
Some Ramifications of the U - Sector 
Nitish R De 

THE controversy which Dr B V 
Kr ishna M u r l y has sparked o i l 

is both t imely and of vital impor
tance viewed f rom the perspective 
of the country's planned socio-eco
nomic growth . My purpose here is 
a l imi ted one, that is. of focussing 
attention on some aspects of the 
ramifications of the U-Sector. in 
whole-hearted support of Dr Krishna 
Mur ty ' s thesis. 

That the dis t r ibut ion impl icat ions 
of product ion are as important as 
product ion itself in an economy 
given to large-scale expenditure on 
p r i o r i t y and non-pr ior i ty items, has 
all along been neglected at the high 
pol icy-making level. The constant 
emphasis on more and more produc
t ion to raise l i v i n g standards he-
came an obsession and l ike a people 
obsessed and hypnotised, we did 
overlook a vi tal l ink in the chain. 
that of fair d is t r ibut ion of the 
fruits of higher product iv i ty . The 
result is that we have missed the 
spectacular big leap fo rward . In
stead, we have acquired a new class, 
the U-Sector. 

Now that our Pr ime Minister has 
taken notice of this r ising affluent 
class in an acquisitive society, an 
enquiry is in the offing. The com-
mittee of experts may or may not 
go into the niceties of the equ i l i 
b r i u m mechanism of marginal social 
cost and marginal social benefit and 
investigate the imbalance in ibis 
mechanism caused by the rising, I -
Sector. It should, however, come to 
grips w i t h the vi tal issue of the 
lack of major premises in the fun
damental objectives of our p lanning 
wi th its consequence of the p ro l i 
feration of the U-Sector. (Dr 
Bhabatosh D a l l a s "Premises for 
P lann ing" in the Special Number . 
June 1960, is an i l lumina t ing con-
t r ibu t ion . ) Whatever may be the 
f inding of experts, it is already evi
dent that the powerful I -Sector has 
succeeded in making many dents in 
the socialist pattern. 

Since the U-Sector is also self-
perpetuating, its efforts have also 
been directed natural ly towards the 
upb r ing ing and enlightenment of its 
progeny. The education provided by 
ordinary schools and colleges, even 
the very best l ike the Hare School 
and the Presidency College of Cal
cutta, are not good enough for their 

ch i ldren . So. exclusive "public' 
schools have sprung up in h i l l re
sorts and in fashionable localities of 
big cities, where the qual i ty of the 
education imparted is measured by 
the expenditure incurred. These 
publ ic schools are humming with 
l ife to groom budding U-Sector 
personnel. Boeing 707s and P O 
liners carry more potential U-person-
riel for study abroad than foreigners 
work ing in India going home on 
leave. The entire trend and out
look is towards the perpetuation of a 
privi leged sector. Sr imal is and 
Kahi rs are left w i t h the task of pro
v id ing sub-standard education to the 
chi ldren of the under-privileged. 

The attitude fostered by an upper 
class education system and the 
opportunit ies offered by high mo
ney incomes combine to create a 
culture pattern which reflects the 
genius of the sector concerned. 
L u x u r y hotels, a i r -condit ion ed res
taurants, cabarets and streamlined 
bars in big cities and holiday re
sorts where there is no p roh ib i t ion 
land appropr ia te deviations where 
there is) cater to the relaxation and 
entertainment of the U-Sector. 
Races are not. patronised as gambling 
resorts but are a social occasion. 
Films flourish as an effective ar t - form 
epitomised in the creations of Sam 
Goldwyn and Mike Todd. The con
sideration of foreign exchange is 
secondary to these emotional re
quirements. Simultaneously, the i r is 
encouragement to local centres spe
cialising in western dance and 
music. 

The more serious component of 
the culture pattern is to be found 
in high-priced imported periodicals 
and books which dish out the es
sence of the secrets of sex. which is 
l ife. If the flowering of this culture 
induces the growth of a highly lucra
tive trade in smuggled gold, tape 
recorders, transistor radios, cine 
cameras, wrist watches, clothes, etc 
the price has to be paid. 

