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PREFACE

The Natiomal Institute of Public Finance and Policy is an
autonamous non—prof it organisat ion whose primary functions are to undertake
research, consultancy and training in the field of public economics and
related policy.

The present stuly is the first of a new series being undertaken
by the Institute. The series is envisaged as a three-year programne
carprising several stulies related to ma/crg:ml\i‘gy and the dynamics of
industrial policy and perfommance in the context of eoornycﬁ@evg_logrent

The suwbject matter of the study, viz., the inflationary
implications of a strategy of resource mobilisation through administered
price increases in the pwlic sector, was originally suggested by
Shri Hiten Bhaya, Member, Planning Comission. Grateful thanks are due to
him and to Dr. S. R. Hashim, Consultant at the Planning Camnission, for the
support extended to the study. We hope the findings of this stuly will be
of same help in planning and policy making by goverrment and also be of
interest to academicians.

The Governing Body of the Institute does not bear responsibility
for the views expressed in this report. This responsibility belongs to the
authors, whose views are not necessarily shared by the Institute.

Amaresh Bagchi
Director
August 1987
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INFLATIONARY IMPLICATIONS OF RESOURCE MDBILISATION
THROUGH ADMINISTERED PRICE INCREASES

1. Introduction

1.1 The success of the Seventh Plan depends rather cruclially on a
very large increase in the contribution of public sector undertakings
(PSUs) towards the financing of the plan. The actual contribution of
central and state PSUs, including additional resource mobilisation, was
about Rs 18.634 crore or roughly 17 per cent of the total public sector
outlay of Rs 110,821 crore in the Sixth Plan. This share has been almost
doubled in the Seventh Plan to about 33 per cent of a total public sector
plan outlay of Rs 180,000 crore, amounting to around Rs 59,000 crore
(Government of India, 1985b, Chapter 4).

1.2 If we take only the central sector plan, including the plan for
Union territories and assistance to states, the dependence on PSU surpluses
turns out to be even greater. The year-wise projections of the Long Term
Fiscal Policy (LTFP) indicate that the share of all domestic borrowings,
including the budget deficit, is to be brought down from around 63 per cent
of the central sector outlay in the initial year of the plan (1985-86) to
around 42 per cent in the terminal year (1989-90). The share of net capital
inflow from abroad is projected to rise from 12 per cent to 14 per cent
over the same period while the share of public sector savings 1is expected
to go up from about 25 per cent to as much as 43 per cent (Government of
India, 1985a, Table 3). Virtually this entire amount will have to be
financed from PSU surpluses since the uncontrollable growth of non-plan
expenditure, especially on defence, the payment of interest on public debt,
administration and the food and fertiliser subsidies has left a negligible
or even negative balance from current revenue in recent years and this
situation is unlikely to change in the near future.

1.3 How are the PSUs supposed to generate these huge surpluses? The
Seventh Plan document refers to improvements in productivity and reduced
costs. However, the increases in PSU surpluses during the Sixth Plan period
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largely came from the public sector oll companies because of sharp
increases in domestic crude production and high oll prices in the world
market. The LTFP document clearly states that there is little prospect for
similar growth during the Seventh Plan period (Government of India, 1985a,
pp. 8-9). It is therefore quite likely that the government will have to
resort to substantial increases in the administered prices of public sector
products as a means of financing the plan. Indeed the Deputy Chairman of
the Planning Commission 1s reported to have stated quite frankly at a
meeting of the Indian Chamber of Commerce in Calcutta last year that there
are no “magic solutions” for improving public sector efficiency, that this
can happen only gradually and that therefore the government had no

alternative but to increase administered prices.1

1.4 This strategy of mobilising resources for financing the plan
ralses a whole range of questions regarding macro—economic éffects on
output and employment, the allocative and distributive effects and the
normative principles for setting administered prices. Some of these
questions were ralsed in the policy paper on administered prices cilrculated
by the Government last year (Government of India, 1986a). However, 1in the
present paper we have confined ourselves to only one aspect of this
resource mobilisation strategy, namely, the inflationary implications of
administered price increases.

1.5 A computable price information model based on the 50X50 Seventh
Plan input—output matrix (Government of India, 1986a) has been developed to
measure the inflationary i1mpact of administered price 1increases. Similar
price formation models have been used earlier to measure the 1mpact of
energy price increases (Rangarajan, Sah and Reddy, 1981; Sastry, 1982) and
more recently to measure the impact of administered price 1increases in
general (Gupta and Srinivasan, 1984; Ramachandra Rao, 1984). These earlier
exerclses were mostly concerned with measuring the contribution of some
specific administered price increases to the actual rate of inflation in
some past period. By slightly modifying the model in the present exercise
we have been able to derive the standard response elasticities of
individual commodity prices and the general price level with respect to
price changes of nine major price-administered commodities. These response
elasticities can of course be used to measure the contribution of
particular administered price increases to actual inflation in some past
period as in the earlier exercises. But they can also be used to predict
the inflationary impact of any administered price increase during the
current plan period.3



Inflationary Implications of Administered Price Increases 3

1.6 Furthermore, the earlier exercises were restricted to measuring
only the first-round effect (direct and indirect) of an 1increase in some
administered price (or prices) on the general level of prices. However, if
wages are elther wholely or partially indexed, then the initial rise in the
general price level induced by the administered price increase will itself
induce a second-round increase via increases in wage costs and this in turn
will induce a third-round increase and so on until the system reaches a
fixed point; rather like the round-by-round effects of the Keynes-Kahn
employment (output) multiplier following an initial increase 1in aggregate
demand.4 In the present exercise these feedback effects have been
incorporated in the model and 1t turns out that the total response
elasticities are much larger than the partial elasticities thrown up by the
first-round effect.

2. The Model

2.1 Apart from the usual assumption of fixed coefficients Leontief
technology common to all input—output models, we have made one additional
assumption which should be explained at the very outset. The model assumes
fix-price markets which are cleared through quantity rather than price
ad justments. Prices are fixed as a mark-up over prime costs. The assumption
of fix—price markets for manufactured goods is now a standard feature of
most post-Keynesian macro models and is supported by a long 1line of
empirical research starting with the Oxford studies on the price mechanism
[Wilson and Andrews (ed.) 1951]. It is also supported by some research on
industrial price formation in India.’ However, recent macro models
developed in India and elsewhere typically partition the commodity market
into two separate fix-price and flex—price markets since the fix-price
assumption is less appropriate for agricultural commodities, even though
prices of major agricultural commodities in India 1like wheat, rice and
cotton are fixed and maintained on a cost-plus basis by price support

operations of the govermnent.6

2.2 The assunption of a fixed mark-up over prime costs  implies that
all input price increases are passed on to buyers. However, the mark-up can
be fixed either in absolute terms or as a proportion of costs. The
input-output matrix-based pricing models cited earlier were all based on
the assumption of a mark-up fixed in absolute terms which implies a secular
decline in profit margins if costs and prices are rising over time. This is
not realistic for Indian conditions and we have accordingly assumed margins
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to be fixed as a proportion of costs, though the margin includes provisions
for commodity taxes, depreciation, interest charges, tax on profits and
other overheads.

2.3 To the extent that input cost 1increases are absorbed either
through increased efficiency or thinner margins over cost, and to the
extent that markets get cleared through both quantity and price adjustments
following an initial rise in prices, the actual inflationary impact will be
dampened and somewhat less compared to the estimates thrown up by our
model. We have also not explicitly accounted for the possibility that other
things being the same, additional resource mobilisation through
administered price increases would imply less deficit financing and 1less
inflationary pressure on that account. The results thrown up by the model
should therefore be interpreted as a sort of upper bound estimate of the
inflationary impact of administered price increases. Pricing policies which
appear not to be very inflationary in terms of the model may therefore be
taken to be non-inflationary in the real world.

2.4 Consider an economy with M = (mtn) commodity groups or sectors
where the prices of m sectors” outputs are determined in the market. The
prices of the rest of the sectors” outputs are regulated or administered
exogenously by the government. Henceforth, we shall describe the former as
non-administered sectors and the latter as administered sectors. Let 1
represent the index set of all non—administered sectors and I, that of all
administered sectors with Iy = ImUIn being the set (1,...., M). Given
exogenous shocks 1n the form of changes in some or all administered prices,
our purpose is to study the effects on individual prices in the rest of the

economy and the general level of prices.

2.5 From the M X M commodity X industry value coefficients matrix we
pick up two of its sub-matrices. One is the m x m matrix of
non-administered sector inputs going into the production of the same
sectors” outputs. The other is a rectangular n x m matrix consisting of
administered inputs used for production of non-administered outputs. Denote
the former matix by A and the latter by K. If only one sector’s price is
fixed exogenously, i.e., if n=1, A is a 1x(M-1) vector of this sector’s
output going as input into the production of all other sectors” outputs. If
m=M, the model reduces to that of a competitive economy.
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2.6 For the non—-administered sectors” outputs the price formation
equations are given by

Py = < ay 5Py + ljwj + l:jpj,jelln (1)
lely

where

Pj is the per unit price of commodity j,

3 is the requirement of the ith input per wunit of the jth

output.
lj is the labour requirement per unit of jth output.
wj is the prevailing wage rate in industry j,
and L5 represents the fixed fraction (margin) of jth output price

which covers the 1industry”s profits, indirect taxes,
interest charges, depreciation, profits tax and other
overheads.

Equation (1) can be rewritten as

Py = sj (231_1?1 + 1_‘]"_‘]) 2)
1€Iy,

where

8y = 1/Q1 - rj), Jer,
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2.7 Glven an external shock 1in the form of changed administered

prices, the changes being denoted by 2{51, 1€l ,, the change in other

prices is given by the system of equations

ary = 85 (£a5 ap + Ea5 ap + 1ljavy,
138 161

31, )

where wj represents the change in the jth wage rate. The percentage change
in these prices is then

£ 35 AP YE£a;; A9 t 1;4v

AP; 1€x, ier,
Pj = 3P ¥ 13¥y
i£.IM
jer, (%)

Denoting the denominator on the right hand side by E'J., (4) can be

written as

4P _ 5 Al AR, o a Py APy

—

P i€l .a—j Py 1€1 a5 Py

j jex &)
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or,
Py = S by Py + £ by B+ bvj;'j’ Jer,
161 fe1
where
. AP o AP
pg = 21, e, w® = 271, e
Pi Py
i R L
Y3
by = T, geny, e,
35
1w,
by = i, e
3y

and bij 70, i-eIMs jeln

(6)
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Note here that the dependent variable is now independent of the numerical
values of the profit margins.

Finally, since a change in the general level of prices (P) is a weighted
sum of individual price changes, we have

S <3Py + 2"1{"1 %)
1€1, €1,

e
L]

where

iCIH

and the input-output coefficients are defined such that p; = 1 initially
for i€ Iye
2.8 So far changes in wage rates have been treated as exogenous to

the model. In fact if wages are wholely or partially indexed then a change
in the general price level P will induce a change in wmoney wage rates w
leading to further changes in p;“s and therefore P itself. To take
account of these feedback effects the model must be extended. Letting ﬂ.j
denote the response elasticity of money wages in sector j with respect to
the general level of prices P the system of equations (6) can now be

rewritten as

Py = Z by +Z bij-f’-i + bwj')ji” ¥L,
€, €1, (8)

Notice that we have here isolated and picked up only that part of a change
in money wages which is induced by a change in the general level of prices.
Wage rate changes attributable to other exogenous factors have been set

equal to zero.
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Using equation (7) and rearranging terms, the system of equations (8) can be

rewritten as

R U R e I AL TR R s
€1, i1,

jel, ¢
Given any administered price change %&, i€I,, we can aow solve this

system of linear equations for pJ JEI and hence the percentage change in

the general level of prices P.

The response elasticities of the non—administered prices

(Bs/py)s €1, eI,

and of the general price level

®/py), 11,

are partial when the model is run with V]j = 0 for all j. When the model
is run with *]j set to 1its actual estimated wvalue, we get the total

response elasticity.
3. The Results
3.1 Administered Price Contribution to Past Inflation

3.1.1 The formulae for computing price response elasticities given in
the preceding section can now be employed to estimate how much of past
inflation is attributable to increases in the selected administered prices.
Computations for a short period from 1979-80 to 1984-85 and a longer period
from 1970-71 to 1983-84 have been reported in Table 1.
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TABLE 1

Incgggses tovggsi TQfléEiQD
ik S e et et 3 5 e 1o vvaa + o e e - i R e,
Industry | Percentage Fercentage
{ change in change 1in
11984-85,0ver 1983~ 84£0v0r
| 1979-pn" 1970-71
S - e e e _— e em -
1, Coal and lLignite ; 116 829
2. Crude 0il and Gas j 26 1640
3. Petroleum Products : 76 438
4, Fertilisers § 57 168
5, Cement : 102 322
6., Iron and Steel § 72 313
7., Von-Ferrous fetals f 52 242
8. Rail Transport Service : 101 231
!
g, Electricity ! 84 288
i
Total Increase i 56 216
r-——-'—s---—..—-.._._.._.._.-.v_. —————rre ve tmoew ¥- e - e - v — a———
First ; 22 207
Round _ (39) 50)
Jholesale Adminictered Impact |
Price Index Price Induced ——ee 3
(UpPT) Increase Total . | 27 132
Inpact” | (48) (61)
llotes: £ For all adminictered items except rz2il transport, the

price changes are estimatcd from the wholesale price index.
For rail transport the implicit deflator in the iational
Accounts Statistics has heen used,

Figures in parentheces indicate percentage share of total

increase in wholeszle price index,
is based on partial elasticities
based on total elasticities.

