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makers in the Capital purge themselves 
of the thought that the bomb (atom 
or hydrogen!) could divert us like the 
proverbial circus, or that its detona
tion on the eve of the next elections 
would ensure a smashing victory for 
the ruling party at the polls, the better 
for all concerned. A bomb held by a 
beggar does not make him king when 
many others have more bombs than he 
and the capacity to deliver them where 
they hurt most. 

For India to produce a bomb in 
three months or thirty would be of 
little consequence, militarily or politic
ally. But if India were actively to 
organise and aid a world-wide cam
paign to compel a pooling of nuclear 
materials under the control of a pro
perly constituted international authority 
which boycotts and outlaws those who 
do not submit to this control, she would 
be playing a more positive role for her 
own survival and advance. Such a cam
paign would find vast support, even in 
the developed nations of the world. 
The massive sanction for such a cam
paign lies in the new realisation that 
any nation can possess the bomb if it 
resolves to waste its resources to join 
a 'club' which will soon lose its exclu-
siveness and its privileges. 

What India Must Do 

In short, it is not enough for Delhi 
only to stress the peaceful uses of ato
mic energy. This correct position must 
be reinforced by a passionate determi
nation to find ways of controlling the 
destructive nuclear material which is 
now being manufactured all around the 
world. It is an aspect of our campain 
which has been much neglected. In
ternally, the Prime Minister should 
take immediate steps to call a confer
ence of political leaders to educate 
them on the realities of the nuclear 
situation before they launch opportu
nist calls to make the bomb. Indian 
opinion needs a great deal of educating 
on the military implications of nuclear 
involvement. 

In an odd sort of way, there is a 
certain appropriateness in the fact that 
the debate on the economic challenge 
facing India is taking place in the 
shadow of the bomb. The general situa
tion at home and abroad has at last 
helped to sharpen Shastri's views. He 
is beginning to say the pertinent things 
he should have said two months ago. 
A system of effective procurement and 
rationing is to be worked out for major 
urban areas. Profiteers are to receive 
speedy punishment. So far, so good. 
But is Shastri prepared to punish lazy 
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colleagues in the States? If he does, 
then the country's confidence wi l l re
vive. 

The meeting of the National Deve
lopment Council, at which Shastri spel
led out his approach—including the 
proposal for the State to enter essen
tial consumer production—was re
markable for the apathetic performance 
of the Chief Ministers. They seemed 
to be oblivious of any major challenge 
and were more interested in pressing 
for greater financial allocation from 
the Centre. No policy initiated by the 
Centre can succeed unless the sleeping 
Congress battalions in the States are 

Letter to Editor 

Deficit Financing and Inflation 
V K R V RAO's thesis (The Econo-

mic Weely, October 10, 1964) is 
that a rise in prices is an inevitable 
part of the stresses and strains of eco
nomic development. I am afraid not 
many will agree with the inevitability 
of rise in prices. According to Rao 
prices wil l rise because, first, there is a 
time lag between investment and out
put of consumption goods, and second, 
in between investment and output of 
consumption goods incomes wilt be 
created (not redistributed) leading to 
increase in expenditure. Since a major 
portion of this expenditure is directed 
towards consumption goods prices rise. 
Rao assumes that investment wi l l be 
financed through created money though 
he does not state it clearly. I ask: is 
this obligatory? If we were to finance 
our economic development through 
direct taxation and borrowing the terri
fic pressure which Rao has mentioned 
would not arise. 

The main cause of the rise in prices 
is deficit financing. No amount of philo-
sophization can hide this fact. There
fore, we must bid good-bye to deficit 
financing. If we finance our economic 
development through direct taxation 
and borrowings additional incomes wi l l 
not be created; they wi l l be redistri
buted. This redistribution is not likely 
to create the "terrific pressure", against 
which Rao has adumbrated an outline 
for stabilization of prices. This redis
tribution incidentally wil l lead us to
wards egalitarianism which we all want. 

However, there is a snag. The amount 
that can be gathered through direct 
taxation and borrowings is limited. We 
cannot lay our hands on as much 

inspired about the need to implement 
directives. This is particularly rele
vant in the context of the present food 
shortage and the crisis of rising prices. 
Indeed, it is on this forgotten front 
that Kamaraj should prepare to inter
vene. 

As we mature in the shadow of the 
bomb, we wil l witness many far-reach
ing changes in political alignments at 
home and abroad. We wil l have to 
shake ourselves out of old lethargies, 
out of the peace of the grave, and 
keep abreast of new developments. 
Hard days are ahead—but they can be 
exciting, creative. 

money through these two resources as 
we could if we were to depend on in
direct taxation and deficit financing as 
at present. The rate of economic 
growth without tears in a country is 
limited by the extent of amount of 
resources obtained through direct taxa
tion and savings. If we cross this 
limit, the spectre of a rise in prices wil l 
keep on haunting us. 

As soon as some of the investment 
projects are completed and they begin 
yielding consumption goods, more 
money should be injected into the socie
ty so that the economic machinery runs 
smoothly. 

Rao's prescription is in the nature of 
palliatives. It does not remove the 
basic and predominant cause of rise in 
prices. Once we agree on the aetiology 
of the disease of rising prices there 
wil l be no difficulty in finding a solu
tion. 

Happily the Government seems to be 
convinced about the pernicious effects 
of deficit financing, for from the press 
reports we gather that in the Fourth 
Plan this source wi l l not at all be de
pended upon. This, however, does not 
mean that prices wi l l not rise in the 
Fourth Plan because the momentum of 
deficit financing which we already have 
wi l l not come to a grinding halt. Its 
effects are likely to last much beyond 
the date we stop deficit financing. 
Secondly, other secondary causes wi l l 
be there which push up the prices. 
They wi l l have to be looked into and 
taken care of. 
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