad Rcal Agricul- 
Moncy Ou~put 1ur;tl 

Oulpul 

Bro;id Rcal , Aglicul- 
Oulpul Oulpul lurill 

Oulput 

Bnngl;ldcsh 0.52 -0.16 -0.30 

Indi;~ 0.52 '-1.07 -0.30 

Iran 0.52 0.35 -0.30 

Myanmar 0.52 -0.58 -0.30 

Ncpal : 0.52 -0.53 -0.30 

Pakistan 0.52 -1.17 -0.30 0.54 -1.21 -0.31 

Sri Lanka 0.52 -0.1 1 -0.30 0.54 -0.12 -0.31 

1 1.1 I Though thc pricc clastici tics with rcspcct to broad moncy work out lowcr 
than thc carlicr cquation, thc inclusion of strucluril variables docs no1 sccm lo 
havc rcduccd thc impacl of moncy supply on inflation. Our analysis shows that 
whilc supply shocks could triggcr pricc incrcascs, thcy arc always suslriincd by 
cxccssivc growth in rnoncy supply. Inflationary proccss thus is, in a vcry 
subslanlial scnsc, monclary in cflari~ctcr. 

12. Conclusions 

12.01 During Lhc last two dccadcs, thc ACU counlrics cxccpting Iran, cxpcn- 
cnccd avcragc :annual inllitlion rrllcs o f  9 to I 1 pcr ccnt, thc corresponding rate 
for Iran k i n g  highcr pt 17.6 pcr ccnt. Though rhc inlla~ion ralc or thc ACU 
counirics was nowlicrc closc lo thc hypcr inflation in olhcr lowcr and middle 
incomc countrics, it, noncthclcss, was highcr than thc ralc in thc high incornc 
counrrics. Thc apparcnl low avcragc inflation raw ovcr ihc twcnly-ycar pcriod, 
howcvcr, cilmoullagcs somc inlcnsc i~~flationcpisvdcs which varicd from country 
l o  counlry in duration and periodicity. All ~ h c  ACU countrics cxpcricnccd 
inllation Sollowing lhc firsloil shrxk, This was so whcn ~ h c  sccontloil shock look 
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placc, will1 [he cxccplion of  Myanmar whcrc priccs wcrc s~ric~ly adminislcrcd. 
Tic  I~uiian cconotny has shown a pcrsislcnlly high inllation nlc following thc 
war witti Irt~q sincc thccarl y 'cightics. 111 dic 'ciglitics, - particularly in laticr ycars 
- ~ h c  inflalion ralc has hovcrcd around tlic doublc-digit figurc in sornc counlrics 
Tor divcrsc rcasons : in Batiglt~dcsh bcforc thc struciural acijustmcnt pl-ognmmc; 
Sri Lanka, fbllowing tllc civil disturbance; and Myanmar, following intrtxluclion 
of somc pricc llcxibility. India cxpcricnccd a doublc-digit inflation ratc in thc 
carly 'ninctics, rcflccting mainly llic balancc of payment.. crisis cm analing from 
scvcrc liscal irn bal ancc and struclural incSficicncics. 

12.02 Thc sliidy has shown thal lhc long-lcrm relationship among moncy, 
oulpur and priccs rcllcclcti widc variation in ~ h c  incomc clnslicity o f  dcmnnd Tor 
moncy among lhc low incomc ACU c()untrics from 1 . I  pcr ccnl in thc casc of 
Pakistim lo as high ;rs 2.7 pcr ccnl in the c;~sc oS B;ingladcsIi and Ncpal; intcrcsl 
rate showcd the dcsircd invcrsc relalionship wilh moncy dcmand (Tablc 12.1). 
TIlcsc rcsuits arc in line with thc  lhcorctical cxpcaalions aboul Ihc dcmand Tor 
,motlcp Sunclions in Lhc dcvcloping countries. 

Table 12.1 : Incomea~id Irlterest Elasticity o f  Broad Money of Low Income 
ACU Countries 

Counlry PC ri od Incornc Inlcrcst - 2 DW 
Elasticity Elasticily R Stalislics 

2. India 1070-7 1 lo 2.0* 
1990-91 (24.5) 

3. Myanmar 1971 -72 to 2.3* 
1989-90 (3.7) 

5. Pakis~an 1071-72 lo l . l* 
1 990-9 1 (6.5) 

6 .  Sri Lanka 1972-73 to 1.7* 
199 1-92 (3.3) 
- - -  - 

Figurcs in brackci rcprcscnt '1' stalislic. 
@ Implies scmi-clasticiiy 
* Signiliciint at convcntional 5 pcr ccnl lcvcl 

** Signilic;int at convcntiond 10 pcr ccnt lcvcl 
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(;rapt1 12.1 : Income arid Money Demand 
-. 

Per Capita Income (In US $, 1990) 

Graph 12.2 : Money and Inflation 

(In Per cent) 



INFLATION IN ACU COUNTRIES 21 7 

12.03 Thc widc variations in incomc elasticity can bc cxplaincd by thc 
dirfcrcnccs in the lcvcls of cconomic dcvclopmcnt in lhcsc counlrics. Incomc 
clasticily ploucd against pcr capila incomc (Graph 12.1) shows an inverse 
relationship - lowcr thc pcrcapilrt incomc, highcris lhcincomcclasticily. Furthcr, 
thc ncgativc cornlalion bctwcen pcr capita incomc and incomc claslicily was 
found to bc stalislically si&!ilicant a1 thc convcntional 5 pcr cent lcvcl. 

12.04 Thc cstim;ttcd rcduccd form pricc cqualion for ~ h c  ACU counlrics 
showcd that moncy supply is a major dctcrminanl oT inflarion but its magnitudc 
again showcd widc variations, pointing towards thc prcscncc of structural 
rigidilics(Tab1c 12.2). Thc itvcrirgcinllalion rrrlcshown agninsllhc rritcofgrowlh 
in moncy supply (Gr;iph 12.2) rcvcals that among lhclow incomc ACU courilrics, 
Indiil, Ncpal and Bangladesh showcd a highcr ralcoSgrowtl~oSmoncy supply and 
yct cxpcricnccd rclalivcl y lowcr in Iliition rrllcs whcrcas Myanmar, Pakislnn and 
Sri Lctnka rccorclcd highcr inflation ralcs dcspitc lowcr rnonclary cxpsnsion. 

12.05 Among slruclu r;tl Si~clors, dtrmcslic out put, parlicularl y agriculluriil 
output, import p~iccs, cxchungc rltrc and food priccs wcrc Sound to havc major 
in fl ucncc on priccs. For cx;im pic, priccs i n  Myanmar, Iran, India and Ncpitl sccm 
tobc highly scnsilivc, in dccliningordcr, to thc changcs in gross domestic product. 
Pakistan, Bangladcsh and Sri Lanka, on thc olhcr hand, sccm to bc morc 
susccptiblc to fl uctua lions in agricul lurrrl oulpul than tliosc in ovcrall oulput. 
India and Nepal sccm to bc vulncrablc lo I1uctu;tlionsin food priccs. Fluctuations 
in oil produelion al'fcclcd thc inllation ralc in Iran through thc liquidity impact. 

Table 12.2 : Price Equation : Elasticities 

Counrry -- - Pcri(1(1_ . _ _ B M  GDPR- A G I  MPI- 1 O!LL_ 
(1) (2) (3) (3) (5)  (6) (3') (8) 

1. Bangladesh 1979-80 LO 0.35* - -0.08 - - 0.37* 
1989-90 (3.9) (-0.2) (2.0) 

2. India 1970-71 u) 0.3* -0.6* - 0.13" 0.6* - 
1988-89 (3.9) (-2.4) ( 3  1) ' (6.0) 

3. Iran 1974-75 to O.'!* -1.2* 0.5@* - - - 
1988-89 (1 I .X) (-2.8) (2.6) 

4. Myanmar 1073-74 LO 1.3* . -2.0* - - - 4.8* 
1 8 - 9 0  (4.8) (-2.7) (3.3) 

5. Ncpal 1972-73 lo O.M* 0.2* - - 0.7" 0.1* 
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BM GDPR .AGI  FF'I OSV Co~l .ry  - . Pcrlo!l-.--.--. .. -.MY .....-. --- -.- 
(1) (2) (3) (3) (5 )  (6) (7) (8) 

Figurcs in br;tckcl rcprcscnl '1' slalislic. 
@ : Rcfcrs lo oil produclion 
* :. Signilic;tnl at S per ccnr lcvcl 

** : Signilicant at 10 pcr ccnr lcvcl 
# : Lincar Equation. 

Not at ions 

BM : Broad Moncy 
GDPR : Gross Dorncslic/Nn~ional Prcxiucl 
AGI : Agricullural OulpulICiDP 
MPI : Impoil Pricc Indcx 
FPI : Fcx~d Pricc Indcx 
OSV : OlhcrSrruclural Variables (cxchangc rarc for B;tnglacicsh, ralio 

o f  budge1 ticlicit lo GDP for Myanmar, and Wholcsalc Pricc 
Intfcx of India for Nepal). 

12.06 Thcgrowlh in liquidily in counlrics likc Iritn,Ncpal and Pakislan, mriinly 
crnanatcd from thc cxlcmal scclor through L ~ I C  rise in Sorcign asscls. In thc 
remaining counlrics, cxp:tnsion in govcrnmcnt borrowing plhycd'a' lnorc impor- 
tant rolc. 

12.07 In counlrics likc Sri Lanka, Bangladcsh, Pakistan and India, tlic changcs. 
in import priccs arc rcllccrcd in cfomcstic priccs, Impor1 priccs can bc trcatcdas 
a proxy lo world inflation. Tllc dorncslic pricc claslicity with rcspcct to imp~rt 
priccs is thc Iiighcsr in thc casc of Sri Lanka a! 0.45 ;ind ihc lrtwct.:! i!! !kc casc 06 
India at 0.12, rcflcciing thc dcgrcc of opcnncss ol'thcir ~sqxct ivc  economics. 

12.08 Thc crassscdiondati~onGDPgrowth andinllalionin lllc ACU countrics 
during the pcriod as a wholc docs no1 providc [inn cvidcncc ol'tritcic-off bctwccn 
inflation and growlti. Howcvcr in somc sub-pcritxis for somc countrics, viz., 
Bangladcsh, My;~nrn:tr, Ncp;ll and Sri Lankit rlicrc may bc it c;mc of ~radc-oSf, 
although this by ilsclf cltxs not mcitn 1Il;tt the Pliillips' curve mcch;tnism is valid 
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in ACU counlrics a s  was Lhc casc with dcvclopcd counlrics (luring 1hc ' fiflics and 
'sixtics. 