The firste~round impact

and the total impact is



Inflationary Implications of Administered Price Increases 11

3.1.2 During the one and a half decades since 1970-71 the price
increases were of course dominated by fossil fuel and related prices
induced by the two oil shocks. Crude oil and gas prices increased by over
sixteen times, coal and lignite prices over eight times and petroleum
products over four times. Other administrative prices also increased at
rates greater than the average rate of increase of the general price level
(WPI) which increased 2.16 times over this entire period. Our model
estimates show that the first-round impact of our nine administered price
increases accounted for around 50 per cent of the general inflation of this
period while the total impact of these adminlstered price increases
accounted for around 61 per cent. The estimates for the shorter period of
1979-80 to 1984-85 are somewhat smaller, the first-round and total effects
working out to 39 per cent and 48 per cent respectively.

3.1.3 The Finance Ministry discussion paper cited earlier had
conjectured that the contribution of all administered price increases to
total inflation during the period 1970-71 to 1985-86 was around 24 per
cent.8 However, we have now seen that about 50 per cent is the contribution
of just the first-round impact of only nine price~administered commodities.
When we include the feedback effects via money wage rate changes, etc., the
total countribution of just these nine commodities goes up to 60 per cent.
Clearly the total impact of all administered prices would be even

larger.lo

3.1.4 Our estimates of the contribution of administered prices to past
inflation should be treated cautiously because we have used short-run
elasticity of wages with respect to the general price level to estimate
administered price contributions to past inflation for rather 1long
periods. In fact, as estimated by Chaudhuri and Chaudhuri (1986), the
elasticity of wages with respect to lagged prices could be negative. See,
e.g., equations (14) and (17) of their paper. Furthermore, factors other
than prices have been treated as residual in our specification of the wage
equarion. But these limitations notwithstanding, the essential point to
note 1is that actual calculations indicate that the contribution of
administered price increases to past inflation has been much larger than
that conjectured in the official discussion paper.
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3.2 Partial and Total Response Elasticities

3.2.1 Do the above results necessarily 1imply that the size of the
Seventh Plan can be maintained through a strategy of raising administered
prices only at the expense of a high rate of inflation? To answer this
question, the model has been run to estimate the partial and total response
elasticities of non-administered commodity prices and the general price
level with respect to each of the nine commodity groups, 1i.e., crude oil
and gas, petroleum products, coal and lignite, electricity, fertilisers,
cement, iron and steel, non-ferrous metals and rall transport services.!l
Response elasticities have also been computed for simultaneous price
changes in all nine commodity groups together and for a few combinations of
these groups. In each exercise when the price of one or more of these
comnodity groups 1s changed exogenously it 1s assumed that other
administered prices in these groups mimic the behaviour of completely
non-administered prices, 1.e., that they too pass on the assoclated
increase in costs in the form of higher prices.

(a) Crude oil and gas

3.2.2 The estimated response elasticities with respect to changes in the
administered price of crude oil and gas have been presented in Table 2. The
first=round elasticity of the general price level with respect to oil
prices works out to 0.11. The total elasticity including feedback effects
via money wage increases works out to 0.l4. In other words, an increase of
say 20 per cent in crude oil and gas prices should lead to an extra general
inflation rate of 2.8 per cent.

3.2.3 At the level of individual commodities, apart from the obvious
case of petroleum products, the prices of five product groups are found to
be relatively sensitive to oil and gas prices, 1.e., plastics, synthetic
fibre resin, transport services other than rail transport, fertilisers and
iron ore. The first two groups are easily explained as these are
downstream products of the petro—chemlical industry. The case of transport
services other thanmil transport 1s also obvious. The fertiliser and iron
ore response elasticities are less easily explained but it turns out that
in their cases the effects work their way through petroleum products which,
as seen from the Seventh Plan I ~ O table, are by far the single most
important input into their production. In the case of all other product
groups such as agricultural products, agro-based manufactures and the
metal-based englneering industries, the total elasticity is less than 0.20.
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Crudae Nil and Cas

Industry iizsilci%%%%i Industry B%%%f&%&i%%%%
1. Paddy 0.06 0,09 26, Rubber Products 0,04 0,07
2. Whest 0. 09 0.12 27, Plastics 0,214 0,29
3, Other Cereals 0,0S 0,08 28. Petroleum Products 0,88 0.08
4, Pulses 0.03 0.07 29, Coal Tar Products 0. 08 0,11
5. Fibre Crops 0. 05 0.08 30, Fertilisers 0. 44 0.46
6., Tea and Coffee 0,03 0.07 31. Pesticides 0.0s 0,09
7. Other Crops 0.03 0.06 32, Syathetic Fibre Resin 0,20 0.23
8. Animal Husbandry n,02 0.06 33. 7ther Chemicals 0.08 0. 11
9, Forestry & Logging 0,03 0.07 34, Cement 0.09 0.13
10, Fishing 0,02 0. 0% 35. Other Non-letallie 0.09 0.12
11. Coal and Lignite 0.03  0.C7 Tineral Products _
12. Crude 0il and Gas Price Exone- 35, Tron and Steel 0.07 0. 10
nously Fixed 37. ‘lon-Ferrous Metals O.11 0.14
13. Iron Ore 0.17 0,20 38, ton-Clectrical 0. 06 0. 09
14, Other Metallic 0.06 0,10 fiachinery :
Minerals 33, Electrical Machinery 0.0¢ 0.09
15. Non-Metellic and 0,07 0.11 40, Rail fquipment 0,08 0,114
Minor Minerals 41, “otor Vehicles 0, 0g 0. 12
15. Sugar 0,05 0.08
42, fther Transport 0,07 0.11
17. Khandsari and Boora 0.07 o0, 10 Tquipment
18, Other fFood and 0,05 n, 0g 43, Comnunication and 0, 0¢ 0.09
Beverages £lectronic fquipment
19. Cotton Textiles 0,06 0,09 44, Other Manufacturing 0. 06 0,09
20, Art Silk & Synthetic 0. 10 0,13 45, Rail Transport 0. 11 0.14
Fibre Textiles Services
21. Woollen Textiles 0.0S 0,098 46, Other Transport 0. 27 0, 30
22, Other Textiles 0.04 0,07 Services
’3, Wood Based Products 0,05 0,08 | °'- Flectricity 0.16 0,19
Y4, Paper and Paper 0.09 0.12 48. Construction 0.07 0.10
Based Products 45, Com-aunication 0,03 0.07
'h. Lleather and Lleather 0.04 0.08 SC. Niher Services 0.03% 0.06
Products
Wholesale Price Index

Fartial clasticity: 0,11

Total Elasticity:

0,14
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(b) Petroleum Products

3.2.4 The aggregate partial and total elasticities with respect to
changes in the price of petroleum products match exactly with those of
crude oil and gas; these being 0.11 and 0.14 respectively. As seen from
Table 3, the individual commodities with high price sensitivity to
petroleum products” price are again plastics, synthetic fibre resin,
transport services other than rail transport, fertilisers and iron ore. The
explanations given in the previous paragraph once again apply here.

(c) Coal and Lignite

3.2.5 The inflationary impact of coal and lignite price increase is much
lower than that of petroleum price increases as shown in Table 4. For the
general level of prices the partial elasticity is found to be 0.05 whereas
the total elasticity is 0.07, implying that a 20 per cent increase in coal
and lignite price would trigger an increase of about 1.4 per cent 1in the
general price level if the feedback effects via money wage increases are
taken into account. The main contributory commodities for this are coal tar
products, cement and electricity. The case of coal tar products is
obvious. The high response elasticities of the other two commodity prices
follow from the fact that coal and lignite form a major input for the
production of cement and the single most important input for electricity
production.

(d) Electricity

3.2.6 Electricity prices have a relatively high inflationary potential
among the nine administered prices analysed in our model, with the general
price level having a total elasticity of 0.11 as shown in Table 5. In other
words, an increase in electricity prices of say 20 per cent would glve wus
an extra inflation rate of 2.2 per cent.

3.2.7 Among individual commodities the prices of metallic minerals
other than iron ore, art silk and synthetic textiles, paper and paper
products, synthetic fibre resin, chemicals, non-ferrous metals, iron and
steel, cement, fertilisers, plastics and rall equipment are most sensitive
to electricity tariffs. Notice that these are industries with a varied
raw material base including agro-based, metal-based and petro-chemical-
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Price Response Elasticities for Changes in the Administersd Price of

Petroleum Products

Industry Elasticities Industry Elasticitiss
Partial Total Partial Total
4. Paddy 0.06 0,10 | 25. Rubber Products 0.04 0.08
2., Wheat 0.09 0.12 27, Plastics 0.24 0.26
3, Other Cerseals 0,05 0.09 28, Petroleum Froducts Price Exoqe-
4. Pulses 0.03 0,07 nously Fixed
5. Fibre Crops 0.05 0. 08 29, Coal Tar Products 0.08 0.12
6. Tea and Coffee 0.03 0,06 | 30. Fertilisers 0,41 n,43
7. Other Crops 0.03 0.07 31. Pesticides 0.06 n.0g
g, Animal Husbandry 0,02 0. 06 32, Synthetic Fibre Resin 0,22 0,25
9. Forestry 4 Logaing 0.03  0.07 | 33+ Dther Chemicals 0,09 0,12
10. Fishing 0,02, 0,06 | -4 Cement n.10  0.13
11. Coal and Lignite 0.03  o.07 | S35- 3§:§§8f°g;ggzii;ic 0.09  0.13
12, Crude 0il and Gas 0,08 n.11 36. Tron and Stoel n.no N 19
13. Tron Ore 0,19 0.22 37. Non-Ferrous Metals N.14 0,14
14. git:(f;a‘?itanic 0.07 0.10 38, Non-Electrical 0.06 0. 10
. Machinery
15. #Eggﬂeﬁfiéiglznd 0.08 0.1 39. Electrical Machinory 0.06 0. 10
1. Sunar 0. 05 0.08 40, Rall Equipment n,09 0.17
17. Khandsari and Boora 0.07 0.11 41. Motor Vehicles 0.09 0.12
18. Other Food and 0.0S 0,08 42. Nther Transport n.os 0. 11
Beveragss Equipment
19.. Cotton Textiles 0,06 0,09 { 43. Comnunication and 0.06  0.10
20. Art Silk & Synthetic 0,10 0,14 Electronic Equipment
Fibre Textiles 44. Other Manufacturing 0,06 0.09
21, Yoollen Textiles 0.05 0. 09 45. gziéizzznsport 0,12 0.15
22. Dther Textiles 0,04 0.07 46. Other Transport 0. 34 0. 34
23. UOO% Based Products 0,05 0,09 Services :
24. 32225 gggdgggzr 0.09 0.12 47, Electricity N.15 0.18
25, Leather and Leather 0.0s 0.0g 48. COnstr?ction 0.07 0.11
Products 49, Communicstion 0,04 n.07
50, Other Services n,n3 0,07
Wholesale frice Index

Fartial Elasticity:

7. 11

Total

Elasticitv: .14
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TABLE 4
Price Response Elasticities for Channes in the Administered Price of

