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ABSTRACT

The Feldman-Mahalanobis model has played & very important role in
shaping the industrialisation strategies of thina and India and,
of course, earlier the Soviet Union. An unstated, but arusisl
assumption in this model is that there exists a sufficiently
larce aurplus of wage goods in the final/agricultural sector for
the wage goods canstratnt nct tc impose limitations on the
ingustrialisation possibilities, The paper attempts to examine
the validity of this assumption in both India and China. It is
argued that the wage goods constraint has been significantly

constrictive in both the countries. A simple theoretical model
is also attempted to bring out the consequences of such a

circumstances,



I. INTRODUCTION: THE FELDMAN- MAHALANOBIS MOIEL AND ITS

APPLICABILITY TO THE USSR, INDIA AND CHINA

1., Both India and China have pursued the Soviet}strategy of
rapid industrialization based on primacy in investment for
heavy indusiry,

The theoretical underpinnings of this strategy
were provided by the Feldman-Mahalanobis (henceforth F-M)
model®, which demonstrated the long run -uperiority of an
investment policy that gave priority to the machine building
and other heavy industries over the consumption goods
industries. The contribution of this model lay in showingy
under certain simplified assumptions made in the model, that
even thougi the output cf the machine building industries
cannot be consumed directly ('One cannot eat machines'}, it
pays in tae long run to Jgo in for an investment policy of
‘making machines to make machines'. It can be shown easily
that this imclies a marginal rate of saving greater than
the average rate, so that a necessary requirement of the
F-M strategv is & stepped up rate of saving. In both these
respects, namely & high rate of saving and a high proportion
of savings/investment channelled into the heavy industry
sector, Indic and China have followed the I-M model policy
nrescription ia essence, though, ofcourse, within this
basic agproscl: there have been modifications from time to
time. Also, there are differences in the manner in which
the two countries have actually implemented the pollcy
recommendations of the F-M model- differences that Qan,
i the final analysis, be traced the different socio-
economic and political structures-éf the two societies.
Yet the underlying vision has been much the same in both
the cases, It would therefore seem apyonriate to examine
the growth record of the two countries in the context of
the F-M model '

One major weakness of the F-M model strategy, that has had
an importani naring on the development experience of India
and China, weos its cresumption that therse would be

available a suiticiently large surpolus of food and other
agriculturzl raw matorials from th: agricultural sector
without any need for investment oI other rasources being
channellel into that sector. 1In other words, the

assumntion that industrialization could nroceed unconstrained
by agriculinre. By confining it=elf to a 2 sector model of
the economy-the rznufactured consumption goods and the
investment <cods ¢ectors—end ignoring the agricultural
sector altocusether, the F-M model approach implicitly assum=2d
that tne ayricultural sector could not be a constraining
factor in the Givelopment process. Investment (and hence
growth) was agsuned tc be limited by the capacity of the
investment goods sector, rather than by the capacity of

the agricultural sector to provide savings, in the form of
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surplus grzin over and above the recuir nents of the rural
sector. The unstated, but crucial, aszumption thus was
that the surilus was large enough o supply the food and
other raw mesterials requirements of the urban seotri+twith ut
any 2rodding or stimulation in the form of investment by the.
Government or the 'Central Planning Authority' (CPA). It
was becailse of this simplified assumption that the F-M

model was 2Dble to bypass the 'agriculture- industry
relationshiy' cuestion? altogether and concern itself only
with examining the trade-offs involved in the choice
between cnannelling investment into the consumer gonds

or invastment gcods sactor,

In terms of the concents of 'wage goods', 'capital g;oocls'5
and 'foreign exchange' constraints used in the text-book
framework of planning, the F-M model can be seen to have
been basced on the assumption that the wage goods constraint
was not biading (i.e,there was a sufficiently large slack
in the wage ¢oods sector) and only the capital goods (and
foreign excnange) constraints were binding. The F-M model
policy orescription of primacy in investment for the heavy
industry sector would fall through if the wage goods
constraint too {in addition to the capital goods constraint)
were to be binding,or almost so, since in that case it
would obviously® be necessary for the CPA to first enhance
the surmlus of wage goods available from the rural sector
before it could hope to relax the binding ganital 3o 18
ecnstraint Wy charnclling mrro investmept g :»As gzHds into
the fnveshoant e Js seobt re 4nd onhancement of the wage goods
surplus vould requirc capital7for production of irrigation
facilitizs, power, fertilizers ete. The agricultural
sector would in this casc thus impose a first charge on the
investible recsources, i.c. on the output of capital goods
from the iavestment coods sector (it is assumed that the
same investmcnt Jo0o0ds can be used in the agricultural sector
as well). &s compared to the F=M modcl case, where the
wage goods snrpluc is assumed to be large enough to allow
industrialization to proccad unfettered by the agricultural
sector, ti~rc is now forced upon the cconomy a 'diversion'
of a part of the output of the investmaent goods, away from
the path of rezoid rate of growth of the economy, to the
agricultural scctor, Gnly the rem~indar wrul:l bo. lzft Ber
enhancenent of futurc grovth potential through re-
investmcn: in the ca»ital goods sector. In other words,
food (and agricultural raw matcrial) self-sufficiency.
taken for grented in the F-M model, can be expected to
impose its own limitations8 on the growth possibilities
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apen to an economy when the natural conditions are such
that it cannot in fact be taken for grantad.

This presumption of the F-M model, ~f a freely forthcoming
supply of wage goods, was perhaps not too unrealistic an
assumption to make in the case of the Soviet Union, where
the strategy was first followed and whom both India and
China sought to emulate, but it was certainly not met with
in the cascs of India and China, whose cndowment of
cultivable lznd {and, therefore, the “naturally" available
rural sur»lue of wage goods) was much poorur than that of
Soviet Union. Thc cultivable landeman ratic? in the USSR
at the time it embarked oir its First Five Yaar Plan in 1928
was 2.3 acres/ nerson, comodarad to 0,66 in India and 0,43
in China a2t the time of zenroncement of cheir respective
First Five Ycor Plans. ir awdition, therc was considerable
gcope for Lipinsion of the cultivated arce in the Soviet
Union. In cecatrast to tnic, there has been little or no
increase 1y in tne cultivated area possiblo in India and
China subsouent to comuencement of the vlanning cffort.

Not surpriiingly then, thic »er capita output of grain in

the USSR :ven =< far back as 1928 was 430-566 kgs.per annum,
in contrast to 270-272 Kgs in China, and about 165 kgs

in India, in 1952, Th. Sovict output was thus so large,

in relation *to the requircments of the rural population,
th=t the surplus was morc than sufficient for gatering to
the necds of the urban population. It permitted substantial
indirect/luury consumption, in the form of meat, liguor

ete that is high in the grain to calorie conversion-ratio.
This providced « comfortable cushion that could be drawn upon
without exccesive heardship, in ycare of bad harvest and in
times of politicazl, or politically -ormented organizational,
disruption ‘ns c¢.g.during the Stolinist era) ..nIt also
vcrmitted substontialeexports of foodgrains. The large Soviet
imports of cenital equipmoent dn the 15305 were paid for in
foreign erchenge that was errned by food (and raw material)
exports. In addition, cgriculture nlayed a positive role

in 2 policy of import substitution. Industrial crops such
a8 cotton ond sugar beet could be rapidly expanded to
replace import of thesc goods and thus frece foreign exchange Zo
for the importation of capital goods.

The Soviet Union was thus exceptionally fortunate in respect
of the level of its foodgrains output per capita to start
with, which gcve it o sizeable grain surplus. It could
therefore ~fford to pursue an ‘extractive’ policy towards
agriculturc for quite o long time without having to worry
too much about the counter-productive offocts of such an

' oxtractive® policy on the agricultural output levels,
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and therefore on the gencration of surplus,because of its
adverse impact on the motivation 11 of the peasants. The
only question before the Soviet leadership was how to
mobilize thct surplus in the hands ~f the State for usage
in accordance with its prefcrences. Given the tight
control and strong cocercive power of the Soviet 3State,
especially under Stalin, it was able to expropriate the
surplus of wage goods available in the riural sector through
a combination of severe taxation and adversc terms of trade
for agricultural goods (minimal queantities of manufactured
industrial and consumer goods offered in return for the
output of thc egricultural sector). It is a measure of the
cushion in the agricultural scctor availaple in the Soviet
Union that,desrite thesc harsh measurns, the »ecrcentage of
agricultural output merkcted by the peasants to the State
kept rising stcadily :nd thc Govt.was even “ble to earn
foreign exchongc through cxoerts of agriculrural goods in
the early vears ot its »l:nned development to pay for its
import of u.zlirery. Right until the fiftices, zgricultural
investment wae neld a2t & minimum and meny agricultural
problems “hat did not immcdioctely affect industry were
allowed to sccumulate. Though this brought tnc Soviet
cconomy to o cricis by 1983, nceessitating o program of
agricultural rcform-incrcased investment for agriculture,
improved terms of trade, <tc- in 1954, the successful
deferral of these problems until then should perhaps be
regarded as o major achicvement of the carly vears of
planning. It gave the cconomy sufficient breathing time,
for by then a rcasonably strong industrial base had becn
built up for it to be ablc to afford’ the ‘diversion' of
investible resources to the agricultural sector reguired
for continued gencration of wage goods surpluses.

Thie was not =t all so in India and China. India faced a
serious food situation after Independence. Decades of
neglect of food sroduction,ynder the British rule had turndd
India into ~ nct importer ~Of foodgrains cven before World
War II. Thco position worsancd after Partition with many

of the traditionally food surplus zreas f£alling to Pakistan
and becausc of thc large scale lossos of livestock ectec and
disrustion of agricultural production causcd by the
Eommunal holocaust and wholcsale migration of population.

t thoercforc had to import foodgrains in fairly large
quantities in the early post-indcpendence years. In fact.,
the troend of imports continued throughout the post-independ-
ence period until thc late seventies, cxcept for a bricf
respite in 1654 and 1955 and in 1972 (when import lovcls
wore nominal) « Though not a substantial proportion of the
total outout, they were large cnough in absolutc levels
for spcculative forces to play havoc with fopd orices in
their ~bocnce ~nd cast thé nati:nal cxchequer a sizonble
fracticn of the nation's export earnings.
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the nation's cxport earnings.

China was somewnat better placed th-.n India, being -
nominally surplus in foodgrains in the carly post-
*liberation' {(post-1949) period, which it exported in
small quantitics. Even so, its per capita output level,

at 220-270 Kgs p.a. was not comfortable, like that of the
Soviet Union, The little slack that therc was for the
wage goods constraint to become binding soon began to
exhaust 13,50 that buforc long a conscious cffort had to be
made to inecrcese it.

Thus uqlike in the Sovicet Union, the problem in the cases
of India and Chinz was not just one of gxpropriatinglé
the surplus in the hands of the State or transferring it

" to +he urban scctor, but of increasing the volume of the

surplus itsclf in the first place. And, in as much as this
required capitzl and other (organizational) resources that
had altornative uses in rclaxing the capital goods
constraint, this adversc natural circumstance can be said
to have placed limitations on the growth possibilities
available to Indiz and Chir- a5 compared to that of the
Soviet Union.

EVOLUTI@&%SE.ngggg_Iq;gJDIA AND CHINA

—e

This was, nowever, not appreciated in the beginning. At
the timec of coumencerient of plannipg, both ‘hina and India
appe.red to heve had no “oubts abotit th: feasibility of
duplicating thc Sovicet achievement.. under their conditions.
China,wnich wa. nominally surplus i1 foodgrains,not
surprisingly, =dopted the Soviet approach in toto without
much debatc  Oriant from the beginning. In India,
Brahmanandat? ~nd othcrs rucstioned the relevance of the F-M
strategy for Iadic heciusce of its assumptions regarding the
availability of wage goods and opposed the Capital-intensive
pattern of incustrialization cnvisaged under the policy of
priority for hcavy industry. But theirs roemained a
minority view theat was brushed aside by official policy and
heavy industry wvas givon high priority in the investment
allocatiod fron. the 2nd Planl8 onwards.(Tables I & I1).

This rathor uncucstioned optimism with which the F-M strategy
was adopted w-s, ofcourse, not entirely unwarranted cither
as therce wos ~ marked improvement in food supply position
in the c-rly yc~rs. The disruptive cffucts of Bartition
had lrrgcly been overcome in the course of the First Five
Year Plon. Buing more an excrceisc in consolidation of
departmentel schomes enviscged before independence than

in attemnting to give n new thrust to the cconomy, the
First Pl-n strcssed agriculturc and irri gation projects
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serving agriculturc. ncerage also expanded by some 15%.

As a result of these measurces =nd graduei restoration of
normalcy in the vconomy the food situation slowly improved
and came to bc regerded as comfort. sle by the mid-fifties,
vhen the 2néd Five Ycear Plen, based on the F-M model was
being formulated. What was, with the benefit of hindsight,
a crucial failing, however both in India and in China (but
Indiz more so than Chinz) was the failure to foresee that
the scemingly momfortable food position was rather precarious,
given the high vulncrability of agriculture in both
countries to weather fluctuations and the rapidly rising
demand for food from thzir largc, hitherto underfed and
fast growing populations. The consequencaes of this
omission werc not long in coming.

oo Government had to resort to concessionary
food imports under PL-480 from the end of the 2nd Plan
onwards becruse of the failure of production to meet the
requircements. Attainmoent of self-sufficiency in food grains
was accordingly the principsl objective in agriculture in
the Third Plazn that was drawn up at this time, but no
significant chenges werc made in the investment allocation
pattern of thet plan in favour of agriculture. The reali-
8ation that the “gcnerzlised approach to agricultural
developmant followed hitherto through the Community
Dgvelopment =nd oxtension programmes and spread of the
pre—~independence "Grow More Food® schemes had not resulted
in sufficicntly increased production, - * wocognition of
the neced to realise quick increase in output of food led
to the launching of the IADP in 1961, and the IAAP in 1964,
These aimcd =t increased production in favourable areas
through application of a package ¢ inputs and associated
improved practices. Though therc was some increase in
production in the arecas covecred by the Programme, thesc
were not very significant and food imports continued.