12.09 Thc rtvcragc growth ratc ploltcd against thc inflation ratc (Graph 12.3) 
indicalcs thal ACU counlrics which had cxpcricnccd high inllalion rrilc showcd 
lowcr growth ofGDP during lhc pcriod as a wholc. Thc invcrsc rclalionship was 
validated by lhc high ncgalivc corrclalion bclwccn cconom ic growth and inflation 
which wils found tobc slatistically si~yilicant at thcconvcntional5 pcrccnt Icvcl. 
Topul it diSfcrcntly, in lhc casc of  ACU counlrics, lowcr inflation rrilc has bccn 
growth cngcncicri ng. 

Graph 12.3 : Growth slid Inflation 
(In Per cent) 

In flat ion 

12.10 An important policy 611-out of  [his study is that moncvxy. policy will 
have to is c,u.rrcmky trigilnnr about _ ~ h c  d c v c l o ~ ~ ~ ~ t ;  in kxxh the dtmesfic and 

--A 

inlcmalional sphcrcd, size any ;rccomrndative action could gcr~riitc- 
incrcascs, given ihc structural fi~ctors. Monctnry, galicy has to elcarl y bear ihc 
rcsponsibili ty of conl:iining inflation whcncvcr liscalklctions o r  cxtcmal shocks 
or Supply rigirlitics bccornc ckstahlising. 
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ANNEXURE 

Ternis of Referelice of tlie Study on 'Monetary Expansion and Inflation 
in Asian Clearing Union (ACU) Countries' 

During thc 201h Board Mccting of thc Asian Clearing Union hcld in 
Kathmandu on May 14 and 15, 1992, a study on 'Monctary Expansion and 
Inflation in Asian Clcaring Union (ACU) Countries' was proposcd to bc takcn up 
by lhc ACU Sccrclariitt in cmrdinrttion with lhc mcmbcr-countries to cxaminc thc 
link bctwccn monctary cxpansion and inflation in thc dcvcloping countrics of thc 
rcbion. Thc basic objcctivc of thc study will bc to rcvicw tlic cxpcricncc of ACU 
countrics and draw Icssons for,policy making. 

Thc tcrms of rcfcrcncc of thc study arc as I'ollows : 

(i) toexaminc thccpisodcsofinflationinthc ACU cconomicsand thcirgcncsis, 
naturc and link with macro-cconornic fundarncnlals; 

(ii) to tcst lhc hypolhcsis whcihcr inflation is a rnonclary or a non-monctary 
phcnomcnon in thc dcvcloping counlrics of thc rcgion and, if it is a non- 
monctary phcnomcnon, to identify Lhc struclural and othcr boltlcnccks 
operating in thc cconomics which may play a ccntnl rolc in dctcrmining 
ralcs of inflation: 

(iii) to cxaminc thc possiblc tradc-off bclwccn inflation and growth and lhc 
policy implicalions thcrcor; and 

(iv) to suggcsl mcrisurcs loconlrol inflation in 1hc lighl aTLhc abovc findings of 
thc sludy. 

(v) lo dclcrminc thc impacl of cxrcmal factors on thc rate of inflation in the 
ACU countries 

(vi) to dctcrminc thc validity of thc Phillip's curve in  ACU counirics. 
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,lppendix 'fable 1.1 : Money 1)em:lnd Equations of Lo\\- Income ACC: Countries 

i'criod Equ;riion - 2 DW 
K Siir~ist ics 

1 .  Rangl;idcsh 1'175-76 LKRM = -31.2* + 2.7 LGDI'K* - 0.03 DKOI** 0!)6 1 .A5 
10 (-9.7) (10.3) (-I .4) 
1989-90 

2. Intli:~ 1970-71 LKR hf = -1 7. i * + 2.0 LCiDI'K* - 0.1 7 LDKOI* 0.99 1 .X7 
LO (-18.X) (24.5) (-2.6) 
19(J)-91 

3. Myanmitr 1971 -72 LKRhl = -1 9.9* + 2.3 LGNI'K* - 0.2 LDKOI 0.88 I .X7 
10 - 2 . 0  (3.7) (-0.7) 
1989-90 

4. Nepal 1971 -72 LKRM = -21.5* +2.7 LCiDI'K* - 0.4 LDKOI* 0.97 I .9l 
to (-0.5) (1 0.7) (-2.7) 
1089-90 

5. 1';lkisl:rn 1971-72 LKRhl = -4.7* + 1 . I  LGNI'K* - 0.08 LDKOI 0.96 1.50 
to (-6.9) (6.5) (-0.6) 
19(309 I 

6. Sri L:lnli;r 1972-73 LKRhl = -1 29* + 1.7 LGDI'K* - 0.01 DKOI 0.82 0.31 
LO (-2.8) (3.3) (-0.2) 
1991-92 

Figures in briickct rcprcscnt 'I' s~;r~istic. 
* Significan~ a1 convcntion:ll 5 pcr cent lcvcl 

** Significant at convcnlion;rl 1 0  pcr ccnt lcvcl 
Sotntiotw 
KRM : Kc;ll Rro;itl Moncy 
GDI'K : Real Gross Uonicslic/N;~tiond I'n>tlucl 
UKOI : Call Money h2;irkct Karl: for 1ntli:r :inti K;ric of Inlcrcs[ o n  Dcposits for ~tllcrs. 
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,Ippendia -Fable 1.2 : I'rire Equations 

Cottn~ry I'criotl Glu;t~ion - 2 DW/h 
K Slalislics 

I .  R;rngl;ttlcsl~ 1970-80 LCI'I = 2.5 + 0.35 LRM* - 0.08 LAGLII' + 0.09 1.58 
1 0  (0.3) (3.9) (-0.2) 
1089-90 0.37 LEXKT 

(2.0) 

2. Intliit 1970-71 1,CI'I = 4.6* + 0.3 LRM* - 0.6 LGNPK* + 0 . 9  1.47 
10 (2.2) (3.0) (-2.4) 
IOXX-80 0.13 LMI'I* + 0.6 LFI'I* 

(3.1) (6.0) 

3. 1r:tn 1974-75 (i t )  LCI'I = 1.3 + 0.1 LRhl - 0.2 LGLII'K 0.99 1.541 
I 0  (1.1) (1.0) (-I 2) h=l .022 
1088-80 + 0.') LCI'I (-1 )* 

(9.5) 
(h) LCl'l = 4.3 + 0.9 LRM* - I .2 LGLII'K*+ 0.96 0.80 

(1 -4) ( 1  1.8) (-2.3) 
0.5 LOILI'D* 
(2.0) 

4. A i n i i i ~ r  1973-7-1 LCI'I = 1-1.8* -t 1.3 LRhl* - 2.0 LGNI'K* 0.86 1.62 
11) (2.6) (4.8) (-2.7) 
19x0-90 + -1.8 ( n ~ ~ / c i o ~ ' ) *  

3.3 

5. Ncp;tl 1072-72 L.CI'I = -1.7* + 0.06 LRhl* + 0.2 LCiDI'K* 0.99 1.72 
10  (-2.8) (3.2) (2.7) 
I OcM j -0  I + 0.7 LFI'I * + 0. I LINWI'I * 

(21.5) (3.4) 

6. l ' i ~  1970-7 1 LCI'I = -I.?* + 0.6 LRM* - 0.8 LAC;!* 0.97 0.96 
10 (2.7) (4.7) (-I .9) 
I OiM ) -9 1 + 0.3 Lh,ll'l* 

(1.0) 

7. Sri Litnk;~ 1071-72 C1'1 = 328.2* + 0.01 RM* - 0.01 AGL)I'** 0.97 1.21 
10 (2.35) (2.5) (- 1.56) 
l WO-0 1 + 0.7 1 Ml'l* 

( 2 . 8 3 )  

Figurcs in tlr;lckcl rcprcscnl 'I' sl;tlis~ic. *Signific;trll ;II con\.cnlion;tl 5 pcr ccnl lcvcl 
** Sig~iii'ican~ ol cot~vcn~ic~r~:tl I0 Ixr cc111 Icvcl 

Cctnsur11c.r I'ricc Irltlcx 
Rri);ttl bloncy 
Gross Ul)n~cstic/X;r~ic,n;ll I'rc~lucl 
Agrici111ur:tl Oit~put/C;L)I' 
Inlpc*rl I'ricc lntlcx 
1:tnrl I'ricc Intlcx 
Excllitngc: K;IIL: per /IS S 
K:llio of Butlgc~ 1)cficit 10 CiI)I' 
Wltc~lcsitlc I'ricc lntlcx of Intlii~ 
Oil I 'r~nl~~c~i~it;. 
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NOTES 

Industrial Employment in the Eighth Plan 
Issues and Options 

This j):ipcr :iniily~c~ thc b ~ l i a ~ i o ~ ~ r  orot~lptil, V ~ I I L I L :  ;itltlctl arlti cmijloynicnt 
in ovcrall faclory sector during llic pcriotl 1973-74 LO 19x7-88. Nolahly, ~hccliiploy- 
men1 cl:is~icily of outpu~ has hcconic ncg:i~ivc in thcrcccnl pcrioti of 1083-X3 t o  1987- 
88. In view of rhis,thc Eigl\th lPl;\n's calcula\iwns to ;rchicvc rill\ ernploy~lrcn\ b y  2(MN 
AD sccm l o  he iluitc anibitious. The Tu~urc cnlploynicnl (i!riitCgy f o r  111i111iiLi~1~ring 
scc~orin particul;tr,wouItl have to pl;icccmph;tsis o n  yni:tll:rntl dcccn~r;iliscd scgnicn~s 
of m;lnufacluring scclor ;IS ;i 1113jor source or intluch-ial ;1nc1 cnlploytiicnt g r o ~ . ~ l i .  

Widcsprcad uncmploymcnl and the rcsultitig povcny arc the mos1 
Sormidablc problems conSronting the Indiiin economy. Sincc the hcginnin~ of 
dcvcloptncnt planning, several policies Iiavc bccn tlicd bui their ili~pacl has kc11 
limilcd, noLwi\hs~anding tlic signilican~ growth in cmploylncni ovcr lhc ycals. 
However, a rcl;~tivcly high growtll ol'p)pulaiion ;uid iidditions to Iiibour Sorcc in 
lhc lhcc of rcl;tlivcIy sluggish economic acliviiy has lcci io an incrcasc in Llic 
volutnc of uncmploymcni, thc backlog of' uncmployu~cnt k i n g  as niucl~ as 28 
mtlliorl persons at 11ic bcginning of 10c)O-0 1. 