Since, however, these elaborate 
measures of escape from the rigours 
of high-tension existence do not 
necessarily stop the visitations of 
ailments and diseases, the U-Sector 
has to have clinics and nursing 
homes with all the comforts devised 
by modern, science. As the issue of 
p r io r i t y is never in question, the 

best foreign-trained surgeons and 
physicians are at the service of 
these posh clinics and nursing homes 
while the public hospitals have to 
make do w i th their junior colleagues. 

Ramifications. in short, are indeed 
varied. 

I shall, at this stage, point out an 
obvious l imi ta t ion in the provis ional 
defini t ion of U-Sector furnished by 
Dr Krishna M u r t y whose sole c r i 
terion is the residence qualif icat ion 
in a U-type house. Thanks to the 
legacy of the past, many non-U-
personnel in the Government sector 
reside in U-type houses in the 
fashionable localities of towns and 
cities. Government officials at sub-
divisional and district levels still 
occupy the houses bui l t for their 
Bri t ish predecessors and yet they 
are unable to afford the U-type of 
l iv ing . (Thei r real earnings are 
between a t h i rd and a quarter of 
their predecessors in the heaven 
born services. e.g.. I C S. I M S. 
I P S. etc.) 

Besides, there is a number of peo
ple belonging to the U-Sector who, 
because of housing shortage in big 
cities or for some other reason, e.g.. 
to dodge the probing revenue offi
cials, live in non-U-type dwellings. 
Revenue officials themselves, some of 
them at any rate, belong to this 
category. M a i n of the residents in 
the congested northern zone of 
Calcutta judged by the criteria of 
their income and character of ex
penditure definitely fall in the cate
gory of the U-Sector. A census of 
U-personnel w i l l not be complete if 
it is confined only to such areas as 
Marine Drive and Malabai H i l l . Golf 
Links and Friends Colony or Chow-
ringhee. and A l i p o r e . 

Instead, I would suggest the com
bined approach of income and con
sumption, income should obviously 
include the company expense ac
count, benefits in k i n d as well as 
fringe benefits. Data on special 
type of consumption expenditure 
would be equally productive. Lists 
of parents and guardians of scho
lars at fashionable and expensive 
schools, colleges and academies w i l 
be informat ive . S imi la r ly , residents 
at expensive hotels and holiday re
sorts wi l l make an interesting list, 
if the Minister for Tour i sm permits 
such a probe. 

1533 

THE ECONOMIC WEEKLY October 15, 1960 



October 15, 1960 

either because the interests of the 
ma jo r i t y of consumers or those of 
the ma jo r i t y of producers are 
adversely affected, then pr ice po l icy 
lakes the f o r m of in te r fe r ing w i t h 
the spontaneous effects of changes 
in demand and supply . Th is inter
ference takes the f o r m of Govern-
mental regulat ion of pr ice changes 
and tak ing of measures designed to 

b r ing about the appropr ia te changes 
in demand or supp ly or both. Pr ice 
pol icy then takes the f o rm of pr ice 
controls, control led d is t r ibut ion and 
subsidised increases in p roduct ion , 
But, w i th a l l this, i t is not possible 
to ignore the live character of pr ice 
in the sense of its posit ive effect in 
terms of st imulat ion or deterrence 
that it has on demand and supp ly . 

Recent th ink ing even in Commu
nist countries has shown evidence of 
the importance of using the pr ice 
mechanism fo r b r i ng i ng about the 
desired changes in demand and sup
ply, at least, to some extent, rather 
than rely main ly on the adminis
trat ive and the coercive power of 
the state for the purpose. Thus, 
even in a planned economy, prices 
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have a posit ive role to p lay and 
intell igent po l i cy has to make use of 
the price mechanism for b r ing ing 
about those changes in the demand 
and supply for ind iv idua l commo
dities that are so necessary for 
smoothening the transit ion from un
devdevelopment to development. 