I+ was the saovere drought of 1965/66 and 1966/67 (which is
regarded to have been the severest drought of the contary,
requiring import of 19 mmt : of food?rains in just tWoyrs - gee
Te '3 that forced a reconsiderationl9 of the place
assignaed to zgriculture in tho overall strategy of deve-
lopment. The =2bject failure on the agricultural front
during thesc ycars upsct so many assumntions made in the
criginal Dreft IVth Five Ycar Plan (1966-67 - 70-T1) that
it was decided to trecat the yocars 66-67 -~ €8-69 as a
period of “Plmn holiday" ( (also cplled “/inmial Plans™)’
and dofor thc commencemant of the IVth rFive Year Plan
£i11 1969. Thc policy of mecting food rcouirements
through a2id (PL =480 concossional imports) followed so far
was clearly rccognised to be infoasiblc and nchievement of
self-sufficiency in foodgrains now truly bucame the major
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concern of Government. The Agricultural Prices Commission,
which today plzys a vital role in the fixation of procurement
prices, was sct up in that ycar (1965) to advisec the
Government cm pricc Policy for agricultural commodities
and wag followed soon after by the cstablishment of the
Food Corporotion of India for procurement and public
distribution of €oodgrains. The expericnce of the package
programme, which was the proecurser of the Green Revolution
strategy thrt now followed, had alrcady shown the benefits
of applicaticn of o~ package of inputs, such as fertilizers,
irrigation ctcsin sclected well cndowed arcas. The
fortuitous -rrivel of the High-Yicld strains of wheat
and maize from loxico, that were capable of high yield
response to irrigetion cnd hcavy doses of fertilizers at
this time furthor nccentu~ted the cttractivencss of such an
approasch which, ; Indisn volicy mekers
lumped for with alacrity;ﬁﬂkt lced to the Green Revolution
strategy of stepping up food output with the help of
intensive applicrtion of « packnge of industrially
manufacturcd inputs- chemical fertilizers, pesticides,
assured irrigetion (tubowclls with dicscl or power driven
pumps and motors) ctc. Thus was inaugureted in the

period of threc Annual Plons thc cro of *industrial input
stimulated farming® in India.

0f coursc, as is frequently the case with many Governmunt
programmes thcre was at first no clecar cnunciation of a
comprechensive agricultural policy cver as the new

strategy of cgricultural dcvelopment was being implemented.
It was thc Dr-ft IV Five Yoar Plan (1969) that containcd
for the first time on explicit and claborate presentation
of issucs connccted with ngricultural policy and recogniscd
that the peoce of development in the agricultural scctor
sct o limit to the growth of industry. and cxports and
therefore of the cconomy as & whole.

In order to inducc the formers to take to this new "“input-
intensive® ~griculturcl tochnology, it beceme necesSsary to
provide a wholc scrics of incentives in the form of
subsidiscd pricing of fcrtilizors and irrigetion facilitics,
sasy availohility of cruodit otc. ~nd 'rumuncrative prices’

for agricultursl output to compensate thom for the '
incroascd cost of wroducticn. By 1982-83 food and fertilizer
subsidics2l zlence hed soored to approi. Rs -1 368 crorcs, 7% of
total central' Govt.oxpenditure ~na 1largor than the

cntire deficit of the Gov.rmi.nx ~7 Indis on revenue accowrt.
In addition, ithore hot Leen saneiecreble invostmaont
undertaken,both in the sublic -nd Srivete scotors, in
capital-intcnsive industrics conlving inguts for

agriculturc (irrigation ~nd poer i cilitics, chemical
faortilizers, power tillers, gicscel purnc, zcment ate) and
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in Govt,~dministrative expenditurcs for running various
rural developmunt programmes. Taken togother, these
measuras clearly loft lesser resources for reinvestment

in thc¢ heavy industrial scctor than would hoave been possible
if the agricultural output desired hed been forthcoming

of its cwn, without fcuding of capitzal inputs from thc
industrial scctor as in the Sovict Union. Vhile the food
self-sufficicney that India achicved as @ result by the

cnd of the seventios (subscauent food imports have been small
in gquantity ~nd aimecd at replenishing buf for stocks and
countering spcculative price riscs) has roccived wide
publicity, it is not often appreciated outside the small
group of uvconomists specinlising in inter-sceatornl resource
flows that this incrcasc in food output is in gross torms
and a prop.r cssussment ~f the net gnin =on Do made only

by teaking intc rccount the resources th~t have gone into
agriculturc in thoe form of investment ~nd budgetory funds,
with o high onportunity cost in terms of thce growth
possibiliti.s fcr.gonc in order to make possible the level
of output ~cturlly re-liscd. A significent part of
industri~l octivity c~n thus be said to b "mortgaged” to
agriculturc, ~nd its output should purhaps ke lookoed upon
morce as an inturmmiediste, r-ther than a fin~l, good

CHINA: FIRST FIVE YEAR SLAN 1953-57

aAs muntion._d cerlicr, China began by copying the Sovict
strategy in toto ~nd unquestioningly. Unlike in the Sovigt
Union, where the lst Five Yeor Plon Was drawn up after
intunsa Achstcl? buetween thoe opposing. vicws of Proobrazhensky
~nd Bukharin cr the relationship pbotwown. agriculture and
industry -~nd th. nrture of tho tronsition to industrial-
isation, the formulation of the 1e - Five ‘Year Plan was not
preceded by cny such dechbote as to the esppropriate path of
development. In fact, the Chinesc went to grentor extremes
than theo Scvicts in their plan investmant rotios in favour
of Industry, ~nd within the lotter, in favour of hcavy
industry. Compcred to the Seviot Union's 19.2% and 40.9%
of thc total investment funds allocated to ~griculture and
industry respectively, Chinn ~allocnted 14.9% and 47.9%.
Actual exoonditures woers Jven more oxtrome 7.1% ~nd 36%.
The overall ~ccumulotion rate in both countrics was about
the sama =24%. The main foeatures of the 1st Plon were:

i) Highoest pricrity for devolopment of heavy industry

1i) Mnin ~ttention to the 694 " bove normt projects,
csoccinlly the 156 vrojects to be constructed with
Soviot hiln.
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iii) Inercasc in wages to be kept below increase in
productivity to sccurce capital accumulation.

iv) In agriculture, conccntration on production of grain
and industrial raw material, with strong cmphasis
on the nued to increase the agricul tural surplus
product *in ordcr to finance industrialisation™.

17. Thc last point notwithstanding, thc investmont allocations
did not roflcct such an umphasis on ~griculturc. The
agriculture surplus was sought to be vnhanced through
institutionel ruform mcasurvs-1-mnd roedistribution to tho
small pcasonts, followod hy coopar-otivis-tion of farming
50 a8 to wnable reelisetion of ceonomius of seele,
creation of ~ congenial cnvironmaent _te; Though the moves
towards collectivisation f ngriculturc vore prompted
primarily by idcolegicrl counsiderations, thoere clearly was
an economic raticnnle for thom as well. Given the
historical 2llisncc between the Chinesc Communitst Party
(CCP) ond thu ponsmntry, the lattoer woere morc receptive
to thu agrorisn policics of the CCP and collectivisation
of agriculturc wes o much smaother process than in the
Soviet Union. Output grow steadily during the l1st Plan
and,..sincc this w-s ochicved without ony significent increasc

the use/in/of the foctor inputs or techmical progress, it can
be said to hove grown on the strength of organisational
reform. The trund rate of growth NVA in Agriculturc wes
3.8% p.n, ond,together with the 19,6% p.a. growth in the
NVA in industry, this lcd to »n 8,9% p.a.risc in nationaol
incomc.

18, The porform:nce of the cconomy during this period which
is roted highly by the prusent dny leadership, is attributod
to proper brlince being m~intainced between agriculture,
light industry -nd hcovy industry. According to Xu Di Xin,
onc of the l.rding cconomists,?3

“Although thcre wes some problem with the structurc of
cconomic monogoment and & tendency townrds excessive
centralisation (during the 1st plan period) the crucicl
qucstion of achicving - beolanced rcelationship between
accumulation ~nd consumption and betwoeen verious cconomic
spheres wrs hondled well. ..Development was both rapid and
stnble and thorc were no large scale fluctuations upwards
or downwnrds*., (Xu Dixin, 1983 p,8). '

Similarly, =nother cconomist has the following to say:
®*The mein rooson. for our success was that....we paid.a

fair ~mount of a~ttuntion to the dovelopment of agriculture
ad light industry ~nd wce did not rcsort to expropriation
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of th. pungfnts....hs n rusult, we ensur.d the rapid
growtp of neevy industry, while guaranteeing agricultural
~And %1?ht industricl development®. (Liang Won Scn, 1982
vg. 58) .

While it is truc thot the performance of the ccocnomy during
this puriod wrs good, the cloim that this wos due to a
conscious cffort tc m~intain “propor bal-nec" betwoecn
agricultur., light industry ond hoervy industry appears to
be " wux~ggersted onc, The investment allocatiens for
agriculturc ~nd light industry do not bear out such a
claim. Of course, in ~griculture, considereble stress was
l-id on orgrnizeationsl ~nd institutional roform but this
was not complctce until the closing years of the 1st Plan ~d
so ¢an not bue token as more than o~ partizl explanation

for good ~gricultural performonce. Whot is more likely

is that bucrusce the positicn with rugard to food supplics
was not so tight to begin with, it took some timce before the
weakness inheront in the strategy surfaccde Ikewise in

the casc of light industry, it wrs perhaps possible to

pull through with only 6% of thc investment funds allocated
to it bocrusc of the inhcerited capacity in this sector 24
{~n ovur-wh.lming proportion of the industrial cap~city

of Prce=*'49 Chine was in the light indistrial sector). Thot
this is morc 1likcly the e~sc is suggested by the fact that,
on thoeir own cdmission, the first signs of imbnlance were
already boginning to -~opuar during this period:

"The mein sympton of this (imbalance w~s the instability

in agriculturcl ~nd light industrial production™,....."We
wore forcod o introeduce compulsory procurcmaent systems for
the major ~gricultur~l p»roducts such as grain, cotton ~nd
cdible 0ils"....."Light Industry was ~dversely affected

by tho shirteg. »f -~gricultur~l raw materials ond some

heavy industricl production could not s~tisfy the demands

of ngricultursl ~nd light industrinl devclopment™. (Xu Dixin
1982, pg.-%).

Thesc incipicnt orobloms being encountered by thoe cconomy
did not rumcin unncticcd. a4t on cnlarged session of the
Politburo in aApril 1956, thot probnblx mcet to consider tham
Mro delivered his cclobrated speech " On Ten Great
Relationshins®., The ~gri—ulturc-industry rclationship was
onc of them. He stresscd ~ more b-olanced development of tha
ceonomy, ile.e Mory stress on ~griculturc, thon had beon
given until thon, But Moo did not yet give up2 thepolicy
of primsey for heavy indastry. "The root cause of the
failure to incre~sc¢ ~gricultural production in somc countri
is th~t tho Stotes'® policy towards the pueasents is
questionnble. The pensants burden of taxntion is too
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heavy whilc thc price of agricultural procducts is very low,
and that of thc industricl goods verr high. While deve-
leping industry, cspecinlly heavy industry, we must at

the some time give agriculturc a certain stotus

corract policius for ngricultural taxation, and for pricing
industrinal ond ~gricultural products". (Mo 1956:63).
(Emphaosis ~dded) .

"In tho futurc we must put some more investment into light
industry ~nd ~griculturc so that thc proportion of
investmont they rucelve is increased. Whon we incroeese
this proporticn, docs this mean that we have chonged the
key scctor? Hec, the key scctor not been chonged. It is
still henvy industry, but morc emphasis will now be put on
light industry ond agriculture® (Meo, 1956:63).

The mederution in favour of ogriculture ~nd light
industry argued for by Mac did not, however, take place.
“This policy of Mao (of simultancously developing industry
and agriculturc within tho fromework of giving priority of
hecavy industry) ruoguired that the pruferentinl treatment
for the devclopmnt of hcevy industry should be based on
agriculturcl ond light industr~il growth. In opcrational
terms it would hrve mcant a readjustment of the investment
allocntions in the cconomy in favour of agriculture and
light indusiry. 3ut it romained unimplumented. The
readjustment did not toke places... It is much to be regretted
th~t we did net persist in this poliev". (Li-ng Wen Scn

1982, 2g.59). “

2nd FIVE YE&R P aN{ 1958-62}
Th. frilurc to imoioment these changes in favour of
~agricultur. nd light indastry can be cttributed to the
political Jovelopments of thrt time. It is well known2>
thot thoere wore scover. diffceroences within thc topmost
politicnl l.rdership @nvrrious 1ssues relating mainly to
+he pace of cillictivisction of agriculturc and that these
culminated in the “Gro~t Leap Forward" (GIF) of 1958, which
M~o succ..dod in pushing thrcugh, despite rescrvations on
the part of most of the other Chinesc leaders. This
movement torpcbeed the Plans drawn up in 1956 ond heralded
~ radical phrsc in Chinuese ccenomic policy.

Bucrusc of somue unor thcdox measures thot were adopted at this
time {such -s mobilisation of surplus labour and its
substitution fer cuvital for tho purposc of furthor capital
accumul ~tion; rr~dicel changces in the montgemant of
industrinl .ntcrpriscs and ngricultural cooperntives in
favour of gruoter participation by the people nnd loss
dircction and control ctc,) it has been widely believ at
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the "Srent Leep Forward® “broke with the cconomic priorities
of the Sovict modcl. However, as Brodsgrard ({1983) as

argucd, recuntly roevonled Chincsce d-ta clearly show trat as
far os thoe brsic Sovict strategy of industrizlisztion bosecd

on high investment ~nd pricrity for hervy industry goes, the

GLF acturlly represcented -n inteasificntion of thnt strotegy
rother thon - brink with it. Hi8 argumont is summarised
below in p-rrs 24 ~nd 25,

24 ."buring thoe First Five Year Plon, the average rete of

25,

26,

7.

gccumulation w-s 24 ,2%=-0bout the same poercuntnge 3S that

of the Suviot Union 3uring its First Five Yoeor Plon.  [This
investment oyttzrn, modolaed dpon-thoe Scovict oxpoerionce, was
regerded s~ scund  appronch to the probioms of modornising
and industri-lizing Chin~, In 19%6, the Pirst Scession of
tha Bighth ri-ticnal Congress of the Communist Party decided
to maintain -n rocumul-tion rate of epproximotely 25% in

tha Sceund Five Yoerr Plon puriod, However, thoe ~cccumulation
rate went up cbruptly from 24,9% in 1957 to 33.9% in 1958 ond
up 43.8% in 19592. Thus on. of the char~cteristics cf the
GLE wns =~ very high n~ccumulntion rate.

Not only wore the roccumulstion rotos excessively high, but
the inhcorant imb-lances of the First Five Yonr Plan period
were nggravoted during the GLF period, dnspite of Moo's
1956 statoment cn thoe necessity of correcting thesc
imbalrneces. Thus during the First Fivo Year Plan, 46,5% of
capitel construction investmont want to heavy industry.
During th.< GLF yunrs, 1958-1960, the tigurcs were 57% 56.7%
~nd 53,3% ruspcctively. Light industky hd its investment
share cut from 5,9% during thc lst Plon tc 4,.,0% in 1960,
Agriculturc roceived incremsed inv  Cthuents compared toe the
First Fiv. Yeor Flon,the rolevent figures being 7.8% for
19531957, ~nd 10,5% for 1958-1959,

In short, during the GLF yvoerrs cnpitnl investment in heavy
industry w-s highcr than during the First Five Year Plan
poriod, with th. incrcase in metnllurgicsl industry boing
the most sSpectacular. Investments in light industry had
dropned, while ~gricultur~l investments showed o slightly
rising tr.nd.