Agains~ ill is background 1lic Eigli~ h Five Ycar Pliin, 1092-07 lias 
providcti iI sliarply Socusscti mcdiurn-tcnn pcrspcclivc 10 11lc nccd for rcducing 
uncmploymcnt to a ricgligiblc lcvcl wi~llin thc ncxt lcn ycii13. In support oflhis 
goal, lhc Eiglit 11 Plan has prcscntcda s~udicd ;isscssnlcnl ofcmploymcnt prospccls 
and tlic uncniployrncnl si~u;~liorl in tllc counlry by scclors and by ciiSScrcnt 
calcgorics ant1 an cst i1n;11c oI'11lc targcl ofcm ploymcnlgrowth rcquircti lo achicvc 
ncar full cm plopriicti~ by tlic lum of ~llc century. TIic Eiglilli P1;11i docutncnl has 
also cnuncialcd slr;ttcgy of policies arid progrirlnmcs lowartis expansion of 
crmploymcnt opportutii~ics i r i  (iiIli:n.nl .wc~orsoStIic cconomy. Thr:(focumcnt has 
rccognisctl tliii~ wlii lc tllc ntlop~ion oS an cmploymcnt-oric111cd growih s\ralcgy 
will bc ncccss;iry to al~ain llicgoal oSnc;lr full cmp1o)'nlcntovcrik pcrioci of tinic, 
spcci;~l cniploptiicn~ prognmmcs for liic poor :md tlic vulncctblc, would s~ill bc 
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ncccssary in thc intcrim. Thc documcnt has, howcvcr, cautioned, bascd on thcir 
varying dcgrccs of succcss in thc past, thc nccd for a major rcstrucluring of t k  
spccial cmploymcnt programmes so as to havc thcm closcl y intcgratcd wi th thc 
sccloctl pmgrrtmlncs of output and cmploymcnt growlh. In thc conlcxt or the 
cfrccts orstructurrtl rc~ormsoncmploymcnt, thc Plan hasconsidcrcd that thcmost 
cffcctivc way of dcaling with thc problem is to crcatc appropriate conditions, 
parlicularly in thc informal scctor, to gcncratc largcr productive cmploymcnt by 
making cntry of individuals and tiny units into processing, rcpair, transport and 
olhcr scrviccs scctors casicr, and acccss to crcdit, spacc and othcr inputs wider. 

It is against lhis contcxt that an attempt is madc in this paper to analyse 
' 

thc bchaviourof output, valuc addcd and cmploymcnt in ovcrall factory sector (a 
pmxy Tor orgtniscd scctor) during thc pcriod 1973-74 to 1987-88 so as to 
apprcciatc thc rr~tionalc for thc Eighth Plan's pcrspcclive. Furthcrmorc, thc 
rclcvnnt dntrt concerning public and private scctor em ploymcnt havc also bccn 
analyscd to arrivc at policy implications. Thc data Sor this study have bccn taken 
Prom vi~rious issucs of Annual Survcy oTI~idustrics, National Accounts Statistics 
and Economic Survcy. Thc valuc addcd and oulput arc at constant (1980-8 1 = 
1(X)) prices. Thc pcriod 1973-74 to 1987-88 has bccn consciously choscn for the 
rciisons [hat National Industrial Classification (NIC)-70 is bcing followcd to 
classify factories sincc AS1 1973-74 and thc latcst data availablc at thc lime of 
study bcingof 1987-88. Bcsidcs this, thc pcriod 1973-74 to 1987-88 corresponds 
with Planning Commission's study (1990) quotcd in this paper. 

Thc papcr has bccn dividcd into Tour scclions. Scction I analyses the 
growth in cmploymcnl, oulput and valuc addcd in Factory Scctor. Scction I1 
cv:tlualcs thc cmploymcnt cffccts of structur~l and technological changes. 
Scction 111 cxamincs thc bchaviour of cmployrncnt in public and privatc scctors. 
Scction IV, thc concluding scction, ftxusscs on thc futurc cmploymcnt strategy 
in thc light or thc findings of thc prcvious scclions and sums up thc discussion. 

SECTION I 

(irowth in Employnient, Output and Value Added in Factory Sector 

Employmcnt data rcponcd in Tdblc 1 rcvcal that ovcrall cmploymcnt in 
Lhc factory scctor dcclincd at an annual avcragc ratc or0.5 I pcrccnt during 1983- 
84 lo 1987-88 as against thc posidvc grow~h of 5.07 pcr ccnt and 2.39 pcr ccnt 
during thc crirlicr pcritds of 1974-75 to 1977-78 and 1977-78 to 1983-84, 
rcspcctivcly. In :ibsolulc tcrms, thc cmploymcnt has incrcascd from 58.2 lakh 
pcrsonsin 1973-74 toXO. 1 lakh pcrsonsin 1982-83. 1-lowcvcr, it has kt1 Icn 1077.8 
lakh pcrsonsin 1987-88. Notably,thcgroups showing3 Inllincmploymcntduring 
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1980s (1983-84 to 1987-88) wcrc rood products (-3.82 pcr ccnt), cotton tcxtilcs 
(-4.48 pcr ccnt), julc Lcxlilcs (-3.54 pcr ccnl) and wood furniture (-2.11 pcrccnt) 
rcprcscnling by ;ind largc lhc triidilional industry groups. 

Thc gross output Or lhc fiictory scctor too has grown at a lowcr annual 
ratc of 4.82 pcr ccnt during 1983-84 to 1987-88 as againsl a highcr growth o r  
1 1.67 pcrccnland 7.42 pcrccnl, rcspcctivcl y duringthc pcriods 1974-75 lo 1977- 
78 and 1977-78 to 1983-84. During t11c 1980s (i.c.,1983-84 to 1987-88), thc 
output growth dcclincd in rcspccl of rood prcxlucts, couon tcxlilcs, wool and silk 
lcxlilcs, rubbcr products, chemicals, basic mclals,non-clcclrical machincry, 
transport cquipmcnts and clcctricily. Notably, thc julc lcxtilcs showcd a fit11 in 
itsvalucofoulput (at constrlntpriccs) rn;linly bccauscofclosurcoTal;irgcnumbcr 
ofjutcmillsduring thcabovc pcriod. Thcclosurc wasncccssilatcdbccauscof low 
dcmand Tor julc both in domcstic and international markets arising on i l c ~ ~ n t  of 
thc cmcrgcncc of spnlhclic subslitulcs. 

As rcg;lrds gross valuc addcri,it toowitncsscd a 1'dllin growth 05.16 pcr 
ccnlduring 1983-84 to 1987-88 as against a higlicrgrowlh of8.29 pcr ccnl and 
9.89 pcr ccnt during the carlicr pcriods of 1974-75 to 1977-78 and 1977-78 to 
1983-84, rcspcctivcly. 

From Lhc abovc, it cmcrgcs that though thc gross output and gross V ~ ~ I U C  
addcd havc rccorcicd lowcr growth during thc 1980s (1 983-84 to 1987-88), 
ncvcrthclcss in absolutc tcrms, lhcy havc incrcascd across thc boardin almost all 
the 17 induslry groups. Thc ovcriill crnploymcnt on thc oll~cr hand 113s shown an 
absolulc killduring ~ h c  1980s. Tf~c absolu~ckillincmploymcnlin I ~ c ~ c ~ ~ F s  1983- 
84 through 1987-X8in such Iradi lionat groups likc food producls,couon tcxlilcs, 
julc Lcxtilcs, wood products, papcr prtKiucLs, transport cquipmcnts clc., is a 
rcllcction of thc fact that somc ol lhc units in thcsc induslry groups bccamc sick 
and wcrc closcd down during this pcriod. Tlic ;iv;liI:lblcd;il;lon sickness indicate 
that sickncss is morc prornincnt in tcxtilcs, jutc and papcr products (scc, Dccpak 
Gupla, 1992). Funhcrmorc, ~hccxisting units havc had to cmploy modcrnlabour- 
replacing and capital-augmcnting tcchndogics so as lo achicvc efficiency and 
economy in thcir scalcs of operations. It may bc pointed out that changcs in 
employmcnt and output would go h;ind in hand, under conditions of stalic 
technological cnvironmcnl. Howcvcr, thc Tall in absolutc emp~oymcnt vis-a-vis 
lowcr growlh in ou~pul and valuc adcicd (during 1983-84 to 1987-88) sccrns lo 

inciicatc that ihcx  h;~d bccn sornc shin in ~hc ~cchnology piirrimctcrs. This sccrns 
to bc gcncrally lruc in rcspcct of individu;il induslry ;tnd for lhc Cictory scctor as 
a wholc. 
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SECTION 11 

Enlployllent Eficts  of Structural and Technological Changes 

I3)r illc cntin: pcriod. tlic cmploymcnt cl;rslicily of oulput* works out to 
0.28, bu~  whili issignificant tonotcis that while one pcrccntgrowlhin oulpul was 
i~cccnlp~llictl by 0.44 pcr ccnt growth in cmploymcr\t during thc period 1973-74 
lo 1977-78, 111c corrcspontling figun: for 1977-78 lo 1983-84 works out Lo only 
0.34 ('fiildc 2). And i f  onc looks on1 y a1 last Iivc ycars of thc rcfcrcncc pcriod 
( 108.3-83 lo 1987-XX), i t  turns oul to be ncgiitivc. In terms ofvaluc adclcd also, 
~l~oclils~iciiics show ii similarpir~lcm i.c. declining [ram 0.61 (during 1973-7410 
1077-78) lo  0. I9 (during 1977-78 to 1983-84) iin~i bccoming -0.07 during thc 
iiitcs~ pcriod (T;iblc 3). For tllc cnlilc pcrioti, Lhc cmploymcnt claslicilp of value 
adtlcd works out lo 0.26. Whichcvcr iiwiicnlor is considcrcd, il comes oul clci~rly 
that cmplo)~mcnl gcncrriling capacity of outpul gn~wih has declined during thc 
pcriod under rclkrcncc and  pa~~icularly sha~pl y in rcccnt yuass( 1983-84 to 1987- 
XX ). We alrcirdy nolcd rhar rratlirional intiuslry groups rccosclcci lowcr growl11 in 
oulput in ihc rcccnt pcriod. Si~nilicantly enough, lhcscinduslry groups wilncsscd 
higher labour produc~ivilp (ralio ofvaluc added 10 workcrs) and highcr ci~pitiil 
inlcnsiiy (ciipilal/ labour r;itio) during the pcriod 1974-75 lo 1985-86 (scc, 
I).S.R;likliy and Ilccpali Gupla, Sorlhconling). This suggcsts that thc dccclcration 
i n  ctnplopmcnl can be 11.acctI to increasing c;ipital inrcnsity and resulting higlicr 
liil~our prcxluclivily in lhcsc groups. 

