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ripgar;Séetqral Resourge Transfers:

Reply to a Critique

The inter sectoral transfer of resources can obviously
be a,nagﬁiﬁﬁ&e of considerablé importance for the process of
Andvstrialisation in agrarien economies like India, Nevertheless
go far as I am aware my ouwn estimaté for the period 1951=52 o
1970=71 is unfortunately the only.exercise yet avallable which
attempts to comstruct o comprehensive time series of inter |
rsactdral regource flows in India, Qhere is ofcourse no suech
thing as a 'final' estimate in exercises of this kind. The
ad justments and menipuletions of available data that go into
the construction of such & series always léave room for successive
refinemerits. From'%hisfpoiﬁt'of view the recent critique of my
estinate (Mody 1979) is particularly us-eful‘l{ But for this
purpbae it is necessary to distinguish between the conceptual
issues raiged in the critique, which appear to derive purely
from a misunderstand ing of my concepts or method, and the
empirical ﬁemarks which need o be considered more seriously.
In this note I haﬁe considered each of the four main points

raised'by-Mddy-and also tried to*underline some iSSues, other

1/1n his critique Nody has only referreﬁ to my Ph,D, thesis
(Mandle 1977), whick is not yet available in published form,
and some published prellminary estimates of congufier goods
flows{Mundle 1975) which I.later revised, However the main
empirical results of the thesis have in fact been published
din Mundle (1977b, aleng with a brief description of my method;
while my analysis of the implications of these estimates has
begn summarised in Mundle (1977a). A revised version of the
full thesis is now in the press and shouvld be available goonm,



than those raised by Mody, which seem to me te be rather
important for the purpose of further refinement of these

egtimates,

At the concéeptual level Mody first questions the ‘balance
of trade approach which I used to Heasure interséctoral resource
flow on the ground that an inconsistency arises with this approach
when there are net transfers of 'Factor' income payments. Now
the accounting system which Modi présents in developing ‘this
argument is hig own acccunting -oystem net mine, Uhnd if there is
any ipnconsistency then it is in these accounts and definitions

which have nothing to do with my exercise.

In my own exercise inter-seetoral resource transfer was
both defined and measured directly as the inter-sectoral balance
of trade and nbf degrived from the aggregate income and expendi-
tures aceount of agricultural households as Medi seems to imply.

I also demonstrated from the inter-sectoral balance of payments
accountﬂ; wnieh Modi doeé not seem to have noticed even though
these were explicitly laid out (Mundle 1977 Chapter II Section 1),

that the inter-sectoral rescurce transfer (R) - defined as. the

g/ I am here uaing Madi’s nota%ion t@ av _'éﬁﬁfwsiﬁh; In my
exercise the resource transfer at cursént pwices is defined
as B = E - M where E & M arg respectively dhe values of exports
and imports from (vy) agriculture {o (fr@m) non agriculture.
The correspondlng transfer at constant prices was defined as
= B/ p1 - ¥M/p, where Py and p, 4re the price indices of
agriculture ang non agrlculture. Incidentally the notion of
resource transfer which I have employed is by no means original.
For earlier applications see, among others, Ishikawa (196 %

Lee (1971).




transfers, including ‘'Factor' income. payments, V and capital
transfers K.
R=E-M = V+£K

Beth V and X can ofcourse take values which are positis
negative or zero. 'In the special case where V= 0, R is equa’
to the capital transfer K. Alternatively when K = 0, K = V,
But in general R =V +K£ In other words the balance of trads
approach does not give rise to any inoonsistency.when there

are inter sectoral 'Factor' income payments.

— L .

In fact it scems to me that even in Modi's way of setting
out the acéounts, where the resource transfer is defined in terms
of the aggregate income and expenditure accounts of the agricul-
turél sector, ther¢ is no real inconsistency. but only a confusion
in interpretation of the case where there is a net 'factor' income
inflow (Modi seems to be ignoring zll other current traﬁsfersAor
the possibility of a net 'factor' income ocutflow). Modi takes
two cases, one where -there is no net 'factor' income transfer
and one whefe there is. Obviocusly in poth cascs the net resource
transfer_(R) is equai to the difference between aggregate expendi-
ture (consumption plus investment) of the agricultural population
and the income originating in agriculture (YA). Eowever in the
first case the difference between YA and agzregate consumption
(CA) and investment (IA) cn the rigﬁt hand sidg of the identity:

R=Y, -C, -1, (2)

is simply the net capital transfer since 'factor! income transfers



are excluded by definition. This corresponds to my case where
V = 0 such that R = K. In the second case the difference between
'YAEand the sum of aggregaite congumption and investment, which
Modi now re¢defines as farm consumpticn (CF) and farr investment
(IF-)', on the right hand side of the identity.