The Grunt Leop Forward did, nowever, confront the agri-
cultural problum squaroely. Hot only wurs investments into
the agricaltur~l s.ctor incrunsed (thosc increases were only
nomin~l ~ng G&id not form the melnstay cf the cffort), but

~n ~ttomet wiou mode te find a method othur than increasing
State investmont in ~griculturc for incrc:zing the rural
surplus »f wraoo guods, L ‘rgc scale modilis~tion of laborr
wos undert-kot £or ouilding copital ssscts in the rurel
areas in th. slocok sgricultural scas-n. In cddition,
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d mes8ive rursl industrialisation programme, basced cn
mobilisation of local,on” hitherto unus.d, resources wns
inunched, %Bockyord Commune run industries® mushroomed
in almost cvery communce ond brigad. . Both these measures
¥exro aimed ot reising thoe productivity of ngriculture
through improviment of the quolity of land and irrigation
supply of improv.d tools, simple machincry and other
industrinal inputs such ~s cument ctc. Finally, the Groat
Leap Forward scught to carry forward the cooperativisation
of dgriculturc to nuew heights through the formation of
targc communcs.

This last meosure boomeranged very badly and proved to be
the undoing cf the Gront Leap Forward. Excessive zecal on
the part of locrl party cedres in raising the leovel of
collectivisation preved to be totally counter-productive
becausa of its ~dversce impoact on the morale and motivation
of the pecasonts. It led to widespread organizational
disruption and ccused agricultural production to drop to
precariously low levelsd Thus,

"Particul~rly during the movement tc organise peoples
communcs in 1958, the pcasants got discouraged as a2 result
of the stirring up of = "communisction wind®, cxcussively
high quotos for stnte purchoscs and the issuing of
arbitrary dircctions® (Ma Hong, 1983 pg.44) Thoe difficultios
wore compounded by the scvere drought of the three years
1959~61, and (thzugh' this is not so rclevant for
agriculturc but for thc other scctors of the cconomy), by
the abrupt Sovict withdrawel of their technicians after
the Sino-Sovict rift in 1960. It is, ¢f coursc, impossible
to disentangle the rclative imprct of thnise factors and
therofore to verify whether the ¢v-~rge of the present day
Chinesc lecdership thot the cconomic downturn was
overwhelmingly duc to thoe GLF is cxaggerated or biassced.
What is cortoin i that the shortfall in food production
was so extrocrdinary that it was not'until 1964 that it
recovered to 1957/58 levels. It was made worse by the
widessrcnd tondenecy of local cadres to exeggerate the GLF
production achi.vuments. State purchases werc conducted
(forcibly) on thc basis of those questionable reported
harvest figurcs,with the ruesult that peasant consumption
touched an oll time low 28 of 91 kgs by 1961. Latest
Chincse mcedic disclosurcs?? of the numbur of starvation
deaths in thce ~fter-n-th of the GLF spoeak of numbers of
the order »~f tens of millions, which is well above <ven
the most robidly ~nti-Chincse foreign cstimates of that
time.
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The unprocedented £90d crisis of 1959-61 finally gave a
jeclt to the vreforence for an inductrialisation strategy
bascd on orim-~cy for hcovy industry. The political crisis
precipitated by the ~ftermath of the GLF "“ultra-lceftist"
attempt to leunch -+ “communisction wind® was resolved with
the relegntion o¢f hoo to the background and assumption of
leadershio by Liu Shac Qi & others. At a Central Work
Confercncc ~f the CCP in tho summcr cf 1960, it was decided
to “change deeisively tho priorities of cconumic policy™.
The slog~n "simultsncously developing industry ~nd agri-
culturc with »pricrity t» be given to heavy industry" was
substitutced by “teke ngriculturc ~s the foundntion ond
industry as thc londing foctor™. & “mass movement for
aliding agriculturc® wes launchod, with o spatoe of articles
in the mddin cxocunding cn the new priorities and policy.
In concrete torms, the accumulstion rate was brought down
to 22% and thc proportion of non-proeductive accumulation
(hcusing, cducmtion c¢te.) vis-~-vis the productive accumu-
lation raiscd from 13% during the GLF period to 35%. Cone
siderablc Stotc investment was undertaken in ©Shemical
fertilizers ~nd ~gricultural produccr goods industrics,
while thore wns o cutback in hcavy industry, & mrratorium
impcsed on Ycapitel constructioﬁh (i.ce invest-
ment) projucts ~nd over 10,000 of them begun under thce
GLF wure suspunded. Incfficient plaonts, including a largce
number of “"bockysrd stucl furnaces® set up under the rural
jndustrialisoticn drive werce closed down (Mu Qiao, 1981)

Yot thesc adjustments could do not merc than bring the
proportion of investment in agriculture, light industry and
heoavy industry to be 17,7%, 3.,9% anf 45.9% rospectively-
which, whil. they representod on improvement over the
oxtrome imbrlqnec of the GLF period, werd still morc skewed
than the oroperticns during the first flan and 2 far cry30
from the strtcd intention of ruversing the crder of
prioritics from heovy industry first, light industry sccond
and agriculturc lnst te agriculturc first, then light
industry ~nd finally heovy industry. Thc main stress on
agriculturc during this vcriod came not in the form of
increascd invostment nllocaticns but of -rganizational ~and
institutionnal referm3l thot reversed the high degree of
collcetivismti:n brought ~p-ut oy tho GLF -nd provided for
groater individurl incentives for peasmonts.

By 1963, ~gricultural {-nd indfetri-~") or- duction began to
pick up but pur copits o nsumption £ F..odgrains and cotton
clnoth could not roeecver o 1956 levels .ven by 1966, The
period 1963-65, kn:wn in China as the nericd £ "Recovery
and Rendjustnint®, is 1o ked upon vory vositively by the
present le~dership since it was under their stewardship
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that the post-CGLF rocovery was carriced out by means of

gﬁliCiQS simil~r & tho ¢ being implem 1ted in China today.
us:

"This chonge sorked cffcecrively & ring the period of
ceonemic readjustment which lasted from 1963 to 1965.
industry -nd rgriculturc rchicved a nuw balance., The gross
value of irdustricl ~-nad agricultural output rose at 15.7%
annurlly, with industry /£ st 17.9% ~nd sgriculture a2t 11.1%
National incom: qrow -t A rete of 14,.5%. Lebour producti-
vity in Stotoowned interoriscs achicved an average annual
increasc of 23,1%. 4dvcorage mnnuel cansumption by wage
carncrs nd poosonts incressed oy 1,2% and 4,5% respecti-
viely., Prodoction and commcrce ropidly revived and deve-
loped, -nd living standhrds bogan te improve™. (Liong

Wen, Sen, 1982, pl.60)

IIT & Iv FPIVE.YSAR PLANS: .1966~70, 1971-75

The period 1566-7€ covors the Cultural Revolution decade,
when Meo had custed the 'Reform ané Readjustment' faction
and othoer moderate lunders whe were in the ascendant during
the post GLF pericd, from power. Radislism held sway over
ceonomic ond £ ther pelicics, with many similarities. Thus,
accumulatis>n went up to 26,3% in the 1966-1970 pericod and
further uots 32,0% during the Fourth Five-Yoar Plan period.
Henvy industry hed_oits sharce of total investment increesscd
tn the detriment of agriculture and productiie accumulaticn
increascd considerably compared t¢ nonoroductive accu-
mulation, whilc therc was ~ minimal incre~asg in tho
investment s:~re of light indust:rr.

Wot surprisingly, this poriod is evaluated negatively by the
prosent loodership:

"High targ.ts for the developmont of heavy industry were
set agnin -nd the cno-sided -mphasis on heavy industry

and «n sto.l oroductinn reasscerted itsclf.  The annual
steel outout torget for the end of the Third Five-Year Plan
(1966-1970) « s 20 milli-n t.ns ~nd for the end of the
Fourth Five-Y.-r Plen (1971-75) it wois 35-40 million tons.
The latter terget oventu-ily '3 & bo roaced to 30
million. Th. resultoat niss Lloction o2 Tosocurces once
more upsct thc herd-won rol-tive bol-nce between industry
and agricnltur ®. (Li-n; ¥We1r Sen 1232 5,60)

V.FIVE ¥R FLoN ¢ 1976-80

Although the ource ~f =i “Gqong'on Four™ in October 1976
jmmedisrtely ¢Jtor the sooth  fF Mao is coonon offieially
to mark the wnd of the Tultural Revolution pericd, the
Fifth Pl-n wrs & irne-cvont pecruse ~f the politieal
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wacaertainity ond the shifting politicazl alliances in the
post-Mzo pcricd. The carly post--Mao lcadership was pro-
occupicd with restoring order acioss the country, so that
no now initiotives could be taken. In February, 1878, an
ambitious 10 year Plan32 for modernizing the economy was
formulated cn the basio principle of ®taking steel the

key link". Conccptually, it was a continuation of the
hithorto followed Sovict strategy of a high investmant

rate with primacy to heavy industry and the only thing now
about it was. thc ombition of the targets, Less than a year
aftor its odoption, this plan wos given up by the now
leadership33under Deng Xi@ Ping that hed mcanwhile assumed
power aftcr, thc 3rd Plonum of thc 1lth Central Committce

of the Chincsc Communist Party in December 1978. The targots
g2t under the Fcbruary 1978 plan werce described ~s
Yimpetous ond unrcalistic® and its bmsic approach based on
priority fcr hcavy industry. "faulty". In the words of Xuc
Mu Qiac{1981)

“a 1985 trrgot for stecl output of 60 million tons was
first sct ond to cchieve this target it would be necessary
to build twe or three steel plants in five or six years with
corrcsponding increascs in coal, elcctric power, and
tronsportoticn, Incvitably, nagriculture and 1light industry
would bc given short shrift, Despite the discovery that
capital ccnstruction had already been over cxtended in the
previous two ycars and scrious bottlenecks had developed,
investmunt kept growing in order to cnsure the completion
of the high tergct for steel of 6Q million tons. In 1978
with a 50% incrcnsc in the basic abnstruction appropriation
within the¢ st~te »len, investmar - expenditure reached 48
billinn vu-n, which represents a.increase of 32% over
1977, twice »s fact a~s the growth ratc of heavy industry
(15.6%) ond twe and half fold the growth rate of tho
national incomz(12%) .. This simply exoosed the scrious ime
bal-ncc of the national cconomy™ .

At the seme plenum mecting of Dec.1978, it wos ducided to
launch The "Raadjustment Reform, Consolfdaticn ALkl
ment"  (RRCI) drive tS revamp the econ. ot s drrod
the docision to ruversce this long stang%ng policy of
primacy for the hceavy industrinl sector (and of the¢ high
investment rote thot went with it). It was openly admitted
that such o 'stratcgic shift' in the State Investmont
alloc~tion funds in favcur of agriculture (and 1light
industry) h~d become nccessary in order to correct the
'gtructural imbalonce' in thoe cconomy that had crept in
duc to long ycars of neglect of the agricultural and

light industrial scctors. Thus
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Pagricultursl development c~nnot keep u: with the needs of
national cocnomic development and this h~s become an
important foctor limiting the reapid development of the
nationrl cconomy. dalthough the agricultural population
compriscd 83,.8% of the total population, #nd the agri-
cultural iabor . force m~de up B4.9% of the combined
industrial ond rgricultural lebor force, the supply of
agricultursl products still cannot mect the needs of the
developing cconomy®™. (Ma Hung,1983, pg.35), and similarly,

*To this dzy when about 80% of China's labor force is still
engaged in agricultural productien,..Scme of the farmers of
grain crops ore underfod; some plg farmers scldoem have meat,
We arc still importing for the urban population of a

fairly lrrgc portion of the foodgrains and part of the
cotton, cdiblc oil, =nd sugar®. (Xuc Mu Cliao, ¥W61) )}

36, According to the Statce Statistical Burcau's own calculations
though the overall trend rate of growth of cutput of food-
grains cover the period 52-78 was at 2,4%,nominally ahead
of the populeticn growth rate of'2,.0%, this concenls the
scevere flucturtions from time to timce. Thoro wore periods when the
rate of increesc of grain output was ¢ven lower than the
rate »f growth of popul-tion®. Morcover such gross
calculations b-sed on cstimates (and not actual merketed
supplics) c¢f cutput do not indicate the true extent of the
shortfall, Sincce 1961, Ciiina has consistontly been a net
importer of foodgrains in increasingly lerger quantities,
with import lovels crossing the 10 pmt. mark by the late
seventics mmd 20 mmt.by 1982, Such nigh levels of imports
are not ccnsistont with an overall rate of growth of fooxd-
grains obove thnt of the populati n, cspecially when it is
admitted by Chincsce cceonomists themselves that per
capita cunsumption lovels in 1978 were nc higher than in
1957. (Sincc 1979 theme has been some improvement in per
capita cunsumpticon levels,but this tog cannot account for
the execcsive imoorts, wspecially when domestic cutput
too is reported t© heve risen sharply during this period.