The Irltlian induslrialisation proccss has bccn undc~going a struclural 
ch;~ngc over tlic past I'our dccatlcs by and largc in a historically wcll-cstablishcd 
palicnl from primary raw m;itcrial biiscd to mcl;tl btscd and presently lo 
induslrics using prtxcsscd i~ilcnncdia~cs iu~d inpuls. Tlic transilion from lhc lirst 
lo lhc sccond ;ind lhcn to llic Lhirtf lppc ofindustricsimplics amovcmcnl to highcr 
technology and the conscqucntial incrcasc in labour pl-oduclivily. It is likely that 
thc combined cl'lcct ol' this msvcrncnt could rcsult in  dcclinc in cmployrncnt 
potential ol'oulpul growth. Thc slow-down in cmploymcnt growlh in organiscd 
n~;inuI;ictu~ing could, lo somc cxicnr, bc ;~ttributcd to tlrisstructural change. As 
regartis c~nploymcnl clas~ici~y, i l  may bc sccn Srotn Tablc 2 thal barring food 
prtxiucls, lcxlilc protluc~s and metal producis, the clasdcilics in other groups, 
though positive, hilvc bccomc smnllcr in 1983-84 to 1987-88 ;is against thccarlicr 
pcritxi (1977-78 lo 1083-84). indiciiling highcr degree ol'mcchanisr~lion. 

From tllc abt>vc,il crncrgcs thr~tincrcascincmploymcntclasiicity in  somc 
of thc iliduslry groups, c . ~ . ,  food protlucts, tcxiilc products ;nd mctal prtxlucts, 

* Tl~c cl:rslici~y j>;rron~ctcr 11:ls.bccn tlcrivcd by using thc following crlr~;~tion. 
Log Y = 3 + b log x 
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has bccn morc than offsct by a dcclinc in clasticitics in a numbcr of industrics. 
It ilppcars that a slowcr growth in cmploymcnt than in output/valuc addcd was 
m:~inly ciiuscd by technological changc within individual industry groups and 
structural changcs as such may no1 havc had morc lh3n a limitcd conlribution to 
this phcnorncnon. But it is surprising, as somc of the rcccnt studics (scc, 
T.S.Papola, 1989) rcvcal, that Lhcrc hiis bccn a declining trcndin thc avcrtlgc sizc 
of cmploymcnt per fitctory cvcn though thcrc has bccn somc incrcasc in total 
cmploymcnt and output. This indicalcs that ncw units in most industrics are of 
rciativcly small s i x .  Bcsidcs, it sccms that ovcr thc period, thcrc has bccn an 
incrcase in sub-contracting whcrc large fnctorics havc round it morc cconornical 
for various rcasons, pitnicularly for cffccting reduction in labour costs, to 
subcontracl a sizable part of Lhcir work to smallcr units, which may cithcr bc 
fitctorics o r  cvcn sm;illcr cstablishrncnls that could lcgally bc dcsignatcd ils 
bctorics. Insohr as the lal\cr is thc casc, thc cmploymcnt figures rcportcd in ~ h c  
faciory scclor Sail to rcprcscnt thc total cmploymcni gcncratcd in producing thc 
rcporlcd aulput. This has also bccn corroborated by Sarr~th Davala (1992) who 
argucd that full timccmployrncnlhas bccndccliningand various Ibrmsorinsccurc 
work such as contract, tcrnporitry ar~d casu;ll labour has bccn on thc incrcnsc. As 
rcgarcis thc vicw of thc industry sourccs that dcclinc in organiscd cmploymcnt is 
duc to thc phcnorncnon of' labour Icgislalion, Papols (1991) has discounlcd such 
a possibility by citing certain GISC sludics and poinlcd out that thcrc scclns littlc 
substance and cvidcncc in C~vour of the contcnlion that thc dccclcration in 
cmployrncnt growthand dcclinc in employment clasdcitpin thcorganiscd industry 
has bccn causcd by thc highly protcclcd labour lcgisl;~tion. Industry sccrnstohavc 
kcomc morc citpital intcnsivcin ~ h c  wake ofmodcmisalion 2nd the cmcrgcnccof 
high tcchnology scgmcnis. Entrcprcncurs, onc could arguc, sccm lo bc making 
decisions on thc usc of tcchnology in response lo dcmand in thc dorncslic and 
inlcmalional markets. 

SECTION 111 

Public Vs. Private En~plogment 

An an;~lysisofcmploymcnt growth in non-agricultural cs~ablishmcntsin 
Lhc privalc sccloras wcll ;IS in publicscctor during 1973 to 1987 givcs intcrcsling 
findings (Tablc 4). During 1973 10 1977, cmpIoymcnt in thc public scclor has 
incrcascd ;it itn annual avcragc c ~ t c  oi'3.56 per ccnt as against a marginal growth 
01'0.07 pcr ccnl in the privalc scclor. This has lo bc vicwcd against lhc dorncslic 
rcgulalory indus~rial policy framework imposing rcstriclions on thc cntry of 
p~vi~lccntrcprcncur~ through liccnsing, rcscrvation orindustrics forpublic scclor 
and othcr conlrol mcasurcs in operation during tllc abovc pcriod. 
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The second period of 1977 to 1983 witnessed a,dccelcration in cmploy- 
ment growth in thc public scclor, whcrcas the private scctor rcgistcrcd a 
substantive increase in the growth of employment. During the last pcriod 1983 
through 1987, the public sector has sccn a funhcr dccline in the growth of 
cmploymcnl while thcre has bcen ancgalive growlh of cmployment in thc privatc 
sector. As a result, growth of ovcrall cmploymcnt, dcclincd during 1983 to 1987 
as comparcd to the earlier pcriod of 1977 to 1983. 

As rcgards thc cmploymcnt clasticity with rcfcrcncc to rcal GDP, it has 
dcclined in thc non agricultural cstablishmcnls in lhc privatc scctor as wcll as in 
the public sector; this clasticity has comc down from 0.56 during 1977 to 1983 
to 0.28 during 1983 to 1988 (Tablc 5). 

Thc declinc in the growth of public scctor cmploymcnt during 1977-83 
and 1983-87 with asimultancousincrcasein thcprivalc scctorcmploymcnt(l973 
to 1983) can be cxplaincd in tcrms of a shift towards dcrcgulalion, dcliccnsing, 
decontrol of thcindustrial scctor that tcwk placc during thc abovc two sub-pcricds. 
This has facilitatcd to a considcrablc extcnt thc privalc sector cntry in the 
industrial arena, resulting in highcr cmploymcnt growth in thc organiscd private 
sector. Howcver, in thc lalcr pcriod (1983 to 1987), thcrc was ncgativc growth 
in employrncnt in thc privatc scctor suggesting a shifi in factor mix in produclion 
in private sector. Given thc prcscnt public scctor's rcsourcc crunch and the 
acccntuation in the dcclinc in public expcndilurc, thc brunt of future cmploymcnt 
growth has to be borne mainly by thc privale scclor, which has to change the 
negative employrncnt clasticity sccn in thc most rcccnt ~ ~ r i c d ,  to a positivc one. 

SECTION I V  

Against thc analysis conductcd above, the Eighth Plan papcr's calcula- 
tions to achicvc full cmploymcnt by 2000 AD sccm to bc am bilious as it assumcs 
that in the manufacturing scctor, output growth in thc small industry sector (at 
10.0 percent pcr annum) would bc much largcr than that of the organiscd scctor 
(at about 5.0 pcr ccnt), thus implying that cmploymcnt claslicity and cmploymcnt 
growth would bc significantly highcr than what has bccn thc rcccnt expcricncc in 
this regard. On [his basis, thc Plan proposcd [hat thc ovcrall cmploymcnt growth 
in the manufacturing scctor bc doublcd from thc prcscnt 2 pcr ccnt to 4 pcr ccnt 
per annum. This is not going lo bc casy since in thc first placc, thc diPl'crcnce in 
growth ratcs as bctwccn any Lwo induslrics has ncvcr bccn so largc. Sccondl y, 
all indications suggcst that following structural rcforms, the organiscd industry 
is likcly to grow at a rclntivcly fast ri~tc ttl;~n in thc past, consumc s higher amount 
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of capital and gcncratc, i f  thc rcccnt cxpcricnccis any y idc ,  less of cmploymcnt. 
Thcemphasisonnon-household, tiny and micro-entcrpriscsectors forimplcmcnt- 
ing promotional policies would thcrcforc have lo bc thc answer but il would take 

. a while bcforc thc scrics of physical handicaps they are faccd with arc got ovcr. 
Howcvcr, if thc Eighth Plan's targets fail to matcrialisc, thc scenario will bc much 
more dcprcssing as visualised in thc following Tablc. 

Table :Racklog and the Employment Need 
(In million persons) 

Reginning 1990-91 19W-91 
of LO to 

1990-91 1094-05 1999-2000 

1. Estimated employment 300 - - 

2. Growth in labour force 
(per cent per annum) 

3. Backlog of unemployment 28 - - 

4. Increase in labour force 7 37 78 

5 .  Total numbcr of persons requiring 
employmcnt at t h e  cnd of Lhe pcriod 35 65 106 

6. Implied growtll rate of cmploymcnt if thc 
goal of full employment is to be attained - 3.0 3.0 
by 2000 AD per cent per cent 

per annum per annum 

7. If the present cmployment growth rate of 
1.55 pcr cent continues, the size of 4.7 23.5 47.0 
cmploymcnt absorption 
during the pcriod. 

8. Estimated backlog of cnlploymcnt, if  he 
present trend cx i s~s  30.3 41.5 59.0 

Source: Data compiled from 'Employment, Past Trends and Prospecls for 1990s' Working 
I'aper, Planning Commission, May 1990. 

Thc Eighth Plan papcr points out two disconcerting fcalurcs regarding 
manufhcturing cmploymcnt. First thcrc is a dccclcralion in the growth rate to 
around 2 pcr ccnt during 1983-88. And sccond, thc rclalivcly Favourable figure 
of cmploymcnt growth in thc manufacturing scctor has mainly bccn the result of 
a high growlti i n  tlic unorganiscd scctor. Funhcrmorc, wilhin thcorganiscdscctor, 
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thc cmploymcnt clasticity wilh rcspccl to output has k c n  highcr in rcspccl or 
small scallc scclor. Thcrcforc, for thc manu fiicluring sccror in parlicul;rr, thc 
fulun:cmploymcnlslrarcgy would havc~oplacccmpliasisot~ small and dcccnl~iliscd 
scgmcnts of thc manufitcluring scctor as a major sourcc of indu~triitl itnd 
cmploymcnt growth, paniculalrly in thc produclion of consumption goods and 
mnnufalclurcd cxporls along wilh largc scalc progrrimmcs of construclion both of 
infrast~cturc and rcsidcnlial accommodation. Howcvcr, this has LO bc inlcgralcd 
with tlic ovcrall dcvclopmcnl slratcgy which should cmphasizc in addilion to thc 
abovc (a) a rapid and gcographically divcrsificd growth of rtgricullurc lo cnablc 
thc liithcno lagging rcgions to account for a mnjorsharc in lhcagriculturc growth 
during Llic IOOOS, (b) divcrsi fic;tlion of itgriculturc inlo non-slaplc high val uc 
crops, particulr~rly in arcasofrcln~ivcly dcvclopcd agricul~urc,(c) dcvclopmcnl of 
an appropriate support and policy frrimcwork for thc growth of non-agricultu ral, 
parlicularly manuktcluring activilics in rural arcas including rural towns, and (d) 
cxpalnsion and slrcngthcning of social inrrrtstruclurc, cducation and hcalth 
particularly in rural arcas. It is only whcn ihcsc clcmcnts arc addrcsscd, will tllc 
goal of full or ncar full  cmploymcnl bc approached in thc ncxt 8-9 ycars. 

