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Background note.

Talking points for speakers — Re. Anti-Inflation Day.

The following items will be of useful relevance to speakers on the
subject of Inflation., They would go to reinforce various statements
mde in the two folders attached herewith.

GRAHAM HUTTON on INFLATION: (Extracts from his book "Inflation & Society).

"Not the least of inflation's paradoxes is that its inevitable
periodic crises compel inflating governments to produce, despite
themselves, the very situations from which they hoped to escape

by inflating. In such 'crises of confidence' they are compelled,

often in abrupt last-minute panic, to raise taxation, clap on
controls, and lesunch 'dear-money' policies which can only suddenly
safeguard the currency by making money and credit far more
difficult to get, and far dearer if got, than would ever have

been necessary if sound money had been maintained all along, "

5 -
"Continuoug inflation, carried as a policy beyond that point,

will make hay alike of democratic society and growth itself,

The State will then have to round on the trade unions and other

pressure-groups, instituting a compulsory 'national wege policy!

freezing people in jobs and lines of businegs, and generally
undoing the democratic system af free worker®s association, free
consumer's choice, and free producer's enterprise."

*

"If the State is administered by timid or lazy governments,
inflation seems the easiest wey of meeting most people's -

at any rate, most productive people's - requirements in the
short run,®
*

"Prom that point or stage there are onl i
s Y two roads: one leadin
gg to the overthrow of democracy and personal freedoms altoge%her;
e other leading back to souna money and a reasonable balance

between State and rivate economi i i
e et g, o) economic action, upon which personal

#

"If you try to invest in nes i i ithi
y s v capital equipment within a given
Peériod more resources than your 1 T '
4L People are prepared voluntaril
or can be compelled by the State, to save from their current ¥e

roducti ipea ws 3
Eesulz. ﬁn, all prices will get out of gear and inflation will

*

economy is forced to control |
us%ness progressively. It igs
C LLeas y WO cover up its effects,
i;gﬁizgg to rem?we the symptoms by new State cgntrols new
i0ns, and new laws sbout the minutiae of persoﬁal and '

corporate life, r: g :
Qefoobacy deas Ly ather than to remove the disease . And thus

%ﬁizég;izzgisﬁnwf?g Eﬂg di?ocraﬁighParliaments see their own

o ; > value o € currenc an i
Teaucracy reignsg, A centralised State sociﬁiismdc:mggn§§§i$59d

and citizenry - mlgre even

malgrs government s, Oppositions,




weven the socialists, for they would prefer o bring about
their ideal economy by a safer road,

"The fallacy that you can control inflation in a democracy
th;ou;i bugeaucragic controls overprices, production and =
trade persists among us-today. But only symptoms are removed;
the lady has her doubl e-chin removed by SUrgery, only to
discover- it at the back of her neck. e State- tqday_or in
history - merely removes one symptom and rgplaces it with
another; or, in attempting to refulate social and egonomic
1ife while persisting with inflation, runs the machinery o%
democratic government, the currency itself, and the entirety
of social law and order headlong into catastrophe."

*

"The more productive capital a democratic society needs, the
more inflation will drive that society on to a three-horned
trilemma. It will mmve to abandon freedom and secure Savings
foreibly, so long as inflation persists; or it will have to 4
abandon inflation to get the savings voluntarily in a dgmocratlc
society; or it will have to slow down or abandon economic 3
progress and the necessary rate of formation of capital, if it
remains democratic but inflates."

*

"The inflating modern democratic State faces this trilemma,

which bears repetition. It must abandon individual and social
freedome if it is both to form new capital fast enouszh and %o
inflate., It must abandon inflation if it both desires to

conserve freedoms and to form capital fast enough. Or it must
abandon hopes of rapid material progress (new capital formasion)
if 4t wants both to inflate and to conserve individual freedoms."

*

"That was what Lord Keynes meant when he declared that debauching
a currency sapped the foundations of a society more subtly,
swiftly and permanently than any other conspiracy. The soci ety
which emerges after a period under such a policy of inflation

is different. More important, it has to be run differently. So

a democratlc_gOVErnment my embark on such a policy; but it can
only pursue it by controlling and repressing more and wore; and
it quickly becomes undemocratic," -

The International Monet igsi , . 4
Inflation in India states:e Ao un - Iise lon: oot on et

"Inflation is a s6cially costly and economically wasteful
means of increasing investment. It encourages excessive
;Evggtment in inventories, real estate, and foreign balances; and
B 1§courages_1nve3tmept in agriculture and certain fields of
risgs %ﬁ' pa?tlculgrly if controls hold dova prices while costs
deveio us% 1nflat10n dierts the limited resources availsble for
Sy ngn Eg.:egtors where their effect on production is
in%regse Eﬁ ShisTds not to deny that there may be a temporary
s %nvastmenu as a consequence of inflation: but the
Pl ey inco m%ny gnderdevelopgd countries is that after an
s aooizi§?' which may continue for perhaps two or three
gl ¥ productive investment may revert to an even lower
an prevailed prior to the inflation.