37. Given the urgeacy < f the task of increesing food production,
and thu f~ct that ch-nges in investmeont nllocations take
long34 & be ef fected,it is understandeable that the Dec:78
plenum chose to rely on organisational rcEcrm for immediate
inereascs in cutput as in the 61-65 period. The abscence
of a clear and visibloe link betwecn individual effort and
individunl roward, becrusc of the unrealistically high
dogrue of ccllectivisation -nd incrensing Statc direction
and control of farming since the Cultural Revolution had
led to poor motivation of the pursants to work hard, The
plcnum recognised that peasant mornle was very low due
to inadequete incentive and that in an activity like



agrizulturc, the yicld is highly succer=zible to the
quality of the labour input in most coperations as e.g.

in plougning, preoparing thc f£ield, manuring cte.because

of the biovlogiceal nature of the productive process. 1t
thercforce, quickly meved to relax the tight organisational
contrcl of thc proecceding years by curbing Stote inter-
ference in ferming decisicns and allowing the pcasants
maximum frecdom to decide on cropping pattorns, labour
allocnticns c¢te. themselves. At he same time, the
institutional structurce in the raral economy wos ro-
org~nized to cstablish clearly identifiable linkagaes
betwoon individueal cfrfort ~nd gein. Under the “preduction
responsibility systom™ now in viogue, fhrming is virtually
an individual housc-hcld ~ctivity, sh .ot cf cwnership
titlc to the lond

38, At the some tim:, the Dec.'?3 slonum alsc decided to
improve significqntly the torms oi crrde fur ogriculture
by raising thc purch-osc ‘ric.e of agricultural products.
is for thc decisi-n to ruverse the poticy of primacy for
heavy industry in frvour .f agricultu-c -ad light industry,
statoments of intent -nd pelicy, discussion in the media
and academic liter-turc -manating from Chine on the favour
of ~griculturc ~nd light industry apart, -ctual investment
~lloestion rotics since 1979 do not show cny radical
departurus from the past trends. To the ocxtent that they
refer only tc State investment, ofcourse, the figurcs
understate the actual investments made in agriculture
since, with grecter frecdom for decision making and
enhancoed incomes bocruse »f improvemend in the terms of
trade for ~griculture, pe:sants would themsclves also bec
investing. EBven so5 the proport: ns arc unlikely to show
any drastic changes”- since private investment by the
rural c.llcetives is swmall in magnitude.,

39, The sm~ll mognitude of the changes in the sectoral invest-
ment allocetions connot, hawever, be teken to mean little
or no chonge in tho rescurces being Caveted to agriculturc by
the State. The improvement in the terms of trade fcr
agriculturc brought abcut through enhancement of the
purchasc prices of agricultural goods imposes a burden on
the Stotc oxchequer no less, since for political reasons,
the issuc price of foodgrains cannot be roised cquivalently.
e funds thus required for subsidising the (urban)
consumers and inducing thc farmers to deliver a larger
surplus ccnstitute a diversion of the invaestible resources.
Improving the terms of trade 1is recally an alternative way
of getting thoe peasants to produca, ~nd part with, more of
wage goods. The diffcrence, as compared to doing so by
using thc same rescurces for increasing the investment
allocntion for ngriculture, lies in the nature of the
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sectoral investment zllocations finally generated. The
higher prices (ond incomes) received by the peasants would
be used by them mainly to purch~se more consumption goods
and only a small fraction perhaigs for purchasing invest-
ment goouds. If this demand pattern (of the additional
purchasing pcwer put into the hands of the peasants) 1is

to be met in a non-inflationary way, the supply of
consumpticn (light industrial) gocds would have to be
stepped up accordingly by suit:bly reallocating the output
of the investment gcods to the light industrial sector.
Thus the final effect on investment of the improved

terms cf trade for agriculture is to enhance the investment
in the consumption goods sector and to cause, to that
axtent, a 'diversion' of the investment goods away from
the F-M model path of reinvestment in the investment goods
sector., Straightforward allocation of the investment
goods to the agricultural sector would have led to a
similar *'diversion' of the investment goods away from

the F=M mcdel path, but it would have been towards the
agricul tural, and not the light industrial,sector. By
offering higher purchasing power to the peasants, the
hope really is to induce them to put in more (and better
quality) labour (i,e.sacrifice leisure and cut down
sloppiness), increase the output and marketed surtlus of
wage goods and exchange it for light industrial goods.
Increased allocnaticn of investment to agriculture seeks,
on the w.ther hand, to enhance the output of wage goods

by increcased zppligation of capital as a factor of
oroduction in agriculture. Sc the difference really

lies in the substitution cf capital for labour in the
agricultural scector, TFrom the point of view of the State,
there arc costs attashed %o bath the altornatives, Omo fmnos .3
them dircetly by preempting a part of the output ox
investment ¢ xis for the agriclitural sector while the
other ‘ces s~ indirectly, by precmpting a part of the
outout of investment goods for the light industrial
sccotor ond using the additicnal output of light industrial
gods to induce adlitional out ut of (food) wage goods.

In alditicn t: the improvement in the terms of trade,
the 3rd plomuin alss -iecilel to remit some agricultural
taxes and to step U state financiel aid to agriculture.
i, special develcpment fund was also set up for helping
agriculture in the beckward regions. The magnitude of
the budgetary resources involved in all these measures
is, however, not known as the Chinese Government does
not aublish as yet leteils of its buiget.
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36
Th se mecasures are ret ‘rted to have w ~ked wonders: the
average rate of growth of the GVRO over the 1978-82 period
was 7,5% p.e, morc than double t .at in the preceeding
20 years. While the corresponding figure for the NVAD,
corrected for the improved terms of trade of agriculture,
would he a better indicator of the impact of the
organisational mecasurcs, even if it i. conceded37 that
they led to a spurt in agricultural production, it is
evident thet this increase i1s more likely to be in the
nature of a one time increment sustained increase in the
surplus con come only from greater input usage and/or
technical progress that raise the productivity of labour
in the agricultural scctor. &and given the already high
land yield levels of all crops in China, this would be
increasingly costly. Moreover, marketed output did not,
however, increasc in the same proportion as the total
productisn, necessitating record levels of imports
{(Tablc: ). &5 discussed in the next section, this was
due to higher retention of the output by the peasants for
self-consumption.

Plogss scou - ad-the—ond. e er—————

}

Tables V & VI show Chinese agricultural exports and
imports, in comparison to total exports and imports for
the seventies ‘Exports of agricultural commodities exceed
aagricultural imports (this is truec of most years since
1.49) by o significan . margin: The & :t agricultural
forcign trade surplus has been an important source of
financing t..e high priority non wricnltural imports.
Thus in thc first half of the seventins, it financed, on
an avercge, @ébout 20% of non-agricultural imports. More
important, even during 1977-79,when the committment of
the post-i'ec leadership +o raise living standards led to
a sharp risc in food corains and cotton imports (to feed
the expansicn in cutput of textiles), c surplus was
maintained in egricultural trade, althcuth at -
substontinslly reduce:d level.

This has been =chicved by a policy of tightcening
consumnticn of high value items such as rice, fruits,
vegetables, live animals and meat (the latter two mainly
for HongKeng, which offers a ready market for these

items bocause of its proximity and inability to meet its
own reguirements). as a proporticn of total domestic
production and consumption, the quantities of these
itoms exported are not significant and given the capacity
of the Chinese system to c¢nsure sccial aust:lity, the
sacrifices involved have perhaps not posed much of a
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problem. Thus }EF ex-orts constitutc less than 1% of
total Chincse/g-o uction, Yet in the world trade, they
are sufficicntly large to rank China among the world's
+on rice exporters.

464 The level of exnorts of agricultural goods do not
appear to be corrclated closely with the annual
vroduction levels. Imparts levels, however, do appear
to depend directly on the annual output, rising sharply
in years of shortfall {(post 1959-61 crisis and again
after the pocr harvests of 1972-73) . 4lthough agrie
cultural gouds' cxport policy has never been spelt out
explicitly, the consistently higher level of exports
than imports, even during the recent ycars of high
imports, suggests a @:nociocus policy of endeavsouring to
exosort at least as much as to cover the cost of
agricultural imports, and as much more £& possible.

47, Higher levels of production and procurement are not the
only factcrs governing the level of imports. The
political climate has been a strcng determinant: in
1972-73, but even more so in the pest 77 pericd when
therc werc bumper harvests year after year, the
liberalised political and social policies that allowed
and encouraged greater consumption on the part of both
the urban and rural pcpulation have been largely
responsible for the inigh import lcvels., Increased urban
demand for foodgrains could not' be met despite the
enhanced supplies from the rural sector.

The z.v. rity £ thc woge goods constraint is manifest in
the above meanticned trends, E th during radical and
liboraliscd phases, import levels have had to be high-
during the former pericds, levels of consumption were
austoras but the outnut and procurement too was low,
loeading t o lemand-supply gap; dur.ng the latter periods,
output onl or curcment is high but o is the demand,

so that thore is again a gap between demand and supply
and, in fact, a much larger onc than during periods of
tight c:ntrcl. The fact that whatever be the level of
imports-l-w or high, they have So far always been

more thon neid for by agricultural exports does not
detract frem this argument. Thesc earnings could have
been used for financing cther cssential imports or to
raise c-nsumption lovels if there had been nc ccrpul-
sicn to import focd.
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Tables VII and VIIXI show India's recor. in respect of the
role played by foreign trade in agriculture.beaving aside
the early vears, the balance of trade of agricultural
foods figures show India in much poorer light compared to
China. However, if fertiliser imports are excluded &s in
the case of China),the balance of trade in agricultural
goods turns out to be positive, and sicnificantly so,

for all but one year in the post~70 period for India also
Yet, the magnitude of the surplus, at about 10% of the
total non~agricultural imports, still falls short of the
Chinese usase of the agricultural surplus financing about
20% of non-agricultural imborts.

Te bulk of the agricultural exports in India's case arise
from cash crops - tea, coffee, cashew, tobacco and sugar
and fish and oil cakes. Though these items also involve
tightening of belts on the domestic consumption front,
export items "o not consist of foodgrains, as in China.

On the import side, while wheat imports formed the over-
whelming proportion of imports upto the mid-seventies,
cdible o0ils took over as the number one charge on the
import bill since the late seventies,

As in the Ghinese ¢ase, the operation of the wage goods
constraint is manifest from the balange of agricultural
goods trade figures in the last but ome row of Table VIII,
igh opportunity cost foreign exchange resources had to

be spent on importing agricultural goo”s. This contrasts
with the Soviet situation in the early Plan period when it
could pay for its sizeable import of capital goods by
ayports of agricultural goods.

CONCLUSIONS

The preceeding discussion has tried to bring out how both
both India and China were confronted
with the conflict between the need to relax the uage
qoods constraint at the same time as theywere attempting
to relax the capital yocds constraint, By the early/Mid-
sixties, they were both faced with a critical food
cituation that forced them to reassess the place assigned to
agriculture in the overall development strategy. Both
cane to lay £+r more stress on agriculture than the Soviet
Union, which could aficrd oo give it low sriority and in
feoct  to pursue an 'extractive' policy towards it,had to.
The manner in which they lail emphasis cn agriculture was,
of course, different in India and Thira, oeing determined
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by the ideclogical ¢limate and political institutions of
each country. The Chinese approach was to go in for
institutionsl and organizational rshanges in the rural
areas while intrcduning at the same time, the industrial
input-intencive technology of modern agriculture, 1India
has, on the other hand, relied almost exclusively on
tecinological chenge (besides expansion of cultivated areas)
in its elforts .t attaining food self-sufficiency. An
increasing crovortion ¢of their investible surpluses have
thus had tc be esarmarked for agriculture, though less so
in the z.re of China keciuse of its greater reliance on
institutionel change. To the extent that these resources
had aliern-tive uses in the production of manufactured
consumption or investment goods, both India and China

can be s2id to have forgoune zome growth opportunities.

In othuer words, the reguirements of feood security and
agricultur:l raw raterial self-sufficiency, taken for
granted in the F-M model, impcsed their own limitations

on the growthh possibilities open to India and China.

China's obility to draw upon institutional change as a
source of growth in agricultur-~ was cone of the reasons
why it succeeded in investing a higher proportion of its
output ~nd also in channelling a greater pooportion of it
into heavy industry than India, despite the more difficult
task it faced of increasing further its already high
yields?? The ability to keep consumption levels, both

of food and light industry, depressed for long periods

of time was another important factor.—-China's investment
rate has consistently been above 25%, recaching as high as
a level as 40% at times. Althouth India's saving rate

has alsc 2ow reached 23%, it has not been as high all
along, More imp.rtant, the figure of 23% perh~ps cverst-tes the
rate of rosl investment, @s pointed out by the Raj
Commiittee. &fter allowing for unreported output,
depreciation and price increases, the real rate of capital
formation would be close to 12%. Moreover, a substantial
part of this investment, being in the private sector

and thercfore determined bv market considerations of
profitanility and turnover, was in the consumer goods,
sector and aot in investment goods, as in China. The
Indian apg- licetion of the F-M stretegy has been a

much diluted sre compared to China. Not surprisingly
there is a big difference between the industrial growth
rates avoeraged by thz oo zountries -~ 64 ».a, India and
13,6% »2,0. end in China.
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Its greater success in pursuing the F-I strategy not-
withstanding, China has recently turmed away from it.
Under the drive to "Readjust, reform consolidate and
improve" the economy launched in 1979, 'readjustment' is
sought to bc made in the relative proportions of the
agricultural, light industrial and heavy industrial
sectors, ‘his was necessitated, according to the Chinese
economists® own admission, by the neglect of the agri-
cultural -and light industrial sectors that was dgused by the
investment rate being two high and too high a proportionof 1t
being chaiglled into heavy industry in the past. It
reflacts the porception of the present Chinese leadership
that tnz austere living standards of the Chinese people
over th: lsst tr.ree dccades had led to very low morale
and that this, in turn, had proved to be counter-productive
due to low lsbour productivity. Given their belief that
it would not be possible/desirable to maintain the
austere Lifc styles of their poeple any more, it is but
natural for them to seek to redruss the order of priority
in investment from heavy industry, light industry and
agriculturc to agriculture, light '‘industry and heavy
industry. In other words, this refleccts their belief
that it would be no longer possible tp overcome the wage
goods constrzint by ggqgggggigg“ggmggg for consumption
of these goods but only by suitablv .rcallocating the
sectoral investment proportions and thus enhancing their
supply. o

Such a switch in investment from--heavy industry to
the consumption goods sector (including agriculture) after an
 imitinlpcriod is not contradictéry to the F-M models The
which only serves to bring out the trade-off between present
and futurc consumption and is not a prescription for all
time to comec. The decision to make a conscious choice
in favour of present consumption and it would undoubtedly
be at thce cost of future consumption possibilities- is
always opun to the political leadership. The Chinese
policy lecision to switch priorities to agriculture and
light industry reflects such a choice.

