CHAPTER 5

PRICES AND PRICE POLICY

5.1 Ther: has been a significant improvement in
the price situation during  1981-82.  During the
calendar ycar 1981 the increase in the Wholesale
Price Index for all commodities on a point to point
basis was 7.9 per cent as against 13.5 per cent in
1980 and 22.0 per cent in 1979, Duxlng the financial
year {upto Janvary 16, 1982) wholzsale prices in-
creased by only 3.0 per cent on a point to point
compared  with an  increase of 14.0 per
cent in the corresponding period of 1980-81 and 19.1
per cent in the corresponding period of 1979-80. The
All-India Consumer Price Index for Industrial Workers
{Base : 1960=100), however, has not shown the same
rate of deceleration because of various reasons explain-
ed below. The increase in the Consumer Price Index

hasis,

1981) was about 9.5 per cent as against 9.4 per cent
in 1980-81 and 12.6 per cent in 1979 80.

5.2 Control of inflation continued to be an impor-
tant element of economic policy and a number of mea-
sures were taken during the vear to moderate the rate
of inflation. The focus of anti-inflationary policics during
the year was both on supply and demand manage-
ment, Supply management effort was directed to-
wards increased production supplemented by imports
of edible oils, wheat and sugar in significant quanti-
ties. These were intended to improve the resilicnce and
viability of the public distribution system. A number
of substaniive steps were also taken to effectively con-

during the current financial year (upto  December tain the expansion of money supply and bank credit.
TABLE 5.1
Index Numbers of Wholesale Prices
(1970-71 =100}
Per cent Variations
Weight
(Per 26-3-77 25-3.78 31-3-79  29-3-80 28-3-81 17-1-81 16-1-82(P)
st 27376 7( 37725378 31379 29380 29380 28-381
T o 1VM~ - 2 o 3 4 S 6 7 8 9
ALL (O‘\“AOPETIFS 100.00 12.0 0.4 4.6 21.4 16.7 14.0 3.0
1. Primary Articles . 41.67 20.1 0.4 1.4 19.4 14.8 14.5 6.4
(a) Food Articles 29 80 16.6 4.0 —1.0 11.3 15.3 13.8 8.3
Foodgrains . 12.92 10.4 7.2 —0.9 12.5 17.8 19.9 5.1
Cereals 106.74 9.2 —0.6 —0.6 16.3 1.3 11,3 8.3
Pulses . 2.18 15.4 42.9 -1.7 Neg. 42.0 52.2 —5.5
Fruits &Vggddh]m 6.13 27.1 9.4 —5.9 19.0 17.3 16.3 8.0
Milk & Milk Products . 6.15 7.7 1.6 6.8 3.4 12.8 8.9 10.4
Eggs, Fish & Meat 1.90 8.3 19.1 5.3 14.5 10.5 15.1 17.7
Condiments & Spices 1.09 13.7 4.9 --15.7 —21.3 32.1 2.8 24.6
(5 Non-food Articles 10.62 36.8 9.0 7.3 14.8 12.0 14.7 5.5
Raw Cotton 2.25 44.8 —14.2 —6.9 0.4 35.1 29.2 Neg.
Raw Jute 0.43 9.1 5.6 —8.9 —4.7 —0.5 1.1 5.5
Oilseads 4.20 73.4 —10.9 —2.4 - 31.8 18.0 25.3 5.8
(¢} Mincrals 1.25 4.5 2.6 5.3 97.5 17.5 17.2 —0.5
Petroleum Crude & Naturdl Gm 0.60 6.4 1.9 4.5 120.3 18.3 18.3 —2.0
I1. Fuel, Power, Light & Lubricants . 8.46 1.4 4.5 3.7 20.7 31.9 27.5 9.3
tineral Oils 4.91 0.2 1.6 2.7 20.0 39.6 39.6 9.6
T Manufactured Products 49.87 8.3 —0.6 7.5 23.2 14.7 10.6 —1.3
Food Products 13.32 20.4 —13.5 3.5 49 3 26.4 19.5 —13.8
Sugar, Khandsarli & Gux 7.24 5.7 —19.7 5.5 73.4 32.1 20.5 -23.9
Edible Oils 3.72 62.4 —6.5 3.5 25.9 20.3 21,7 5.4
© Textiles . 11.03 15.2 5.4 6.2 13.0 3.7 2.0 1.9
Chemicals & Chemical Puu‘uct% 5.55 2.2 1.6 3.8 18.2 17.2 16.6 5.2
Basic Metals, Alloys & Metal Products . 5.97 1.9 3.6 11.6 18.0 16.1 4.2 3.6
Mauhmuy & Tlanspmt }“qumment 6.72 ~1.3 4.5 11.0 15.7 9.6 8.2 6.9
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The year also witnessed certain major initiatives to
mobilise addiiional resources and to mop up undec-
lared money.

Infiationary pressures in 1980-81 and 1981-82

5.3 As discussed in the last year’s Economic Sur-
vey, the intensity of inflationary pressures triggered
in 1979-80 was significantly reduced during 1980-
81. The Wholesale Price Index (1970-71=100)
which had moved up by 21.4 per cent during 1979-
80 rose by 16.7 per cent during 1980-81. During
the first half of 1980-81, the Wholesale Price Index in-
creased by 13 per cent as against 17 per cent during
the same period of 1979-80. During the third quar-
ter, the Index declined by 2.5 per cent compared with
an increase of 2.6 per cent in the corresponding quarter
of 1979-80. However, in the last quarter it moved
up again by 5.0 per cent.

5.4 The deceleration in price rise has continued
in 1981-82 and hag been relatively more wide-
spread. The increase in the Wholesale Price Index
during the first nine months (March 28 to Decem-
ber 26, 1981) has been only 2.4 per cent as against
10.7 per cent during the corresponding period of
1980-81 on a point to point basis. This is evident also
from the quarterly and monthly rates. As against an
increase of 6.0 per cent and 6.7 per cent in the first
and second quarters of 1980-81, the increase in the
current vear has been 3.6 and 1.7 per cent respect-
ively. In the third quarter of 1981-82 the Index has
declined by 2.6 per cent as against a3 decrease of 2.5
per cent in the same quarter last year (Table 5.2).