In other words, price pol icy can
not be thought of merely in macro-
terms in the context of a g rowing 
economy. Price f lex ib i l i ty for i n 
d iv idua l commodities has an impor
tant role in policy making in the 
theory of economic dynamics, 

Thus, a price rise is not by itself 
something to be. regarded wi th dis
trust. When, however, an i n d i v i 
dual price rise does not lead to an 
increase in output or to a reduc
tion in demand, it is not perform
ing its economic funct ion. And 
when a general price rise is not 
accompanied by a substantial in
crease in output, then it is obvious
ly of an undesirable character. The 
important th ing to realise is that one 
must always consider prices and 
output together before taking up a 
position regarding the price policy 
to be followed in any given con
text. A r ig id ly stable general level 
of prices may be as much of a 
deadweight on economic growth as 
a rap id ly r ising price level. This 
must not be forgotten in the current 
discussions that are going on in the 
country about price stabil i ty. 

STABILITY OF CONSUMER INDEX 
V I T A L 

Having said this, one must also 
hasten to add that as prices deter
mine the purchasing power of money 
and al l incomes, except profits, are 
fixed in terms of money d u r i n g the 
short period, there is a strong case 
for having stabil i ty of prices, espe
cially of prices of commodities and 
services that constitute the bulk of 
consumption. In other words, sta
b i l i ty of the consumer price index is 
a matter of v i ta l importance to all 
fixed-income groups, especially to 
labour. If, therefore, the pr ice level 
of consumption goods is a l lowed to 
rise, there results an understand-
able demand on the part of labour 
for a neutralisation of the price 
rise by corresponding rise in wages 
and salaries. This, in turn , leads to 
a rise in the cost of product ion and, 
therefore, tends to a further rise in 
prices, thus setting in motion the 
dreaded inflat ionary spiral that 
always lurks l ike a shadow behind 
all monetary expansionist policies 

directed towards development. 
The f a l l in purchasing power also 

reduces the rate of interest in real 
terms and, therefore, adversely 
affects the rate of saving, thus, 
adding to the inf la t ionary potential 
in the economy. Compensating the 
interest receiver for the price rise 
by raising the rate of interest does 
not help either, for it adds to the 
cost of product ion and, therefore, 
makes for a self-propelling further 
rise in pr ice . 

The t ru th of the matter is that 
when money incomes have to be 
raised merely in order to neutra
lise the effect of a rise in prices, 
they only add to the inflat ionary 
pulls in the economy. When, how
ever, the rise in money incomes is 
due to an increase in output—whe
ther it is due to larger employment 
of labour or a rise in the produc
t i v i t y of employed labour the re
sult ing rise in expenditure is match
ed by larger supply of goods being-
offered for sale and there is. there
fore, no general price rise. But 
here we must not talk merely in 
terms of output as a whole. The 
increase in income associated either 
w i th more employment or more pro-
ductivc employment leads to a given 
increase in the expenditure on con
sumption (depending upon the in
come elasticity of demand for con-
consumption goods or the marginal 
propensity to consume). Unless 
this increase is matched by a cor
responding increase in the output of 
consumption, goods, there is l ikely to 
be a rise in prices even if there is 
equality between total output and 
total income. Such a rise, if left 
unchecked, may well start an infla
t ionary sp i ra l , as a rise in the prices 
of consumption goods w i l l mean a 
rise in the price of labour and. 
therefore, in the cost of product ion. 

RESPONSE OF OUTPUT 

Price stabil i ty, therefore, requires 
not only that a l l increases in income 
are accompanied by equivalent in
creases in output, but also that the 
increase in expenditure on consump
t ion goods is accompanied by an 
equivalent increase in the volume of 
consumption goods offered for sale.* 
This means the same th ing as say
ing that, to the extent the increase 
in output lakes the form of non-
consumption goods, there should be 
an equivalent increase in the volume 
of saving. Where, however, the 
economy is such that it has unuti

lised capacity, and this is respon-
sive to the price stimulus, a price 
rise need not become self-propel
l ing , as it w i l l be fol lowed by an 
increase in output both in total and 
in respect of its consumption com
ponent. 