Two other major weaknesses of the F-1m model, that
are not the focus of this paper but vhich have had an
important besring on the Cilinese and Indian growth
experience, src its total neglect of the role played by
demand considcrations. The assumption of all powerful
Central Planning suthority (CFA) capable of mobilising,
allocating ond atilising the resources at will makes
for considcrable simplific.tion in enalysis,but is hardly
realistic for a mixed or 'Limited comtrand" cconomy like
that of India. The preportion of investment goods
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channelled into the heavy industry sector is, in practice,
not determined by the subjective desire of the CPA but
limited by the capacity/inclination of the economy save.
The latter is, in turn, linked to distributional consi-
derations and several other factors and, the readiness of
the CPA to accept the F=-M model prescription notwith-
standing, these may sct limits to the investment rate.
Though thc savings rate of the Indian economy has now
reached the fairly high level of 23%,these considerations
are not irrelevant. Demand considerations limit the
proportion of investment goods that <an be channelled into
heavy industry in ancther way also =ky influencing the
profitability of the industrv thrt i3 *o ke the end user
of the investwent goods. The demand fer investment goods
in the consumption goods scotor would be limited by the
demand for the output of thst scotrr, the manufactured
consumption goods. 1f, for rcasens for skoewed income
distribution or wretcver, tinoe deman: base for tro e

goods is narrow, inadocuate demand from the light
industrial scctor for tiwe investmoent goods may make it
undesirable to channcl ¢ high proposition of the invest~
ment goods into heavy industry. According to one school
of thought this is, in fact, the rcason for the
decelceration in the industrial growth atce of the Indian
economy since the mid-sixties. The coptral cmphasis

in the 7th »len 2poroach Paper to creation of large scale
employment opportunities, and throwh it to generation

of mass ourchasing power, appears to pe an endorsement of
this view,

Because of the command nature of “its &conomy, China
was not dctcerred by ths demand considerations in its
pursuit of the F-M strategy. Behavioural variables such
as the savings rate, could be better controlled (the
savings ratc was 25% plus right from =he beginning) and
a large vroportien of tha output of investment goods could
be dircctcd to heavy industry without fear of whether or
not there would be adequate demand for the output of this
investment in the r :xt round. This explains its high
industrial growth rate. As it haopened however, it was
not ipadequacy of demand that finally forced a shift away
from re-investment into heavy industry but a severe
mismatch between the pattern of demand for investment
goods and the capacity of the production structure to supply
these goods, Artificially supprcssed levels of con-
sumption over a long period led to heavy pert up demand
for agricultural and light industrial goods and therefore
for invostment goods in thesec sectors, The supply of
investment goods consisted, lowever,bccause of force
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. years of
of habit gencrated by long/pursuit of the F-M strategy,
/gt rds  mainly of thosc fcapable only of being reinvested in the
heavy industrial scctor. This explains the proclaimed
intention to cut back on investment in heavy industry
in favour of agriculture and light industry since 1979,

58, ° The third major weeknoess of the F-M model was its
highly augregative naturc., If assumed that raw materials
and interm:dicte joods reguired for production in each
sector would bue produced by the seotors themselves,
without specifying how or allowing for the possibilities
of thoir boccoming scttlanecks in the production process,

It is perhass morc than a coinzidence that both India and
China hove wided up in 2 situation vherc they find that,
having succcssfully cased the ceopital goods constraint
(barring sel_cted cxtremely advanced technology items
both aro nov sclf-sufficient in meeting the roquirements
of the vast arrayof industrial gocds required in a modern
economy), non-tradeable intormediate goods-power,
transportcotion capacity and encergy (fuels) have become
critical bottlenecks to growth., India devoted g fair
share of inv.stment to transportation and other infra-
structural scotors so the position is not as bad as in
China, whcre lack of transportation,capacity is openly
admitted to be the weakest link. Though China was
exceedianly well cndowed in respect of coal, oil and
hydro—clectric potential compared to India‘'s chronic
deficiency in oil, the cnergy conktraint is binding
on both the cconomies today. Power shortage is also
common to both, though this has more to do with poor
managemant than with lack of capavity. Investment in
power,and rore gencrally a full fledged “Structural
edjustment® drive,is accordingly high on the prionty
list in both India and China in their current plans.

—_—— P —— i . - -

)
42, A3 in Indis, in Chingaum:, the cost of increasing food

output hgs becn/ébntinuously rising amount of subsidy.
In the fifties, procurcment and resale of grain w-=e
profitanle to thoe State. Jeginning som-atime in the
60s, but definitcely by 19645, thue $tace bogan to incur
lossces in its trade of c.xozis cnd :dible vegetable eils to
the urban cress. By 2679 these vers Zotimated to be 4
billion yvuasn pe.al.zdsine 2o 6.3, 10.3 :nd 12,9 billion
yuan respecieively ain 197%, 1980 wnd 1954, In addition
lossoes wore incurred .1 U osalt' <of cr.in to 2ash crop
growing &a¢ other gr-in cunicit sroasge.le of 'non-
staple' fcods cad s-1 . ol imcorited crain.  Total food
subsidices in 1981 w..» cwarvimated t- o hetween 23 .8
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to 25.6 billion yuan jzlrout 25% of the budgetary revenues
of the Contral and provincial Governments, 6% of the
National Income (calculated on ¢ et M-~terial Product
Bacsis) or 30% of the wage bill o State workers and
employecs. (These arc very high compared to India, where
at 570 zreres in 1978-79, food subsidies were 2% of the
total ¢antr~l ~nd stute Hudgctary outiays and 0.7% of NNP,

That thc megnitude of the food subsidies has bcecome
uncomfortzbly high is also suggcsted by the following
statement «f Hu Yau Bang, Chairman of the CCP at the
12th Parts Congress held- in September 1982:

¥We 7ol no longer increase peasant incomes mainly through
raising the prices of f£arm produce and “1larging the scope
of negotizted purchasesY.



This is, of course, not surprising, given the fact that
the idea of economic planning itself was inspired in both the
countries by thefcvict example. llational planning in a
practiczl form h~d been attempted only in the Soviet Union
and it vies the lessons of that experience wnich were
perceived to be pertinent, rather than those derived from
evolutionsry industrialisation of Western societies. The
formal »eriods of planning in India and Ching were as
follows:

India ghina

I Five Yeer Plan 1951-56 I Five Year Plan 1953.57
II Pive Year Plan 19%6-61 II Five Year Plan 1958-62
III Five Year Plan 1961..¢F (Subsumed under the Great Leap
Annual Plans 1967-69 Forirard)
IV Five Year Plans 1969-74 Readjustment Restoration 1963-65
V Five Year Plan 1974-79 II1 Five Year Plan 1966-70
VI Five Year Plan 1980-35 IV Five Year Plan 1971-75
: V Five Year Plan 1976-80
VI Five Year Plan 1981-85

Feldman's nodel of growth, originally puPlished in the
Soviet Union in 1928, is translated in English in Spulbn
(1964) «nd discussed in Domar (1957) and Ellman (1979).
Mahalanobis independently formulated his model
(Mahalanobis, 1955) which was very simalar to that of
Feldman. .

. -
Because of the democratic policy and mixed ‘economy of
India, there remains a sizeable private sector, whose
investraent decisions are outside the plan. Being governed
by market considerations of profitability and turnover,
these naturally tend to increase investment in the
consunsiion goods sector, contrary to the F-M strategy
dictum of heolding it to minimum feasible levels. Despite
its exiensive powers to intervene in and influence the
operations of the private sector and to align them in
congruence with the planned priorities, through regulatory
(licencing, cepacity expansion, I'RTP, ctc.) taxation,
subsidies, credit and monctary pelicies the state cannot
completely conirol or determine them. o vihole host of
factors from political cies, such as the "oolitical will®
and capacity of the 4 .at: to toke "Thard" decisions, to
legal ones, such as constititional limits to restrictions on
the rights of individuauls, Husiness ntities, trade unions,
etc. and judicial review o cxecutive action, make for
innumerable checks and 1. laazes. 4 #ibezential segment of
the Indian »lenc arc =iwwreiore, a2t o5, axercises in



"exhortation planning" (Marwah, 1974 pg.158) .

The totalitarian nature of the Chinese political
system, in contrast, allews the process of planning to
function in a more streamlined, or at l.ast less
conflictual or meandering fashion. Nation-wide objectives
are more easily accorded oves.rict. iy priority and regional
4nd local plans harmonised with them. Mao's description
of "all the country a single chessboard" aptly described the
Chinese planning reality. This is, however, not to attribute
all round superiority to the Chinese systempto note the
greater control of a “command economy" over all its
activities is not to overlook the inefficiencies and weak-
nessess that characterise such a set up. The latter,
always suspected to be endemic to the cystem by outside
observers of the Chinese scene but never confirmed :
because of lack of authentic information, have now been
revealed by the Ghinese economists themselves to be even
more troublesome than some of the most unsympathetic
assessment of outsiders.

It is in recognition of these weaknesses of the
"fully command" economy that the present leadership in
China is trying to steer the economic system: in the
direction of a %*limited command" ¢f mixed economy.
v.Janned production and circulation would cover the main
body of the national economy, while production and
Aaistribution of some products would be regulated
spontaneously through the market" . (Report nresented by
;u Yao Bang, Chairman Chinese Party to the 12th Congress
of the party in September '82 These moves are, however,
yet very preliminary and for purposes of comparision with
Tndia, the Chinese £ystem can be taken to be aMfully
command" economy. (For a detailed cowment on the
differences -nd similarities in the context within which
India snd China have carried out the F-M strategy ., see
HMarwah, 1974)

2y assumption, there is no uestion of any agriculture-
{ndustry linkage in the F-Ii model. In any real world
economy, however, tnis relationship is of findamental
importance and the literature on the subject isnot
surprisingly very vast. This feature of the F-M model
therefore makes it extremely unrealistic

For a simple exposition, Ssee Ali,Ifzal (1981) This
framework is, of course, a highly simplified one, depicting
zc it does, the eccnomy to consist of just 2 or 3 sectors-
agriculture, manufactured consumer goods (light industry)
-nd manufactured investment goods (heavy industry). In
rezlity, no economy is organised according to just two

or three sectors and the number of potential binding
ccnstraints is legion {(any one of the vast number of
icdustries with high forward linkages)}, Also . while the



F-¥ model conveniently assumes that the intermediate
gouus required for the manufacture of "he output of each .
sector are manufactured within the sectors themselves,

it is difficult to allocate the investment and output in
sectors such as power, transportation, construction etc.
into either of the two sectors of the F-M model.
Operationalisation of this framework for purposes of
emperical analysis is therefore a difficult task. Yet it
serves the purpose of providing an analytic framework for
understanding the growth process in sn economy.

A rural wage goods surnplus is the first condition required
for any growth to take place at allbecause in its absence
there can be nu ceconomic activity whatsoever in the

urban ( assumed here to be synonymous witnh the industrial)
sector',. But while it is a necessary ccndition it does
not constitute a sufficient one and that, in fact, is what
the F-M model is all about.

It is, of course, not true that increasing the usage of
capital inputs is the only way of enhancing the rural
surplus of wage goods. In the first place, the very concCept
of rurall wage goods surplus is notional. Being equal to

the difference of the amount of wage goods that is.

- produced &nd that which is retained by the peasants for

self consumption, it becomes a function not only of the out- .
mit but also of the amount that the peasants decide

to consume and therefore of the behaviour andrctention

of the peasants. The latter is, in turn'dependent on

[the larger macroeconomic environment and politico-

economic set up: the terms of trade -1is a vis non-
agricultural goods purchased by the peasants; the

nature of the agrarian institut. mal structure rivate;or
collective owncrship of land) 'since the ‘holding power!

of the peasants would depend on that, etc. Even without
any change in the output level therefore, not to speak of
the level of capital inuvuts, the rural surplus of wage
goods could possibly be enhanced by a State directed §p
controlled collectivisation of cgriculture which would
facilitate mopping up of a larger proportion of the output
then the peasants would surrender voluntarily under

private farming. (Of course, this is not to suggest that
the surplus would necessarily incrzasc after collectivi-
sation., It may as well ke decroascd, daspite reduced self-
consumption by the peasants, if the disincentive cffects
due to loss of indivicdual ownership lcad to a sufficiently
large fall in outpuc., Wiz wrgumat nwo: is only illus-
trative of the dependrsnce of the immunc of surplus on
factors other than cap’tal inputs, 7ia tha dependence on
the amount of sclf- consum»tion). ' '



Secondly, the output itself, whie it is no doubt
dependent on the capital inputs, is also dependent, and
perhaps more so, on factors other than capital. Con-
ceptually, the agricultural output camn be represented,
like that in the case of any other prcductive process,
via a production function to be.for any given technology,
a function nf the level of inputs of the factors of
production - land, labour, and capital~and of the
organisation that can be brought to bear upon them. The
latter includes both the insgtitutional structure within
which the agricultural activity is organised and the
nanagement prccesses which govern it. The relative
importance of capital vis-a-vis the other factors
mentioned above is,however, perhaps much lesser in
agriculture than in other (industrial) j;roductive
processes, where capital plays a predominant role in
determining the output, both directly as well as indirectly
(through its influence or the other factors eg. modemmn
technology, which is embodied in capital, is itself, to

a considerable extent, a determinant of the form of
organisation and managerent methods). Thus the quality
of land, while being relativelv unimoortant in the
industrial manufacturing activity, is friticdl to ggri-
culture. Similarly, the quality of lJabour inputs is far
more important in rost of the agricultural operations such
as ploughing, sowing, transplanting tilling etc than

say in the tasks required of a worker in the modermn
industrial sector. Above all, thejs are the well known
incentive/disincentive effects of the land ownership
pattern (private vs.collective f -mirg, tenancy vs. self-
cultivation; farms of tenancy-short term vs.long term;
fragmented vs, consolidated holdings etc.) that have an
important bearing ~n the productivity of labour and land
in agriculture. The inter-relationship of these factors
Wi P iabili f holdings
Iéggf§2§e§c§hggéoggsgggg (oglia%élgg ?arggaiéld?%gs %té.)
further adds to the dimnition -in the role of capital as
a factor influencing the agricultural output.

Despite the fact that there are these other, non-capital
using, ways of increasing the rural surplus of wage goods,
it is assumed for the purpose of the present argument
that the only way of doing so is by application of more
capital inputs into agriculture. This is not as
unrezlistic an assumption as it may seem at first sight.
1867+"' States like India have found many of these options
to be politically infeasible and opted for thc easier
path of growth based on *technological change"
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(embodied in capital), avoiding the hezrder options of
carrying out the fundamental sc:ial changes that growth
based on “institutional change™ requires. In China,
where many of such options have been utilised, the conse~
quences of making this assumption would no doubt stand
moderated to that extent. Even in that case, however,
the ergument is not invalidated entirely, it would still]
b2 relevant after such options have been exhausted, as
will be discussed later,

8 This srgument is developed in a more formal manner in
Anmec:ure A wherein an attempt has been made to extend the
2 scctor depiction cof the economy in the F-M model to a
3 sector one and to examine the growth possibilities
under the conditicns when the wage goods constraint is
also binding.

3 The figures and information in this paragraph are from
Tang (1980) and Eekstein,Galenson and Liu (1968} and
those in the next are from Wilber (1963%). The Indian
per capita availability level of about 165 kg p.a 1s said
about the limit of foodgrains that can be consumed
directly. Additional consumption nhove . this limit is
invariably in the form of indirect consumption.

10 In India, there was a 15-20% expansion in cultivated
araa during the first decade or so after inglependence but
+his should be set against the fadt that over 70% of her
cultivated area consists of dryland - a circum3tance that
obtains neither in China nor in the Soviet Union.

11 For an analytical discussion of such cffects, see Khusro
(1958) and Scah and Stighitg (1983)

12 Ascording te George Slyn (1966), aggregate grain output in
3ritish India increaszoed at an average rate of 0.11% p.a.
over the period 1891-1947; the increase being only 0,03%
in the latter half of the pericd. Rice output, con-
stituting half the total, actually declined at the rate of
0.09%.. Even with the low population growth rate of 0.,67% p.a.
per capita availability declined by as much as 26%, after
allowing for internaticnal trade in fcodgrains.