R=7Y, - Cp~ I, (3)
is equal to the capital transfer minus the net 'factor' income

which Modi assumes to bc an inflow, Thig corresponds to my

general case where R =V + K with V being assumsd to be negative,

There is thus no inconsistency arising hcore in terms of
my definition of reésource transfer but only in terms of Modi's

erroneous interpretation of my definition, He says “the incongis-

tency arises on account of farm hougehold ccnsumption and investment

being deducted from agricultural inéome ~s against totzl farm
houséhold income"., If we did deduct farm houschold consumpticn
and invegtment from total farm househeld income what we would
then get is only the not capital transfer of th. f~rm sector k.
Modi thus seems to be interpreting my definition of resource
transfer to mean capital transfers alone whergas T in fact define
it as the sum of net current transfer and capital transfers as

shown in identity (1) above.

In fairness to Modi it should be mentioned that the

accounting system he uses to define R ig similar to that used by
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Ohkawa, Shimizu and Takamatgu, in a paper which Modi citesif
iyﬁere they attempted a prelimiﬁary estimate of inter-seetoral
@gﬁnurce tranzfer for Japén, Subseguently Ohkawa and I modified
the conceptual framewoik and- revised these estimates in colla-
boration with Shimizu & Takamatsuﬁz There can ofcourse £e a
soparate discussion'aﬁout the validity of our revised estimates
ﬁ@;‘the Japanese case., However this has no bearing on my
egtimates for the Indien case since the nature of the data
aiailablé, and hence the estimation procedure employed, are

guite different in the two cases.

2. The second conceptmal point that Medy raises is abount
the handling of indircct taxes. He seoms to be suggesting that
;in;ﬁeasuring resourc: transfers through the balance of trade
dpproach I am unable to account for reso.cce outflows from
agriculture in the form of indirecet taxes levied on agriculture's
%mﬁﬁmts frow wne non sgricu’ iural scotor-eXxcept in sd far ds my
@eaﬁﬁre of resource trangfers at base year prices incorporates
fhe'aﬁfect of chégges.in-resource flows due te chgggeé in indirect
taxes. He then goes on to suggest his own solu#ion to the problem
viZz. that the balance of trade should firet be measured at border
pxi@@s&&efined ég prices net of indirect taxes— and then the

indircet tax burden in agriculture should be added on to it.

3/8e¢ K. Ohkawa, Y. Shimizu & V. Takamateu - Agricultural surplus
in an overall framework of savings-investment performance,
International Develorment Centre of Japan, Tokyo, 1978 (mieo)

4/See S. Mundle & ¥. Ohkawa - Agricultural Surplus in Japan :
1888-1939. TForthcoming, Developing Hconomies Feb. 1980,
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A1l this it seems to me is again based pamfly'on.a
confusion about the¢ analytical significance of my concept of
resource flow and partly on a misunderstanding of my method of
estimation, So far as the conééptﬂal issue is concerned the
peint is really quite simple. The indircct taxes levied on
agrioulturc's imports as well es the trade and transport margins
en these importsifaré a1l paymen%s vhich agriculture actually
mak.s %o nori~agriculture, since government as well as trade and
transport activities are all papt of non=agriculture in my
demarcation of scctors, and these should gp@ear as -such in the
balance of trade account. Impoftswth@méiorﬁ‘need to be valued

b}

not at producecr's

rices but ot puuehnss .

irkogs which include
all thése compenerts, In oth.r vofds Ehcve is nokhing whiech
prevents us from'tnking‘aecouht‘eflin&in@¢% taxen f@r the other
marging) in the balance of trade approach prowided we ave careful

to ure the appropriate set of prices.