Thus the problem of the general 
price level revolves upon the res
ponse of output as a whole and in 
respect of its consumption compo
nent. The problem of ind iv idua l 
prices also turns upon the same 
factor of the response of output to 
pr ice rise. Thus the whole problem 
of price rise revolves upon the res
ponse of output, whether the price 
rise is in respect of an ind iv idua l 
commodity or of commodities in 
general. Where increase in output 
follows the rise in price, the price 
rise tends to become self- l iquidating. 
What matters, therefore. is not a 
price rise as such, but that price 
rise which persists and tends to be
come self-accelerating. This hap
pens only when either output as a 
whole fails to respond or even when 
it does, savings fai l to rise suffi
ciently to match the rise in the out
put of non-consumption goods. A 
price rise ran also have just if ication 
when it leads to a deliberately plan
ned reduction in the demand for 
specified commodities and this re
duction in demand is allowed to 
have its effect in re-directing pro
ductive forces in the desired direc
t ion . 

BUILTAIN TENDENCY FOR PRICE RISE 
Fina l ly , it must not be forgotten 

that the process of economic growth 
has a certain bui l t - in tendency for 
a rise in prices. This tendency w i l l 
operate unless deliberate steps are 
taken to counteract it. Economic 
development requires a certain in
crease of investment in non-con
sumption goods. If this increase in 
investment is not to prove inflation
ary, it must be accompanied or fol
lowed by an equivalent increase in 
sayings. What is specially relevant 
in this connect ion is the inf lat ionary 
effect of a rise in the prices of basic 
consumption goods and wi th it of 

* This would be true even in cases 
where there is no increase in total 
income but there is a change in 
the average propensity to con
sume due to transfers of income 
wi th in the community . In such 
case, however. there would be no 
need to have any net increase in 
the volume of total output. 
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the pr ice of labour. thereby leading 
to what may be called cost in f la t ion. 

We must remember that any in
crease in product ion means an in
crease in incomes; and that increase 
in incomes leads to an increase in 
expendi ture. Where the increase in 
product ion is. in the realm of basic 
consumption goods, the increase in 

income and, therefore, in expendi
ture that fo l lows is, by def in i t ion , 
non- in f la t ionary, as it is not go ing 
to lead to a rise in the prices of 
basic consumpt ion goods. But where 
the increase in p roduc t ion is in the 
realm of investment goods, the in 
crease in income and in expendi ture 
on basic consumpt ion goods that 
fo l lows is l ike ly to prove inf la t ion-

ary , as it w i l l lead to a rise in the 
prices of basic consumption goods. 
Th is tendency towards a rise in the 
prices of basic consumption goods is 
not only the result of an increase in 
investment expendi ture. It can also 
be the result of an increase in the 
expendi ture on luxu ry goods, where 
such expendi ture leads to an increase 
in employment , incomes, and result-
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i n g w o r k i n g class expenditure on 
basic consumption goods. That is 
why al l expenditure, and not only 
Governmental expenditure, and all 
p roduc t ion , and not on ly the pro
duct ion of investment goods, are 
relevant when considering the infla
t ionary possibilit ies that accompany 
economic development. 

RE-DIRECTION OF DEMAND 

Our discussion so far has reveal
ed the existence of an element of 
paradox in the price po l i cy rele
vant for economic development. On 
the one hand, it has been argued 
that there should be f l ex ib i l i t y in 
pr ice pol icy in view of the need for 
using the price mechanism both for 
increasing output and for deter
m i n i n g its composition in the desir
ed d i rec t ion . On the other hand, it 
has been stated that s tabil i ty of 
prices is desirable, especially in 
basic consumption goods, in order 
to avoid an inf la t ionary sp i ra l 
emerging f rom the investment acti
v i t y associated w i t h economic deve
lopment. In both cases, however, 
the basic desideratum is increase in 
output, both of basic consumption 
goods and basic investment goods. 