5.5 The decelaration is evident in a larger number
of commodity groups (Table 5.3). The increase in the

Index during the current financial year (upto Janu-
ary 16, 1982) has been significantly lower than that
during the corresponding period of 1980-81 in cere-
als (+8.3 per cent as against +11.3 per cent last
year), pulses (—4.5 per cent as against an increase
of +52.2 per cent), edible oils (+5.4 per cent as
against +21.7 per cent last vear) and oilseeds
(+5.8 per cent as against +25.3 per cent last year).
There has been also a sharp decline of 23.9 per cent
in the Index for the sugar, khandsari and gur group
during the year in contrast to an increase of 20.5
per cent in 1980-81. The localised shortages in
some items, e.g. onions, however, generated sharp
increases in their prices and significantly affected the
general price situation for a limited period.

5.6 Economic Survey, 1980-81, had identified the
major factors responsible for continued inflationary
pressures during the financial year and outlined the
policies for controling them. As is evident from .
Table 5.3, there have been notable changes in the
contribution of different commodity groups to the
general price rise during the period. An important
result that stands out quite sharply is the general
nature of the deceleration of inflationary pressures
after 1979-80. The nature and extent of decelera-
tion also reflects the impact of the anti-inflationary
policies in the respective areas.

5.7 The upward adjustmentg in-selected admini-
stered prices which have a weight of about 15 per
cent in the Wholesale Price Index, accounted for 26.2
per cent of the total increase in the Index in 1980-81
compared with 32.2 per cent in 1979-80. For the
current financial year, (upto January 16, 1982) the

TABLE 5.2

Monthly/Quarterly Rates of Inflation (Per cent)

(Monthly Average Basis)

Months/Quarters 1979-80 1980-81 1981-82
1 2 3 4
April 3.4 0.8 2.1
May. 1.5 2.1 0.8
. June 2.0 3.0 0.7
Ist Quarter 7.0 6.0 3.6
July 4.6 4.3 2.1
August 3.2 1.0 1.1
September 1.2 1.3 —1.5
Iind Quarter 9.3 6.7 1.7
October 0.5 0.3 —0.3
November —0.1 —2.3 —1.4*
December 2.3 —0.6 (), 9%
1ird Quarter 2.6 2.5 —2.6*
January 0.3 2.4
February 1.6 2.1
March 0.8 0.4
2.7 50

1IVth Quarter

*Provisional.



INDEX NUMBERS OF PRICES
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comunodities, major adjustments were made in the pri-
ces of petroleum and petroleum products during 1979-
80, when these prices were raised by 120 per cent and

average increasc in administered prices was lower at
5.0 per cent as against 20.6 per cent during the corres-
ponding period of 1980-81. Within the administered

TaBLE 5.3

Behaviour of Prices of certain Commodities(groups

_._ T Y

Weight  Between 31-3-1979  Botween 29-3-1980  Between 29-3-1980  Between 28-3-1981
per and 29-3-1980 and 28-3-1981 and 17-1-1981 and 16-1-1982
cent ——
———— g voage Joage  Jage 7o age “oage  J,age 7, age
change share chainge share change  share change share
ALL COMMODITIES 100.00 21.4 100.0 16.7 100.0 14.0 100.0 3.0 100.0
A. Administered Prices 14.96 3.2 30.5 26.2 34.6 20.6 32.3 5.6 45.5
(i) Petrolcum crude 0.60 120.3 14.6 18.3 5.2 18.3 6.2 —2.0 —3.3
(i) Petroleum Products 4.91 20.0 6.7 39.6 16.8 39.6 19.9 9.6 27.5
(fii) Coal mining . 1.15 54.8 3.3 29.6 2.9 0.4 0.1 Noch. —_
(iv) Electricity 2.40 6.5 0.8 10.4 1.5 9.5 1.6 15.7 11.8
(v) Fertilizers 1.25 2.8 0.2 52.9 2.9 52.9 3.4 7.3 3.0
(vi) Lron, steel & ferro alivys., 3.47 19.5 3.6 19.7 4.6 1.7 0.5 2.8 3.9
(vii) Non-ferrous metals 1.18 18.6 1.3 9.0 0.7 5.5 0.6 6.1 2.6
B. Sugar, Kbandsari, Gur & Edible

Qils . . 10.96 57.3 24.9 28.9 20.9 20.8 17.9 —16.5 —74.3
({) Sugar, Khandsari & gur . 7.24 73.4 21.1 32.1 16.9 20.5 12,9 —23.9 —80.4
Sugar 2.19) 36.4 3.1 28.9 3.5 25.5 3.7 —8.3 —6.4
Khauodsari 0.49) 89.8 1.7 36.2 1.4 19.0 0.9 —24.0 —6.0
Gur (4.56) 83.7 16.3 32.7 12.0 18.9 8.3 —28.9 —68.0
(i7) Bdible Oils 3.72 25.9 3.8 20.3 4.0 21.7 5.0 5.4 6.1
C. Seasonal items 31.30 14.4 '18.4 16.3 25.2 16.5 30.5 7.6 66.3
(i) Cereals 10.74 16.3 6.7 11.3 5.7 11.3 6.8 8.3 2.5
(fi) Pulses 218 Neg. — 42.0 5.7 52.2 8.4 —4.5 4.2
(iif) Fruits & Vegetables 6.13 19.0 4.4 17.3 5.1 10.3 3.6 8.0 13.4
(i) Milk & Milk preducts 6.15 3.4 0.9 12.8 3.5 8.9 2.9 10.4 15.5
(v) Eggs, Fish & Meat 1.90 14.5 1.5 10.5 1.3 151 2.2 17.7 11.8
(vi) Oilseeds 4.20 31.8 4.9 18.0 3.9 25.3 6.6 5.8 7.3
D. All other commodities 42.78 13.1 26.2 8.0 19.3 6.7 19.3 5.0 62.5

20 per cent respectively. In contrast, during 1980-81,
the burden of adjustment was shared by coal where pri-
ces rose by 29.6 per cent, fertilizers { +52.9 per cent),
iron and steel (+19.7 per cent), electricity (+10.4
per cent) and other non-ferrous metals (+9.0 per
cent). During the curfent year, electricity prices
have been raised by 15.7 per cent and fertilizers and
petroleum products by 7.3 per cent and 9.6 per cent
respectively.