Davala, Sar;rth (1 992),'Fu11-time cniploymcnt on decline' in 7'he Observer od B u s i m s . ~  and 
Polilics, dateti Scplcmbcr 7 .  

Gtlpt:t, Llccpnk (1 992), 'Intfus1ria1 Sickncss - Isstrcs and O~~tions'.  KnlSlujJS~udic.~. Novcrnbcr. 

Papola, T.S. (1985)). 'Kcstntcturing in Indian Industry - lmplicrrtions for Eniploymcnt and 
Intlustrial Kclations' in Ke.struciuritrg. Et?l[~k,)?mCnf atui 1nclu.slriul Reluriotrs cditcti by Gus 
Edgrcn, ILC). 
- (1991); 'Induslry and Enlploynicnl' in Fintmciol .Expre.ss tiatcd May 3 1 .  

Planning Commission (1992). Eighlh Five Year Plan. 1992-97, Govcmnicnt of India, N c w  
Dclhi. 

Planning Commission ( i 990). E r n p l o y m ~ ,  Pcrsl 'l'rends urul Prosl,ccl.sJ,r IYYOs, Govcmrncn t 
of India, Ncw Dcllli. 

Kaikhy, I'.S. and Dccljiik Gupta. 'Growth end I'rtxiuctivity in Indian Induslry' forilicon~ing in 
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Table 2: Employment Elasticity with respect to Output (1980-81 prices) in 
various Industry Groups 

Code Industry Group 1973-74 1977-78 1983-84 1973-74 
no. to to to to 

1977-78 1983-84 1987-88 1987-88 

20-21 Food Products 1.006 -0.264 0.066 0.142 

22 Beverages, Tobacco etc. 0.453 0.261 0.202 0.603 

23 Cotton Textiles 0.303 0.038 -2.029 -0.266 

24 Wool, Silk Tcxtilcs 0.428 0.395 0.323 0.406 

25 Jute Tcxtilcs 0.103 0.309 -0.106 0.041 

26 Textile Produc6 0.626 0.02 1 0.256 0.412 

Wood, Furniture ctc. 

Papergrinling etc. 

Leather &Fur Producrs 

Rubber,Pctrolcum ctc. 

Chemicals ctc. 

Non-metallic Products 

Basic Mctal Industrics 

Metal Products 

Non-Electrical Machincry 

Electrical Machincry 

37 Transport Equipmcnt -0.453 0.696 -0.107 0.409 

38 Othcr Mnfs. Industries 0.034 0.054 0.199 0.118 

40 Electricity 0.618 0.498 0.036 0.563 
41 Gas & Stcam 0.298 0.192 0.23 1 0.207 

42 Water Works & Supply 0.1 05 0.533 0.620 0.356 

74 .Storage & Ware housing 0.486 0.879 0.383 0.671 
97 Repair Scrviccs 0.797 0.1 12 -0.094 0.272 

-- 

Total 0.439 0.237 -0.093 0.276 

Source: Annual Survcy of Indusuics, Summary RcsulLs for Factory Sector, various 
issues. 
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Table 3: Employment Elasticity with respect to Value Added (1980-81prices) 
in various Industry Croups 

Codc Industry Group 1973-74 1977-78. 1983-84 1973-74 
no. LO to .LO to 

1977-78 1983-84 1987-88 1987-88 

20-21 Foal Products 0.839 -0.232 0.568 0.064 

22 Bcvcragcs, Tobacco ctc. 0.042 0.123 0.496 0.354 
23 Cotton Tcx tilcs -0.476 0.091 0.184 -0.180 

24 Wool, Silk Tcxlilcs 0.549 0.340 0.403 0.391 

25 Jute Tcxtilcs 0.107 0.295 -0.286 0.129 
26 Tcxtitc Products 0.68 1 0.069 0.289 0.368 

Wood, Furnilurc clc. 

Papcr, Printing etc. 

Lcalhcr & Fur Products 

Rubber, Pctrolcurn elc. 

Chemicals ctc. 

Non-mctall ic Producls 

Basic Mctal lndustrics 

Mcul Producrs 

Non-Elcclrical Machincry 

Elcclrical Machincry 

Transport Equipmcnt 

Othcr Mnl's. Industrics 

Elcclrici ty 

Gas & Stcam 

Warcr Works & Supply 

Storagc & Warc housing 

Rcpair Scrviccs 

Sourcc: 'Annual Survey of Industrics, Summary Rcsulls for Factory Sector, various 
issucs. 
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Table 5: Employment-GI)P elasticities in Public Sector, Private Sector and 
Tot;rl Industry 

Intfustry Group 1073-77 1977-83 1983-88 1973-88 
- -  

Public Scc~or 0.48 0.46 0.25 0.40 
Privalc Scclor* 0.03 0.36 -0.04 0.18 

* Rclaics to  non-agricultural cs~ablishrncnis in d ~ c  Privaic Sector employing 10 or 
rnorc pcrsons. 
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BOOK REVIEWS 

Economic Liberalization : No Panacea, Edited by Tariq 
Banuri, Clarendon Press, Oxford, 1991, pp. xvi + 238, Price Rs.360 

Thc papcrs in this volumc wcrc prcscntcd at a Conference on Global 
Macro-Economics hcld at thc World lnstitulc of Dcvclopmcnt Economic Re- 
search (WIDER), Helsinki, in August 1986. Thc volurnc is a collection of six 
articlcs by cmincnt economisls f(>cussing their attcntion on thc dubiousness of 
certain assumptions of ncoclassical libcralism likc thc assumcd positivc 
relationship bclwccn opcnncss and cconornic pcrformancc, cxport success and 
exchange ratc policy. Maintaining that cconornic libcralism is no panacea for 
economic pcrfomancc, thcy arguc that thcrc is nccd for prag-natic judgcmcnt 
in particular country situations and lhrtt no singlc universal policy framc - 
whcthcr that of opcnncss or dirigism - can providc blitnkct solutions to the 
problcrns of all countrics at all tirncs. To substantiate thcir argumcnts, lhcy cite 
responses of numerous countrics in thcir cconomic bchaviour to spccific poli- 
cies/policy changcs bascd on intcr-tcmporal as wcll as cross-sectional analyses. 

In thc introductory Chaplcr, Tariq Banuri takcs a critical vicw of the 
argumcnts that tlow from thc ncoclassical orthodoxy in favour of cconomic 
liberalization. H c  claims that thc various articlcs indicated in thc book takc as 
their point of dcparturc thc fairly obvious shortcomings of thc stratcgy of 
economic libcralization - its thcorctical wcakncss, the dubious cmpirical support 
for its assertions and lhc inappropriatcncss of transferring cconornic policics 
from onc hislorical conlcxl and instilu tional contcxt lo anothcr. 

The ncocl assical argument for liberalization rcsts upon a willingness to 
bclicvc in the cfficacy and optimalily of frccmarkcts, t11c touch-stoncofcconomic 
libcralization and efhcicncy ofeconomicsystem. The authors of articlcs included 
in thisvolumc, howcvcr, bclicvc that Lhc current altcmpts at sccking a universal 
approach to thc problems of Third World economies bascd on ncoclassical 
prcsumptionsof libcralization and opcnncss arc seriously misguided in thcory as 
thcy ignorc thc important rolc of insli lulions and history - as opportunities as wcll 
as constraints. Rccognilion of thcsc factors would lcad onc to cxamine morc 
closcly thc spccial circums~anccs of each country or rcgion in ordcr to discovcr 
its particular strcnglhs and wcakncsscs and to chart out a dcsirtiblc direction for 
social change.B y irnplication,thcaulhorsscckLoconvcy lhal each country should 
bc able to choosc an optimal dcgrcc of opcnncss to international economy which 
would allow utilisalion of bcncfiis from tradc without cxposing thc cconom y to 
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cxccssivc dcpcndcnce upon cxlcmal cvcnb bcyond its conlrol. 

In Chapter 2 cnlitlcd "Policy, Govcrnancc and Conflict Managcmcnl", 
Edward J. Amadco and Tariq Banuri undcrlincd thc naturc of govcrnancc 
(prcfcrring ncithcr a soft nor a 'hard' authoritarian Stalc) that is nccdcd. Thc 
authors prcfer to follow thc Kcyncsian pcrspcctivc of govcrnancc and fccl that it 
would bc morc approprialc to look a1 Lhc Stalc as a mcdialorof social conflict and 
as an agcncy which can create thc basis for co-opcrativc aclions cvcn by groups 
whasc immcdiatc intcrcsls arc opposcd lo cach olhcr. This pcrspcctivc hclps to 
distinguishbctwccn a (morcproblcmatic) situation whcrc IhcStatc is charactcriscd 
by intense diffcrcnliation and tcnsion and onc whcrc thc conllicts are rclativcly 
mutcd. Thus, ~ h c  authors advocatc a morc rcsponsiblc Slatc rathcr than the 
'nativc' solution of 'rclum to the markcl'. Illustraling this point, the authors point 
to the Latin Amcrican countdcs which arc gcncrally chanclcriscd by rcsistancc 
lo lowering ofwagcs as wcll as lradc opcnncss; South Asian counlrics by wage 
rcsistancc but not financial opcnncss; and East-Asian countrics by ncilhcr. Thcy 
thus concludc lhat policy cffcclivcncss should, on lhis rcckoning bc thc highcstin 
East Asia and the lowcst in Latin Amcrica and any objcctivcs ofcconomic, rathcr 
adjuslmcnt, policy will thcrcforc bc morc difficult LO pursuc in Lalin Amcrica. 
This distinction, thcy maintain, is lhc csscncc of making thc choicc bctwccn hard 
and soft options. 