It is the pol icy that achieves this 
objective which is the r ight price 
pol icy for economic development. To 
the extent that a rise in prices does 
not b r i n g about an increase in out
put, there is obviously no case fo r 
a rise in prices, and all possible 
steps should be taken to avoid such 
a rise. But to the extent a rise in 
price leads to reduction in consum
ption or ut i l i sa t ion of resources in 
non-essential directions, it is desir
able and should be encouraged. A 
rise in prices may be permissible 
even if it does not b r i n g about an 
increase in total output provided it 
br ings about a redi rect ion of de
mand, a re-allocation of product ive 
forces and a re-orientation of out
put in the desired direct ion. Al the 
same t ime, one must also recognise 
the l imi ta t ions of pr ice po l i cy in an 
underdeveloped economy w i t h large 
physical inelasticities in supply and 
a h i g h degree of inequal i ty of i n 
comes w i t h i ts accompanying large 
inelasticities of demand for l u x u r y 
goods and conspicuous consumption. 
W i t h a l l these l imi ta t ions , however, 
there is room for a r igh t ly conceived 
price policy for a id ing economic 
development. Such a pol icy should, 
broadly, have both a macro and a 
micro- aspect. 

MACRO- ASPECT 

In its macro-aspect, price policy 
essentially takes the f o r m of mone
tary and fiscal pol icy . Economic 
development means increase in in 
vestment out lay. This leads, par t ly , 
to rise in incomes because of the 
increase in employment and, par t ly , 
to rise in prices due to the pressure 
it exerts on scarce resources w i t h i n 
the communi ty . This , in tu rn , is 
fo l lowed by a further tendency for 
prices to rise due to the increased 
expenditure fo l lowing the increase 
in incomes, and the increased in 
comes fo l lowing the rise in prices. 
The factors that work counter to 
this tendency are increase in the 
output of consumption goods and 
increase in the output of basic in
vestment goods, the latter being 
more effective in the long period 
whi le the former is effective in the 
immediate short per iod . 

A n y increase in the output of con
sumption goods that are not basic 
or in the u t i l i sa t ion of investment 
goods in industries other than the 
basic consumption and investment 
goods has the tendency to add to 
the inf lat ionary spi ra l in the econo
my, though superficially it may not 
appear to do so because of the 
possible matching i t may b r i n g ab
out between output and expenditure 
as a whole. But these tendencies 
are inevitable in the economic c l i 
mate created by large investment 
outlays and inequalities of income 
that follow in its wake in a mixed 
economy. Hence the need for a 
monetary and fiscal pol icy aimed at 
both creation of income and uti l isa
t ion of income. Moneta ry pol icy 
should, therefore, a i m at deterr ing 
outlay and consequent income crea
t ion in the wrong d i r ec t ion ; and 
this it can do through an appro
priate policy of interest and selec
tive credit controls ; whi le f iscal 
policy should help by reducing the 
incomes that w i l l otherwise lead to 
outlay in the wrong d i rec t ion by an 
appropr ia te tax pol icy, both in res
pect of incomes as a whole and the 
spending of incomes on specified 
commodities and services. In addi
t ion , both monetary and fiscal po l i 
cy should a im at the maximisa t ion 
of savings in the communi ty . In 
other words, macro-pol icy in regard 
to prices operates not through a 
direct impact on i n d i v i d u a l prices 
but, indirect ly , th rough its impact 
on income creation and income u t i l i 
sation and. therefore, on the two 

variables that determine the mone
tary f ramework for all changes in 
prices. 