Coal and Llinnite

- Industry Elasticities Industry Elasticities
Partial Total Partial Total
1. Paddy 0.01 0,73 | 25, Rubber Praducts n.02 0,04
2, Wheat 0.04 0, 06 27, Plastics 2.06 0, N8
3, Nther Cereals 0. 01 0,03 27, Petroleum Products n,n3 n, N4
4. Pulsas 0. 01 0,03 29. Coal Tar Products 0.50 n.s4
5, Fibre Crops 0.7 0,03 3N, fertilisars 0.11 0,12
6, Tea and Coffee 0, 01 n, N3 31. Pesticides n.04 0,05
7. Other Crops 0.01 0,02 | 3°. Synthetic Fibre Resin 0,07  N.09
8., Animal Husbandry 0,01 0,02 33. 9ther Chenmicals 0,06 n, N8
9, Forestry & Llogging 0.01 0,03 34, Cement n.19 n, 20
17, Fishing g, 00 0.02 35. Jther YNon-Metallic .07 n, 09
11. Coal and Lignite Price £xoge- fiineral Products
nously Fixed 349, Tron and Steel N.11 N.13
12, Crude 0il and Gas 0,07 Ny & 37, lan-faerrous Metals n,12 0,13
13, Irnn Ore n,03 n, 04 3¢, ‘ion-Ilectrical n,o8 2,09
14, Other Metallic 0,05  n.07 , fachinery
Minerals 39, Zlectrical Machinery 0,06 n, 08
15, Mlon-fetallic and 0.02 0.C4 40, 3:1! Equipment 0,08 0,09
finor Minerals 41, ator Vehicles 0,07 0,08
1% Sugar 0,02 M.03 1 45, “ther Transport 0,05  0.07
17, Khandsari and Boora 0,02 0,04 ZQuipment
13, Other Fooed and 0,02 0,04 43, Communication and 0.05% 3,06
Jeverages tlectroniz £guipment
i9, Cotton Textiles 0,04 0.C6 44, Other Manufacturing n,06 0,07
20, Art Silk & Synthetic 0,07 0,08 45, Rail Transport n, 09 N, 14
. Fibre Textiles Services
‘1, Woollen Textiles 0,04 0,05 45, Other Transport n, N1 n, 03
’2. Other Textiles 0.03 0,04 Services
'3, Wood ‘Based Products  0.04 0,05 | 47. Flectricity r.37z  n.3s
"4, Paper and Paper 0,07 0,09 48. Construction n.06 n.ns
Based Products 49, Com~unication 0, 01 n,03
'S, Leather and Leather 0.02 0.04 50. 7Tthar Services n.n02 n,n3
Products

wholesale Frice Index
Partial flasticity: 0,05 Total Tlasticity: 7,07
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TABLE S
Price Response Elasticities for Changes in the Administered Price of
Electricity
o Industry Flasticities Industry Elasticities
Partial Total Partial Jotal
1. Faddy 0,03 0, 05 2A. Rubber Products 0, 04 0.07
7, Whoat 0,09 0. 11 27. Flastics D.18 0,17
3, Other Cereals D, 02 0,05 28, Petroleum Products 0, 0% 0.08
4, Pulses 0,02 0. 04 29, Coal Tar Products 0,12 0,15
5. Fibre Crops 0. 03 0. 06 30, fertilisers .15 0.18
6, Tea and Coffee 0,02 0.04 31, Festicides 0.08 0. 10
7, Other Crops 0. 01 0,04 32, Synthetic Fibre Resin 0,1g 0,18
8., Animal Husbandry n.01 n, 04 33. Other Chemicals 0.13 0,16
9, Forestry & Logging 0.0?2 0, 05 34, Cement 0.18 0.21
16, Fishing 0.01 0,03 35. Other Mon-Metallic 0, 10 N.13
171, Coal and Lignite 0,11 0.14 Mineral Products
12, Crude 0il and Gas 0.04 0,06 36. Iron and steel n.17 0,19
13. Iron Ore 0. 06 0. 08 37. Von-Ferrous Metals 0.25 n.27
14, Other Metallic 0. 15 0,17 38. Hon-tlectrical 0.13 0.15
Minerals Machinery
15. Non_{v‘etallic and n. 05 0.08 3Q. Electrical Machinery 0.11 ﬂ.1d
fMinor Minerals 40, Rail Equipment n.14 n, 16
16, Sugar 0,03 D, 06 41, MotorVehicles n, 11 n. 14
17. Khandsari and Boora 0,04 0,07 42. Nther Transport n,10 n,12
16. Other Food and 0. 04 0,06 Services
Beverages : 43. Communication and n, 09 N, 11
19, Cotton Textiles 0.10 0. 12 Electronic Equipment
20, Art Silk & Synthetic 0,15 0.17 44. Other Manufacturing 0.10 0.13
Fibre Textiles 45, Rail Transport 0.09 0,11
21. Woollen Textiles 0,08 0.11 Services
22. Other Textiles 0. 06 0.09 46, gthe§ Transport 0,02 0.05
ervices
23. Wood Based Products 0,08 o.
‘ n 47, Electricity Price Exoge-
24, Paper and Paper 0.16 0.18 nously Fixed
Based Products .
48, Construction 0.08 0,11
25, Leather and Leather 0,04 0.07 . .
Products 49, Communication 0.02 0,05
50, Other Services 0.03 0.05

Yholesale Price _Index

Partial E£lasticity: 0,08 Total Clasticity: 1,11
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based products. What they have 1in common 1is that many of them are
processing industries which are typically highly energy-intensive. Notice
finally that while most crops have a total price response elasticity of
around 0.04 or 0.05, wheat has an elasticity of 0.11, making it comparable
to many manufactured products. Presumably this reflects the much greater
consumption of electricity for pump sets and agricultural machinery in
wheat production (particularly in the northern wheat-belt) than in most
other crops.

(e) Pertilisers

3.2.8 The partial response elasticity with respect to fertiliser price
increases turns out to be 0.04 for the general price level while the total
response elasticity works out to 0.05 as shown in Table 6. In other words,
an increase of around 20 per cent in the price of fertilisers would
generate an extra inflation rate of 0.8 per cent in the first round or
about 1 per cent if subsequent feedback effects via money wage increases,
etc., are also taken into account.

3.2.9 Since fertilisers directly enter into the production of only
agricultural products and indirectly into the production of some agro-based
products, the response elasticities of almost all the other individual
products are negligible. Even for most of the agro-based products the total
response elasticities are quite 1low, 1i.e., less than 0.05. Among
agricultural products the total price response elasticity 1is predictably
the highest in the case of wheat (0.11), followed by rice (0.07) and fibre
and plantation crops like cotton, jute, tea and coffee, etc., (0.06). It
should be noted however that if the general level of prices was tracked in
terms of a consumer price index like, say, the industrial or agricultural
workers consumer price index, then the inflationary impact of fertiliser
price increases would be higher since foodgrains like wheat and rice carry
a higher weight in these consumer price indices as compared to the
wholesale price index. This issue is discussed further below.

(f) Cement
3.2.10 Cement price increases turn out to have the Ilowest 1inflationary

potential among all the nine administered prices considered in this
exercise. In fact both the partial and total response elasticities of the



TABLE 6

Price Response Elasticities for Changes‘in the Administered Price of

Fertilisers
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Industry Elasticities Industry _Elasticitie
Partial Total Partisa Tot
], Paddy 0,06 0.07 26, Rubber Products 0, 00 0,0
2. UWheat 0,10 0.11 27, Plastics n,01 0.0
3, Other Cercals 0,03 0. 0% 28, Petroleum Products n,no n,on
1, Pulses 0.0? n, Qo3 29, Coal Tar Products n, o0 0,0
5, Fibre Crops 0,05 N, 06 3N, Fertilisers Price Exnne
5, Tea and Coffee 0.04 0. 06 , ) nously Fixel
;. Other Crops 0. 04 0. 05 g 31. Pesticides N, 00 n.m
3. Animal Husbandiy 0. 02 .03 i 32, Synthetic Fibre Resin 0,01 o, 0:
. Forestry & Logging 0. on 0. 01 33, Other Chemicals n, 0 n.o:
1. Fishing 0.0n 0,01 | 34 Foment o
1. Cosl and Lignite 0. 00 0.01 35. Other 'lon-Metallic 0.0n0 n, o
. o 9 * 6 b “ineral Products
p) i n
. ICrudeO il and Gas n. n, 01 36, Tron and Steel n.nn .
3, o n,oo" 0.0 )
Orhn ret 1 0 ! 37. ‘nn-Ferrous Metals n.0n ‘e
1, Other Me i 0.00 0,01 | . .
e oratiie | 3a. on-flectrical 0.00 0.0
- a1l Machinery
5. lon-dle ie and 0,00 N, 0 . . .
"inor H?nerals L 1 39, tlectrical Machinery 0,02 N, 01
i . .
.. Sugar 0.0 0,04 | 40, Rail Equipment 0, 0n 0.0
7. Khandsari and Boora (.02 0,03 § 41 fotor Vehicles 0.00 0.01
j. Other Food and n.03 0,04 | %% Other Transport 0.07 0,01
Beverages Equipment
). GCotton Textiles 0.02 0. 03 43, Communication and 0,00 0,01
b Art Silk & Svmtheti 0.0 0. Electronic Equipment
. Ar i nthe . . .
Fliroiik & fynthetic L 02 ! 44, Other Manufacturina  0.00 0,01
. WYoollen Textiles 0.01 0,0z | 45 Rail Transport 0.00 0,01
Oth Textil Services
‘. er Textile . .
s 0.01 0.02 | 46, nther Transport 0.00 0,01
3. uooy Based Products 0,.0C 0.01 Services
', Paper and Paper 0,00 0.02 47, Elactricity 0.00 0, 01
Based Products ’
48, Construction 0,00 0,02
. Leather and Leather 0.01 0,02 . .

Products 49, Communication 0,00 0.01
. 50. Other Services 0,00 0,01
Wholesrle Price Index

Partial Elesticity: 0,04 Total Elzsticity: 0,05
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general price level work out to 0.01 corrected upto the second decimal
place, as shown in Table 7. This 1s again not 1surprising since cement
production is almost entirely used up in construction and the production of
some non-metallic mineral products. The total pri&e response elasticities
for these two sectors are 0.08 and 0.06 respectivély. For all other sectors
the response elasticities are either marginal or zero.

(g) Iron and Steel

3.2.11 Out of the nine price-administered products considered, iron and
steel has the second highest inflationary potential after petroleum. The
general price level has a partial elasticity of 0.09 and a total elasticity
of 0.12 with respect to steel prices as shown in Table 8. That 1is to say
that 1f iron and steel prices were to go up by 20 per cent this would
generate an extra inflation rate of about 2.4 per cent, taking into account
the feedback effects of money wage increases.

3.2.12 Among individual commodities, construction and especially all the
engineering products are very price sensitive to iron and steel prices; the
elasticities ranging from 0.19 for communication and electronic equipment
to 0.49 for non-electrical machinery. The elasticities for rail equipment,
motor vehicles and other transport equipment are also very high. Next come
mining and agro-based, chemical-based or petro~chemical-based products all
of which are much less price sensitive to iron and steel price hikes than
the engineering products; the elasticities here being clustered in the
range of 0.06 to 0.10. Finally we have the agricultural products with
response elasticities below 0.07.