5.8 The consequential direct impact of the upward
adjustment in administered vprices was inevitable
However, st shculd be noted that bosides  reflecting

economic costs and improving the viability of produc-
ticn, such adjustments were also necessary for restric-
ting the aggregate demand and improving public sec-
tor finances, and thus reducing budgetary deficit.

5.9 There has been a dramatic change in the con-
tribution of the sugar, khandsari and gur group in
tke overall price situation. Although this group has
only 7.24 per cent weight in the Wholesale Price In-
dex, it had played a dominant role in generating in-
flationary pressures during the last two years. In
the current financial year, its role in decelerating these



pressures has been substantial. The Wholesale Price
Index of this group shot up by 73.4 per cent during
1979-80 due to the severe drought during the year
and ipadequacy of policies to check these prices. With
the reintroduction of dual pricing policy in Decem-
ber, 1979 and adequate releases of levy and free
market sugar helped in containing the price rise of
this group to 32.1 per cent during 1980-81. Expecta-
tion of a beotter  sugarcane crop and the sustained
effort in this direction during 1981-82 ultimately led
to a significant decline by 23.9 per cent in the mdex
for this group (upto Janvary 16, 1982). The cont-
ribution of this group to the overall price rise had
declined from over 21 per cent in 1979-80 to 16.9
per cent in 1980-81. During 1981-82 the decline
in the wholesale prices of this group helped signi-
ficantly in containing overall inflationary pressures.

5.10 Edible ous and oiisceds have played an import-
ant role in escalating inflationary pressures during the
last three years. In 1979-80, the prices of edible oils
increased by 25.9 per cent and those of oilseeds by
31.8 per cent due to a serious imbalance in supply
and demand. Large imports of edible oils in 1980-81
and their distribution fo vanaspaii units and for direct
consumption through fair price shops helped iu
containing price increases during 1980-81. IEdible
oil prices increased at a lower rate of 20.3 per cent
and those of oilseeds by 18 per cent. During the
current financial year, upto January 16, 1982, the
situation has further improved as the price increases
were only 5.4 per cent for edible oils and 5.8 per
cent for oilsezds. However, inflationary pressures in
the group still persist.

5.11 Cereal prices increased by 16.3 per cent in
1979-80 in the wake of severe drought conditions.
Despite the continued after-effects of the severe
drought, it was possible to contain the increase
in cereal prices to 11.3 per ceut during 1980-81 and
8.3 per cent during the current year (upto January
16, 1982) with the help of an improved public
distribution system. Indeed, the high level of food
stocks built up in earlier years proved extremely
useful in meeting the expanded requirement of the
public distribution system due to the situation created
by the drought. The pricing policy for cereals was, how-
ever, designed to provide remuperative prices to the
producers without creating unduly large burden of
subsidies on the Budget, The procurement prices of
paddy and coarse cereals were raised by 9.5 per cent
in the  marketing  year 1981-82 followed
by a correspording increase in their issue prices, the
direct impact of which was reflected in {heir whole-
sale prices. The persistence of inflationary pressures
in this group highlights the need for continuing
viable food stocking, public distribution and pricing
policies.

5.12 The impact of prices of pulses on the over-
all price increasc hag varied, The production of pulses
i the countiy has oscillated arcun? a  fairly

B

stagnant  level during the last decade. In
those years when production was good prices rc-
mained cither unchanged or declined marginally.
But when production has been even slightly lower,
this group lias exerted disproportionaiely strong price
pressures. I'idis is evident from the stability of the
wholesale orice index of pulses during 1979-8C and a
slight decline during the current financi:l ycar os
against a sharp increase of about 42 per cent in 1980-
81. The possibility of substantial imports of pulses
from abroad is extremely limited. A slight shortfall
in production generates exaggerated speculative ex-
pectations which by creating artificial scaicities push
up prices sharply. In order to increase production,
efforts to raisz productivity in the medium ferm have
been intensificd, short term  steps concentrated on
curbing anti-social practices of certain elemeunts of
trade.

i

513 Certain groaps of seasonal  products have
venerated sustained inflationary pressures during the
last three wyears. As most of the items in
these  groups are essential commodities, the beha-
viour of their prices has a noticeable impact on the
inflationary psvchology. In particulas, the prices of
{ruits and vegetables, milk and milk products, eags,
fish and meat have shown a con{inued upward trend
since 1979-80. For example, fruiis and vegetables
prices icreased by 19 per cent during 1979-80, by
17.3 per ceat during 1980-81 and further by 8.0
per cent Juripg the current financial year  upto
January 16, 1982. Milk and milk products prices
rose by 3.4 per cent in 1979-80, by 12.8 per cent in
1980-81 and by 10.4 per cent during the current
financial year. Eggs, fish and meat prices. increased
by 10.5 per cent in 1980-81 on top of 14.5 per cent
in 1979-80. During the current financial vyear,
these prices have further risen by 17.7 per cent. As
is to be expected, a certain degrec of price cscalation
in these commodities is the reflection of the general
price inflation. These are also commoditics which
are not easily amenable to ciiective supply manage-
ment. In the context of the overall inflationary situ-
ation and the rising demand for these ccmmodities,
their prices have tended to increase progressively.
While in the short term, efforts have Dbeen
tmited to overcoming localise shortage a medium
term strategy has to aim at higher production and
more ecfficient marketing of these cominoditics.