In my own cstimates in the eage of éonsu

gr-goads flows

I used different rounds of the N.S5.S. cmnémny%iam expend Iturfe
surveys and thc C.S5,0. aggregate consumpticn expenditure cstimates
both of which are valu:d at purchase pricts. In the case of producer
goods flows I uscd only those¢ input-outpit transaction tables which
are in producers pricss. However all thgae.%ables inﬂi@ate the

indircot tax components & distribution margineg either in the square

5/ For some reason Medy mentions orily the problem of indirset taxes
but not the exactly analogous problcm of handling these distribu-
tion margins.



matrix itself cr at the bottem of the appropriate column.

These components were flows incorporated while estimating the
flows from non agriculture to agrieulture. Thus both in the
casge of consumer goods as well g8 in the case of producer goods

agriculturu's imports are in fact valued at purchase prices which

include the levy of indirect taxes on thesse imports along with
the corresponding distributive margins. Mody appears to have
migsed this although my procedures were explicitly spélt out in

the exercise (Mundle 1977, Mundie 1977b).

3, Mody's third major criticism, which seems to me to
be quite valid, rclat.s to a bias in NSS comsumer expenditure
estimates which would get built into my estimates where I have
used the NSS data. This relates to the under estimation of
expenditure on dvrable consumer goods anc the over estimation
of expenditur: on foocdgrains. These bizses, both of which would
tend to bias my ¢stimate of the balanes of trade in consumer
goeds in favour of the agricultural seector, are generally
beli:ved to derive from the under representation of rich
congumers in the NSS data — = point that I mys<lf diseusssd at
some length (Mundle 1975, Mundle 1977). Unfortunately there is
no sgtatisticaily acceptable means of correcting the NS5 data
for this fias. Aijusting aggregate expenditure to match the
C80 estimate, which.I did attempt, doesn't really help since what
we are concerned with here is the patiern and not just the aggregate.

QOne is thus forced to 1ivg'with;this bias. The question then arises



about the quantitative importance of these distortions. The
extreme inegquality of censumption expenditure not withstanding,
the comsumption of the rich is” still a small proportion of ‘total
consumption expenditure either rural or urban. Foodgrains and
expensivé consumer durables again form only a part, though
admittedly & substantial paﬁt, of total consumer expenditure

of the rich. And the bias we are talking about would sgain be
a proportion of this part., I other words it is a fraction of
a fraction of a fraction of the %otal i.e. the error belongs to
the third order of smallness. #&s giach my own judgement, and I

emphasige that this is enly a judgement, is that this biss ig

unlikely to be so large guantitatively as to scriously distort

the order of magnitudes involved.

4. Mody's last major point relates to my estimation of
agrieultﬁre's imports from nonagriculture for capital formation.
My cstimates here werc bassd on the estimat.s of capital formation
in agriculture by Lal and Anjani {1974). Whil. isolating that
component of capital formatien in agriculture which comes from
nonagriculturée I asssumed that the labour imput of capital formation
in agriculture comes from asgriculturazl hetssholds themselves. Mody
argues that to the extent that labour inputy for gu'biic invegtment
projects in agriculture are drawn from nonagriculture, my estimate
of imports from nonagriculture is =n undet”estiﬂate.-.LS'will be
obvicus on a littl. r.flcction, the bias if any again belongs to

the third order of smallness here. Capital formotlon expenditure



ig only a very smrll componcnt of aggrogate imports from
nonagriculture, ind only cn port of this 1s public investment

of which again onc part is labour input. 4in adjustment of this
compenent would amount to such a tiny adjustment of agriculture's
total import bill if any that it would mzke no significant
difference 0o th. resource flow egtimates. Cirtainly no difference
that would justify the enormous effort that would be required to

measure and isclatc the bias — if this were possible:atiagll.