(h) Non—ferrous metals

3.2.13 This 1s yet another group with a relatively low 1inflationary
potential; the partial and total price response elasticities of the general
price level being 0.03 and 0.04 respectively. In other words, if the price
of non-ferrous metals is raised by, say, 20 per cent the total impact on
the general price level is only 0.8 per cent. The commodity groups with
comparatively high price sensitivity to changes in the price of non-ferrous
metals are iron and steel, electrical machinery, rail equipment,
communication and electronic equipment with the elasticities ranging from
0.08 to 0.11 as shown in Table 9. This can be explained from the fact rhat
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TABLE 7
Price Response Elasticities for Chanqes in the Administered Price of
Cement
fndustry Pt e industry P eiet ToeeT
1. Paddy N, On 0,01 27, Rubber Products ., N0 n, 01
2, udheat n,in 0.01 27. Plastics 0,01 n, 01
3, Other Cereals 0. 06 0,01 2%, Fetrnleun Prnducts 0, N1 0. 01
4. Pulses 0,00 0,019 ' 279, Cnal Tar Products n. 01 n,01
5, Fibre Crops 0.00 n, 019 ; 3%, Tertilisars n,nN4 n,01
6. Tea and Coffee 0, 0r 0,01 ; 31. lesticides N, 01 n.01
7. Other Crops 0.00 0,00 & 32, Synthetic Fibre Resin 7,01 n. 01
. Animal Husbandry n.0N 0.1 ; 33, Other Chenicals 0.01 0,01
9, Forestry & Logging Je 011 0,01 g 34, Coment Price quqe-
4. Fishing n, o 0. nn naously Fixed
11. Coal and Lignite nooroneng | e Mther Jon-fetallic .o n.ae
12. Cryde 93l and Gos 0.2 o0 i 3%. Tron and Stael n.o1 0.01
13, Iron Ore 0.0 f. 01 i 37. lon-Ferrous “etals J.01 n,01
1¢. Dther Metallic 000 101§ 34, ypa-flectrical 0.01 0,01
**inerals “lachinery
1 'S;;;eﬁiié;glind J.or n. 01 37. Zlectrical fMachinery 0.01 .01
16. Sugar a.ar 0.01 40. Rail Equipment 0,01 0.01
17. thandsari and Boore n,ar 0.C1 41. Motor Vehicles 3.00 0.81
18. Other Food and 0.ov 0,01 | 42 Dther Transport o.oe 0.0
fgverages ! _ :qu1pm?nt )
17. Cotton Textiles o.on 0.1 | O3 EomnTeation A e 0T 001
20. ?i;rsi%gxzifgzthetic 0.00 0.01 44. Other Manufacturing pD.on 0. 01
21, Woollen Textiles g.on 0,01 45. zgiiilggnSport 0.02 0.02
22, OtherlTextiles 0.0C 0.01 46, Other Transport 0. 00 0.01
23, Wood Based Products 0.00 0,01 Services
24, Paper and Paper 0.01 0. 01 47, Electricity 0,01 0. 01
Based Products 48, Constructioen 0.08 0.08
25, Leather and Lleather 0.00 0,01 - . .
Products 43, Communication 0.00 0,01
o 20 Other Serviees - o.on 0,01
Jiolesale Price  Index
Partial flasticity: 7,01 Total Elasticitv: 0,01
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Iron and Steel
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Industry Elasticities Industry Elasticities
Partial Total Partial Total
1. Paddy 0,N2 N, 08 2%. Rubber Products n, 02 0,05
2. Jheat 0,03 0,06 27. Plastics 0,07 0.10
3. Other Cereals 0.02 N, 05 28, Petroleum Products N, 09 0.1
4. Pulses 0. 01 0,04 29. Coal Tar Products 0.07 0,40
5, Fibre Crops N, 01 0,05 30, Fertilisers 0.07 8.10
5. Tea and Coffee 0.01 0,04 31. Pesticides N,05 0, 08
7. Dther Crops 0.01 0,04 32. Synthetic Fibre Resin 0,06 0,09
g. Animal Husbandry 0,01 n,04 33, Tther Chemicals 0.06 0, 9
2, Forestry & Logging 0.04 0,07 34, Cement 0,07 0.10
17, Fishing 0.01 0, N4 35. Other Non-fletallic 0. 10 0, 13
-1. Coal and Lignite n.06 .09 flineral Products
. 36. Tron and Steel Price Exone-
- , 5 n 3
12. Crude 9il and Gas 0.n8 -1 nously Fixed
13. Iron Ore 0.05  0.08 & =5 won-ferrous Metals 0.n8  N.1q1
.. Other Met i . . . .
<. [_?Fh“e; '}z allic 0.05 f.08 3R, ilon-flectrical n.47 n, 49
inera Machinery
1%, Yon-Metallic and 0.03 1,06 - o :
inor Minerals 37. Electric~1 Machinery 0.29 0.31
40, Rail . .
:5. Sugar n.03 n. 06 ail Equipment 0.44 0.46
17, Khaendsari and 3oora .03 0,06 41. 2°t°r Vehicles 0.37 0.39
) 42. Other Tranaport 0.25 0,28
13. Other food and 0.03 0. 0g Equipment
Beverages
. . 43, Comnunication and 0.17 0, 19
19, Cotton Textiles 0.04 0. 07 Electronic Equipment
70, Art Silk & Synthetic 0,06 0. 08 ; . -
Fibre Textiles 44, Other Ranufacturing 0. 30 0.33
- . 45, Rail Transport 0. 11 0.14
1. Woollen Textiles 0.04 0.07 Services
22. Dther Textliles 0.04  0.07 ! 46, Other Transport 0.05 0,08
23, Wood Based Products 0.07 0. 10 Services
"4, Paper and Paper 0.07 0.10 47, Electricity 0.06 0.09
Based Products 48. Construction 0.23  0.25
*%. Leather and Leather 0.03 0,06 . ,
Products 49, Communication 0.02 0.05
50. Other Services 0.03 0,06
Wholesale Price Index
Partial £lasticitv: 0,09 Total Elasticitv: N,12
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Price Responsa Elasticities for Changés in tho Administered Price of

‘lon-ferrous Netals

11.
12.
13.
14.

10,

17.
13.

19,

20,

21.
22,
23.
24,

cticiti ticities
Industry E%%%?%%E"%E%ET fndustry p%:zfaic Total
Paddy n.,00 n,01 24, Rubber Products n,nN1 n, N2
Jheat N, 01 N, 02 27. Tlastics 0,02 n,03
Other Csreals 0.00 0,01 28. Petroleum Praducts n,02 n,n3
Pulses 0,07 0.01 27, Coal Tar Froducts n.n1 n,n2
Fibre Crops n,0n n. M 3N, fertilicers ~.n3 n,nG
Tea and Coffee 0.00 0.01 J1. Pasticides n,02 nn3
Nther Crops 1. 00 n,m 32. Synthetic Fibre Resin 0,02 n,n3
Animal Husbandry n, 0o o.M 33. AOther Chemicals n N4 n, 05
Forestry & Loggino 0,01 0,02 34. Cement 0.01 n, 12
Fishing 0.0 0.01 35. Tther Non<letallic n.n2 n.n3
Coal and Lignite n.01 0. 02 Mineral Products
Zrude 0il and Gas n,n1 7,02 f. Tron and Stoel 0.08 n.09
Tron Ore n.01 n.0? 37. Won-Ferrous Metals | fg:ZTY _Fggza
gg:giaQ§talli° 0.01 .02 1 30, ‘an-flectrical n,0g  0.07

Machinery
;zg;ﬂe;?iéiglznd 0.01 0.02 39, Elzctrical Machinery .10 n, 11
Sugar 0.01 n.01 40, il Tquipment n.nv 0.08
¥handsari. and Boora 0.01 0.02 41. Motor Vehicles 0.05 n.06
Other Food and 0,01  0.02 | ¢42. thor Transport 0,04 0,05
Beverages }ngpm?“t .
Cotton Textilos 0.01  0.02 | 43 ggggzggﬁiglgguiggent 0.07  0.08
Fibre Toxtitye  ooc 702 0034 4a. other Manufacturing  0.07  0.08
Woollen Textiles 0.01 0,02 | 4% fall Transport n.o2  n.n3
Nther Textiles 0,01 2.02 46. Other Transport .01 n.02
Wood Based Products 0,01 0,02 Services
Paper and Papar 0,02 N.03 47, Electricity 0,01 0,02
?::::e:r:::ct:ather 0.01 n,02 48. Conatruction 0.03 0.04
Products ‘ * 49, Comnmunication 0,00 n.01
50, Jthar Services n,n4 0.02

lJholesale

Price__Index

Partial! Clasticity: 0,03

Total Elasticity:

N.N4G
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non—-ferrous metals constitute about 6 per cent of the cost of iron and
steel production and for the production of each of the other groups listed
above it is one of the most lmportant inputs after iron and steel and own
use of the respective commodity.

(1) Rail Transport Services

3.2.14 After cement, rail transport services has the lowest inflationary
potential among the nine price-administered commodities considered. As
shown in Table 10 both the partial and total elasticities of the general
price level turn out to be 0.02.12 Among individual commodities the only
product which seems to be relatively sensitive to rail transport service
price 1s coal tar products (0.12). This is followed by engineering
products, cement and iron and steel for which the response elasticities are
clustered in the range of 0.05 to 0.08. The agro-based products and
agricultural products themselves have response elasticities which are
negligible. These elasticities of the different products reflect the
bulkiness or weight and relative cost shares of rail-transported inputs 1in
the final prices of these commodities. The case of coal tar products is an
obvious illustration.

3.2.15 The response elasticities of the general price level with respect
to each of the nine price-administered commodity groups as estimated by the
present model and an alternative model have been reproduced in Table 1l.
The essential difference between the two is that unlike the present model
the alternative model does not assume that the pricing decisions of the
administered sectors mlmlic the pricing behaviour of the non-administered
sectors.13 In particular it does not assume that the associated cost
increase is passed on as higher prices of other administered products when
some administered price is raised exogenously. Thus the two models capture
the likely inflationary impact of administered price increases under two
alternative rules of pricing behaviour for the administered sectors.

3.2.16 As is evident from Table 11, the inflationary potential Iis
considerably dampened in the altermative model. This 1s not surprising
given the pricing rule which is reflected in the alternative model. But it
is important to remember that in this alternative case the lower inflation
potential also implies a smaller volume of resource mobilisarion since a
part of the new resources appropriated by the price-ralsing sector 1is
simply a transfer from the other administered sectors. The alternative



TARLE 40

25

Price Response Elasticities for Chanqges in the Administered Price of

Rail Transport Services

Industry Elasticities Tndustry ~lasticities
Partial Jotal Partial Total |

Paddy 0,01 0, 01 25, Ruhher Prodyct-e ", M n, 02
Jheat 0. 01 0. 02 27. Flastics n,n3 n, 03
Jther Cereals 0,01 0. 01 28, fetroleum rn-ucts n,nN2 n, N2
Fulses n, e 0,01 29, Cna) Tar Products " 12 n,12
Fibre Crops n, 01 n,02 37, Fertiliserse n,n3 n,na
Tea and Coffes r, 01 n,n02 31. Festicides n.03 0,04
Nther Crops G,0n n, 01 32. Synthetic Fibre Resin 0,03 0, 04
Animal Husbandry 0,01 0. 01 33, 7ther Chemiczls n.03 n.03
Forestry & Logging .01 0,02 34, Cement 2,07 0,07
Fishing g, 0% n,0 35, fther Jondietallic n,0s n, o6
Cosal and Lignite .01 nono tineral froducts
Crude 0il and Gas 0,01 0,02 | 3% Tron ond Steal .08 0.nM
Iron Ore 0, 01 0,07 37, lon-Ferroue Moatals 0,03 n,na
Nther Metallic 0.1 nopz | 3F. Jjon-tlectrical n.os .05
“inerals ‘achinery
Jondletallic and 0. 01 0. 09 37, Tlectirical “"acihinery i, 0d n,ns
iinor Minerals 4%, “ail Equipment n,nN7 n,ng
Sugar 0, 0,02 41, TMotor Vehicles i, 06 0,04
Khandsari and Boora 0.01 0,02 47, Jther Transport n.n4 n, N5
Other Food and 0.07 0,02 Fuipment
Beverages 43, Communication and n,néa n, NS
Cotton Textiles 0. 02 0. 02 Electronic fquipment
krt Silk & Synthetic 0,03 0,03 | 944. Ather Banufactuyring 0.04  n.05
Fibre Textiles 45, Rail Transport Price Exoge-
Woollen Textiles 0,02 0.nz Services noysly Fixnad
Gther Jextiles 0. 01 n, G2 46, fther Transport 0.01 0.n2

' Services
Woud Based Products 0.U4 0, U4 47. Electricity 0. n3 0. 03
SZZZZ 32ﬁd5ﬁiir 0.ua 0. 04 4¢. Construction 0.05 N, N6
Lleather and leather 0. 01 0,0z 49, Communicatinn N, 03 r, 04
Froducts St, lher Services n,n1 ,02

dholesple _frice _ Ingex
Partizl “lasiicsity: 0,05 Tat -1 Zdiaticiivs 07
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TABLE 11

Response Elasticities of the Ceneral Price Level

(WP1)
Commodity Elasticity
Partial Total
Present| Alterna~ Present; Alterna-
Model tive P Model tive £
Model™ Model
1. Cement 0. 01 0. 01 0,01 0. 01
2, Rail Transgport Services o, 02 ! 0, 01 0,02 0. 01
3. Non-Ferrous Metals 0.03 - 0.04 -
4, Fertilisers 0,04 0. 04 0.05 0. 04
5. Coal and Lignite 0,05 0. 01 0.G7 0,02
6. Electricity 0.08 0,06 0. 11 0,07
7. Iron and Steel 0. 09 0,08 | o0.12 0.09
8. Petroleum Products 0.11 0. 08 0. 14 0,09
9, Crude 0il and Gas 0.11 | 0,01 0. 14 0,01
j
A ¥* ¥*
All Sselected Commodities 0,29 I 0,28 0.36 0.35

Notes: £ In this model a change in one administered price does not
affect the other administered prices,

* Excluding non-ferrous metals.
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model which captures this case is obviously not the most interesting for
analysing the inflationary implications of a resource mobllisation
strategy. The discusslon which follows is therefore confined to the main
model with which we have been working so far.

3.2.17 1t is obvious from Table 11 that it is not very meaningful to ask
whether administered price hikes are likely to be inflationary in general.
The answer depends very much on which administered prices are raised since
the price response elasticities vary from as little as 0.01 in the case of
cement to as much as 0.14 in the case of crude oil, gas and petroleum
products. Clearly there is considerable room for flexibility here. We have
accordingly examined below the inflationary implications of different
combinations of administered price increases.

Case 1: Coal and Lignite, Fertilisers, Non-ferrous Metals and
Rall Transport Services

3.2.18 We first examine a case where the government chooses to raise the
prices of only the low inflationary potential commodities 1in order to
mobilise resources. The results for this case are presented in Table 12.
The least 1inflationary administered commodity, cement, has not been
considered because this sector is largely in the private sector. Raising
cement prices would not therefore be very helpful in mobilising resources.
When the prices of coal and lignite, fertilisers, non-ferrous metals and
rail transport services are increased by 1 per cent the general price
level goes up by 0.16 per cent. This comes about mainly due to a derived
increase in the prices of coal tar products (0.62 per cent), electricity
(0.42 per cent), cement (0.29 per cent), iron and steel (0.28 per cent) and
various engineering products (around 0.20 per cent). The impact on most

agricultural prices except wheat is quite weak.