"The problem for India i

18 not
}arge amount of investment, 7T
industrial countries at a

o
{secure a short spurt of a relatively
timéat}gas been t?e problem for certain
o when a once-for-all rapid
1§§na?i2§n:3312§°e§§a?§'-?nr India, however, as for other undeve-
el Sy dicrhasic.proolum.is . fo.ocpure a stesdy :
- cht,n;nzgimfﬁy sectors of the economy end over a long péfioﬁw-
wie momentum of the economy and the growtﬁ in itg

-
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o save will make such a level of investm
1+ would be shortsighted to jeopardize the structure ol
economy and its growth in the directions suited to th
the people for the sake of a temporary spurt in invest
induced by inflationary means."

"Even in the short run, the problems confronting the Goverm
of India would be greatly intensified by inflation. '
inflation would impair the international payments position
the country. Exporfs would become less profitable; foreign i
exchange receipts would decline. The lack of foreign exchange
would make it difficult to acaquire the imported equipment and
materials required for the Five Year Plan. If the payments
problem should become very acute, even the ability to maintain
adequate imports of food grains and other esgential goods, not
directly related to the development programme, might be threa-
tened, Moreover, it would not be possible to attract foreign
capital to supplement domestic resources for development if
payments difficulties should emerge and persist."

"ogpacity T

Inadequate rise in National Income:

The following is an extract from an article in the Hindustsn Times
ogrgep:eﬁber 1,1960 by "Touchstone, entitled "The Importance of being
earnest. :

"The guestion that must really worry the Prime Minister and the
rest of us ..is whether the Plans are moving towards a fulfilment
of thls_expectation.( viz. that the five-year plans will teach ™
us to direct our physical exertions more purposively and fruit-
fully , by greater economy in the use of our resources and through
greater coherence in our activity and aims.) Such evidence as is
avallable is not entirely satisfactory. Take, for instance, the
Central Statistical Organisation's provisional estimate of national
income in 1959-60, which was published 2 few days ago. In the
fourth year of the second Plan, we learn, the increase in real
%amional income (that is, after allowing for the rise in the price
ievel) was only half.of one per cent. This brings the total
Pﬁgiegse11n real national income over the four years of the second
5 0 12.1 per cent as against the original expectation of 25
%hr ceiﬁ, sub?equently revised to 20 per cent, for the period of
abgugna;rgugia;éné; ggher wordsa ghile we have managed to spend
; we intanded to, on de
physical results we hoped for promise’to be ggigpgggﬁ% Egif of

what we thought i
o e ght the expenditure and the effort would help us to

& i L
iﬁgie;gi;hlfsa%i;tAlthough the national income has not been
e thgn“we ast as we expccted the population is growing much
o were prepared for. The result is that the progress
i recordper CﬁPltﬂllncome has been even more discouraging
Per capita incomge%ggl?%4go4gh§r2222?nil igcogg. SR
- T 8- Y was Rs, » )i -

;2§c§g§ c?plta.1ncome(prov1sional) was Rs.291.33(le£na%9§84g?&9

» In other words, through the first four years of the

second Plan, the per i ;
per cent," ? P capita income has gone up by less than three

The f i atisti
ollowing statistical danta and comments are reproduced from

the "Repgrt on Cur <
for the year 1959_£§?cy and Finance" of the Reserve Bank of India

“Mone . 4 '

myﬁ%’“ﬁ%ﬁﬂﬂgﬁni 1959-60, money supply with the public

as compared to Ra $1§p3n31on of Rs,202 crores (to Rs.2,701 cr

and Rs, 129 Crores in 1 crores in 1958-—59,5‘.5.76 CI‘OI‘ES.iI’l 195?_ggesJ
956~57. There has been a progressive rise

B il # R a -



ce
win the rate of expansion in money sug?%y grime;B per Ccel
195758 to 4.6 per cent in 1956-59 &nC B0 Te U 7o
The aggregate expansion during the first To eng
Plan amounted to Rs.517 crores or 23.7 per Cent.

¥ - -

+154.5 e
ded a further sharp rise of Rs e
Zggiﬁﬁnii fgggfggogsrgg;;ared to Rs.126.2 crores in 1958-59 and £ 1

Rs. 52.3% crores 1n 1957-58."