5.14 During 1979-80, 1980-81 and 1981-82
commodity specific price increases have tended to genc-
ratc disproportionately large impact on the overall inla-
tionary situation. Consequently, the impact of a large
number of “other commedities” on the overall price
rise was relatively modest. For example, the increase
in whoelesale price indices of “other commodities” uc-
counting for 42.8 per cent weight in the overall whole-
sale price index, was 13.1 per cent in 1979-8( whict
was substantinlly lowsr thun {he incroas: 204
pet cent in the Al Commodities Index, During 18
also the wholesale prices of “other commaodities
cieasad by anly 8 per coat while the
increase was 16.7 per cent.

$H
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In these twe years the



ANNUAL RATE OF INFLATION

({ CHANGE OVER 12 MONTHS)
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refative contiibution of the “other commuodities” in the
overall price increase was 20.2 per cent and 19.3 per
ent respectivelv. During the current  financial year,
although the relative contribution ef “other commodi-
ties” to the overall increase in the Index is larger, the
actual increase in their average wholesale price index
has only been 5.0 per cent. »

5.5 Excess liquidity in the system has prersisted as
a result of large increasss in aggregate  mionetary
resources (M) during the last several vears. There
wai also the cascading impact of cost-push factors,
particularly related to inputs which have downstream
cifects. It has been necessary to pursue anti-
inflationary policies on the demand side also. A cau-
tious and reostrictive monetary  pelicy has  been
followed, Eifeits have been made to mobilise sub-
stantial addiriopa] resources and to keep budgetary
deficits within prudent limits.

Consumer Prices

5.1 Price increascs in certain  essential  com-
modities are more conspicuously reflected in the

All-India Counsumer Price Index (CPl) for Indusirial
Workers’ {1460=100) where such commadities have
much higier weights. The CPI increased by 8.8 per
cent in 1979-80 and by 11.4 per cent in 1980-81.

29

During the current financial year (upto Decembet
1981), the Index has increased by 9.5 per cent as
against 9.4 per cent and 12.6 per cent during the
coiresponding periods of  1980-81 aund 1979-80
respectively on a point to point basis. The deceleration
in the CPI during the current financial year is more
cvident since Scptember 1981, The increase in the
Index during the third quarter of 1981-82 was 0.9 per
ceni as against 1.5 per cent during the same quarter
tast year (Table 5.4).

5.17 The increase in the Consumer Price ludex
daring the current financial year (upto December
1981) works out to be higher than that in the Whole-
sale Price Index (WPI) which implies that the signifi-
cant deceleration in the latter is not fully reflected in
the former. The apparently divergent trends in the
two indices are due to several reasons. For the com-
mon items in the two indices, there is usually a time
lag before the variation in Wholesale Price Index per-
colates to the retail level. Moreover, the coverage in
terms of price quotations and locations for  thé
two indices is very different, The weighting diagram
of the Consumer Price Index is based on the Family
Budget Survey during 1958-59 while the weights of
the Wholesale Price Index in the base year
1970-71 are based on the levels of transactions
{(market surplus in agriculture, value of product for

TapLe 5.4

Vuriations in Consumer Price Index and Wholesale Price Index

Ao Al India Consumer Price Judex Numbers for Industrial Workers (1960=100)

1979-80 1930-81 1981-82
Index Monthly  Amnuel  Index Monthly  Annual Index Monthly Annual
rate of rate of rate of rate of rate of rate of
infla- infla~ infla~ infla- infla- irfla-
tion ticn tion tion tion ticn
1 2 3 4 3 6 7 8 9 - 10
Spril 337 1.5 4.7 373 0.5 11.3 427 1.7 13.9
May . . . . . 339 0.6 5.0 KR 1.9 2.7 433 1.4 13.4
June 343 1.8 5.8 R4 1.0 1.9 439 t.4 13.7
fuls 133 2.3 7.0 194 2.1 1.6 447 1.8 13.5
August 360 2.0 8.8 397 0.8 10.3 454 [.6 14.4
Septembir . 363 Q.8 8.0 402 1.3 10.7 456 0.4 13.4
October 365 0.3 7.4 406 1.0 11.2 460 0.9 13.3
November . . . . 68 G.8 2 i 1.2 ti.7 462 0.4 12.4
Dheermba . . . . id 1.6 e ks -7 4.1 460 — 0.4 12.7
FRIGRIES 37t RERV i1.7 411 0.7 10.8
Fobigy Y] 4.5 122 1is 1.7 123
Mavch X 1. 123 410 0.5 12.6



3

TapLe 3.4

B. [ndex Numbers of Wholesale Prices (1970-71 = 109)

1979-80
Month Index  Monthly Annual
rate of rate of
infla- infla-
tion uon

April 195.5 3.4
May 198.5 1.5 8.4
June 202.4 2.0 9.6
July 211.7 4.6 3.2
August 218.5 3.2 16.9
September 221.2 1.2 is.s
QOctober 222.2 0.5 18.5
Novembor . . R 222.0 0.1 18.4
December . . . . 227.0 2.3 22.4
January 227.7 0.3 22.7
February . . . . . 231.3 [.6 25.2
March . , . . . 233.2 " 0.3 23.3

P : Provisional.

sale in industries and value of imports etc.) during
1969-70. Consequently, the weights of even com-

mon items in the indices arc quite different.
For example, the all-India average weight of
rice in the CPI is 18.1 per cent as com-
pared to 5.1 per cent in the WPIL Similarly,

the weight of sugar, khandsari and gur is 2.65 per cent
(excluding khandsari since khandsari is not in the
CPI basket) in the CPI as against 7.24 per cent in the
WPIL. A large number of goods and services which’
account for a substantial weight in the CP1 do not
figure in the WPI as do several other commodities
which have significant weights in the WPI but are not
included in the compilation of the CPI. Evidently,
the two indices would tend to diverge particularly i
a situation where inflationary pressures are mainly
generated by certain specific commodities.