Case 2: Crule 0il and Gas, Petroleun Products, Iron and Steel
and Electricity

3.2.19 We next look at the case where, let us say for one reason or
another, the government is forced to raise the administered prices of only
the high inflationary potential commodities. The individual prices and the
general price level would now change as shown 1in Table 13. The total
response elasticity works out to 0.30. This means that a 20 per cent
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Price Repponae Elasticities for Changes in the Administered Prices of Coal and
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Lignite, Fertilisers, Non-Ferrous Metals and Rail Transport Services

Industry Elasticities Industry Elagticities
Partial Total Par laTE Total
1. Faddy 0,07 0. 11 26. Rubber Products 0.04 0. 08
2. UWheat 0.14 0,17 27. Plastics 0.11 0.14
3., Other Cereals 0,05 0.09 28. Petroleum Products 0.06 0,10
4, Fulses 0,G3 0,07 29, Coal Tar Products 0.61 0.62
5., Fibre Crops 0.G6 0, 10 30, Fertilisers Price Exoge-
6. Tea and Coffee 0.06 0,09 _ nously Fixed
7. Other Crops 0.04 0.08 31. Pesticides 0,09 0.12
8. Animal Husbandry 0.03 0.07 32. Synthetic Fibre Resin 0.12 0.16
9. Forestry & Logging 0.03 0.07 33, Other Chemicals 0.13 0,16
10, Fishing 0.01 0.05 34, Cement 0. 26 0,29
35. Other Nonfetallic 0.13 (.17
11. Coal and Lignite Price Exoge- :
nously Fixed Mineral Products
12, Crude 0il and Gas 0.05  0.09 | 36- Iron and Steel 0.25 0.28
13. Iron Ore 0.04 0.08 37. Non-Ferrous Metals 5;3§§yEF?E:E
14. Other Metallic 0.07  0.11 § 38, Non-Electrical 0.18  0.22
Minerals Machinery
.5, Non-Metallic and 0,03 0,07
Minor Minerals 39, Electrical Machinery 0.19 0.22
6. Sugar 0.05 0.09 40, Razil Equipment 0.20 0.24
7. Khandsari and Boora 0,05 0,09 41. Motor Vehicles 0.16 0.19
. Other Food and 0.06 0.09 42, gth?r Trinsport 0.13 0.16
Beverage quipmen
ges
. 43, Communication and 0.14 0.17
9, Cotton Textiles 0.08 0.12 Electronic Equipment
:0. Art Silk & Synthetic  0.11 0.14 | 44. p
Fibre Textiles ther Manufacturing N,16 0,19
45, Rail Transport Price Exoge-
1. Woollen Teftiles 0.07 0.11 Services nously Fixed
'2. Other qutxles 0.06 G.10 46, Other Transport 0.03 0.07
'3, Wood Based Products 0.08 0. 12 Services
4. Paper and Paper 0,13 0.16 | 47, Electricity 0. 39 0.42
] i“‘:: pr°d:°:° A 48. Construction 0.13 0,17
. t 3 3 .
P:gdugzsan eather 0.05 0.03 49, Communication 0,04 0,08
.50, Nther Services 0.03 0.07
Wholesale Price Index

Partial Clasticity: 0,12

Total Elasticitv:

0.16
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TABLE 13

Price Regponge Elagticities for Changes in the Administered Prices of
Crude 04l and_Gag, Petroleum Products, Iron and Steesl and Electricity

Industry EiisziCigziZI Industry E%%%f%%&i%%%a
1. Paddy 0,09 0,17 | 26. Rubber Products 0,09 0.16
2. Wheat 0.18 0.24 | 27, Plastics C. 38 0.43
3, Other Cereals 0.09 0.16 | 28, Petroleum Products Price Exoge-
4. Pulses 0.05 0.13 nously Fixed
5. Fibre Crops 0.08 0. 15 29, Cosl Tar Products 0.23 0,29
6. Tea and Coffee 0.05  0.93 | 0. fertilisers 0.61 0.6
7. Othar Crops 0.04 0,12 | 31+ Pesticides 0.16 0.23
8. Animal Husbandry 0.04 0.12 32, Synthetic Fibre Resin 0.38 0,43
9. Forestry & Logging 0. 08 0.15 33, Other Chemicals 0. 24 0. 30
10, Fishing 0.03 0.11 34, Cement 0.30 0.36
11. Coal and Lignite 0.17 0,24 | 35. Dther fon-fetallic 0.2 0.30
12, Crude 0il and Ges sgigi E;gge; 36. Iron and Steel Price Exoge-
y xe ) nously Fixed
13. Iron Ore 0. 26 0.32 | 37, Non-Ferrous Metals 0.37 0,42
14. Dther fatallic 0.22 0.28 | 39, Non-Electrical 0.54 0,57
Minerals Machinery
15 ggz;?a;iiiigl:nd 0.14 0.2 39, Electrical Machinery 0,38 0,43
16. Sugar 0. 09 0.1¢ { 40- Rail Equipment 0.54 0.58
17. Khandsari and Boora 0,12  0.19 | 41- Motor Vehicles 0.47 0.5
18. Gther Food and 0.10 0.17 42, gthgr Transport 0.35 0.40
Bevsrages quipment
19. Cotton Textiles 0.16 0,23 | 43 Homm e reene 8 D2
20. ﬁ;;rgi%gxtifzgthetlc 0.26  0.32 | 44, Other ManuPacturing  0.38 0,43
21. Woollen Textiles 0.14 0.21 45. g:iiil::nsport 0.27 0.33
22. Other Textiles 0.2 0.19 | 46, other Transport 0.33  0.39
23. UWaod Based Products 0.17 0.23 Services
24, Paper and Paper 0.27 0,32 | 47. Electricity Price Exoge-
Based Products nously Fixed
25, Leather and Lleather 6.10 0.17 | 48, Construction 0. 31 0.37
Products 49, Communication 0.07 0.14
50. Other Services 0.87 0.15
Wholesale Price Index

Partial Elasticity: 0,24

Totel Elasticity: 0,30
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increase in the prices of crude oil and gas, petroleum products, iron and
steel and electricity would trigger an extra inflation of the order of
6 per cent. The main contributors to this elasticity are fertilisers,
non—electrical machinery, rall equipment and motor vehicles, with each of
their individual response elasticities being greater than 0.50. The other
individual response elasticities, including those for agricultural
comnodities, also do not fall below 0.12 in this case.

Case 3: Coal and Lignite, Fertilisers, Irom
and Steel and Electricity

3.2.20 We now consider what is perhaps the most realistic case, 1{.e.,
where administered prices are raised for a combination of 1low and high
inflationary potential commodities. According to Table 14 the general price
level would rise by 5 per cent 1f the prices of coal and lignite,
fertilisers, iron and steel and electricity were ralsed by 20 per cent each
since the total response elasticity works out to 0.25 in thls case. The
main commodities contributing towards this response are coal tar products,
non-electrical machinery, rail equipment and motor vehicles with total
elasticities of more than 0.45 each. Among the agricultural products, the
worst affected is once again wheat with an elasticity of 0.24 followed by
paddy with an elasticity of 0.15.

Case 4: Coal and Lignite, Crude 0il and Gas,
Petroleum Products and Electricity

3.2.21 Next we have a special case where only the energy prices are
raised. It 1s interesting to note that a rise 1in energy prices gives
exactly the same response elasticities (see Table 15) as the 1intermediate
case 3. The commodity groups worst affected by energy price hikes are coal
tar products and fertilisers with total elasticities of 0.63 and 0.66
respectively. Among the other major contributors to the general price rise
in this case are plastics, synthetic fibre resin, cement and non-ferrous
metals. Agricultural price response elasticities lie in the range of 0.10
to 0.15 except in the case of wheat for which it is 0.23.

Case 5: All Nine Price-Administered Products

3.2.22 Finally, we examine the case of an across-the-board 1increase in
all nine administered prices. So far we have discussed the inflationary
potential of price 1increases for the nine price-administered products
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TABLE 14
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Administered Pricesg of

Coal and Liagnite, Fertilisers, Iron and Steal and Electricity

Partial Elasticity: 0,20

Total Elasticity: 0.25

Industry Elasticities Industry Elagticlitie
artia ota Partial Total
1. Paddy 0.09 0. 15 26. Rubber Products 0.07 0.13
2, Wheat 0.18 0. 24 27. Plastics 0. 21 0.26
3. Other Cersals 0.07 0.13 28. Petroleum Products 0.12 0,18
4, Pulses 0,04 0.10 29, Coal Tar Products 0.57 0. 60
S. Fibre Crops 0.08 0.13 | 30, Fertilisers Price Exoge-
6, Tea and Coffee 0.06 0,12 nously Fixed
7 Other C!‘Dps 0'05 0.11 31. pesticides 0. 13 0. 18
8. Animal Husbandry 0.04 0.10 32, Synthetic Fibre Resin 0.22 0,27
9. Forestry & LOgging 0.06 0.12 33. Other Chemicala 0.19 0.24
10, Fishing 0.062 0.08 34, Cement 0,34 0.38
35, Other Non-Metalllic 0.20 0.26
11. Coal and Lignite Price Exoge- s *
nously Fixed Mineral Products
36. Iron and Steel Price Exoge-
12, Crude 0il and Gas 0.11 6.16 nously Fixed
13. Iron Ore 0.10  0.16 | 37 Non-Ferrous Metals  0.33 0,37
14. Dther Metallic 0.18  0.28 | 35 Non-Electrical 0.53  0.56
n 8 Machinery
15. Jon-netallic and 0.08  0.14 | 39 flectrical Machinery 0.36  0.40
16. Sugar 0,07  G.13 | 40. Reil Equipment 0.51  0.54
17. Khandsari and Boora 0.08 0.14 | 41. Motor Vehicles 0.43 0.46
18. Other Food and 0.08 0,14 | 42- Other Transport 0.31 0.36
Bavsrages Equipment
19, Cotton Textiles 0.14 0,20 | 43. Communication and 0.23 0. 286
Electronic Equipment
20. Art 5ilk & Synthetic 0,20 0.25
Fibre Textiles 44, Other Manufacturing 0. 36 0,40
21, Woollen Taxtiles 0,12 0,18 | 945- gailiz;ansport 0.22 0,27
arv s
22, Other Textile 0.10 0.
. ® 1 16 46. Other Transport 0.06 0,12
23, Wood Based Products 0.14 0,20 Services
24, Paper and Paper 0.22 0,27 | 47, Electricity Price Exoge-~
Based Products nously Fixed
25. éeather and Leather 0,08 0.14 48, Construction 0. 29 0.34
roducts 49. Communication 0.04 0,11
50. DOther Services 0.05 0,12
Wholesale Price Index
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Price Responge Elasticitieg for Changes in the Administered Prices of
Coal and Lignite, Crude 0il and Gas, Petroleum Products § Electricity

Industry Elapticities Industry Elapticities
BEEE?EI‘"TEEEI artia ota
1. Paddy 0.09 0.15 26. Rubber Products 0.08 0.14
2. Wheat 0.17 0,23 27. Plastics 0.36 0.40
3. Other Cersals 0,08 0. 14 28. Petroleum Products Price Exoge-
4, Pulaes 0.05 0. 11 nously Fixed
5. Fibre Crops 0,07 0. 14 29. Coal Tar Products 0, 60 0.63
6. Tea and Coffee 0.05 0. 11 30. Fertilisers 0.64 0. 66
7. Other Crops 0. 05 0.11 31. Pesticides 0.13 0.19
8. Animal Husbandry 0.04 0,10 | 32 Synthetic Fibre Resin 0.36  0.40
9. Forestry & Logging 0.06 0.12 33. Other Chemicals 0. 21 0.26
10. Fishing 0.02 ©,09 | 3% Eement 0.36  0.41
11. Coal and Lignite zzig;yﬁﬁggga 35. ngg;agog;ggﬁzéiic 0. 21 0.26
12. Crude 0il and Gas Price Exoge- 36. Iron and Steel g, 26 0.31
nously Fixed 37. Non-Ferrous Metals 0, 35 0,39
13. Iron Ore 0.23 0.28 38. Non-Electricsal 0.20 0.25
14. Other Metallic 0.19 0,25 Machinery
Minerals 39. Electrical Machinery 0.18 0,23
15. Non-Metallic aend 0.12 0.18 40, Rail Equipment 0.22 0.28
Minor Minerals 41. Motor Vehicles 0.21  0.26
15. Sugar 0.08 0,14 42, Other Trangport 0.18 0.23
17. Khandsari and Boora 0.1 0.17 Equipment
18. Other Food and 0.08 0. 14 43. Communication and 0.15 0.21
Beverages Electronic Equipment
13, Cotton Textiles 0. 15 0,20 44, Other Manufacturing 0.16 0. 22
20, Art Silk & Synthetic 0,24 0.29 | 45. Rail Transport 0.24 0.29
Fibre Textiles Services
21. Woollen Textiles 0.13 0.19 46, Other Transport 0.32 0. 36
22. Other Textiles 0.10  0.16 Services
23. Wood Based Products  0.13  0.18 | 47+ flectricity Price Exoge-
24. Paper and Paper 0. 24 0.29 nously Fixed
Based Products ) ’ 48. Construction 0.17 0,22
25. Leathor and leather 0,08 0,14 | 49 Communication 0.06  0.12
Products 50. Other Services 0.06 0.12
Wholesale Price Index
Partial E£lasticity: 0,20 Total Elasticity: 0,25
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taken individually or in some combinations. However it is also possible to
concelve of a situation- where the government decides to raise all
administered prices, womewhat like the imposition of a uniform ad valorem
tax on all the relevant commodities. To take account of this possibility we
have estimated the reasponse elasticities of individual non—administered
comodity prices and the general price level when all the administered
prices are changed simultaneously in the same direction. These elasticities
are presented in Table 16.