13 China was a net cxporter of foodgrains until 1961 but
became & net importer after that year in increasingly larger
quantities that crossed the 10 mmt mark by the late
seventies and touched 20 mrt Dy 1582,
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The.configuration of socio-political forces in the
Endlan State would in any case . >t allow any
gxpropriation“ of such surplus as exists, The only way
it can be transferred to the Statce/urban sector is
through suitable price incentives., In China too,
despite formal similarity of the State set up with that
of the USSR, & policy of "exprovriation™ would not be
expedient, given the historical tradition of the Chinese
Eonmunist Party to ally itself with thc majority of the
oocr and lower middle peasants™,

The Indian reconstruction is based on Bhatia (1983),
Dantwala (1976), Sama. 11981), Kemp (1983}, and the
chinese on Balassa (1982), Wang (1982), Cheng (1982),
JEC (1982), Barker and Sinha (1982), Khan and Lee (1983)
aiart from the specific references cited at particular
dlaces,.

For a substantiation of this view, see Lin (1981}
Brahmananda oand Vakil (1956).

I+ wss the second Five Year Plan that was based on the
Mzhalenobis model., The First Plan, lacking any
ticorctical underpinnings, did not aim at/giving a new
thrust to the economy and can hardly be said to be a
wlanned Plan *

Marwah (1974) dates this rcalisation a kittle earlier
+c the end of the 2nd Plan, wh-1 India risst felt the
pinch on the agricultural fron.: “China after the
dislocations caused by Great lLeap strategies, and Ingdia
after the resources gap at the end of the Second Plan,
awokc to the need of for heavier in-ats in the agri-
cultural sector......"{pg.197)

Dantwala (1976) Chap 1, pg.l7

Statistical outlince of India, 1984 {T~:- Services Limited)
pg.160 (Teble No.16l) This is a rough -nd ready figure
for the calculation of the exact m~anitude of subsides
hos to be made from scveral Governnunt documents not

all of which fellow the same classification of items

of cxpenditure.

While tho respectiive cpposingvi ointg can be found
in full detail in Procbrazhensky 1965) and Bukharin
(1971) ond Bukharin (1928}, an excclient account of the
samc is available in Erlich (1960} . Brief summaries
of the selected issues con be seen in Mitra (1977 and

Dondekor (1981),
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Dag:ite the sea-chenge in the political climate and the
liberclisation in Chinc in recent years, it can be safely
assumed that historical commentaries reviewing the past
oalicies ete, such 25 thie | cannot find their way into gne
opint, least of &ll in foreign languages (for the ‘
consumption of the cutside world), without cfficial
abproval at thc highest ilcvels. The quotations repro-
Jaced here from such works may therefore be taken to be
representative of the pfficial view of the past. By the
same tiken, it suffoers gravely from the limitation that

it represents the political/idcological viewpoint of the
garrently puling  scctions of the Party (CCP) that can

by no strectch of imagination be 4rken to be an impartial
or disinterested account.,

Ma Hong, (1983) pg.89

All shades of opinion among scholars snd analysts of
Chinese politics agrec on this. See for instance Domes,
J.(1972).

Sce eg.Chesneaux (1979)
Please sec note 7

The figure is based on a recent Chinese aceount guoted

in Brodsgaard (1983) pg. As mentioned earlier, this is
the kind of information whose authencity ‘cannot be vouch-
safed for and onc must 2llow for a margih.of exaggeration.
The same is true of the information refdyred to in the
following notec.

Revorted in International Herald Tribung 17th September, 1984,

As to the reason why this was so, Brodsgaard (1983) offers
the explanction that lingering political differences,
aspcecially reservations on the port of Mac held back
implementation. As zgainst this view, there is the
possibility that even without cleavage in the top
political leadership, the logic of cconomis continuity and
the pressures built into *~he systen wake it very difficult
to bring about radical chenges in thesc prooortions in a
short period of time,

Marwah (1974) pg. 283 peinte out th-t “once a certain
level of invecstments nau bowr made for tho creation of a
modern scctor, there cannot be a rolil-back of funds
without = regressive wultiplier dis-inveszent cEfects. A

stendy pattern of investments has te oo miintained¥ .and
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8

omgoing Projects can be curtailed only at the cost of
incurring huge losscs.

Kornai (1981) observes that the "meost important
characteristic of public organisations is a persistent
expansion drive and an insatiable investment hunger™,
since this brings greater power, prestige and patronage

to the people in charge of these organisations. Although
this eagerness to grow is not specific to any particular
form of social, system - privete enterprise or socialist,
komai points out that in socialist cconomies there is
nothing to resitrain or moderate this drive. Unlike in the
cage of private enterpriscs, herc foar of running into
losses inducaes caution and risk asvarsion, there is no
question of financial failure, bankruptcy ctc. in social-~
istic economies and a Paternalistic State bails out all
anterprises in trouble almost automazically. This, he
feels is the main expleonstion for the insatiable
investment hunger. Undcr such clrcumstancces, investment
is neither cost (input) nor price (output) responsive and
“Government policy can moderate this essentially
behavioural drive only slightly™. (Plcase also see note 335
in this connection). '

In the receut, post 1979, period too, the actual invest-
ment allocations have changed very little despite loud
protestations about intentions to do so and perhaps
virtually no differcnces among the top politiecal leader-
ship on the matter.

For a summary discussion of theso measures, 2€ Brodsgaard
(1983)

See the then Prime Minister Hua Guo Feng's Wﬁeport to the
vth Nztional Peoples Congress, Februaiy, 1978%, Foreign
Languages Press, Beljir)

Tnis meeting of the Central Committec of the CCP is
regarded as a major turning point in post Mao Chinese
politics. Though Deng Xiao Ping, the present strongman
of China, had been rchabilitated to the position of Vice
Chairman of the Party in July 1977, it was not until this
meeting that he was able to gain clear sveremacy over

his opponents- Hua Guo Feng and other beneficiaries of the
Cultural Revolution period- in the top clactions of the
Party. Both in terms of the top level personnel changes
and the fundamentally different stamp of the political
and economic policies, this meetings marked thg beginning
of the Deng era. Hence the wholesale repudiation of the

1978 10 ycar outline Plan.



34
35

36

37
38

39,

9

Plocasc see Notes 30 and 35

The reason for this, as mentioned in Notc 30 is that
investment zllocations are not so amensble to policy
control, being determined more by the legacy of the past.
Morcover, the investment hunger reforred to by Kornai
(1981) received a boost with the systeirie. . and enterprise
management “roforms” undertaken at the same time as the
move to "readjust® the cconomic structure as part of the
solicy 'of RRCI of 1979 Under this policy, the autonomy
and decision making powers of all economic enterprises
ware enhanced in a bid to raise their ecfficiency. As
a rosult, total investment expenditurc in 1979 and 1930
far ouncceded the budgeted amounts despite a2 reduction in
tho St:te investment .. leading to unprecedented deficits.
+ wos only by imposing drastic (45%) cuts in thce State
jinvestment budget that the 1981 budget could be balanced
(Balassa (1982)» still the situation of was grave enough
to prompt the Chinese Government to suspend the policy of
" roform® of the systom of economic management in 1981;
Faced with a conflict between the policies of “readjust-
ment® ond "reform®, the Government. .unhcsitatingly opted
for the former, given the urgency of the task of redressing.
the structursl imbalances in the economy. Very recently,
in October 1984 the drive to “reform' the system of
enterprise management was revived presumably because
the investment and budget situation was found to be
under control after thrce years of ¢lamp down on enterprise
autonomy . .

dorld Duvelopment Report (1983), pas, 54 citing official
Cnincec Government statistics.

Pleesc see Table IV

_Thg fml%owing two par-gr-ophs are based on "Agriculturesl
Prices in Chin~" by li.R.Lardy, (World Bank Staff Working
Paper W, 606) (1983).

It is notew-rthy th-ot China yields/land fcr mcst creps
in 1950/52 were hicher than thise in Indiz in 1982,

Imports of fertilisers ~nd fertiliser rawmaterials, which
are inputs fcr the ogricultural sectcor and which should,
strictly spe~king, theref-re be included in ~ny tally of
foreign trade of agricultural gocds, ~re not included in
Toble IV, -s the ~nfind svme of these tables dces not
include them ~nd these figures ~re n~t readily available
ilsewhere, It is hcped to make up £or this omission
ater.
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Teble I 8 Sectoral Investments in Indis
(Percentage of total)

I II 111 Annual v v Annual V1

Plan Plan Plan Plan Plan Plan Flan Plen
dgriculture & Allied Sectors 14.8 11e7 1247 1647 14,7 12,3 €. 4 12.E
lrrdgatior & Flood control 9.5 18.9 7.8 741 Be€  S.E 1.5 12.5
Power p * * 14,6 1843 18,6  1E,E 18.4 19,8
Village & Small Industries y 4.9 24.1 2.8 1.9 145 1.5 2.1 1.8
industry & Minerals S ¢ 20.1 22,8 18,2 22,8 15.6 21.0
Transport & Communications 26.4 27.C " 24,6 18,5 19.5  17.4 1€.8 1549
Education, Scientific,
Research, Health & Fanily
Planning Mok Fall . S,& ‘7].‘: D7 ot
Uater supgly, Sanitation \ 24e1 18. 3
Housing Urban & Refinancial .
Deualopment : T e 247 ] 2.7 4. € 5.7 8,2 ' Y. 8
Others :| 4e1 3.5 2.2 4a1 4,4
Total 1Co 00 16U 100 100 108 180 ,  1eo0

h) *

N T T -
Soeurces Economic Survey 1988-84 Tables 2.4 _Ehid 2.6, and Dhires Bhattacharya, "Indials Five Year Plans",
Progressive Publishers 1975,

1 Refers to investment made in the Pubtlic Sector only and excludes private investment.
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Takla II 3 ctoral Inyestment in Chi t tptal
I II I1l 1V v

1853=57 1958~62 1963~65 1966-70 1571-75 197 6--80 1581 1902
Actumclaticn F.'ataz' 24. 2 3.t 22,7 28.7 33.0 33.3 X5 29,0
agriculture Te1 113 177 107 Sl L 10.5 8.6 6e 1
Lignt Inaustry &4 6e 4 345 4.4 5.0 B 7 Se B Gy 4
Heavy Industry 364 1 54,0 45,6 5141 45, €6 45,9 8.0 364 B
Cunetruction & Geclcocglical
Frospecting Eo 1 25 25 24 2 23 3.2 27 2 4
Trangprrt and Qmmunicatiens 15.3 13.5 127 154 4 1Ce 0 12,9 G4 1 10.3
Commere3 3. 6 2.0 Ze 5 2 1 29 3.7 6e 3 6,5
Scientific Resgarch and
Education Te 6 38 Se7 2 3e 1 S 4 9.0 S, 2
Civi¢ Fublic Utilitigs Z S 2.3 2.9 1T 16 & Ay 1 Te2 TaE
Cthers 15.3 4:2 Ge 2 9.5 Ca B 7« & Ge 5 11.0

-
ey

1 PRefors to investment in new projects only. and excludes investment made for modernising existing units.

P

s
. 4

[ U

4 st current prieas, caleulatedas proportion of Netional Income available = National Ineome % Imports -~ Exports

Sourset State Statistical Year ook 1583, State Statistiwal Berceau, HRG



Table III :

Production, Imports and Availapility of Foodgrains - India

Year Po?ulation N?t* Produc- Net I@ports Net.Auaila— Per capits
(millions) tion of food (million bility of availa-
grains tornd ) goodgrains bility
million' tons (million (gms/day)
tons)
1950 387.3 63,67 1.37 62464 430,9
1961 442, 4 72.04 3449 754 68 46847
1962 452,2 724710 3.63 76.08 461.7
1963 462.,0 70425 4.54 74,85 443.8
1964 4721 70 . 61 Be 25 7011 452.8
1965 40245 70.2C 744 34,57 480,2
1966 493,72 63. 30 10431 73.48 400,2
1967 504.2 64,95 3,66 73.87 401, 4
1568 51544 A3.17 5467 86,81 46041
19 69 527.0 B2.26 3.82 85,62 445,2
1970 538,9 a7.06 J3.55 89;49 455.0
1971 551.3 94.87 2.01 94,31 460,72
1972 5638 92,02 ngs b 5. 22 466.1
1873 576.7 84,90 3,59 BB.79 421,9
1974 509 ,2 51,50 5.18 57«14 45%.2
1975 603.7 , ‘ 87,35 7584 89,33 405.8
1976 616.9 1cELQe 6,92 114,08 452,2
1977 630.8 92.57 0.49 95.3 431.8
1978 645,0 110.61 0,63 110.22 468,2
1979 659.4 115.41 0,06 144¢20 474,5
1880 674.1 95,96 —0.35 10°.42 410.9
1981 689 .0 113,39 J.45 114,02 453.6
1982 70443 116,43 1.48 116,73 454,1

# Net of seed reguirements etc,, which are taken to be 12,5% of gross

preduction.

Sourcaes

ghatia (1983) Tanle XV Pgo. 113, 114,



Table IV ¢ Production, Imports and Avajlability of [goQg;;a;gs‘- China

Yaar2 Popula-  Preduc— Exports  Imports Net Per capita Per capita
tion tion3 Imports Availaz Availability
(millions) (million (million (Millfon (Million Fiiity
tons) tons) tons) tons) (Kgs/p.a) (Kgs/p.a)

1 2 3 4 S & 7 8
1948 542 113.2 - - - - -
1950 552 13241 123 0.07 =1.16 142, 32
1951 563 143,.7 1.97 - ~1.97 151.45
1953 588 166,9 1.83 0.C% ~1.82 168,84
1954 a3 169,.5 1. 71 0.03 ~14 67 167,86
1955 615 184.9 2,23 0.1  ~2,05 170,26
956 62A 152,8 2.65 0«15 ~2.50 182,10
1957 647 195.1 2410 Co7 —1.23 181.91
1958 660 200.0 2.83 0.22 -2,658 180,.1R
1959 672 170.0 4,16 - -4,16 149.94
1960 662 143.5 2.72 - —2.72 127.25
1961 659 147.5 1. 36 5.71 (R L) 137.40
1962 673 160.0 1.03 4,52 3..09 149,89
1963 &2 1700 1.49 5.95 4,48 184,57
1964 705 187.5 1.A2 6.57 4,75 168,35
4965 725 14,5 2.42 6.41 ' B 172,07
1966 745 214.0 2,859 6, 44 3,55 1.8
1967 764 217.8 7.99 4,70 1. 7% 177.47
1968 785 209.1 2460 4,60 2,00 157.T7
1969 P07 2M.0 2,74 "3, 79 1.55 162,74
1970 87D 240.0 2.12 5,36 . Se &4 181,04
1971 852 25041 2,62 3,17 1.55 160,96
1972 872 240.5 2,93 4,76 1.83 172.43
1973 92 264,9 32489 F.13 4,24 186,91
1974 909 275, 3 3. 64 Fal2 4,48 190.78
1975 924 284,5 2.81 3.74 J.90 192.54
1976 937 286.3 1.76 2437 0.61 194.17
1977 gs0 282,17 1.96 734 5.RA8 192.25
1978 el 4,8 1.08 8,93 8.%5 204,56
) N 379 332.1 1.565 12.36 10.71 195.5 221,98
1980 987 320 .6 1,62 13358 11.81 212.49
1941 1001 325,0 1o 28 14. 81 12,55 219,7 215.13
1982 110G 15 353.4 1.25 16,12 14,87 22545 n.a

1 Includes Soyabeans & Tubes (Potatoes etc,)
Refers to production year {April 1 to March 31st)

¢ Refers to "unprocessed grain". Also these figures are perhaps of gross output
and not net of seed requircments etc., 2s in Table III for India.