5.18 The inherent differences in the two indices
have become more evident during the period under
review., The divergence between the two indices has
not only been due to the time lag between the two
sets of prices but also because of the much higher
weight in the CPI of those items whose wholesale and
retail prices have continued to increase during the
recent years. For example, cereals, edible oils, fruits
and vegetables, milk and milk products, cggs, fish and
meat whose prices have continued to increase during
this period, have almost twice as much weight in the
CPI than in the WPL

5.19 Part of the reason for the dificrence in the
behaviour of the two indices is also to be found in the
fact that the prices of itews distributed through the
public distribution system have  uot been wolatively
stable duning both 1980-81 and 1981-82. These items
have a higher weight in the CPT thay in the WPL As
a result the rates of increase mothe CPE i LU80-1)

71

1980-81 1981-82

Indecx Monthly  Annual Index  Monthly Annual

rate of rate of rate of rate of

infla- infla- infla- infla-

tion tion tion tion
233.0 0.8 20.2 275.7 21 17.3
240.0 2.1 20.9 277.9 0.8 15.8
247.2 3.0 2.1 279.8 0.7 13.2
257 .8 4.3 21.8 285.7 , 21 10.8
260 .3 1.0 19.1 288.8 1.1 10.9
263.8 1.3 19.3 284.6 —1.5 7.9
264.6 0.3 19.1 283 .8 -—0.3 7.3
253.6 2.3 16.5 279.8(P) —1.4 82
2371 0.6 13.3 277.3(P) -—0.9 7.9
263.2 2.4 13.6
2688 2.1 16.2

0.4 15.8

and the decline in 1981-32 were moderated. Another
factor which has contributed to a lower rate of decline
in the CPI this year is the price behaviour of sugar
and allied products, particularly gur. As mentioned
above, this group has. a much lower weight
in the CPI than in the WPI. During 1979-80 as well
as 1980-81, this group had witnessed substantial in«
crease in prices which contributed to accentuation of
the rate of inflation as measured by the WPIL In
1981-82, however, the sugar group has shown a
substantial decline in prices. Because of the different
weights of this group in the two indices, the impact of
the decline has been reflected more sharply in the WPI]
than in the CPl. Finally, increase in administered
prices of many products, such as petroleum, coal, fer-
tilisers, iron and stcel, non-ferrous metals, ctc. was
lower in 1981-82 than in 1980-81 or 1979-80. These
products naturally do not figure in the CP1, This also
had the effect of moderating the increase as well as the
decline in the CPI during the course of the last
three years.

5.20 These factors explain the differing behaviour
of two indices in the recent period. Over a longer per-
iod of time, however, it is to be expected that the
trend in the two indices would be similar as macro-
economic factors which affect the bechaviour of
wholesale prices are likely to be relevant for consumer
prices also. An analysis of the behaviour of the CPI
and the WPI since 1970-71 shows that this indeed
has been the case. The long term trends in
the behaviour of the CPI and the WPI are
similar, but the variations around this trend are
often larger in respect of the WPl than in
the case of the CPL i the rate of ioflation, as
measured by the WPI, is kept under control, it ig to
be vxpected that with  some  ibme lag, this would
alro be reflected in behaviour of the CPL

i

tite



Policy Developments

5.21 Control of inflation continued to be the major
concern of economic policy during 1981-82. Both
supply and demand management were emphasised
within a comprehensive package cf anti-inflationary
policies. In both instances, general as well as specific
nreasures were used. A concerted effort was made to
improve the performance of the infrastructure which
had acted as a severe constraint on domestic produc-
tion and supplies. Steps were taken to raisc production
of key industries and productivity in agriculture.
Wherever necessary domestic supplics were augmented
through imports of mass copsumption commodities,
public distribution system was substantially strength-
ened and expanded. Existing legislative instruments
and administrative arrangements were vigorously used
to curb artificial scarcities and to minimise bottlenecks
in supply and distribution. Many specific steps were
also taken in respect of administered prices. On the
demand side, policy was directed to restraining

expansion of money supply and bank credit
without restricting the flow of credit to pro-
ductive and priority sectors of the economy;
and promoting savings and capital fermation.

Major efforts were also made to mobilise additional
resources both for achieving stability and medium term
growth. Steps were also taken to unearth and nmop
up black money.

- 5.22 Various general and specific steps mentioned
above are discussed in relevant chapters in the Survey.
In the following paragraphs, specific measures in res-
pect of pricing policy in agriculture, industry and the
working of the public distribution system are analys-
ed.

Agricultaral Prices

5.23 Agricultural price support policy now covers
15 crops. The minimum support/procurement prices
for these agricultural commodities for 1976-77 to
1981-82 are presented in Table 5.5. During these
vears, the aim of supportng agricultural
prices has been to eusure remunerative prices to far-
mers and to maximise procurement for public distri-
bution and buffer stocking.

5.24 For the 1981-82 scascn the procurement price
of paddy was raised by Rs. 10 to Rs. 115 per
gquintal for the common variety. This was higher
than the Agricultural Prices Commission (APC)
recommended price of Rs. 113 per quintal. A pre-
mium of Rs. 4 and Rs, 8 per quintal respectively for
fine and super-fine varieties was given over and above
the lzvel fixed for the common variety., The procure-
ment prices of coarse kharif cereals were also ramsed
to Rs. 116 per quintal for the 1981-82 seascn. In
making recommendations, the APC, besides taking into
account the relevant factors, also sought to compen-
sate farmers for the impact of the upward adjustment
in the prices of petroleum products and fertilizers in
July 1981.

5.25 The procurement price of wheat was raised
by the Government from Rs. 117 per quintal in the
1980-81 marketing season to Rs. 130 (as against Rs.
127 recommended by the APC) for the 1981-82
season. This increase of Rs. 13 per quintal was
because of higher unit cost of production, and the
need of stepping up wheat procurement.