Examining rcccnt macro-cconomic dcvclopmcnls in ninclccn counlrics, 
Alan Hughcs and Ajit Singh in thcir thought provoking article on "The World 
Economic Slowdown and thc Asian and Latin Amcrican Economics: A 
Cornparalive Analysis of Economic Slruclurc, Policy, and Pcrformancc" quCS- 
tion the validity of many empirical asscrtions which includc lhc argumcnt for 
liberalization. Thcy sct asidc ihc conlention that Asian countrics wcrc hit hard by 
cxlcmal shocks as a rnisintcrprclation of cvidcncc, sincc such an argurncnt 
ignorcs ' posi tivc ' shocks lo lhcsc countrics (rcmi ttanccs, Middlc East tradc), as 
wcU as thc singular advcrsc cffcct of capital markct shocks - in~crcst rate 
escalation, capital flight, and dcbt strangulation - in  countrics with open financial 
regimcs, such as in Latin Amcrica. Thc aulhors mainlain that thc positivc shocks 
in terms of workcrs' rcmiltanccs and cxpansion of cxporls wcrc sigpificant for 
Asian countrics in thc 'scvcntics and carly' cightics. For India, workcrs' remit- 
tances as a proponion of cxports incrcascd from a littlc ovcr 5 pcr ccnt in 1974 
lo ncarly 15 pcr ccnt in 1978 and about 25 pcr ccnl in 1980. Similarly, India's 
share of cxports to oil exporting counlrics incrcascd from 2 pcr ccnt in 1965 to 
7 pcr ccnt in 1983. Thc authors also qucslion thc argument for libcralizalion 
emcrging from thc nco-liberal onhodoxy that ihcrc is a positive rcl~tionship 
bclwccn cxchangc ralc policy and cxpon pcrfonn:mcc. It  is JcTfrcy Sachs ( 1  985) 
who singled out cxchangc r;~tc its onc of the most imponant dctcrminilnls of 
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cconomic pcrforniancc of lhc Asian and Latin American counlrics. Dritwing 
hcavi ly on tlic cxpon prf'onnancc hislory.ofthc UK, Wcsl Germany ;lntl the USA 
ovcr long periods as well :IS forsub-pcricKls during 1956-76 and quoting cmpirici~l 
cvidcncc (based on a srudy of dcvcloping country data) provided by Ur;~ilovsky 
(1981), Ihc aulhors prcscnt conlriiry cvidcncc lo viewing cxporl success ;is it 
funclion oS cxcliangc ralc policy. Anotlicr assumplion, which Illc irulliors 
question, is lhccxpcclcd p)silivc inipaclol'aid on  etcvcIop~~icnt.Thcirconi~~;~nso~i 
of  large counlrics - China, India. Brazil, Mcxico - rcvciilcd Lllal cautiousalliludcs 
towards foreign borrowing and reduction ofcxposurc lo worltl lin;uici;~l markcis 
arc lhc con lri but ing Iirc~ors lo supcrior 111;1cro cconomic pcrSonn;rncc. In sliort, 
they fell lhilt llic I,alin Arncrican countries did not use Soreign borrowing lo 
dcvclop 11 rcsourcc bnsc in lradahlc gotxls, cspcci:rlly i n  cxport induslrics, 
;idcqutlIc Ibr rulurc debt servicing. I-luglicsn~id Singh also set asidc~hcsupposcdly 
posilivc rcl;rlionsl~ip bclwccn lritdc opcnticss and vulncrc~bilily lo cxtcn1;il shocks 
by illust~rting llic cxpcricncc or 1,atin A~ncric;~ which wilncsscd i\ much liigllcr 
r;llc ofcccmo~n ic g r o ~ ~ ~ l i ~ l i i r ~ i  Asi;111 C ~ U I ~ I I - ~ C S , ~ ~ C S ~ ~ ~ C  being ~ul~jcc~cdiorcla~ ivcly 
1;rrgcr exogenous sl locks. 

lri Chaplcr 4, wliicli tliscusscs "Eco~iomic Olw~rt~css Prohlcms lo llic 
Cc~i lury '~  EIIC~", L~IIICC T ~ y l o r i ~ i \ s o d ~  iin importan1 tlisrinctio~l bcrwccli lratlc 
opcn~icss atlti linancial opcnncss to cvaluatc tlic rclaliousl~ip hctwccii c~pcnncss 
iirid cconomic pcrli~rmancc. Using a cross-scclion:~l I'l.aliic-work ant1 uovcri ng 
fil'ly cicvelopi~~g counlrics, Iic shows tlla~ whilc li~lanci:tl olx~i~icss is rclalccl lo 
gscalcr vulncrabilily io cx~cn-i;rl shocks, ~lic cmcrgcncc ol' lirialici;rl crises and 
pai~ilul atijuslmcnt cpisoclcs. ll~c rcl;tlionsIiip is rcvcrsc of whirl is suggcs1cd by Llic 
plnpo~lcrits ol'libcralizalioti. I lcalso li)ulid 1ha1 ncirlicrtraclc opcnncssnor ahscncc 
ol'ciis~onio~iscxplainsulw~~iorgrowllioI'i~tljus~nicnl ~~crlhniianccrif~crco~ilsolling 
li,r olhcr cxplanalory faclors ( c . ~ .  size ol' tlic counlry!. ifc tinally rcl'ulcs the 
ncoclassicr~l contention by referring to 111c stl-ucturalist 111otlcls in which liighcr 
1r;ldc and f?nanci;ll Ilows c111 ollcn lead lo slower ccrowlli ant1 rnorc costly 
;~djus~nic~it. 

In Iiis brilliant article "Somc Rcllcclions on corn paralive Latin A~ncrican 
Ecoriomic Pcrf'onnancc and Policy," Albcrl Fislllow f'ccls tha t  thc increasingly 
divcsgcnt EitsI Asian anti Lirliri American ccononiic pcrfoniianccs in the 
1970's anti 19SO's providc a rich cxpcricncc no1 only l o  academics but also lo 
policy makers. I lc advocalcs rccons~ruciing of' ii dcvclopmcnt stale which sccks 
l o  mannpc rirlhcr illan lo suppress o r  igno1.c social conllict, and cncouragcs thc 
co11slruclio1-i ol'irlsri~ulions wlii~li (ircilil;~lc Illis t;lslt. FisIiIow, tticrcforc, i1I'gUCS 
f o r  a slablc anci c~r.ciihlc compromise bclwccn capital and labour, strcngtlicning 
ol'l;tbour movcmcnl ;rnei lo i!lco~ppclr;r~c it  inlo n;~lion;il cconomic decision making 
so 11i;rt a large nurnbcr of scwial decisions can be rc;tcl~cti i n  ;I co-opcr;~~ivc rather 
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than conflictual manncr. Similarly,whcn it comcs lo assct markcts, it is prcfcr- 
ablc for thc Sratc la lakc a co-ordin?ting rolc by maintaining some form of 
rcg,ilalion ovcr thc linancial scclor, somc form of control or  restrictions over 
international capit;d movcmcnts and maintaining apolicy rcgirnc which can kccp 
up with lhc dcvclopmcnt of informal financial institutions. Hc concludes that 
thc filully cxchangc n tc  or tradc policics wcrc ncithcr the kcy to lagbing 
pcrformanccnor Lhc ccntral clcmcnt of Latin Amcrican industrial stratcgics in the 
1 970's. 

In thc final Chaptcr , ' "~or lds  Wilhin thc Third World : Labour Markct 
Instilutions in Asia and Latin Amcrica", Trtriq Banuri and Edward Amadco 
try to pursuc Fishlow's idca of reconstructing dcvclopmcnl Stalc in Latin 
Amcrica, by focussing on thcdiffcrcnccs in thc slructurc and cvolulion of labour 
markcl inslilutions in promincnl Latin American, South Asian, and East Asian 
countries. Thc analysis indicates 'hyslcrcsis' in t11c labour markct, whcrcby the 
nalurc of currcnt cconomic rclalionships as wcll as thc fcasiblc range of 
inslilutional change arc l imitcd and constr;~incd by Ihc history of conflict and 
accommodation. As a rcsull, prescriptions for liberalization which arc incrcas- 
ingl y sccn a$ requiring dc-unionization as a ncccssary accompanimcnt, arc found 
lo bc not only undcsirablc in socictics with a long history of social and political 
mobilization but also not fcasiblc. 

To sum up, this volumc is an cxccllcnt attcmpt at skctching lhc cxpcri- 
cnccs ofcconomic libc~ilization and pointing out lhc limitations of univcrsalizcd 
approach. The overriding lonc of thc articles, is Ihat 'cconomic libcrdlism' 
is not cnough unlcss vcltcd with 'pragmatism'. Fishlow opincs thal a Stalc 
modcllcd on lhc Kcyncsian pcrspcctivc of govcmmcc providcs lhc best solution. 
Apart from examining the ihcorctical underpinnings of thc neoclassical onho- 
doxy, thc volumc providcs a rich rcfcrcncc matcrial to both studcnts ofinlcma- 
tionr~l economics and policy makcrs. Itincludcs technical appcndiccs, onc of thc 
bcsl among lhcm being on  WiIgC sclting inslitu~ions. The la~lcr is included to 
fncililatc lhc rcadcrin rclaling lhc country spccilic cxpcricnccs lo [hc prcvail- 
ing instilulional and historical sctling. Bcsidcs, thc book prcscnis massive 
stalislics on various madro-cconomic van'iiblcs rclaling to a nurn bcrorcountrics. 

Undoubtedly, thc empirical rcsults prcscntcd in thc aniclcs throw uscful 
signals for skillful manngcmcnr of ihc slructural adjus[mcnt prwcss. Viewcd 
in this pcnpcclivc, Lhc policy slancc of lhc lndian cmnorny which incorpordtcs the 
major instilulional and his~orical pcrspcclivc in ils dcvclopmcnt sirnlcgy augurs 
wcll for thc succcss of S L W C ~ U ~ ~ I I  adjustment prc)gr;irnrnc in Indin. Thus 'hystcr- 
csis' is  irnpcriilivc if wc lay crcdcncc lo Lancc Taylor's argumcnt that "somc 
important ccunomic ~ i ~ r i i l b l c ~  - such ;IS l ~ i ~ l  W L I ~ C S  or 11~:  reill cxch:jngc rate - 
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rcprescnt underlying social and institutional arrangcmcnks, and oftcn cannot bc 
dctctmincd by policy alone". Yet thcrc is a nccd for continuous monitoring of the 
pace and sequencing of policy reforms to sce if thcrc an: structural shifts and lo 
bring about policy corrections, if nccessary in the mid-coursc of the rcform 
process. 

D. Anjaneyulu * 

* Shri I). Anjancyulu is Director, Dcparmcnt of Economic Analysis and Policy. 
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Thc book undcr rcvicw is a collcction of fourtccn diffcrcnt papcrs 
running to ncrtrly lhrcc hundrcd pagcs. Togcthcr, thcsc papcrs throw some very 
uscful light on applicalion ofihcorctical mcihods tocconomic dcvclopment. This 
collcction of cssays is an outcomc or thc Indian Statistical Institute (ISI) 
Confcrcncc (first thrcc mcctings : 1986-88) on Economic Thcory and Rclalcd 
Mathematical Mcthods. In kccping with the principlc that rcscarch has to bc 
rccogniscd without rcgard lo a1 rcady cst;tblishcdrcpulation,lSI dccidcd lhal thcrc 
would bc no invitcd pitpcrs at thcsc confcrcnccs. Submissions wcrc rcqucsted 
cvcry ycar, and all contributions wcrc subjcctcd to'a proccss of rcfcrccing. IS1 
rcccivcd submissions from all ovcr thc country and from abroad. The rcsult so f i r  
has bccn ascrics of livcly confcrcnccs with widcsprcad participation. Thc articlcs 
sclcclcd for publication havc a baring on broad issucs in cconomicdcvclopmcnt. 