5. Apart from the issucs raised by Mody, there are some
other problems which appear to me to be gquite serious. These
certainly ought to be ccnsidercd in any effert to improve wmy

exXisting estimatcs of the intersestoral balenec of trade.

ag. Thu first and perhaps most serieus among these is the
problem of mensurlhg commodity flows (including services) between
agriculture and the sexvice sector. Thegt are nominally included
in the NES ccarunern sxpeniitire data, inputecutput data or dato
on value added by industry of origin which go into the construction
of the balance of trade estimates. But the conceptual baszis =nd
statistical reliability of these items is obviously very shaky.
The problem is porticularly dramatised when we think of unpricsd
or nominally priccd goverumant services 1lilw hezlth, education,
agricultural resenrch and extension, ete. Onw way of dealing
with the problem is to simply leove ocut tie survices ssetor

6/

entirely.~ This would certainly give us wuch firmer estimates

for the flows botween agriculture and industry, but then this

6/ This was the procedure zdopted by Mznne % fudra (1965) in the
construction of their input-cutput table. Rudra has also
advocated this procedure for the estimation of nationnl income.
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would not be an estimatc of the total net resource inflow (ar
cutflow) to (from) agriculture. I have found Hhe pr@blem

intractable.

() An issue closcly related to government servibes is.
government subsgidies, If ﬁhe observed- prices include gévernmernt
‘subsidies, e.g. fooderain, water rates etec. should the céhmedity
flows be computed at observed. prices? It is somctimes_smgQEE%ad
that\the egtimateg should be a&jugtéd for such subsidies. But
if some-elements of the price vector are adjustéd, then wiy not
others? Why not ad just, for instance, for the ﬁigher effaﬁ%ﬁ&a

rates of protsction which are known to operate in the cage of

industrial goods in our f@reign tiade regimes (Bhagwati & Srinivasan
1974). Should e¢very thing then be calculated ot international
prices?r.Bnt why should international,brices be taken to‘%ﬁ*@;
better set of prices when these are as much subjeet to different
degress of monopoly, goverument intervention, Lfc. ae domestic
prices. Thies is obviously an issue with ramifications mueh. beyond
the matter of measuring resource transfer. Once again one &@esl

not have clear answers.

(¢) Finally, there 1s the preblem'éf diflnation when bl
resource transfer is sought to bhe measured in real terms. Cleasrly
the absolute value of resource fiow ig not wery meaningful when
we deflate the current values at some bage &ear prices sinece not
only the actual magnitude but sven the dircction of net flow may

vary with the choice of differermt bass prices. Korabayashi and
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Sowrge: S, Mendle, In¥erseetoral Ruscuree. Fl@mg‘in
Pma-‘colonial Indias. Indian Feonemie- Rewi
@ctobbr 1977
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Courbis have indéependently c¢oerived a rule which in offect
implies that the import price deflater should be ustd when
there is a net export at current prices and vice versa.l/
This seems reasonable except when we have a current price
time¢ series which shows, 2s my estimataes do, a net import for

some years and a net export in others. Once again the problem

is intractable,

COMCLUSION

The kind of issucs I have raiscd above, it will be
c¢bvicus, extend mach beyond my estimates of inter—-scctoral
resource transfer. They aprly in fact to the whole branch of
National Income dccounting and peint to the conceptual fragility
c¢f much cof ocur macro economic measuremcnt, DBut we persist on
the plea that crud estimcics are porhaps better than no estimates.
On the same plea I would retain my estimstes, reproducsd in the
table hore, till a more rocfinad time_SGIies egstimnte bucomes

8/

available.~ And on the baosis of these estimates I woeuld maintain

that there was a positive and increasing resource cutflow from
agriculture from the mid-fif+tics and onwords which gtarted

deelining after reaching a peak around the mid-sixtices.,

71/8Se¢ Kurbayashi (1371, 1972) and Courbis (1972a, 1972b). I am
indebted to Professor Suresh Tandulkar for originally drawing my
attention to these papers.

§/In this context it is necessary to refir to Modi's exereise. It
would be premature to discuss -~ny details of his estimate (such
as the exclusion of currvney transfers) since the cstimate itself
is yst tc be published. However since Modl mentions it as counter
evidence to my time scries it is neeessary to point out that what
Modi attempts to measurs for 2 few time points (of which only two
are really comparable) is the net flow on capital account K. The
time series which I have censtructed mensures, indirectly, the sum
of net flows on capital account and net current transfers, including
incomw transfers, (K+V). Clearly a negative cstimated value for K
is in no ssnse any counter evidence to positive cstimnted values
fer the sum (K+V). T
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