TaBie 5.5

Mininunm Support| Procurement Prices of Agricultural Commodities

(Rs. per quintal)

Markétir;g Year*

Commodity
1976-77  1977-78  1978-79  1979-80  1980-81  1981.82
! 2 3 4 5 6 K
1. Wheat (Procurement price) 105 110 112.50 115 117 130
2. Paddy ~do- 74 77 85 95 103 115+
3. Coarse grains —do- . . 74 74 85 95 105 116
4. Barley (Minimum support price) 65 65 67 . 105 116
5. Gram ~do- 90 95 125 140 145 @
6. Arhar -do- [ — 155 165 190 @9
7. Moong -do- — 165 175 200 @
8. Urad ~do- ... - - 175 200 @
9. Mustard ~do- e - 225 245 . @
10. Grouyndnut  -do- 140 160 175 190 206 270
11. Sunflower sced ~do-- 150 165 175 175 183 250
12. Soyabean ~do- . . - 145 175 175 183 210+
13. Cotton (Kapas 320F) -do- — 255 255 275 304 @
14, Sugarcane (Statutory Minimum Price) 8.50 8.50 10.00 12.50 13.0 13.0
15. Jute (W-5grade) —do~— 136 141 150 155 160 175

*Marketing year (April-March) for wheat, gram, barlcy and'mustard, (July-June) for Jute, (September-August) for zgtTén and

(November-October) for paddy and other kharif crops.

**+Rs. 119 for finc variety and Rs. 123 for superfine variety.

@Not announced.
+Rs. 230 for yellow variety.



5.26 The support prives n respeet of oilseeds weie
raised for the 1981-82 marketing scason by Re 64 10
Rs. 270 per quintal for groundoui, by s 67 to
Rs. 250 per quintal for sunflower seed and by Rs. 27
to Rs. 210 per quintal for soyabean (black varicty).
The extent of increase in support prices of groundnut
and sunflower seed works out to 31 per cent
and 36.6 per cent respectively during 1981-82
as against the increasas of 8.4 per cent and 4.6 per
cent during the 1980-81 season. The higher increascs
in support prices for oilseeds during the current seasor
are intended to achieve rapid increase in productivity
over the medivm term. The price support operations
are to be carried out by the National Agricultural Co-
operative Marketing Federation (NAFED).

5.27 The Government remains committed to pro-
viding remurerative prices to farmers. However, it is
to be recognised that prices for agricultural products
cannot be raised without raising issuc prices for the
public distribution system. This is inevitable if higher
subsidies are to be avoided. Increasing subsidies
imply higher budgetary deficits and would be counter
productive in an inflationary situation, In view of
this, issue prices of rice were raised by Rs. 10 per
quintal effective from 1st October 1981. For similar
reasons, the issue prices of wheat which remained
unaltered since 1978, were raised by Rs. 15 per quintal
with effect from 1st April 1981.

5.28 In the case of sugar, the viability of the dual
pricing policy crucially depends on its proper distribu-~
tion as levy and free sale sugar. As the ex-factory
price of sugar is based on the average costs of a large
number of units with different levels of efficiency, the
level of consumer prices of levy sugar has inter alia
an important bearing on the viability of the industry.
Though the statutory minimum price of cane was kept
unchanged for the 1981-82 season, the issue price for
sugar was raised by Rs. 15 to Rs. 365 per quintal
with effect from 15th November 1981 1o compensate
for higher input and other costs.

Industrial Prices

529 In gxespect of  administered  industrial
prices, prices of petroleum products were raised by
9.47 per ceat to 25.58 per cent, cffective from July 11,
1981. This step was aimed at containing the growth
of consumption of crude and petroleum products and
to mobilize resources for the accelerated programme
of oil exploration and production. Under the
accelerated programme, crude oil production is expected
to go up to 63.34 million tonnes during the Sixth Plan

period as against the earlier target of 51.3 million.

tonnes. The price of kerosenc was raised Jess than
proportionately, i.e. by 15 paise per litre only. The
prices of naphtha, benzene and toluene which affect
the cost structure of fertilizers, drugs and pharmaceuti-
cals were not raised.

5.30 To contain the budgetary subsidy con fertilizers,
their prices were increased with cffect from July 11,

198, The “wlling prices  were  dnercased  from
Rs. 2000 to Rs. 2350 per tonme  for wvres, {rom
Re. 3050 to Rs. 3600 per tonae for Diammooniom
Phosphate and from Rs. 1100 to Rs. 1300 per tonne
for muriate of potash, In tcrms of nutrients (NPK)
the increase works out to Rs. 450 per tonne. This was
done to compensate for the increase in the cost of
inputs of domestically produced fertilizers and disiri-
bution costs. Simultaneously, in order to reduce the
adverse impact of the price increasc on consumption
of fertilizers, the APC was advised to take into account
the increased cost of fertilizers while recommending.
ithe support/procurement prices. The subsidy on
fertilizers to small and marginal farimers under the
Integrated Rural Development Programme was
continued.

5.31 Administered prices of some other com-
modities were also raised in line with incrcases in cost
of production. The retention and consumer prices
of cement were raised with effect from July 23, 1981
by Rs, 3474 and Rs. 81.91 per tonne respectively.
The increase in cement price per bag of 50 kg. works
out to Rs. 1.74 in the case of producers and Rs. 4.10
for consumers. The new three-tier retention prices work
out at Rs. 233.39 per tonne for Iow cost units,.
Rs. 253.39 for medium cosi units and Rs. 268.29 for
high cost units. The retention price for new units
comes to Rs. 344.39 per tonne. The revised f.o.r.
prices of cement (both indigenous and imported),
inclusive of excise duty and packing charges in turn
work out at Rs. 532.53 per tonne. The prices of
aluminium were raised by Rs. 1445 a tonne with
effect from March 27, 1981. As a result, the
ex-factory price of commercial grade aluminium went
up to Rs. 12,842 per tonne and for electrical conductor
grade aluminium to Rs. 12,942 per tonne. The selling
price worked out to Rs. 18,636 per tonne for electrical
conductor grade and Rs. 18,492 per tonne for
commercial grade aluminium. With the latest
price increase (effective from December 3, 1981) of
Rs. 2,469 por tonne, the cx-factory prices come to
Rs. 15,411 per tonne for electrical conductor grade
and Rs. 15,311 per tonne for commercial grade alu-
minimum; their vespective sciling prices came to
Rs. 18,802 per tonne and Rs. 18,679 per tonne
following reduction in excise duty from 40 per cent
to 22 per cent.