Thcrc itrc [our broad sub-catcgorics undcr which thc articlcs arc placcd 
: Macro Economics, Industrial Organisalion, Planning and Public Policy, and 
1ntcrlcmpor;il Economics. Macro Econolnics scction cornpriscs of four articles 
highligh~ing issucs regarding agricultural shocks, pricc control, industrial 
cmploymcnl and lcchnical progress. 

111 thc arliclc, "Pricc Incomc Fluctuations and Agricullural Shocks in a 
Sc~ni-Industrialiscd Economy", A. Bosccxamincshow vulncrablc(i.c. scnsitivc) 
or robusl (i.c. inscnsilivc) in lhc short run arc thc givcn variables P (pricc of food 
in units of thc industrial product) and Y (non-food output) to harvcst shocks. 
Following thc work of Kalccki, lhc author has dcvclopcd an abstract modcl 
signifying lhc incomc cxpcnditurc struaurc of an cconorny having wagc goods 
and industrial goods scclors. Twocascs arc anrtlyscd - asituation of laissez-faire 
and the onc whcrc thc govcnlrncnl plays an aclivc inlcrvcntionist role. In thc 
markct mcxlcl, a harvcslshock is a supply shock for thc industrial scctor. Narvcst 
failurcs rcducc industrial activily and ritisc food prices as long as rich iarmcrs 
havc a positivc marginal propcnsi~y to savc. Thc smal ler the saving propcnsi ty, 
thc smallcris thc impact on industrial activity and larger is the impact on prices. 
In lhc mixcd modcl, with aconslant cosl of selling to thc govemrncnt, a harvcst 
shtxk i s  a dcn~and shock Tor the industnit1 sector. At any givcn opcn mnrkct 
pricc, llic olxn niarkct supply cuntc is intlcpcndcnt of lhc agricultur;d scrvicc. 
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Hcnce changes in thc scrvicc lcad to cquivalcnt changcs in procurcmcnt by the 
govcrnmcnt and thercby in thc nct addition to Govcmmcnt stocks. Any changc 
that takesplacein the level ofindustrial output opcrates through the demand sidc, 
as a result of the changc in the budgct dcficit brought about by thc change in thc 
value of government procurement. 

It is sometimes observed that bumperharvcst docs not significantly affcct 
food consumption. Thc mixed model providcs a thcorctical explanation of this 
phenomenon. However,it may be pointed out that thcpapcr is explicit only about 
the short period effects of an agricullural shock. It docs not address to problcms 
of growth or structural change and conlincs to only a closcd economy. 

D. Dasgupta, in his article, "Thc Macro Economics of Pricc Controls", 
highlights the economicimplications of a govcmmcnt's policy of conserving vital 
resources including foreign exchangc, through administercd pricc incrcascs with 
and without accompanying quantity restrictions. The study procecds in the 
footsteps of Kaldor and Kalecki and rclics heavily on saving - investment 
adjustments via price and quantity mulliplicrs. 

In the model the privatc scctor produces non-wage goods and the 
workers' consumption goods. The public scctor ,i.e. thc sectorundcr govenuncnt 
manage ment too is subdivided into two broad dcpartmcnts. The first of lhese 
produces the final good (or service)in thenature of a public (consumption) good, 
made available free of charge to the populace at large. The remaining 
government sector is the sole supplier of an intermediate input indispensable for 
production of the non-wagegoods. It is argucd that the administered price policy 
happcned to have expansionary cffccts and these worked either through a rise in 
the output, and hence input use, or through a re-distribution of incornc in favour 
of profi ts. 

A. Sarkarin his study, "A Long-run Modcl of Economic Dcvelopmcnt;" 
advocates that an incrcasc in transfcr paymcnts by thc government leads to 
contraction of indus trial cmploymcnt. In [he Kalcckian tradition, his analysis has 
been confined to stationary statcs and a comparison of stationary statcs. Thus the 
focus is on thc long run equilibrium. It is shown that unproductive expenditures 
by the government aimed at increasing thc purchasing powcr of thc non-capitalist 
class will reduce industrial cmploymcnt. This sharply conlrasts wilh thc result 
obtained in shon run demand conslraint modcls of cconornic dcvclopmcnt that an 
incrcasc in the purchasing powcr of thc non-capitalist class has a tendency lo 
incrcasc industrial crnploymcnt. 
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P. Sarkar's cssay, "Tcchnical Progress, 'Elasticity Pessimism' and 
Tcrms of Tradc of a Labour Surplus Pcriphcral Economy : A Macro Static 
Approach", concludcs thc first scction. Thc papcr examines h c  impact of 
tcchnical progrcss on the sizc of Lhc 'rcscrvc anny of labour' and its conscqucnt 
c ffccts on thc bartcr and factoral i tcms of trade of a pcriphcral cconomy. 

The author prcscnls a numhcr of very simplc macro-static modcls of a 
labour htlrplus economy in a Kcyncsinn framework. The study concludcs [hat in 
a lalx~ti: surplus cconomy, saddlcd with 'clasdci ty pcssimism', animprovcmcnt 
in lohotii~productivi ty lcads todctcriorationnot on1 y inihc nct bancrtcnsoftrade 
but alxo in thc factoral t cms  of trade, givcn othcr things (i .c. thc import price and 
forc~gn factor productivity); givcn the inelasticity of cxp r t  dcmand, income 
lcms of tradc also dctcriorate. Furlhcmorc, a raw m;itcrilil saving tcchno- 
logical changc may Icad to a fill1 in both thc bi~rtcr tcrrns and thc ktcloral tcms 
of tr-adc Tor any finitc elasticity o f  export dcmand. 

Thc sccond part of thc book dcals with issucs on industrial cconomics 
likc tcchnical change, profitability, product diffcrcntiation and market 
structure. 

In thc essay, "Technical Changc and Markct Expansion : Modelling 
somc Aspccts of thc Indian Expcricnce", C.P. Chandrasckhar and A. Sanyal 
provide an analytical framework for undcrslmding thc actual proccss of 
tcchnical change in a situation of atomistic decision making. Much of the early 
litcralurc rclating to technology and dcvclopmcni focussed on the qucstion of lhc 
appropriate choiccoflcchniquc in alaboursurplus cconomy. Littlehas bccn said 
to cxplain the actual proccss of tcchnical change. The authors provide a positive 
analysisof the proccssofdi ffusion of ncw tcchniqucs undcrccrlain circumstances 
typical of dcvcloping countrics in gcncral and India in particular. 

'Vcrdoom's Law' cmerging from the study of P.J. Vcrdoorn of the 
statistics of industrial production in a numbcr of countrics states that there is a 
positive relationship bctwccn productivity growth (p) and output growth (q) and 
which can bc cxprcsscd in thc form p = a t. bq whcrc a and b are constants, and 
b>o. The aqthors' contcnlion is lhai onc of the ways in which productivity 
increases occur is through the displaccmcntof labour which can bc absorbed with 
additional machines if outpul is growing rapidly: Onc can visualise a situation 
whcre crnploymcnt rcmaincd constant or evcn falls, but output and productivity 
incrcasc rapidly. 

Thc article by B. Dutta, S. Gangopadhyay, D. Ray and K. Scngupta, 
"Profitability and Conccntrntion : Entry Dctcmncc in rr Modcl of Location", 
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dcals with lhc qucstion oSwhy middlc mcn activities, such as wholcsalc trade arc 
oficn moriopoliscd by a singlccntity, dcspilc Lhc cxislcncc of high profit margins. 
Thcy havc dcvclopcd a modcl to cxrtminc thc conditions under which location 
choiccs th;~t may bc feasibly uscd to dctcr cnlry arc also optimal choiccs. 

L. Lcruth in his atziclc, "Producl Diffcrcnlialion and Congcstcd 
GocKls". focusscs on some issucs in tlic study of congested hcililics - through a 
modcl of 'vcrtical diflcrcntialion'. It is shown that unlike in the casc whcrc thc 
quality of thc gtwds is cxogcnous, a monopolist will always dil'f'crenliatc priccs 
and thus lcvcls of congcslion (or qualilics). This result implies that a planncr 
would illso incrcasc thc total wclktrc of lhc socicly by providing such a pricing 
schcmc. 

In lhc pnpcr, "Learning-by-Doing and 1ndustri;rl Mnrkcl Sl~ucturc : 
An Ovcrvicw", D.Mookhcrjccand D. Ray atlcmptlorcvicw somc oPlhcli1cr:tlurc 
on 'learning by doing ", p;~~zicularly inconncction with ~hcorics of oligopolistic 
markctstruclurc. Thc ccntrrtl lhcorclical point is [hat analylical prcdiclions 
rcgarding ~ h c  cffccls of learning by doing in an oligopolislic conlcxl cannot bc 
madc withoul first tnakingcxplicilot~c's assumplions about slratcgic bciiaviour. 
Having donc this, however, onc ncctls to go Surthcr. It is rclcvanl lo ask lhc 
qucstion, " what is thc correct spccilicntion ol' strategic bchaviour in thcsc 
contcxls ? " . T~IC spccd of Icarning may wcll bccndogcnous and aSfcctcd by thc 
dcgrcc of' conccntr:~lion. Thc lwo-way intcrr~ction bctwccn Icarning and 
conccnlralion would bc a narural lopic fbr f'ulurc rcscarch. 

Thc papers in Part Ill of lhc brx)k arc dcvolcd to analysc somc rcccnl 
dcvclopmcntsin lhc lhcoryofplanningand publicpolicy. The ncw Iitcraturcsccks 
to makc explicit implcmcntalion conslraints on dcsirr~blc politics, resulting Srom 
asymmclrics of in fotlnaiion bclwccn planncrs anti economic ;\gents. 

In thc paper, "Cost Sharing Local Games in Dynamic Prtxcsscs Sor 
Public G(x)dsV, P. Ch;tndcr dcals wilh lllc problcm o f  designing a dynamic, 
dcccntrr~liscd planning prr~ccdurc to dccidc on thc alltxation of rcsourccs 
bctwccn privalc and public goocis. Thc pianncr's problcm is to dccidc on thc 
alltxarion ol'rcsourccs to production ol'tllc publicg<x~d, ;indon a way olIin;incing 
such cxpcnditurcs, withour kn0wing cxactlp w h ; ~ ~  lhc willingness lo pay for lhc 
public goocf is for dil'f'crcnt consumers in lhc cconomy. I1 is postu1;ttcd that thc 
rcalloc;~lion at cacl~ s ~ c p  i n  ;I no11-trttonncrncni proccss which involvcs rcfcrcncc 
whutl~cr lltc alloc;~lions woultf bc ilcc~pt;~blc to tlic :rgcnls ;I[ each srcp, sllould hc 
jusrili;rblc as [llc oulcomc of somc kind or' ;i b;trg;~irlirlg cliscussion or socii~l 
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inlcraction among thc agcnts at that stcp. 
Proccsscs having such a propcny may be considcrcd in somc scnsc as 

more dcccnlraliscd or soci;llly morc acccpvablc. It is shown that if a particular 
cost share rulc, viz. thc proportional cost sharing rulcis adoptcd, thcn thcsc gamcs 
arc convcx and that lhc imputalion induced by Ihc proccss at cach point of its 
trajectory, is thc shnpcly villuc or thc corresponding !ocrrl gnmc. 