3.2.23 When all nine prices change simultaneously the total response
elasticity of the general price level works out to 0.36. Recall that the
aggregate response elasticity for this case 1s similar under the
_alternative model (Table 1l1). This is because the two models are equivalent
for the case where all administered prices are ralsed simultaneously. The
immediate first-round response elasticity is 0.29. In other words, 1if all
nine adoinistered prices were ralsed simultaneously by say 20 per cent we
would get an extra inflation rate of about 5.8 per cent in the first round
itself. By the time-the subsequentfgédback effects have worked themselves
out the extra inflation would add up to 7.2 per cent. Notice " however that
ﬁhe model is not situated in time in the sense that ik does not specify the
calendar time period over which thé feedback effects would work themselves

out.

3.2.24  Among individual commodities, coal tar products have the highest
response elasticity (0.72) followed by rail equipment (0.63), most of the
engineering industry products and some petro-chemicals which have response
elasticities in the range of 0.4 to 0.6. The response elasticities of major
“mining products, paper, rubber and some chemical and agro~based products
come next with elasticities in the range of over 0.2 to 0.4. The only
agricultural product in this category 1is wheat (0.30). All  other
agricultural  products, agro-based products, communications and other
services have low price response elasticities of 0.20 or less.

3.2.25 Finally it should be remarked that all rhe results reported above
relate to changes in the general price level as measured by the Wholesale
Price Index (WPI). It would be interesting to see how these numbers are
modified 1if the exercise is reworked with a consumer price 1index.
Unfortunately, the avallable consumer price 1indices for agricultrural
workers, industrial workers and urban non-manual workers do not easily lend
themselves to such detailed input—output model based calculations as we



TABLE 16

34

Price Regponse Elagticitieg for Chsngeg in the Adminigtered Price of

All Nine Products

Industry tlagticitle Industry Elssticities:
gqg_!;igf Total Earfiz[ Jotal
1. Paddy 0.12 0. 20 26. Rubber Products 0.10 0.19
2. UWhest 0,22 0. 30 27. Plestics 0, 41 0,47
3. Other Cereals 0.11 0.19 28. Petroleum Products Price Exoge-
4. Pulees 0.07 015 1 g 1 Tar P nzu:;y F;xzd
S. Fibre Crops 0.10  0.19 | " £°at11:r roducts brice Exon 2
. Fear sers rice Exoge-
6. Tea and Coffee 0.08 0,16 nously Fixed
7. Other Cropa .06 0.15 | 34, pesticides 0.20 0,27
8. Animal Husbandry 0.05  0.14 | 37, synthetic Fibre Resin 0.42  0.47
9. Forestry & logglng  0.09  0.18 } 33 giner Chemicals 0.28  0.35
10. Flehing 0.03  0.12 | 34, Cement Price Exoge-
11. Coal and Lignite Price Exoge- , nously Fixed
nously Fixed | 35 gther von-Metallic 0.33 0,39
12. Crude 0il end Ges Price Exoge- minersl Products
nously fixed 36. Iron snd Steel Price Exoge-
3. Iron Ore 0.27 0. 33 nously Fixed
4, Other Metallic 0.23 0.30.f 37. Non-Ferrous Metals Price Exoge-
Minerals nously Fixed
S. Non-Metallic and 0.15 0.23 38. Non-Electrical 0.57 0,61
Minor Minerals Machinery
6. Sugar 0. 11 0.19 39. flectrical Machinery 0, 45 0.50
7. Khendsari and Boore 0,14 0,22 40, Rail Equipment 0.59 0.63
3, Other Food and 0.12 0,20 41, Motor Vehicles 0.50 0.55
Beverages 42. Gthor Transport 0.38  0.44
. Cotton Textiles 0.19 .26 Equipment
Art Silk & Synthetic 0.29 .35 43. Communicetion and 0,32 0. 38
Fibre Textiles €lectronic Equipment
1. Woollen Textiles 0.17 0,26 44, Other Manufacturing 0. 42 0.48
2. Other Textiles 0.14 0.22 | 45. Rail Trensport Price Exoge-
3. Wood Based Products  0.20 0,27 Services nously Fixed
4. Paper and Paper 0. 31 0.37 | 46- gthei Transport 0.34 0. 40
B8saed Producta ervices
5. Leather snd Leather  0.12 0,20 | 47- Electricity Price ~Exdge-
Products nously xe
48, Construction 0. 40 0, 46
49, Communication 0,09 0.18
50. Odther Services 0.09 0.17
Jholesale Price Index
Partisl Elasticity: 0,29 Tntal E€lasticity: 0.36
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have attempted here since they are not compiled from a sufficiently
detailed commodity classification. However, on the basis of the observed
similarity of movements between the WPI and the CPI for the period 1970 to
1984, as shown in Table 17, we can conjecture that the overall results

would not look very different.

4. A Concluding Remark

4.1 Our analysis of the contribution of administered price increases
to past inflation showed that it has been considerably greater than what
was suggested by the Finance Ministry discussion paper. On the other hand
we have seen at the outset that the success of the Seventh Five Year Plan
depends rather crucially on the generation of additional surpluses in
public sector undertakings through administered price increases, since not
too much can be expected by way of increased efficiency or productivity
gains in the short run. Are we to conclude then that a high rate of
-inflation is a price which the government must necessarily pay if it were
to follow this financing strategy in order to maintain the size of the

Seventh Plan?

4.2 In our view, this does not follow at all from the fact that
administered price increases have accounted for a substantial portion of
past inflarion. We have seen that during the eighties the average inflation
rate has been much lower than the average inflation rate for the
post=1970-71 period as a whole though administered price increases still
account for a large proportion of total inflation. As we all know, the very
high inflation rates of the seventies were largely attributable to the two
oil shocks which affected the entire world economy. It is purely incidental
that in India these external shocks were passed on in the form of
administered price increases since oil production and refining happen to be

public sector activities in this country.

4.3 What really matters for an answer to our question is the vector of
total response elasticities of the general price level reported in Table
11. Clearly a number of major administered prices could be raised
substantially without triggering much extra inflation. Cement prices for
instance can be raised with almost no inflationary impact at all. However,
cement is not particularly interesting since it is mostly in the private

sector and cement price hikes would not place more resources in the hands
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TABLE 17

Price Index_ Movements

— — e - — —

Year Whole sale price Industrial workers
index (WPI) consumer price
index (CPI)
(1970-71=100) (1970=100)
1970 939.0 100.00
1971 105.0 103, 26
1972 113.0 109, 78
1973 131.6 128,26
1974 169.2 165,22
1975 175.8 174,46
1976 172.4 160.87
1977 185.4 174,46
1978 185,0 178.80
1979 206.5 190. 22
1980 248.1 211.956
1981 278.4 239,67
1982 285.3 258,15
1983 308.5 289,13
1984 ' 338.0 313,04

B et e e L S —

Source: Government of India, Ministry of
Mlanning: Stotisticsl Abstrzct,
India, Nsw Seriss {vrrinus issuss),
Centr=1 St=tigticrl Trasnis=tion,
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of the government. But there are a range of public sector products such as
coal and lignite, fertilisers, non—ferrous metals or rail transport
services whose prices could be ralsed to wobilise substantial extra
resources without triggering much extra inflation (case 1 above).

4.4 It is arguable that of these low inflationary potential products
fertilisers must be left alone for political considerations ian a
farmer—~dominated polity. It 1s also possible that the 1inflationary impact
of rall transport services may be greater than indicated in our model since
it does not directly enter the price index used to measure inflation.
Questions have also been raised about the rellability of the rail transport
coefficient in the Seventh Plan input-output table we have used. Let us
assume therefore that for one reason or another the government is forced to
choose only the high inflationary potential products (case 2 above) or,
more realistically, a combination of high and 1low inflationary potential
products (case 3 above). It turns out that the government could mobilise
resources through these sectors with an extra inflation rate of 3 per cent
or less for every 10 per cent increase in administered prices.

4.5 Clearly a policy of judiciously selected administered price
increases would go a long way in closing the resource gap for the Seventh
Plan without generating very high rates of extra inflation. However, we
should remind our readers that this strategy could also have important
effects on resource allocation, income distribution or aggregate demand
which have not been addressed in this paper.
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NOTES

Reported editorially in the Economic and Political Weekly, Vol. XXI,
No. 3, August 16, 1986.

For an excellent analysis of macro~economic implications in general,
see Dasgupta (1986). For a comparison of this strategy with increased
deficit financing, see Sundaram and Tendulkar (1986, 1987). On other
allocative or distributive effects and normative pricing principles,
see Bagchi (1986), Chatterjee, Gangopadhyay and Sinha (1986), Ghosh
(1982) and Khusro (1986).

Strictly speaking, the elastidity measures are valid for any past or
future period for which the Seventh Plan input—output table is
applicable.

Gupta and Srinivasan (1984) recognised the existence of these feedback
effects and made a conjecture about their 1likely impact. But the
effects were not incorporated in their computable model. Sundaram and
Tendulkar (1986) also referred to these effects and made a conjecture
that the price sequence could be explosive. However, their paper
develops a heuristic argument and does not include any computations.
In fact the total inflationary impact will approach an wupper limit
asymptotically provided the second-round effect is less than the
initial effect.

See, for instance, Sawhmey and Sawhney (1973), Katrak (1980) and
Chatter jee (1986). But see also Madhur and Roy (1986).

See, among others, Bose (1986), Dasgupta (1986), Rakshit (1982) and
Taylor (1983).

For estimating the elasticity of money wages with respect to the
general price level Y. the entire non-administered sector was
partitioned into an agrigultural sector and a non—agricultural sector
and ¥]. estimated separately for these two broad sectors on the
assumption that ¥}. would be the same for all sub-sectors within these
two broad sectors ghough it could vary between the two sectors for
institutional and other reasons. However, it turns out that ¥} . is the
same for both sectors. For details on the estimation of ¥}. and
computation of the parameterse(y, bij’ bwj’ etc., see Appendix A°

In its actual estimate the Ministry paper took account only of the
direct impact on the wholesale price index (WPI) but ir conjectured
that the total impact after netting out interactions may be similar.
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9.

10.

11.

12.

13.

In a related study Rao (1984) had estimated the contribution of nine
administered price increases to be about 27 per cent of total
inflation for the period 1970-71 to 1983-84. Instead of cement, which
has been included in our calculation and has been found to have a
negligible inflationary potential, Rao had included communication.
Also he had used the 1973-74 input-output table and an absolute rather
than a proportionate mark-up rule. His calculations correspond to
about half our estimate of the first-round impact. He did not measure

the total impact.

Based on the 1979-80 input—output table and an absolute mark-up rule,
Gupta and Srinivasan (1984) estimated the contribution of 21
administered price commodities to be 57.34 per cent of total inflation
for the period 1979-82. This was again only the first~round impact. If
the total impact is about 22 per cent more than the initial impact as
indicated by our calculation, then the total contribution of all the
21 administered price commodities may have been close to 70 per cent
of the recorded inflation.

These were the nine commodity groups suggested by the Planning
Commission when it originally requested us to undertake this study.

The estimates are rounded to the second decimal place. The
elasticities being very low the feedback effects after the first round
do not show up at this level of precision.

Response elasticities based on this alternative model were worked out
in detail in the earlier version of this paper. The data are
reproduced in Appendix B for purposes of comparison.
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APPENDIX A

I. Calculation of bij and hwj

The input-use coefficients have been taken from the 50 X 50
commodity X industry matrix for 1984-85 given in the Technical Note on the
Seventh Plan of India (1985-90), Perspective Planning Division, Planning
Commission, Government of India, June, 1986.

Of the 50 sectors, nine are administered sectors as follows:

S.No. Sector

11. Coal and Lignite

12. Crude Petroleum and Natural Gas
28. Petroleum Products

30. Fertilisers

34, Cement

36. Iron and Steel

37. Non-Ferrous Metals

45. Rail Transport Services

47. Electricity

The remaining 41 sectors are treated as completely non-administered sectors
comprising 10 agricultural sectors and 32 non—agricultural sectors.

Input-Use Coefficients

A typical entry in the given input-use coefficients matrix gives
the value of ith input required per rupee worth of jth output. Using our
notation each entry in the matrix is therefore aijpi with the units defined
such that the initial price vector (PyseesesPgy) = (1.0,...,1.0).
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Labour Coefficients

The labour cost per rupee of jth output or the jth labour
coefficient 1jwj is obtained as a product of the gross value added (GVA)
coefficient (given in the input-output matrix) and the share of wages in
GVA for each sector.