5.32 The prices of controlled cloth were raised
by 15 per cent for handloom cloth and by 50 to 60
per cent for mill made cloth. Prices of printing paper
were raised from Rs. 3500 per tonne to Rs. 4,200
per tonne (or by 20 per cent) with effect from 1st
November, 1981, Effective from 1Ist July,
1981, the c¢x-godown prices of electrolytic and
special high grade zinc have been raised to Rs. 16,000
and Rs. 16,100 a tonne from Rs. 15,750 and
Rs. 15,850 a tonne respectively. The prices of 170
bulk drugs and 1000 formulations (including 350
leader formulations) were also revised.



Public Distitbution System : Buffer Stocks. Procure-

ment and Distribution

5.33 The public distribution system was further
strengthened during the year. Since January 1980,
61000 fair price shops have been added, most of
which are in rural areas. More than 12 million tonnes
of foodgrains are expected to be distributed in the
current finanzial year compared with 13.04 million

tonnes in 1979-80 and 13.79 million tonnes
in 1980-81. During 1980-81 the off-take of
ricc was 6.10 million tonnes and of wheat

7.54 million tonnes. Besides, 4.3 Jakh tcnnes of
edible oils were distributed through the fair price
shops during 1980-81 as against 3.5 lakh tonnes in
the preceding oil year. Despite difficult supply situa-
tion the releases of levy sugar for public distribution
were maintained during 1980-81 at about last year’s
level. About 75,000 tonnes of white printing paper
was allotted to wvarious States and Union Terri-
tories to enable them to make available exercise books
for students at 1easonable prices. Toilet soap and safety
matches were also provided at reasonable prices. Kero-
sene, cement :nd steel continued to be supplied at
controlled prices through retail outlets throughout the
country.

5.34 Under the new 20-point programinc, public
distribution system is to be so developed that it re-
mains a permanent, reliable and efficient feature of
the economy. It will be expanded and strengthened
to cover all areas in the country particularly rural
areas as well as the backward, remote and inacces-
sible areas. Attention would also be given to cater
to the requirements of industrial workers and the
student community. The programme will include
mobile fair pricc shops in arcas where rural works
are in progress. Preference will be given to co-
operatives and national cooperative organisations
will have an enlarged role. With a view to making
the public distribution system function cffectively the
20-point programme envisages active role of volun
tary consumer orgamisations with greater involvement
of women.

5.35 An cssential requircment for the successtul
operation of public distribution system is the avail-
abitity of adequate level of buffer stocks which in
turn depends on effective procurement and disteibution.
Table 5.6 gives the details of monthly procurement,
offtake and stocks during 1979-80—1981-82. After
cffectively mecting the expanded requirements for pub-
lic distribution during 1979-80 and 1980-81, stocks of
foodgrains had come down to 9.87 million tonnes
at the commencement of the current financial vea
as against 13.9 million tonnes at the end of March
1980 and 16.15 million tonnes at the end of
‘March 1979. These stocks increased o 13.67
million tonnes at the end of June 1981 as a result
of wheat procurcment, but cven at this level these
were lower by 15.8 per cent compared with 16.23
million tonnes at the end of June 1980. At end
December 1981 stocks again came down to 11.24
million tonnes as against 11.74 million tonnes at end
December 1980, showing a decrease of 4.3 per cent.
With kharif procurement, the level of stocks will
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again increase but at the current level of procure-
ment and offtake, stocks at the cnd of March 1982
may not be much higher than the level of last year.

5.36 The relative proportion of wheat and rice in
total stocks has changed significantly during the last
two years. Wheat stocks rose from 3.07 million
tonnes at the end of March 1981 to 7.73 million
tonnes at the end of June 1981, but declined to
5.07 million tonnes at the end of December 1981.
At this level, the stock of wheat was slightly higher
compared with the level of about 5 million tonnes
at the end of December 1980. The monthly offtake
of wheat from the public distribution system averages
about 5-6 lakh tonnes. Therefore, the wheat stock
situation would have been tight after meeting the wheat
requircment of the public distribution system and
the National Rural Employment Programme (NREP)
during the remaining lean months. Wheat stocks
are being augmented by importing 2.25 million ton-
nes during the year.

5.37 The stocks of rice have fallen sharply from
7.11 million tonnes at the end of February 1981 to
4.19 million tonnes at the cnd of October 1981; at
this level thesc are fower by 23.3 per cent than a
year before. However, with rharif rice procurement,
which is expected to be higher this year than last
year the overall stock situation is likely to be com-
fortable.

5.38 Despite an intensive drive, the procurement of
wheat in the 1981-82 marketing secason was below
target. In the current financial year, i.c. upto the end
of December 1981, 6.58 million tonnes of wheat and
4.93 million tonnes of rice have bheen procured as

against 5.39 million tonnes of wheat and 4.12 million -

tonnes of rice in the same period lasi year. At this
level, the overall procurement of wheat s higher by
12.4 per cent than that in the corresponding period of
1980-81. Procurement of rice shows an improvement
of 19.7 per cent compared with the achievement in
1980-81. As in the previous year the bulk of the
procurement of wheat has come from Punjab and
Haryana.