4 Figurss for availability i.e, efter allowing for storage stocks are not
available, except for yeers 1979, 1981 & 1982,

5 Estimates borrowed from Alan Piazza, "Trop's in Food and Nutrient Wvailability
{ in China, 1950-81", (World Bank Staff Working Peper No., €07, 1983).

Sourcos Excopt whore clarified, Statistical Yocar Book of Chine, 1983
(State Statistical Burcau Peooplc Republic of Chinal.



Table V 8 Agr td t T Ba - i

197C 1971 1972 1G73 1974 1875 1676 1977 1978 1879

(Million dollarsy U.5.)

fFoodstuffs 645 740 8§55 1,53C 1,995 7,125 1,943 1,9€C 2,275 2, 330
Live animals 65 a0 110 135 125 215 230 245 255 250
Meat and fish 150 185 225 335 235 415 430 375 525 635
Grains 110 95 155 445 715 7 450 395 35 235
Fruits and Vegetables 170 155 180 245 315 k14N JEC xXc 50 .y
Tea and Spices NA NA NA N e 160 40 reC 230 315

Dther Agricultural Froducts 335 4x 515- 645 590 730 725 775 s 1,290
Oilseeds €5 65 70 110 135 140 B 85 95 20
Textile fibers 100 120 5 330 190 250 285 29C : HH 510
Crude animal materials 115 105 115 170 20 230 260 335 375 445
Vegetable Oils NA NA Na Ne a a0 40 i 55 65

Tot .1, agriwdltural 980 1,160 1,470 2,175 2,585 2,855 2, 570 2,735 3,255 3,5

Total, all exports 2,155 2,535 3,220 5,100 6,730 7,130 7, 26 8,110 10,120 13,75

Agricultural trade t‘alanceg/ 380 625 645 425 240 1,500 1,7 625 €05 175

Overell trade balancap/ " (s8) 2 420 75 (645) (265) 1,24 85 (1,065} (1,810)

Scurceat Central Intslligence Agency, nat Intgrngtij t Rev ct ER CIT

81-001, Fet. 1981, and earlier CIA trade review R.E.Batsavage and J.L.Davie, "China's International
Trade and fFinance,™ in Chinese Economy Post-Mag, Congress of the United States, Joint Ecoromic Committee,
1976. Vol. It pp. 707-741. Some minor adjustments havs been made to the data presented in these sources.

() = negative value

NA = not available.

8/ Export values f.o.b. basiss All figures rounded to the nearest §5 million.
b/ Exports minus imports.



Teble VI ¢ Agricultural Imports, 1970-—19795/: thina

w7 1971 1972 1973 1974 1975 1976 1377 1978 1979

(Million docllarsy U.S5.)}

Foodstu ffa 395 3D 500 1,015 1,440 685 - SED 1,705 1,480 1,545
Grain 280 215 345 B40 1,180 6875 3¢5 Tz: 1,C8 1,575
B gar & C 135 v ™ 180 IS 33C 250 2x

Cther agricultursl products . 215 325 - 735 905 47¢ i8¢ 1,L05 1,199 1,805
0ilseeds -~ - 10 &5 160 15 5 125 4 125
Rukber LC B 70 170 155 145 150 215 S5 325
Textile fikers 95 125 215 430 520 260 182 4LEG 76C 1,L95
{ruda animel & vegetoble
Materials Nt A N# NA 25 .o =~ 40 W = o
animal & Vegetatle fats & Cils  Na Ne Na Na 45 3C 25 165 155 210

Total, agricuitural impcrts &§L I35 025 1,75 2, 345 1,355 53 2,11C 2,650 3,750

Tot 21, all imports 2,291 2,315 2, 100 5,025 7,375 7,395 6,025 7,12 11,185 15,560

Sources: San. as Tatle W Import data for 1977 and 1978 have been adjusted to the sgeme Cel.f. basis as that for earlier
years.

—— = nohe cr Negligiblea.
NA = not available,
& Import valuei C.I.F, basis, Wll figures are rounded to the nearest §5 millirn.



Table VII & 8 0 tyral Prgducts - Ingdia
' (U i

1950-51" §5-56 60-61 65-66 7071 71-72 72-73 73-74 74=75 75-76 76-77 77=78 7479 79~00 80ui1 81-82
agricultural
Goods 329 81 421 497 519 536 502 2% 1250 1393 1363 1640 1461 1622 1645 4474
Raw wotton and :
Tobacco 40 24 49 61 61 7% 107 130 120 156 136 133 195 239 307 08
Total 369 465 470 558 500 615 469 ’09 1378 1549 1501 1773 1616 1861 2032 1779
Total Exports of
Goode 1261 1279 1387 652 2047 2160 2550 3239 4474 4672 S753 6315 €97¢ 7948 8502 0739




Tabde Y1il¢Imports of Agqricultural Gopds — India

(U5, $ Millions)

30=51 _55—56 -6] 65~-66 T0=71 T1~T72 72=7& 774 7475 7876 T&77 77-78 78-T% TS5-80 w-41 8182 E2-83
Foodgrains - - 378 670 272 143 g1 e97 951 1537 955 121 114 131 137 © 789 3148
fertilisers 26 5 22 82 101 120 159 243 618 €10 214 A1 452 460 827 571 151
Fertiliser "Raw
Materials - - 11 27 32 32 31 52 134 1062 1C 1 140 145 179 210 212 130
Edible 0ils - - 7 15 a1 38 20 73 15 16 142 820 GAS 752 a5 700 235
Fibres ~ Extton 212 120 172 97 132 192 118 67 34 33 145 232 35 ‘ - - 10 -
Fibres —Synthetic - - - 4 10 6 6 3 3 7 34 224 148 135 122 194 130
Total . 238 125 391 895 578 491 425 1085 1755 2305 15€5 1847 1543 1457 2151 7€ 964
Totel Imports
of Goods 1365 1426 2383 2958 2179 2451 2423 3793 5866 484 5678 7631 B2z 11321 15913 15240 14989
Aglance cf
Agricultural
Trade . 4131 +340 -1z1 <377 w2 124 4264 ~46 377 «~750 -64 =74 +73 4404 =119 ~297  +Br7
Balance of Agri. ‘
cultural Trade
axeluding ferti-
lisers +157 4348 -8 =226 135 +276 4454 +249 +375 -48 +251 +367 +6780 +1043 +318 +480 +18CC
Balance nf .
Tradoloverall) —104 —147 ~1086 —1266 =220 =291 135  ~§54 =1491 —1777 =175  =B73 =1541 ~3435 7700 6881 -6248




Annexure YA

A s ) cto del of the aco

The following is an attempt to incorporete the uage goods constraint

into the structurs of the Feldman-Mahalanclsis (F=M) model. The

conaumption goods sector of the F~Mm model ia explicitly defined to be @
manufactured coneumption goods ( light industry ) sector, while & third
sector accounts for agricultural goods., This allows examination of the
influente of the wage goods constraint on the grouth possibilities open

to an economy. Yhus. i rcocmmy concifte of thretr settors:

Sector 0 t the agricultural sector producing wage goods (food)in the

Tural areas

Sector 1 ¢ the light industrial cector, in the urban area, producing

manufactured consumer 7Jocods

Sector 2 t the heavy industrial sector, also in.the urban ares,

pdeucing investment goode for all the three sectors

Rew mBterisle required by each Sector are assumed to he provided by

the eectors themselves, as in tho F~M model.

At any given time t, the sconomy is endowed with a capital stock
K: in sector 1 (L = 0, 1, 2), land At and a pOpUlE'lOﬂ N in the rural
spetor and NE in the urban seeter, The population is grnwing at an

exocenagusly given rate g.

Employment L in the rural sector is total i.e. L = Nt and is not
governad by tho Size of the capital stock existing, as in the two urben
aactnra. In the lettor, the employment potential Li, is dapundent on
K‘, and under the fixsd coefficients assumption made below, L = hi. Q(

( ols 18 defined on Psgo 2). The actual employment M":1 = Li if the urben
population 1s larger than the employment potentigl in the two urban
gectors; otheruwise it is equal to the urban population as allocated
between the two sectors, A all powerful Central Planning Authority (CPA)
is assumad to be able to mobilise, appropriate and allocate all

rasources = inpute end outputs at will, so that it is possible, &s in



002..

the F=M model, to ebstract from demand considorations completély.

Distributional guestions are alsc ignored; it being 8ssumed that the
CPA can unsurc egalitarisnism or any othor deosired distribution with the

same aggregate roquircments &s an egalitaricn onoc.

Tho assumptions of the F=M modol of a closed economy, malloable

and non-shiftable cepital (onco cmployed) and sectcr 2 being the only

source of investment are made here also,

Tho output of sector i, Yi may be written as

Yz = Y, (At, Kz, L;! W, T) whore U is & weather index variable and e
tochnolngical change variakle,
v rot Lt
= Y, (K, L))

NS

Assuming fixed coefficients of production for thg two manufacturing

seotors, their output mey te written as

t
1!

?’ = Min (ﬂ,K

t
1 & L1)

t t 2 t
Y, = Min (ﬁll(z, _{_Lz)

a.
where

B’ output - cepital ratio for scctor 1 }
Q 1 = 1' 2.
2, lebour — cepital ratio for scctor i |}

Ne such oxpression can be written for the output of the agricultural
sactor, Yt, siape tho production function approach too simplistic te
captive reoality in that scctor, [

The output of the invastmont goods soctor Yé is allocated between the

three sectors 0, 1 and 2:

I T 1 2 - v
Yé 2 Y2. \LGNL1EL2) whore (Fp+u11u2) = 1,
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The assumption of fixed coefficients of production allows determi-
nation of tho time path of tho output in sectors 1 & 2 &8s in the F=M
model if labor is not a bindiné constraint, ~s in the cesoc in laber

simpler economies
3£ : t
¥ = ) (1 +44)

2 2 =
Tt o { ooyt ]
9= ﬂ ALY, SISRZSVES Y

: Az
The capital stock and hence the omployment patentisl in each of these
soctors will accordingly be

t t
L. = "’J_ qj . (1 +/;fb.)

2 = 2

t > [ At
L =2 'J‘ Hlu + - _"(‘_{_:_ Kr‘ . L( 1"' ‘ R ;f‘,‘*:)t—1
1 iy 2 |

Tho output and employment in thoc wage goods sector can not be
dctermined ‘ in this manner in the &bsence of any such restrictions/

sppeification of the functional form of the proddction fuhction,

The suffic 't' is dropped hencetorth for simplicity.

The A,

.- are the policy variables; their impact is\ felt from the
next period onwards, In addition, the CPA has the option ta transfar
labour from the rural sector to the urban sector or vice versa and within
the urban sectory from sectors 1 to 2 end vice versa, Such transfer takes
effect within the samo period (i.e. N and N .,

ad justable variables subject to (Nul + Nuz) = N, and (Nr+Nu) = N)

NU2 gre immediately

Let x_ be the minimum level of the wage good (food) necessary for

subsistence of each individual, Then X, ® X,.N_. is the subsistence
requirement of wage goods in the rural sector and (Yo X,) is the maximum
(v, - %)

X
o

(éay) is then the maximum number ef urbanites that can be supported by

surplusl op wage goods ohtainable from the rural sector.

L

the domestic output of the wage goods sector, This number may or may not

be larger than the size of the urban population. Hence the idea of a

wage goods constraint,
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Let x1 similarly be the minimum leuel2 of the meanufactured consumer

good required for subsistence, Then (Y1 = X,eN) is the maximum surplus

1
of consumer goods that can either be exported or redistributed among the
population for above subsistence level consumption, It is assumed that
(y1—-x1.N) is > (, though only nominally so, so that sector 4} can
neither play any constraining role in the grouwth process nor can it play
eny significant role in relaxing the other constraints through large
exports of consumer goods, It thus appears in the model escentially as a

residual sector, influcnced by, but onc that does not itself influence, the

interplay of the wage and the czpital noods constraints,

Impact of the Wage qoods and Cgnital Goods constraints

The impact of the wage goods constrrint is (ult through the parameter
L, since no more than that number of urbonites cer be supported by the

domestic output of feod,

The impact of the capital goods constraint is fglt though the
parameters L,+L, since no moro than (L1+L2) number gf people can be employd
productively in the manufacturing sectors, even if.enough wage goods were

availablo tp feod more in the urban sector.

If N > L, the wage goods constraint is binding.
ra

v

If Nu > (L1+L2), the capital goods conastraint is binding,

And, since cepital and labour are complementary inputs, if Nu Ve (L1+L2),
the labour constr2int is binding, i.e. the labour force is not large enouch
to allow thec existing capital stock to be utilised fully. Normally this

possibility is not considercd at s8ll in lazbour surplus economies,

The relative magnitudes of L and (L +L2) arc also importent, howgver,

1
as detailed below, The following six cases are possiblo:
1) L > N, 7 (L1+L2) — only capital goods constraint binding

ii) N, (L1+L2),> L == wago and capital goods constraint binding

1ii) N,o L) (L1+L2) = wage and capital goods constraint binding
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iv) L > (L1+L2) ? Nu - only labour constraint binding
v) (L1-ﬁ.2) > L >N, — only labour constraint binding

vi) (L1+L?) s N> L — wago goods and labour constraint binding

Casg i ¢ L 7> N (L1+L2)

The wage goods constriint is hot binding =~ the rural sector has
enough surplus to foed the entirc urban population and more but the capital
stock existing in the modern industrial soctors is insufficisnt to employ
all the urban peopulation, The capital goods constraint alone is thus
binding,

Tﬁia is the F—M model case 3 lack of sufficient invostment goods
prevants the ecoromy from tramsforming the surplus of wage goods over
curront consumption nceds into manufactured consumer or capital goods.