To calculate the share of wages in GVA for the non—agricultural
sectors we have used data on 20 industries for the year 1980 given in the
Principal Characteristics of Selected Industries in Organised Manufacturing
Sector (1960-1980), Central Statistical Organisation, Ministry of Planning,
Government of India, December, 1984. The ratio of wages to GVA has been
calculated as [(Number of workers X wages per worker) + (Number of
employees X emoluments per employee)] / GVA for each of the 20 industries.
These have been then matched with the non-agricultural sectors of the I - O
Table. For instance, the share obtained for “chemicals and chemical
products” has been assumed to apply to four industries, namely,
fertilisers, pesticides, synthetic fibre resin and other chemicals.

For calculating the share of wages in GVA for the ten
non—-administered agricultural sectors, data, which were available for three
categories only, have been taken from the National Accounts Statistics
(NAS), Central Statistical Organisation, Ministry of Planning, Government
of India for 1980-81. Therefore, for sectors 1 to 8 we have used the share
of wages 1in GVA for the sector ‘“agriculture and allied activities”
calculated from the NAS. The shares for “forestry and logging” and
“fishing” have been calculated separately from the NAS. These shares of
wages in GVA for the agricultural sector have been obtained as
(compensation of employees + mixed income of self-employed)/GVA).

Having obtained the input use coefficients (aijpi) and labour
coefficlents (ljwj) we could calculate

]

—3 = s aijpi + lj'j’ jEIn

i£IM

and hence bij = aijpilaj' hwj = ljwjlaj, 1L, €1,
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II. Weighting Diagram for Wholesale Price Index (oC)

The highly disaggregated data of the Wholesale Price Index
weighting diagram have been condensed into 50 sectors to obtain «,,
(i=1,...,50) as follows in Table A.l.

II1. Relation Between Wage Rates and the General Price Level

The entire non-administered sector has been partitioned into two
sub—sectors, agriculture and non—agriculture, for obtaining a relation
between the nominal wage rates and the general price level. However,
nominal wage series are not available directly for either sector.

From Tables 1.1.25 and 2.5 of the Principal Characteristics of
Selected Industries the “average emoluments” from 1960-1980 for all 20
selected industries have been obtained as [(percentage of workers to all
employees X wages per worker) + (percentage of employees other than workers
to all employees X emoluments per employee)] This series converted with
1970 = 100 has been used as the series of non—agricultural wage index.

For the agricultural sector, a large volume of data on wages is
available but in a highly disaggregated form. Since no all-India index of
agricultural wages is available, wage data for individual states (each
represented by a centre) have been used to calculate the all-India average
wage for each year as a weighted average of the wage rates of all states.
The state shares in total agricultural labour force in 1971 have been used
as weights. To obtain a consistent time series, data have been used for
only 13 states for which continuous data were available for the period
1960-61 to 1985-86. The type of labour covered was field labour/ploughman.
The all-India average money wages were then transformed into an index
setting 1970-71 = 100”. The two series of wage 1indices are presented on

page 48-

* We are grateful to the Agricultural Costs and Prices Commission for
having made available to us the annual average wage data by states.
The state shares in agricultural labour force have been taken from
Census of India, 1971, Series I, Part-II-B(ii), General Economic

Tables.
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21.
22.
23,
24.
25.
26.
27.
28,
29.
30.
31.
32.
33.
34,

.Oo\loxu-\s:-wm...

Sector Weight in WP1
Paddy 51.31
Wheat 34.17
Other Cereals 18.41
Pulses 21.79
Fibre Crops 26.75
Tea and Coffee 13.10
Other Crops 197.27
Animal Husbandry 77.08
Forestry and Logging 3.59
Fishing N 6.31
Coal and Lignite 10.72
Crude 0il and Gas* 6.02
Iron Ore 1.56
Other Metallic Minerals 0.73
Non-Metallic and Minor Minerals 4.16
Sugar 21.91
Khandsari and Boora 4.92
Other Food and Beverages 90. 84
Cotton Textiles 81.02
Art Silk and Synthetic Fibre 10.92
Textiles

Woollen Textiles 2.44
Other Textiles 15.88
Wood Based Industries 1.74
Paper and Paper Based Industries 8.51
Leather and Leather Products 3.85
Rubber Products 11.13
Plastics 0.94
Petroleum Products 49 .12
Ccal Tar Products 0.75
Fertilisers 12.52
Pesticides 1.16
Synthetic Fibre Resin 8.30
Other Chemicals 33.50
Ccment* 7.03



Sector Weight in WPI

35. Other Non-Metallic Mineral 7.12

Products
36. Iron and Steel 33.63
37. Non-Ferrous Metals 11.78
38. Non-Electrical Machinery 30.91
39. Electrical Machinery 17.19
40. Rail Equipment 1.10
41. Motor Vehicles 12.15
42. Other Transport Equipment 4.58
43, Communication & Electronic 2.71

Equipment
44. Other Manufacturing 18.33
45, Rail Transport Services 0.00
46. Other Transport Services 0.00
47. Electricity* 24.00
48. Construction 0.00
49, Communication 0.00
50. Other Services 0.00

All Commodities 1000.00

Asterisks denote the price-administered sectors.
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Yesr Agricultural Year Non-agricultursl
wage index* wvage index
(1970-71=100) (1970 = 100)

1960-61 49,24 1960 46,55
1961-62 53.56 1961 50, 14
1962-63 55.07 1962 54,21
1963-~64 57.06 1963 57.29
196465 64.21 1964 60,87
196566 70.94 1965 66. 65
1966-67 79,36 1966 73. 25
1967-68 83.48 1967 80,81
1968-69 89,99 1968 86,09
1969-70 94,74 1969 91,31
1970-71 100,00 1970 100,00
1971-72 102, 66 1971 107.46
1972-73 107,32 1972 119, 49
1973.74 119, 72 1973 131.51
1974-75 138.33 1974 152.62
1975~-76 150. 67 1975 170, 68
1976=77 159,58 1976 170. 62
1977-78 165.56 1977 178.77
1978-79 172.70 1978 205.63
1979-80 191.39 1979 229,60
1980-81 209,80 1980 254.46
1981-82 239,47

1982-83 271.75

1983-84 308, 45

1984..85 348.01

1985-86 385.23

1986-879 403,23

Note: * This series reletes to the crop yeer, July-ldune,

48

For the yesr 1986-87 the reported figure relates
to the month of July, 1986,
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Finally the elasticities of wage rates for each of the two sectors
with respect to the general price level (WPI) have been obtained by fitting
a relationship of the form

G=@+”[§+Yt

Where w and ﬁ are the annual percentage changes in the wage index and
the WPI respectively and t refers to time (year), after checking that P
itself is notcorrelated with t. In effect we have assumed that the
determinants of w are additively separable and that the effects of all
determinants other than P are either captured in the time independent

constant term or the time variable t.

The coefficient of P (") gives the elasticity of sectoral wage
rates with respect to the general price level P. It has been assumed that
the elasticities estimated for the two broad sectors, agriculture and
non—-agriculture, apply to their respective sub-sectors. But it turns out
that the estimated elasticities for both the sectors are equal to 0.26 as
indicated in the following regression equations:

Non—Agricultural Sector

W = 0.054%%% + 0.260% P + 0.001 £ R® = 0.32
(0.014) (0.104) (0.001)

Agricultural Sector

& = 0.037%%% + 0.260%% P + 0.002%x t  R® = 0.35
(0.014) (0.102) (0.001)

Note: Figures in parentheses indicate standard errors. Asterisks indicate
significance at 1 per cent (***) 2.5 per cent (**) or 5 per cent
(*) levels.



APPENDIX B
Reaponge Elasticities Celculsted from the Alternstive Model

S0

TRABLE B1

Price Response Elasticities for Changes in the Administered Price of

Crude 0il, GCas and Petroleum Products

Industry Elasticities Industry Elasticities
Partial Total Partial Total
1. Paddy 0,04 0,06 22, Paper and Paper 0.06 0.08
Based Products
2. Wheat 0,04 0.06 23, Lleather and Lleather 0.0¢ 0.06
Products
3, Other Cereals 0.04 0.06 24, Rubber Products 0,07 0.09
4, Pulsges 0.02 0.05 25, Plastics 0,21 0,23
5, Fibre Crops 0.02 0.05 26. Coal Tar Products 0.05 0.0S
5. Tea and Coffee 0.01 0.04 27. Pesticides 0,04 0,06
7. Other Crops 0.0 0.04 28, Synthetic Fibre Resin 0,19 0. 21
8. Animal Husbandry 0.01 0.04 29, Other Chemicals 0.06 0.08
‘3, fForestry and 0.03 0,05 30. Other Non-Metallic & 0,07 0,08
Logging Mineral Procucts
10, fFishing 0.02 0,04 31. Non-Ferrous Maetals 0,07 0,09
1i. Iron Ore ‘0. 18 0,20 32, Non-Electrical 0,02 0,03
Machinery
12, Other Mmetallic 0,04 0.06 33. Electrical Fachinery 0.03 0,05
Minerals
13. Non-Metallic end 0, 07 0,068 34, Rail Equipment 0.04 0,05
Minor Minerals
14, Sugar 0.03 0,06 | 35. Motor Vehicles 0.06  0.07
15. Khandsari and 0.06 o, 08 36. Other Transport 0. 05 0. 07
-Boora £quipment
16, Other Food and 0,03 0,06 37. Communication and g, 04 0, 06
Beverages Electronic Equipment
17. Cotton Textiles 0. 04 0.06 38, Other Manufacturing 0.03 0.04
4
18. Art Silk and 0,08 0,10 39, Other Transport 0.31 0,33
. Synthetic Textiles Services
19. Woollen Textiles 0.04 0.06 40, Construction 0,04 0.06
20, Other Textiles 0.03 0.05 41, Communication 0.G63 0.05
/1. Wood Based Products 0.03 0,06 42, Other Services 0,02 0,08
Wholesale Price Index
Partial Elasticity: 0,03 Tntal Clasticity: 0,08




TABLE B2

Price Response Elasticities for Changes in_the Adminigtered Price of
Coal end Lignite
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Elastici