MICRO-POLICY 

Mic ro -po l i cy is, however, more 
direct and equally necessary in the 
price field in the context of econo
mic development. In its micro-
aspect, pr ice policy should a im at 
max imis ing the output of basic in 
vestment goods consistently w i th 
securing that extra volume of con
sumption goods that w i l l match the 
increase in consumption expenditure 
resul t ing f r o m the increase in i n 
vestment out lay . This would mean 
discouraging the use of resources 
for the produc t ion of goods other 
than the required investment and 
basic consumption goods; and it 
would also mean encouraging the 
use of resources for the p roduc t ion 
of the investment goods required 
for economic growth and of the 
basic consumption goods required 
for prevent ing an inf la t ionary rise 
in prices. In the former case, it 
means the use of the price mecha
nism as a deterrent: in the latter 
case, the use of the p r ice mechanism 
as a s t imulant . At the same t ime, 
care has to be taken to see that the 
use of the pr ice mechanism through 
h igh prices as a deterrent for the 
consumption of non-essential goods 
(meaning goods that are not essen
tial either for desired investment or 
for basic consumption) does not 
lead to a diversion of resources for 
increasing their p roduc t ion . Conver
sely, the use of the price mechanism 
through h igh prices as a s t imulant 
for the product ion of essential goods 
should not result in an undesirable 
slackening of the demand for the 
desired investment goods and an 
inflat ionary cost-reaction in the 
case of the basic consumption goods. 

These confl ict ing considerations 
under l ine the inherent complexi ty of 
the micro-use of price pol icy for 
economic development; and yet an 
operat ional po l icy has to be fo rmu
lated that w i l l b r i n g about the de
sired results wi thout the undesirable 
accompaniments. It is difficult to 
avoid the conclusion that, in the case 
of nonessential goods, whi le prices 
should be allowed to rise, this should 
be accompanied by h igh taxation 
a w l controlled allocation of resour
ces. In the case of essential goods, 
the po l i cy w i l l have to be different 
for essential investment goods and 
basic consumption goods. In the 
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case of the former, one way would 
he to extend the p iddle sector and 
thus d imin ish the range over which 
price incentive has to be appl ied in 
order to stimulate output . Where 
this is not possible, it would be 
better to use tax concessions rather 
than a price rise for the purpose. 
Where this is also not possible for 
other reasons and a price rise has 

to be al lowed for st imulat ing output . 
it may become necessary to subsidise 
sales in certain specified fields 
where one wants to ensure such use. 

In the case of basic consumpt ion 
goods. it would be better to avoid 
a pr ice rise and br ing about st imu
lation of output by reducing the 
prices of inputs. But if a price 
rise cannot be avoided, it may be

come necessary to get at least cer
tain m in ima l supplies of the basic 
consumption goods made avai lable 
to the populat ion al stable prices, 
leaving the impact of the pr ice rise 
to fal l on the suppl ies in excess of 
this m i n i m u m . 

In a l l cases, a d i f ferent ia l pr ice 
pol icy wi l l have to be fol lowed-
prices appl ied to ind iv idua l commo-



dities having the p r i m a r y purpose 
of s t imulat ing the expansion of out-
put of i nd iv idua l commodities in 
the desired direction and disiourac
ing the expansion of output of in
d iv idua l commodities if not actual-
ly s t imula t ing a reduction in their 
o u t p u t — w h i c h are not considered 
essential either for p r io r i t y invest 
ment or for basic consumption, in 
many cases, however, commodities 
are neutral in the sense that they 
can be used either for essential 
investment or for non-essential in
vestment, and for either basic con-
sumpt ion or non-essential consump
t ion . In such eases, price policy 
obviously cannot be used for dis
couraging an expansion in their 
output . It should, however, be used 
for discouraging their use in direc
tions not desired by the need of 
economic development. 

Purposive price policies are. 
therefore, indicated for the output 
of specific commodities and for 
their u t i l i sa t ion. This is what max 
be called the micro policy in res-
pert of prices and it needs to be 
carefully worked out in detail in 
the light of the resources and re
quirements of the economy in the 
context of planned economic deve-
lopment. 