5.39 Though the procurement of rice during the
current vear has picked up, some disquicting deve-
lopments have taken place which will adversely affect
the pace of procurement in the coming months. Some
State Governments have offered higher procurement
prices than the support prices fixed by the Central
Government and prices at which the Food Corpora-
tion of India (FCI) is authorised to makc purchases.
Higher prices offered by the Statc Governments are
bound to create confusion in the market and will
inhibit the procurement operations of the FCI. It is
important t> maintain discipline in thesc corporations.

5.40 Despitc good crops last year, the offtake of
foodgrains from fair pricc shops has been high.
This reflects the growing scope of the public
distribution system.  Seasonal variations apart,
about onc inillion tonnes of foodgrains are distri-
buted per month. It may be noted that the
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TagpLe 5.6

Offtake

(000 Tonncs)

Procurement Closing Stccks

Months 1979-50  1980-81  1981-52 197980  1980-81 198182 1979.80 1980-81  1981-82
April 785 114 756 1126 954 16021 13781 9847
May 5753 4484 4656 646 1349 959 19601 16935 13589
June 1909 459 1061 617 1296 1057 21504 16234 13667
ay L 316 79 161 783 138 1234 21404 14828 12624
August . . . 58 37 77 864 1222 1224 20656 13370 11365
September . . . . 26 2 95 1020 1138 1252 19846 12523 10140
October . . . . . 557 946 924 1139 1049 1134 18685 11628 9882
November 1484 1952 1992 1275 902 1085 18036 11984 10448
December 604 920 1562 1416 1010 1164 17519 11739 11240
January 540 674 1348 963 16642 11436
February . " 303 353 1517 959 15425 10961
March 202 230 1650 1394 13911 9873
Total . . . 12627 9375  11651* 13040 13794  10063* o

*Figuers rclate to the period April to December.

offtake of wheat has been lower in the current year
compared with the preceding year. This has been
the result of the steps taken to bring about a better
balance between wheat and rice in the public stocks.
The allotment of wheat to the State Governments and
Union Territories for the public distribution system
and for the roller flour mills has been rationalised
since August 1980. The short-fall in wheat allotment
was more than made up by an increase in the allot-
-ment of rice to the State Governments,

541 Even though sugar production during
1980-81 season was higher at 51.4 lakh tonnes com-
pared with 38.5 Jakh tonnes in the previcus scason.
2.16 lakh tonnes of sugar had to be imported, parti-
cularly to meet the festival demand. Assuming offtake
of around 55 lakh tonnes for internal consumption
and 5-6 lakh tonnes for cxperte, total availability of
sugar at the close of the current season should be at a
comfortable Tevel to enable creation of a huffer stock
doring the vear. To maximise  produciion  during
the 1981-82 sugar season incentive was provided for
carly crushing in the form  of excise rebate of
Rs. 23,55 a quintal for free «ale sugar and Rs. 15.30
a quintal for fevy sugar (for the two months October
and November 1981). Incentives have also been
given for creating additional crushing capacity on a
ﬁriority basis and for modernization and cxpansion
of cxisting sugar factories.

5.42 The countrv continued to import large quan-
titics of edible oils {0 bridee the gap between demand
and domestic supply. Tmported oil has been supplied

for direct consumption through fair price shops as
well as for the vanaspati industry. During the 1980-81
oil year (November—October), 4.25 lakh tonnes of
imported oil were distributed for direct consumption
compared with 3.50 lakh tonnes during 1979-80 at
prices ranging from Rs. 8.25 to Rs. 8.50 per kg. for
1980-81. As 70 per cent of the oil required for the
production of vanaspati is being supplied through im-
ports at fixed prices, the industry announced
voluntary restraint at prices not exceeding Rs, 192.00
for a tin of 16.5 kgs. during the year. Customs duty
on edible oils imported by private traders against
import licences issued before canalization of imports
has been raised to 150 per cent, However, the duty
on imports by the STC was maintained at 5 per cent.
This step was necessitated by the need to mop up a
part of the huge margins of profits by privatz impor-
ters.

5.43 The prices of controlled cloth were raised
cffective from Ist July 1981, Simultaneously a higher
subsidv on controlled cloth was granted. The sub-
sidv on dhoties and sarees produced by the handlhem
sector has been raised from Rs. 1.25 a metre to Rs. 1.50
a metre and on those produced by the National Textile
Carporation (NTC) mills from Rs. 1.90 a metre to
Rs. 2.00 per metre. The subsidv on Jong cloth
under revised scheme is fixed at Rs. 1.50 a metre.
The total provision of subsidy on controlled cloth
works out to Rs 125 crores for the current financial
vear a< against Rs. 76 crores in 1980-81. The sub-
sidv on controlled cloth is funded through the levy of
an additional excise duty on textiles and textile arti-
cles,  The target of production of controlled cloth



which is meant for distribution through retail cutlets,
cnvisages an increase from 400 million squarc metres
to 650 million square mcties. The scheme of pro-
duction of Janata Cloth in the handloom sector, which
is the counterpart of controlled cloth in the mill
sector, is being implemented in 14 States, and one
Union Territory by the Handloom Apex Cooperative
Socicties and the State Handloom Development
Corporations.

S.44 It is obvious that decline in the rate of in-

flation does not mean that absolutz level of prices
during 1981-82 would be lower than in the last year. If
the present trend continues, the increase in the level

of prices during the financial year as a whole should
be less than 10 per cent.  Although the rate of infla-
tion is substantially lower than what it was during
the previous year, it still indicates the persistence of
inflationary pressures in the cconomy. Government’s
demand and supply management  policics have a
major impact on the behaviowr of general prices in
the cconomy. However, it would be unrcalistic to
cxpect that these policies by themselves could influence
the behaviour of all individual and relative prices
particularly when supply and demand conditions affect-
ing these individual products arc not often under the
control of the Government. Measures {or restraining
aggregate demand and increasing supplics of essential
commodities have, therefore, to continue.