The extension of the 2 soctor F-M model to e 3 soctor one {including also
the agricultural sector) makes no difforence in this case since what is
implicitly assumed in tho FM model happens to be the prevailing situation
hore, With & surplus of wage goods more than suffjrient to meet the urban
needs alrcady forthcoming from the rural sector with whatever capital
stock that exists in that sector, there ie no need for the CPA to ellocate
a part of 95 to that soctor to cnhanco tho output of sector 0, unless 1f is
considered preferable to immodiately raise the consumption of the wage

good at the cost of growth. In other words, tho opportunity cost of not
channelling any part of the output of the investmint gocis sector into
sector 0 is zoro, en that L4 ean bo sct cquel to zero. And with 3 set
cqual i) ze-3, tho policy paramcterc left aroc the same as the ones in

the FM mydel = & ., Tho F=f modcl trade-off betwcen the short run

and long run ratcs of growth via the roletive magnitudes assigned to

-4 -othen epplies hcro as well. A strategy of industrializetion basecd
on priority for invostmcnt goods (high tz) ~uuld entail a slowor rato

of growth of both consumption and om.loy.n® in the short run but ensure

higher levels of both in tho long rur, as snoun in thc graph below,
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than undor a sttetegy of priority for the consumption goods secton in

investmont,
=
i
I .
\ £
/ .. ,: .X;v_
A
Y, N T
e 2 ___,.-v" '__’_,.“
pose T '
. LT
R

The surplus of wage goods over and above the arount consumed can be
usod, if trade opportunitics are open to the CPA, to import investment
goods and thercby further enhance the growth possibilitics or to import
manufacturc cansumption goode if that is consideoxcd dﬁsirablc. Iy such
an opon oconomy medcl, tho Cﬁﬁ would boc faced with the additional choiec
of using part of Yy to cnhance the output of Yo and frade the surplus Yo
for investment goods on the extornal market, This croica“would depond
on the import and cxport prices of thc wage and c"piﬁ?l géods and tho
procductivity of scctors & 2, Thus it will be advantageous for tha

CPA to import, rathir than manufacturc, investment goods if

!’.n}.' )

g 2

— om 3

£42 ) 52'> "2 where ?D, P2 ero the forcign trade prices ¢f sector
2

o and 2 goods respectivoly.

Howcvar, this is in purc cconomic terms and docs not takc into
account tho lose in utility suffered by tho CPA on sccount of the fact
thet it would in this casc be depcndent on imports for its growth prospocta,
whoreas menufacturing investment goods, oven if costly, offers tho

advantzgo of buing ablc to ward off strategic pressurcs on the ceconomy.
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Over “time, N would incroaso (cxogecnoously) and there wowld alse be
a rise in %o duo to changing notions of what constituteus a subsistence
lovel of oxistence, These would luad to & riseo-inthe aggregate demend
of wago goods. On the supply side, the incro&sc in output in sector O
with increesing amounts of labour applied to the fixed stock of land and

capital (assuming onco agein tho closed economy modol and the parameter
L: sot equal to zero.) is likely to cncounter diminishing rcturns,

Depending upon thc marginal productivity of labour in scctor 0, this could
lead to & fell in L. Token together, these tundencios on the demand and

supply sidc would eventually wipe put the surplus of wage goods, At this
point tho economy is making tho transition to casc (ii) discussed buldws

Casc ii Ny - CL1+12) > L

Both the wago and capital goods constraints arc bindingi the wage goods
constraint more severly so, in the sensu that the rural surplus of wage
goods con not oven support the number of urbanites that the sxisting

capital stock can cmploy, loawc alone thc entire urban phpulation which

S
is greater than the employmcnt potential in the modern industrial sector,

It is evident that in such a cesc the cconomy would -rgquire food aid
to the cxtent of (NU-L).XO for such length of time as N 4, since there
is no way the population can survive othcrwise. Presuming that the over-
riding obiective of the CPA would thon be to cond this dependence on food

aid, the following twe options arc opon to the CPA within the framework

of thz models

i) Transfer the uncmployed urban labour force (Nu-Li-LZ) to the rural

arcas (¢esuming this is feasible) and engage them cither in agriczulture

i,ce. increase the labour intcnsity of cultivation, or in indirectly productive
activitios such as building of productive assets that will add to the
productivity of labour subscgucntly., The former will add a stroam of out-

put (NPL)0 from the same period onwerds and the latter a strcam of additional
output sgewal to (NPU);+k from k periods hence (whero MPLé 7 MPLD)
assuming that the assot building activity teskes k periods. Thus this
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choico would be made in fevour of utilising the tr nsferred labour for

direoct cultivetion if

t sy bk
(NPL)B ;> (mPL )o whare r is the discount rate for futuro

k
(1+r) consumption vs. present thet tekes into account

tho pruforoence for self-rulirnce in food,

11) Reiso the productivity of labour in sector G by chennelling as much
of the investmont goods output to soctor O os as possible. There is
clearly a trade-off involvcd horc since incroasin. b at the cost of

L2 (L1 ie nssumcd to bo sct ~t some minimum val.. sufficient to snsure
«',. desirod minimum consumption of consumer goous &s mentioned earlior)
wonld mean compromising tho growth in the cepecity of the invostment
gnads soctor, which is #lso a binding constrcint, and thercfore the

long torm rate of growth of the economy, Thus if lb iF chenged by

P (CA. .}, thc leternctive streams uf additional outputs
would be '

PN t

(Y )T,

( ” ) 7N Y2 = X {say) from the next period onwerdg and

(7 )

( ) ) - 1, : Y., = Y (sey) irom the pcriod after next
(*%) (%) 2 e

Thus the choice would be for increzsing Lo if

e i, if (mpx)z > (rfiPK")t+1 . (rfnrax')t

X .
141 o 2 (1+z

~.
rd

This trado—off is somcwhet analogucs to the prosent vs. future consumption
trade—~off in the F={1 model, cxcept that the form of the production
function in soctor O not bring known, we cannot write down the time

peths of growth of output in tho two casoe,. ualitotively, howevof, it
gan be argued that the same trede—off between tho short 2nd long Tun
growth operetes, Channcling invcstmont goods into scctor 0 instead of

roinvesting thom would lesd to groater increase of Yn in the short run
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than if thoy were roinvested, but in the long run, the additional amount

of investmont goods guneratod by investing would add more to Yo than in

the Formor case, This mo2ns that the time paths of the qutput of sector g

in thc twoc orereg. would be similer to that of Y, in the F-M casc, as shown

1
balow on the grephs.
A
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The GPA would heve to decida whother to acccpt more (i.c. guentitatively
1arg;r) dupandence on food eid in the short run in return for the a
rapid reduction in thc depcndence in the long run or to scok lesscr
QqundonCC in tho short run at the cost of & slower reduction of depondencs
in the long term Future, This choicc would depend on the lowvel of
soctor 0 output thet difinos sclf-relience in relation to tho point A

in the grephs whero the slhw ond fast long rum growth paths mcot, as
shown on tho areph, If xg,N, thc output of wego goods required for
selF-rolianco is highcr than Yogr clearly thoe Faster long run growth
path would load to cerlicr terminotion of food aid, If, on the other
hand, the level x .0 is lessor then ¥ ,, the slower long run growth

path would be preferable. Thet is, tho choice between channelling more
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investmeont goods to thg agricultura)l soctor or to the invostmont goods
soctor would dopound on the uxtont of the shortfell of the cconomg's food
output in relation to its noodss Ffor a marginal shortfell, it would
porheps bo prcfereble to divert invostment goods to the agricultural
scctor immediatcly end ettain quick sclf-reldence in food, even though
this would compromise the long turm rate of growth, For economies with
a lergo shortfell in the food cutput, tho quickest wey to terminete food
aid dopcndence would scom to be to accept more food aid in the short
torm ond channel all evaileblc investment goods output meanwhile for

ro—-investmont into tho investmunt goods soctor,

Eithor way, it is clear that the fact of tho wego goods constraint
boing binding is a major hondicap for thc long run growth prospucts of
thu ecconomy. Thc problem of cunsuring food socurity essumes priority
in such a caso over the growth prospects of the economy, A considerable
part of the investmeont goods czpacity in the industries), sector gets tied
up in the ngricultural scctor\or in agriculturc rolated soctors, loaving
lossor raesourcos for growth, This wds porhaps tho Ishikaria3 argument
that in the dovoloping countrics of Asie, significant rosource flows
into agriculturc werc likoly to bo nccessary for financing investments
nocdod to introduco technical change in egriculturc and tﬁﬁncn to enhance

agricultural productivity and output,

n ouca ¢ Sitmation, thc possibility of pursuing the imbalanced
growth stratogy of tho F=M modcl is porcludedi per force of circumstances,

the CPA would noed to follow @ ppje balenced growth stratcgy. What
prociscly constitutes a 'berlenced' yrowth strategy is a matter of

definition, Sovorrleipitesia could bo followed.

r

8) The ~i's should bc choscn co @s to kcep the scctoral output

shares constant,
*b) The fli's shoul? b choson so as to mrintain the ratios of the

capitsl stock in tho threo scctors the samc as at timp t#0 (oither

of thesc would, of coursv moan no structurl chonge, .
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4) The A i's should be so choson thet tho wago goods constraint

is just presonted from becoming binding, This would, of couse,
#till bo an imbalznced grouwth stratogy, only somewhet modoreto
Eampared to the extremoly imbalrnced onc prescribed by tha

=M modcl.

Caso jii)s N, oL (L1+L2)

Both thu wagu goods and capital goods constraints arc binding;
tho capital goods constraint moru suver-ly so in tho sonse that tho
uxisting capitai stock is insufficiont uven to umploy thoe numbor thet
can be supportod by thu rural surplus of wage goods, which itsulf is

inadcquatu to feed the untirc urban population.

Tho casu is simidar to cas: ii) and thc semc analysis applics,
Tho cconomy would nocd food eid to the cxtont of (Nu--L).x0 for such
longth of timc as NU N Lo Tho options buforc the cconomy arc the samo

)
as in case ii), ’

A\
R luss oxtrome casc of thc constricting officts o| .the wago goods

constreint would bo when the rural surplus is slmost vaepal to or only
nominally greator than thu urban roquiroments i.c, L = Ny ar whon

L = N, but tho rato of growth of L is luss than thu cxoguncous rato of
growth of the population so that, though sufficicnt for tho momont,

the rural surplus is likoly to fall short in tho noar future, Thie
was, and is, porhaps the situation in the casc of both India and China,
From the discussion of the 'purc :lnan:;t.:ality-I casus abova, it is ovident
that it would be nccessary in this casu to apportion a part of tho
investment goods output to thoe agricultural soctor in order to raisc
the food output in anticipation of thc impunding shortage, The €ffuct
on the long tcrm growth praspccts of the cconomy arc the samsg - a
limitation that is not cncount.ur.d in tho situaticn when there is
considurable slack in tho wage goods constriint, as porhaps was the case

in tho USSR whon it embarked on its plenning cxcrcisc.
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Casp jv)s L » +L2)Nu

This is thc happy circumstanco whon the wago goods surplus is

enough to fucd tho ontiru urban population and tho #izoc of the oxisting
cepitel stock is also morc than @ squatc to cmploy a1l of it, Tho
oxccess wagu goods can be uscd to raisu the loval of consumption of wego
goods or import capital goods of a labour saving neturc. {(Sinco mirw
addition to thc uxisting surplus cepitzl stock would bu pointl.ss).

Th. urban suctor suffurs from labour scercity in this casc, so that

the policy pruscpiption in this casc would be rilcasc labour from tho
agricultural suctor by ruplacing it with capital. So long as L1+L2 >'Nu’
and L > Ly+l,, cven a ruduction in L es a rcsult of withdrawel of
labour from thu rural suctor would! mako sonsc, though this would be
atl.ast partly counter baloncud, by the addition of capital to tho
agriculturzl suctor, Tho opportunity cost of this copital is now sipco

there is no labour to werk the machince is alr.ady in existunco,

Casg_v) @ L1+L2 ;, L > Nd

Though nuithir tho wage goods norce tho capital gooop constraints

arc binding es in casc iv) the wagu gocds constrzint is pctentially

binding in thc sunsc that thc wego goods surplus can support loss urbanitcs
than thc manufacturing soctor can umpley.  Hence 1, MuUst bo kept high.
Thure is surplus umployment capacity in the manufacturing sccter but
insufficicnt lebour, and potentielly an insufficiunt supply of wage
goods, to utilisc cepital, Thu CPA would thercferu, noed to channel Yp
into agriculturc and withdrow labcur force frum it (sc long as thu
nogativo impact of withdrawl of the lebcur force is componsatcd for

by tho additional cepitel) to utilisc tho copitel stock uxisting in

tha mamu facturing scectr, Labour serving technicel chenge would bo

roquircd as in casc iv,

Both cascs iv) and v) could purheps be repruscntative of most of tho
developud nations, whore lebrur, onc mot crpitel, is scarce and the

occonamy unjoys food surpluscus,
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Cago vi) 3 Lo+, - N, 2L

Tho wage gocds constraint, but not thc ~apitel gneds constraint is
binding, Though labour is also petuntizlly @ bottlcnock, the real
bintling constraint is wage goods, so thot Lu should be high in crder to
raiss thu woge geeds surplus. Until such time as L:NU, it would not pay
to withdraw labour from agrieculturc, Sincoc -.ven the cxisting urban
populaticn canmot be fed., Whon LsNU, trensfor labour from agriculturs
to the urbzn scctor weuld be wsrthuhile provi.fu! (mpK)n }-(MPL)D.

(In the inturruguam, (NU-L) nf i urban populctiin would have to fod
in imperts. Sinceo Y2 is noidu! frr Lphencement ofF KC nd K2 itsclf, the
only oxports possiblc w-uld bo of Y1. This w.ulf' imply @ copressicn in

the lovel of consumpti-a ~f manufecturcd goods),

Hence capital has to be channcllced into suctor C sc as teo chenge the

facter proporticns thocre and rolorse labour for sectors 1 & ?.



NOTES,

It must be noted that in tho reel world, the rural surplus of

wago goods is & national concept and it is difficult to give it
operational | This is bocause of the behavioural
responses of the fermers thet enter in two criticel weys -

a) in the dooision on input levels of the verious faotors of
production, nemely land, labour, irrigation etc,, which will
determing the output and b) the decision on how much of
tho output thay wish to retain for self-consumption. That is
both in tho genoration and mobilisation of snrplus, the CPA
would have to reckon with the behavioural responses of the farmers,
These can be incorporetod by introducing utility functions

for fepmors and urban wage ecrners and subjecting then to e-

. oonstreined optimisction oxorcisc. Or the CPh itself may reeist
!ﬁo tonptation to actually oxtract ell tho surplus in rocognition
of tho fact thot food is productivo fnput thet affects lebour
productivity and =allow & highcr then X,» moro roalistyc, level
of consumption, Nor nood xD\Pa postulated to bo an uhchanging
minimum, The abovc celculation, based on stringont Egpsumption
lovels no-highur than subsistuncc lovel, is madc only for
simplicity ané is not crucial for the subsequent discuesign,

Tho eesential ido2 roquircd is only that, deronding upon the
magnitude of this surplus(howegor arrivad at), only a Pixod

numbor of urbanitus and no moro can bo supportcd,