ie

Industry

Elasticities

Industr ties
Y Partial Total Partial Total
1. Faddy 0,00 0,00 22, Paper and Paper 0,01 0,01
Based Products
v, Uheat 0.00 0. G0 23, leather and Leather 0. G0 0.0
Products
%, Other Cereals 0.00 0.00 24, Rubber Praducts .00 C.01
.. Pulses 0.00 0.G0 25, Plastics 0.G1 0,01
. fibre Crops 0.00 0.00 26, Coal Tar Products 0,47 0,47
. Tea and Coffes 0. 00 0,00 27, Pesticides 0,60 0,01
Y. Other Crops 0,00 0, G0 28, Synthetic Fibre Regin 0.01 D, 01
. Animal Husbandry 0.00 0.00 29. Other Chemicals 0.01 0. C1
'. fForestry and 0. G0 0,01 30, Other Non-Metallic ¢ n,0? 0,02
Logging Mineral Products
. Fishing 0. 00 o, 00 31. Non-Ferrous Metels 0.072 0,02
Iron Ore 0.00 0,00 32. Non-Electrical 0. GO 0.01
Machinery
Other Metallic 0. 00 0.GU 33, Elactrical Machinery 0.01 0,01
“inerals
‘e Von-Metallic and 0.00 0,00 34, Rail Equipment 0, GC 0.01
Minor Minersals
4. Sugar 0.00 0.01 35. Motor Vehicles 9.00 .01
Khandsari and 0,00 0.01 36, Other Transport 0,00 0, 01
Boora Services
. Other Food and 0.00 .01 37. Communication and 0,60 0.01
Beverages Electronic Equipment
7. Cotton Textiles 0,00 0.01 38, Other Manufacturing 0.01 0.01
8, Art Silk and G.01 0.01 39. Other Transport 0.00 0.00
Synthetic Textiles Services
5. Woollen Textiles 0.00 0.01 40, Constriction 0,01 0.02
5. Other Textiles 0.00 0.01 41, Communication 0,00 0.00
i. Wood Based Products 0,00 0.01 42, Other Services 0.00 0,01
Wholesale Price Indax
Partial E£lasticity: 0,00 Total Elasticity: C.G+
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TABLE B3
Price Regponse Elasticities for Changes in the Administered Price of
Electricity
Industry Elaosticities Industry Elagticities
. Partial Total Partial Total
1. Paddy 0.01 0,03 |22, Paper and Paper 0.14  0.15
Based Products
Y, UWheat 0.6G7 0.08 23. Leather and leather 0,06 0.05
Products
4. Other Cereals 0.01 0,03 24, Rubber Products 0, 0g 0.10
4, Pulses 0.01 0.03 25, Plastics 0,12 0, 14
.. Fibre Crops 0.02 0.03 26, Coal Tar Products 0.0S 0.06
. Tea and Coffee 0.01 0.02 27. Pesticides 0.07 0.0¢
‘o Other Crops 0.01 0,02 28, Synthetic Fibre Resin 0.14 0. 15
. Animal Husbandry 0,01 0,03 29, Other Chemicals 0.17 0.13
i, Forestry and 8. 01 0.03 30. Other Non-Metallic & 0.67 0.0#
Logging Mineral Products
. Fishing g, 00 0,02 31. Non-Ferrous Metals 0, z4 n, 2%
. Iron Ore 0.G¢ 0,05 32, Non-Electrical 0.G5 0.0C6
Machinery
~. Other Metallic 0. 14 0. 15 33, Electrical Machinery 0,06F 0.G7
Minerals
£ 3
.4, Non-Metallic and 0.0G¢4 0.06 34, Rail Egquipment t.06 0.07
MInor Minerals
4. Tsugar 0.62  0.04 | 35, Mmotor Vehicles 0.5 0,06
it'e Khandsari and 0. 03 0.04 36, Other Transport 0,0¢ 0.07
Boore Equipmsent
"% Qther Food and 0.03 0.04 37. Communication and 0.06 0.07
Beverages Electronic Equipment
17. ‘Cotton Textiles 0.08 0.10 38, Other Manufacturing 0.05 0.06
-
13,7 Art Silk and 0.13 0. 15 39, Other Transport 0.01 0.02
& Ssynthetic Textiles ' Services
13, Woollen Textiles 0.07 8.09 40, Construction 0,03 0.03
‘13, Bther Textiles 0. 05 0.07 41, Communication 0.02 0.03
1. Wood Based Products 0.06 0,08 42, Other Services 0.02 0. 04
Wholegsale Price Index
Partial £lasticity: 0,06 Total £lasticity: 0,07
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Industr Elasticities Industry Elasticities
sty Partial Total Partial Total
1. Paddy 0.06 0.07 22. Paper and Paper 0.00 0.01
Basod Products
2. Wheat 0.10 0. 11 23, Leather and Lleather 0.01 0,01
Products
7. Other Coreals 0.03 0,04 24, Rubber Productse 0.01 0.02
7., Pulses 0.02 0.03 25. Plastics 0.00 0. 01
.. Fibre Crops 0.05 0,06 26, Cozl Tar Products 0.00 0.00
.. Tea and Coffee 0.04 0,05 27. Pasticides 0.00 0.01
7. UOther Crops 0,04 0.05 28. Synthetic Fibre Resin 0.01 0.02
. Animal Husbandry 0.02? 0,03 29. Other Chemicals 0,01 0.02
. Forestry and 0.00 0,01 30, Other Non-flatallic & 0.0C 0.01
Logging Mineral Products
. Fishing 0.00 0.01 31. Non-Ferrous Metales 0.0n 0, 04
. Iron Ore 0.0C 0.01 32, Non-flectrical 0.0r 0,01
Machinery
.. Other Metallic 0.00 0.01 33. Electrical Mach.inery D. o0 C. 01
Minerals
. Non-Metallic and 0.0cC 0.01 34, R2il Equipment g.0C 5.0
Minor Minerals
9. Sugar 0.02 0.03 35, Motor Vehicles 0.0C 0.01
.. Khendsari and 0.02 0,03 36, Othsr Transport 0,20 0.01
Bocra Equipment
. Other food and 0.02 0.04 37. Communication ancg 0.00 0.01
.-Peverages Electronic Equipment
7.-Cotton Textiles 0.02 0,03 | 38. Other Manufacturing 0.00  0.01
‘o "Agt Silk and 0.01 0. 01 39. Other Transport 0.00 0.01
‘Synthetic Textiles Services
‘. Woollen Textiles 0.01 0.02 40. Construction 0. 00 o.o01r
lo Other Textiles 0.01 0.02 41, Communication 0. 00 0.01
.« Wood Based Products 0.00 0,01 42, Other Services 0. 00 0.01
Uholesale Price Index
Partial E£lasticity: [,02 Tratal Tleeticity 0.0z




Price Response Elasticities for Chanqus_in the Administered Price of

TABLE B5

temqg}
Industry flasticities Industry _Elasticitiss
Partial Total Partias]l Jota
1. Paddy 0,00 0,00 22, Paper and Papor 0,00 0.01
Based Products
2. Whoat D, 00 0,00 23. Leather and Leather 0,00 0, 00
Products
3, Other Cersals 0.00 0,01 24, Rubber Products 0,00 0.01
4, Pulses 0.00 - 0,00 25. Flastics g, 00 0, 00
S. Fibre Crops 0.06 0. 00 26, Coal Tar Products 0. 00 0.00
5. Tea and Coffes 0.00 0. 00 27. Pesticides 0.0C 0.01
7, DOther Crops 0,00 0,00 28, Synthetic Fibrz Resin 0,00 0,00
3., Animal Husbandry 0.00 0,00 29, Other Chemicals 0.00 0,01
. Forestry and 0.01 0.01 30, Other Non-Metallic & 0,08 0, 0%
Logging Mineral: Products
10, Fishing 0,00 0.00 31. ‘lon-Ferrous “etals 0,00 0.01
~1, Iron Ore 0,00 0.01 32, Non-Electricsal 0,00 0.0r
Machinerv
2. Other Metallic 0.00 0. 00 33. Clectricel "arhinery 0.00 0. 0¢
fiinerals
13, Non-Metallic and 0,00 0,00 34, Ra2il Equipment 0. 00 0. 0r
Minor Minaerals -
14, Sugar 0. 00 0,00 35, Fotor VYehicles 0. 00 0, 0(
15. Khandsari and 0.00 0.00 36, Other Transport 0.00 0. 0f
. Boora Cquipment
15, Other fFood and 0,00 0,00 37. Communication and 0,00 0.01
Beverages Electronic €quipment
17. Cptton Textiles 0.00 0, 00 38, Other Manufacturing ©.00 0, 0!
18, Art Silk and 0,00 0.01 39, Other Transport 0,00 0, 0
Synthetic Textiles Services
19, Woollen Textiles 0.00 0.00 40, Construction 0.08 0, 0t
20, Other Textiles 0,00 0.00 41, Comnunication 0.00 0.0
21. Wood Based Products 0, 00 0.01 42, DOther Services 0,00 0,0+
Wholegale Price_ Index
Partial E£lasticity: 0,00 Total Llastic:tv: 0,00
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Price Responso Elasticities for Changes in the Administered Price of

Iron and Steel

Elasticities

Industry

Elasticities

Industry
Partial Total Partial Total
1. Paddy 0.01 0.03 22, Paper and Papsr 0.05 0,07
Based Products
>, UWheat 0,01 0.03 23, Lleather and leather 0,03 0. 04
Products
5. Other Cereals 0.01 0,04 24, Rubber Products .04 0.06
L, Pulses 0.01 0,03 25. Plastics 0,04 0. 06
5. Fibre Crops 0.01 0,03 26, Coal Tar Products 0,02 0.03
.. Tea and Coffee 0.01 0,03 27, Pesticides 0,04 0.06
7. Other Crops 6,00 0.03 28, Synthetic Fibre Resin 0. 04 0.05
n. Animal Husbandry 0.01 0.03 29, Other Chemicezls g, 05 0.06
. Forestry and 0.03 0.05 30, Other Non-Metallic & N, 08 0. 10
Logging Mineral Products
'» Fishing 0,01 0,03 31. Non-fFerrous Metals 0. 05 0.07
. Iron Ore 0. 04 0,05 32, Non-flectrical 1,47 0. 4¢
Machinery
. Other Metallic 0.04 0,06 33, Electrical Machinery 0, 28 0. 30
Minerals
Z. Non-Metallic and 0.02 0. 05 34, Rail Equipment 0,43 J.44
Minor Minerals
4. Sugar 0,02 0.04 35. Motor Vehicles 0,36 0. 37
"+ Khandsari and 0,02 0,04 36. Other Transport 0.24 0.2¢
Boora Ecuipment
. Other Food and 0. 02 0.Q4 37. Communication and 0.156 0.17
Beverages €lectronic Equipment
. Cotton Textiles 0.03 0.05 38, Other Manufacturing 0. 30 0,314
. Arf Silk and 0.04 0,06 39, Other Transport 0,02 0. 04
Synthetic Textiles Services
. Woollen Textiles 0,03 0.05 40, Construction 0.21 0,23
0. Other Textiles 0.03 0,05 41. Communication 0.02 0. 04
‘1, Wood Based Products 0. 06 0,08 42, Other Services 0,02 0.05%
Wholesale Price Index
Partial Elasticity: 0,04 Total Clssticitv: 0,06



TABLE B?

Price Regpongse Elagticitieg for Changes_in the Adminigtnred Price of

Rail Transport Services

Industry Elasticities Industry Elasticities
Partial Total Partial Total
Paddy 0,00 0.01 22, Paper and Papsr 0.03 0.03
Based Products
Jhoat 0.01 0,01 23, Leather and leather 0.01 0,01
Products
Other Cereals 0.00 0,01 24, Rubber Products 0.02 0.02
Pulsases 0.00 0.00 25, Plastics 0,02 0.02
Fibre Crops 0.01 0.01 26, Coal Tar Products 0,11 "Ne 11
Tea and Coffee 0,01 0.01 27, Pesticides 0,03 0.03
Other Crops a, 00 0,00 28, Synthetic Fibre ~=sin n,02 0,02
Animal Husbandry 0.00 0.01 29. Nther Chemicale 0,02 0.02
forestry and 0. 01 0,01 30. Other donMetallic & Nn. 04 0,04
Logging Mineral Products
Fishing 0,00 0,00 31, Non-fFerrous Metals 0,02 0.02
Iron Ore 0,00 0,01 32. Non-Elactrical 0,02 0,02
Machinery ’
. Other Metallic 0.00 0.01 33. flectrical "achiner 0,02 0.02
Minerals '
. Won-fletallic and 0,00 0,00 34. Rail Equipment 0.04 0,04
Minor finerals
. Sugar 0,01 0.01 35. Motor Vehicles 0.03 0,03
Khandsari and 0.01 0.01 36, Other Transport 0,02 0.02
Boora Equipment
Other food and 0.01 0.01 37. Communication and 0.03 0,03
Beverages Electronic Equipment
Cotton Textiles 0.01 0.01 38, Other Manufacturing 0,01 0.02
Art Silk and 0.02 0.02 39. Other Transport 0,00 0.01
Synthatic Textiles Services
Woollen Textiles 0.01 0.01 40, Construction 0,03 0.03
Other Textiles 0,01 0.01 41. Communication 0,03 0,03
Wood Based Products 0.03 0,03 42, Other Services 0,01 0,01
Wholesale Price Indax
Partial Elasticity: 0,073 Total Elasticitv: 3,01
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rice Response Elasticities for Chanpges in_the Administered Price of

All Eight Products

Industr Elasticities T' Industry Elasticities
Y Partial Total l Partizl Total
Paddy 0,12 0. 20 I 2?2, Paper and Paper 0, 30 0. 36
Based Products
WUheat 0.2z 0,265 23. Leather and leather 0.1%7 0. 2C
Froducts
3. Other Cereals 0.11 0. 15 24, Rubber Products 0,27 0. 25
", Pulses 0.06 0,15 25, Plastics n, a1 0. 4c
5. Fibre Crops 0. 4G 0. 1€ 26, Coa! Tar Products 0.69 0.7z
.. Tea and Coffee 0. 06 0.17 27, Festicides 0,19 0,26
. Other Crops g.06 0, 1¢ 28. Synthotic Fibre Resin 0,41 0. 46
. hnirzl Husbandry 0. (5 0,14 29. fGthoer Chemicals 0,26 0.33
Forestry and o, 0" 0.17 30, Other Non-fMetallic & 0.33 0.39
Logging . Minerel Products
. Fiching 0.03 .1z 31. wn-fFerrous Meteals 0,40 0. 4¢
.. Iron Ore 0,27 .32 32, hNon-fLlectrical N.56 0, 6C
Machinery
. Cther Metallic e,z22 0. 3¢ 33. flectricel Machinery 1,40 0. 46
finercle
.. Non-Metallic and 0, 1% 0. 27 34. fzil fquipnent 0.57 0. 61
"inor Minerals
.. Sugar 0. 11 0.15 35. “ntor Vehicles 0.50 0.5%
. Khandsari and 0. 14 0,21 36, Other Transport 0.37 0.43
Boora Equipment
. Other food and 0. 11 0,15 37. Comnmunicetion and 0,29 0, 35
Beverages Electronic Equipment
Cotton Textiles 0. 18 0, 2¢ 38. Other Manufacturing 0. 40 0, 45
N ’
‘'« Rrt Silk and g, 28 0, 3¢ 39, GCther Transport 0.34 0, 40
Synthetic Textiles Services
. Wocllen Textiles 0. 16 0, 2¢ 40, Construction 0. 40 0. 45
. Other Textiles 0.135 C. 21 41, Communication 0.09 0, 16
. Wood Based Products 0. 2GC 0,27 42, Other Services 0.09 0,17

Partial Elosticity:

Wholesele Ffrice Index

0. 28

Total Elasticity:

0.35