PRINCIPLES OF PRICE POLICY 
In the light of this theoretical 

discussion, we may now formulaic 
certain pr inciples of price policy 
in the context of economic develop
ment : These are : 

( I ) Increase in outlay ovcious-
ly leads to an increase in income. 
But all such increases in income 
must be matched by an increase in 
output. Any increase in total mo
ney incomes not matched by an 
increase in total output is l ikely to 
lead to a rise in prices (except of 
course to the extent that the increase 
of income becomes infructuous due 
to increase in hoa rd ing ) . Where 
the increase in output consists of 
goods in process, or non-available 
output, it must be matched by an 
increase in cash holdings to the ex
tent there has been income creation 
accompanying this increase m non-
available output . It follows that no 
expenditure should be a l lowed that 
docs not lead to an increase in out
put or is not accompanied by an 
increase in cash holdings. 

(2) Increase in the income of 
any sector or group wi th in the eco
nomy must be accompanied either 

by an increase in output or by a 
transfer from oil ier sectors or 
groups wi th in the economy: other 
wise, it w i l l set off an inflat ionary 
impulse. It fol lows that no increase 
in the income of any sector or 
group should he al lowed that is not 
accompanied either by an increase 
in output or a transfer f rom some 
other income. 

(3) Increase in investment must 
be either accompanied or followed 
by an equivalent increase in 
savings; otherwise the effect w i l l be 
inflationary . It follows that savings 
must be brought up to match the 
increase in investment. If that is 
not possible, further increases in 
investment must be brought down 
to the l imits set by the possible in

crease in savings. 

(4) Every rise in the price 
level is not inflationary . It is a rise 
in the price of basic consumption 
goods that is l ikely to lead to cosy-
inflation and. therefore, set off an 
inflationary spiral . It follows that 
holding the price l ine should apply 
only to basic consumption conuno-
dities. and not to the wholesale in-
dex or the general level of prices. 

(5) Holding the price line of 
basic consumption commodities in 
the face of the r ising demand inevit
able to economic development can 
be successful only if there is an in
crease in the output of these com
modities. If price s t imul i , in the 
case of ind iv idua l commodities fal l 
in i : w i th in this group. are successful 
in br inging about the desired .in
crease in out put they should be 
resorted fo in the short period, even 
though it may mean a departure 
f rom the policy of h o l d i n g the price 
l ine . In such cases, some other 
means must be found to achieve 

wi th in the short period the econo
mic objectives behind the policy of 
holding the price line. In other 
words. price controls. including 
controlled d is t r ibut ion , and price 
s t imul i may both be necessary for 
effectively holding the price fine-
Price controls and controlled dis t r i 
bution would be especially necessary 
in the case of consumption goods 
the supply of which fails to respond 
to price or any other st imulus with

in a reasonable per iod, 

(6) In a developing economy 
there is a secular tendency for a 
price rise which gets arrested only 
when the economy has passed the 
take-oil stage and has become both 
self-sustaining and self-accelerating. 
But this tendency may get unneces
sar i ly strengthened and set off an 
inflat ionary chain i f , in the short 
period, there are sharp price rises of 
a seasonal or regional character or 
if scarcity pockets are not attended 
to or if temporary or non-economic 
factors like the vagaries of nature 
are allowed to have full play in their 
effect on prices. For dealing wi th 
a l l these, a price policy based on 
buffer slocks has a high degree of 
relevance. Buffer stocks must not 
be treated as central banks used to 
treat their gold reserves, but should 
be freely used to operate on the 
market and to deal wi th all short 
period forces that tend either to in
crease or deer-case prices. What 
must be remembered, however, is 
that buffer stocks are essentially in
tended to deal wi th temporary 
fluctuations in demand or supply 
(either temporal or spatial ) and can 
constitute no remedy for a secular 
shortage or a physical or institu
tional inelasticity in the supply of 
output. 
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