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invest in fertilizer, seed, and new equipment knowing that, with average
¢rop conditions, he can repay any debts with the added income that results
from adoption of improved practices, Such assurance would constitute an
important incentive to increased production,”

The Johnson recommendations dovetail with a program to stabilize
foodgrains prices advocated by the Foodgrains Enquiry Cormittee of the
Indian Government in its report published in November 1957, The reasons
put forth by this committee in support of its recommendation are obscurely
worded, but seem to be as follows: (1) sharp fluctuations are undesirable
per se because "prices often get completely out of parity with costs and
incomes'; (2) "semi-monopolistic elements" crecte unjustified regional
price disparities; (3) the farmer requires the assurance that prices
will not be allowed to fzll below "economic levels" to maintzin his in-
centive to invest in his property; (4) cdeclines in foodgrains prices
shortly thereafter result in depressed levels of procduction,

Potential consequence of a stabilization program

Like the Johnson mission, the Foodgrains Enquiry Committee ad-
vocated a buffer stock scheme, involving government purchases and sales
in the market to keep prices above or below minimum and maximum "desirable"
levels, lle may et some idea of what this scheme would involve from the
Committee's report. It would be costly., The Committee estimated that
the agency in charge of operating the program "should be able to manage
with a capital of one billion rupees, which may be subsequently increased
as its business expands.," This amount is equal to over 5 per cent of
total budgeted central government disbursements in 1959-60, The question
arises whether it would be in the nationel interest to keep that amount
of resources tied up in such a scheme,

The price policy outlined by the Foodgreins Tnouiry Committee
was one which was intended to mitigate wide swings but which would not
interfere with "secular or long-term trends" as shaped by factors affecte
ing the price level as a whole as well as changes in technology or con-
sumption patterns which would elter foodgrains prices relative to other
prices, However, the attempt to achieve such an objective could lead to
severe complications to which the advoceates of price stahilization feil
to give due consideration., To know when, and by how much, to intervene
in the market presupposes en ability to foresee future supply and demand
forces, and to separate the long-run from the short-run forces. A wrong
prognostication might lead to a prolonged build-up of the buffer stock,
and this withholding of resources would be detrimental to the welfare of
consumers (whose economic status is not much above that of the farmers),
sventually such an error would be recognized, but the undoing of the error
by a reduction in the support prices and dumping of the buffer stock micht
bring more ruin to the farmers than would have resulted from freely-
fluctuating prices, On the other hand, price-suppressing sales of the
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buffer stock, intended as a counteractive to what was believed to be

a short-period, reversible phenomenon, might turn out to be a device by
which the farmers were deprived of what was rightfully theirs when
economic forces dictated a long~run increase in foodgrains prices, The
effect of such an experience on the farmer's incentive to invest can be
well imagined, 1In short, an attempt at price stabilization could lead
to costly mistakes which India can i1l afford,

Validity of arguments for stabilization

In view of the high cost and risks involved in a price stabiliza-
tion program, it would be well to ingquire very carefully into the validity
of the arguments made by the Johnson team and the Foodgrains Enquiry
Cormittee that price fluctuations are in fact a deterrent to the expansion
of agricultural production in India, It seems plausible to say that the
fear of falling prices tends to keep farmers from investing in fertilizers,
irrigation and improved equipment. However, this contention does not seem
to be based on any empirical observation, and it is equally possible to
argue that price fluctuations are a spur to szving and investment, Studies
in the economics of farm management in India and other Asian countries
that are available here do not indicate that price fluctuations have been
a factor in determining the level or pattern of investment, The main
problem seems to be a traditional preference for investment in land rather
than in the materisls necessary to raise productivity,

It is of interest to attempt to ascertain the validity of the
contention made by the Foodgrains Enquiry Committee that declines in the
prices of foodgrains hold down production in the immediately-following
period. (Presumably this is supposed to restrict the long-run growth of
foodgrains production, although in just whot way it should do this is not
clear,) The only way to test the validity of the charge is to compare
price changes with changes in the acreages under foodgrains, since yields
per acre are so highly influenced by climatic conditions. We have done
this with a rank correlation which employs the yeerly percentage changes
in wholesale prices in riven years, amd the yeerly percentage changes in
acreage in each following year, for whesct, rice, jower (sorghum), and
bajra (a type of millet) during the period covered by the crop years
1919-50 to 1957-58,1/ For each of the four commodities, an algebraic
ranking is made of both the percentage changes in price and the percentage
changes in acreage, and the rank value of the change in price in each
given year is paired with the rank value of the change in price in the
following year. The paired rank values for each crop are combined in a
single correlation. The correlation would show whether relatively large
declines in price led to relatively large declines (or relatively small
increases) in acreage, and conversely whether relatively large increases
in price were followed by relatively large increases (or small declines)
in acreage, This procedure gives a coefficient of rank correlation of

1/ Rank correlation is used because of the upward tencdencies in

acreage.
«
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 which is barely above even the 05 level of significance for !
of observitions end which is negative insteed of positive, In
a vast country in which given climatic conditions obtain, from
to ;Egion573t=diﬂfereﬁt:times,of the year,fpro&udtidnwafthe s
‘ 8 foodgrains is taking place in one arez or another almost con-
- tinuously. A particular crop is sown in one region at the beginning of
~ the agricultural year, in another region in the middle of the year, and
- in another region at the end. Thus it is advisable to see if there was
- any regular relationship between chances in price and changes in acreage
in the same (instead of the following) year. Rank correlation of the =
type previously employed, for the same commodities and time period, give
a coefficient of ,0015, indicating no regular relationship vhatsoever,
It does not appear that price declines have led to restrictions in acreage
and that a price stabilization program can be justified on these grounds.

The writer is not prepared to prescribe remedies for any in-
Jurious effects on the incentive to invest which might stem from price
instability, Possibly the answer lies in the field of expanded and ~ -
improved credit facilities which would enable farmers to borrow at lower
rates of interest and on long enouch terms so that repayment could be made

~with "avercge" proceeds esrned over a period that included both low~price
and high price years. In view of the very slow progress made by the
cooperative credit movement in India, there is no assurance that efforts

, in this direction would meet with substantial and quick success, But

Iiw whatever the answer may be, interference with the price mechanism would

: be gemblin; with the future, Soundly-based policies are the best guarantee
for India's economic development, f