Thc lhcory of implcmcnlalion is primarily conccmcd with thc dcsign of 
schcmcs or rncchanisms which will induce individual agcnts to correctly rcvcal 
privalcl y hcld information for public usc. In vicw of lhc primr~cy givcn lo 
individual sclf intcrcstcd bch:~viour in much of nco-classical cconomics, it is  
natural to arguc lhat individuals will voluntarily rcvcal thcir privalc information 
only ifilis in lhcirinlcrcst to doso. Howcvcr, thc objcclivcor goal of lhc ' planncr' 
(altcmativcly, mechanism-dcsigncr) nccd not coincidc with hose of the 
individual agcnts, although it will lypically dcpcnct on thc agcnls' privalc 
informalion. Thc nccd to inducc agcnls to rcvcal thc ncccssr1ry. ir~form ;\tion rn ay , 
thcrcforc, act as a constraint bolh on lhc choice of lhc proccdurcs which can 
bc uscd as a dcccntri~liscd dccision proccdurcs as wcll its on lhc typc of objcctivc 
function which can bc achicvcd or implcmcntcd. 

B. Data  and A. Scn in thcir p a p ,  "Implcmcnlation with Pcrfcct 
Informalion : A Survcy" discuss sornc of thc main rcsul~s in thc li tcralurc on 
implcmcntation when agents arc rully informed about thc statc or naturc. Thcy 
advocatc that thc futurc rcscarch on implcmcntation musl and will pay as much 
altcntion to thc naturc of lhc rncchanisms uscd as to thc objcctivc implcmcnlcd. 
Clcarly, this will makc thc rcsults richer, from a thcorctical as wcll as praclic;il 
point of vicw. 

S .  Gangopadhyay and I. Gang in thcir papcr, "Govcrnmcnt Policy for 
Forcign Dircct Invcstmcnl", addrcss dircctly thc issuc of control. ,Much of the 
litcraturc on Joinr Vcnturc fails to dislinguish clcarly bctwccn forcign dircct 
invcstmcnt (FDI) and forcigpindircct invcstmcnt (FII). Thc csscncc of FDI is that 
rfic owncr conlrols ihc forcign rcsourccs whcrcas undcr FII tlic owncr mcrcly 
providcs funds/or carrics somc of lhc risks. Thcorics of FII typically cxplain 
invcstmcnt flows by intcmstional diffcrcnccsin thc cost of capi tal. Thcy cannot 
readily bc uscd to cxpl:~in FDI bccausc thcy do not address thc issuc of conlrnl. 
In particulr~r, thcy do no1 cxplain why thc forci~w invcstor prcfcrs to hold a 
controlling intcrcst in a fcw forcign opcr;~tions rr~lhcr than sprcad his lisks morc 
widcly by holding minorily stakcs i n  a much largcr numbcr of opcntions. It is 
silown [tiat vying Tor domcstic conlrol of a join1 vcnlurc with a forcign finn is 
not optimal for thc hosi cconomy. Thc ovcrrill dislonion in input use that 
rcsults I'mm local investor's con~rol is suriicicnt to rcducc thc surplus r~ccruing 
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to the host CCOII~  )nly. Evcn though lhc privalc tax discour;lgcs lhc 1ol;ll amount 
of invcs~mcn~ made by ~ h c  multinational cntcrprisc, the govctnmcnt should cnsurc 
~ h ; ~ t  [his amounl is suflicicnl Ibr Lhc mul~inalionnl cnlcrprisc to bccomc 11 

majority quantity holder. This . lhc govcnlmcnl can do by increasing lhc dcbl- 
equity rnlio. Effcclivc conlrol by the multinalional cntcrprisc can bc achicvcd 
invarious wtlys. In a(1dition tolargcrdcbl holding, the govcnilncnl ciin cncour;lgc 
lhcissucofnon-voting stock,parlicipalion by nationaliscd bnnkstlint rcL'rain froin 
inlcrvcning in  daily. opc~llions of the plnnl, or parlicipnlion by many local 
investors, numcrous enough lo pixvcnl any block voring. 

In lhc papcr, "Somc Rcsulls on lhc Tr;lnsl'cr Problcm in an Exchangc 
Economy". M. Mijumdar and T. Milra~ rcvicw somc rcsulls on lhc 1r:lnsSc r 
problem in lhc conlcxl oPa ~cncriil c<luilibrium exchange model will1 'm' agcnls 
and 'n' commcxlitics. The posilivc cffccl and wclf;lrc cffccl arc gcncri~lly 
discusscd. I lowcvcr, their primary inlcrcst is in the 'we1 fill-c clficl ', i.c. how will 
thc post-lrt~nsfcr ctluilibriu~n wcl lire o f  the ztgcnls comparc lo lhc prc-lritns Scr 
Icvcls:' Thc main result a~ssc~ls rhal Ihc stalcmcni 'forcvcry I'casiblc trilnsfcr, thc 
donor is no bcttcr o f f  in the posl-lnnsfcr cquilibriurn' is cquivalcnt to the 
sliitcmcnl 'forcvcrydistribution of cndowmcnt, Lhcrc is a unique cc~uilibriurn'. 
I1 is also indicalcd Ihat lhc donor is worsc-offiilicr ~ h c  transScriT(a) 1111 goods arc 
'net substitulcs' for lhc cionor, (bj all g<x)ds ilrc 'gross subsliru~cs' for all othcr 
agcnls and (c) all gcmds arc ' normal' for at11 ngcnts. 

Tllc linal pan o f  this collcclion deals wilh aspects of Inlcrlcmporiil 
Ekonomics. One of lhc richest dcviccs I'or ~ h c  study o f  inlcrlcmpori~l economic 
issucs is thc usual growl11 moclcl couplcd with a scclucncc of gcncr;~lions, instead 
of ;I single planncr. This n~odcl pcmiils lhc an;tlysis of Ll~c n;llurc of bcqucst 
bcllaviour, of thc timc consislcncy o f  various plans, o f  monclary and fiscal 
policics of lllc dcvclol)mcn~ o f  wcallh incc~u;~lilics and many orhcr issucs. Tliis 
par1 ccwlsisls of two ar~iclcs which dcal wi~h thc cflicicncy ofmiirkci oulcomcs 
atnd the nature of bcqucs~ bcllaviour in the contcxt of iI  mtxlcl with overlapping 
gcncr:~tions of cconom ic agcnLs. 

Tlic boundcdcorc is ~hcsciofallocalions whichcannol bc blocked by any 
conlition Sonncd by 'ilgcnts of a linilc numbcr of gcncrilions. Thc core pmvidcs 
an inruirivc way o f  chariotcrising a sct of allocations which is ii subscl of the sct 
of Parcio-optimal allocritions ;lnd contains all the compctiiivc cquilibriurn. Thc 
(iislinclion bctwccn lhc corc and boundcd core is ;malogous to l l~c  ciistinc\ion 
bctwccn ~ ~ r c l o - - o ~ i $ i i a l i l ~  imd wciik Pi~rca-oplimaliiy. h rudng  on ihc long ;md 
Lhcshorl run. In (Iic ;inicIc, "Corc, Boundcd Corc ;and Eflicicncy in Ovcrlirpping 
Gcncrarions Economics", J. Eslcbatl has cxrimincd the nolic~n or Boundcd Core 
for ovcrliipping gcncr;tliorts economics. TIic rmain rcsults iIE lhal a scl of 
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Walrasian all(xridons is a subsct of rhc scl of boundcd corc alloca~ions, but lhal 
this scl conlilins incflicicnt ;md waslc~ul allocalions ;1s wcll. 

P. A. Strcu fert's Work, "Consislcnl Prcfcrcnccs and In~crgcncr;i~ion;il 
Equilibria in Markov Slralcgics", liigliligh~s al a very basic lcvcl t l~c sspccifi- 
cation of intcrgcncri~lionr~l prcfcrcnccs. It is dcmonslratcd tha~ tllc cquivalcncco~ 
lwo a1 tcmativc specifications of' inicncmponl prcrcrcnccs : onc, prcrcrcncc 
ordering ovcr infinilc consumplion strciilns beginning with thc gc~icnt~tion's own 
consumption Icvcl, and tlnolhcr, when: each gcncntlion's ulililp funciiotl rcprc- 
scnling a prcfcrcncc ordcring ovcr consumption slrcams from its own consump- 
tion (scalar) and ncxl gcncration's utility , is obtained under a condition callcd 
surnmabili~ y. It is shown that thc Markov Pcrrccl Equilibriaof~licinlcrgcncralionrtl 
gamc (undcr thc abovc cquivalcncc) yicld thc samc scl o f  all(xi~tions as thj~t 
obtained by maximising thc ulilily fundion o r  thc firs1 gcncralion. 

On ~ h c  wholc, thc prlpcrs in thc collcction arc gcnc~illy abstnct. 
Economisls whoarcnol intitn;itcly involvcd wi~hmathcmatical cconomics,would 
lind this volumc diflicull to chcw and digcst. Thc b(x)k. is, thcrcforc, highly 
rccommcntfcd lo specialist rcadcrs, ranging from lcamcrs who could use it to 
comprclicnd lhc p~r)blcm i~nd complcxirics in dcvcloprnctir economics, lo policy 
makers who nccd a tlicorclician's imagination loprovidc tlic ncccssary thcorclical 
underpinning to rlic various policy options that rhcy ctlcounlcr. 

Whilc onc would cxpcct [hat thc papcrs in this collcction will stimulate 
rcadcrs lo takc lhc work fuflhcr, ir would havc bccn morc uscful if somc of Lhc 
cssnys had taken notc of thc prcscnt mood on dcvclopmcnl dilcmmr~q, and dcalt 
will1 issues such as sl;~bilisalion and growth, cxlcmnl shocks and adjuslmcnl 
proccss, growth rind cnvironmcnt. 

- - -  - -  

* Dr. T ; I ~ : I ~  K. Ch;lkr;lbnrty is Ditcclor, Dcl);~rltl~cnt of k o n o t l ~ i c  An;rlysi< :lntl l'olicy. 