¥
i ies: Lakhs of rupees)
Revenue from Excise duties: i ( oo
Motor spirit z,gg 35:28
e 6,46 47,36
Ma%ches 8;%1 12:%3
: |
] 1,55 2,00
Total Revenue 67,54 339,55
hdditional duties: 1958-59 1959~60
6,79 12,90
e ien 2! 2 20,49

-_— e = -

Government of India's borrowings at home and abroad:

1 0=R1 1959~60

Loans - . :

Internal 30.34 228,93

External 115 228,68
‘ax Revenue of States: 1950-51 1959-50
Taxes on Income, Property, Capital -
Transactions, commodities and - 281,05 553,95
services.

*

Foreign Exchange reseryes:
End of 1950-51 951,41
End of March 1960 362,87,

™

P.S. All figures in Lakhs of rupees.

T —

A humoprous illustration of the effects of inflation:

"Before inflation hit Germany, an o0ld man was put in an insane
asylum. At the height of the inflation he was declared sane, given
back his purse with a few old coins in it, and told to take cab
to his brother's home. Vhen he got there, he nsked what the fare
was. The cab driver said, "200,000 marks." The man said, "That's
more money then I ever saw, I can't pay,"
"The driver said, " Let me see what "

: : 8 at you have." So the man opened
?;fcggizzatthe driver took out a coin and gave him 1,000,000 merks




- 'm no
" d fellow said, "Take me back to the asylum. I'm nod
czggdpgggeglall." (Fé&m an article in Freeman of September

by Mr.Samuel B. Pettengill.)

—_———

Controls are M0 remedy for inflationi

w,.history provides continuous and ample evidence, since the
first known price control laws were enacted in Babylonia 3,800
years ago (that controls can never check inflation). They failed
of their purpose, as has every similar attempt in racorded history
#8ince that time. %

"It is ever the same. When a government inflates the money or
some other cause pushes prices upward, attempts are made to
conceal the symptoms, rather then to attack inflation at its
source or otherwise get at the root-cause. The attempt is made

to adjust the scale on the thermometer by ediet; rather than to
cure the fever that causes the mercury to rise - so to speak. The
treatment applied to the fever victim is to throw him into a

deep freeze." ( From an article in Freeman of J July 1958.)

Given below are some slogans suggested by some of the State
units of the Swatantra Party:

1. "Inflated Currency , deflated economy.
2, "Inflation consumes the consumer, and reduces the producer,"

3. "Inflation hunts the hungry and swells the affluent,"
4. "Down with Inflation"
5. "Stop Waste; reduce rates."

6. "Planning for posterity 4 . et ;
nBw Tl dve P y does not mean pauperising the people

T. "Is this a Welfare State or an Ill-fare State 20

"The policy of the Congress Governmment is ai '
] S8 rectl
responsible for the increase in the cost of 1ivi§g.“

[—
- e wm s am  me



subject of Inflation. They would go to reinforce various statements
mde in the two folders attached herewith.

GRAHAM HUTTON on INFLATION: (Extracts from his boo

Swatantra Par
Central Office,
Bombay.

Talking points for speakers — Re. mti-Inflation Day.

The following items will be of useful relevance to speskers on the

"ot the least of inflation's paradoxes is that its inevitable
periodic crises compel inflating governments to produce, despite
themselves, the very situations from which they hoped to escape
by inflating. In such 'crises of confidence' they are compelled,
often in abrupt last-minute panic, to raise taxation, clap on
controls, and launch 'dear-money' policies which can only suddenly
gafeguard the currency by making money and credit far more
aifficult to get, and far dearer if got, than would ever have
been necessary if sound money had been maintained all along."
5 ;
"Oontinuous infletion, carried as a policy beyond that point,
will make hay alike of democratic gociety and growth itself,
The State will then have to round on the trade unions and other
pressure-groups, instituting a compulsory 'nationsl wage policy'
. freezing people in jobs and lines of business, and generally
undoing the democratic system »f free worker's association, free
consumer's choice, and free producer's enterprise."

*

";f the State is administered by timid or lazy governments;
inflation seems the easiest way of meeting most people's -
at any rate, most productive people's - reguirements in the
short run."

*

"Prom that point or stage there are only two roads: one leading
on to the overthrow of democracy and personal freedoms altogether;
the other leading back to sound money and z reasonable balance

between State and private economic action, upon which personal
freedoms depend,"

e

L1 you try to invest in new capital equipment within a given
period more resources than your people are prepared voluntarily,

or can be compelled by the State, to save from their current

Eig&gg?lgn, all prices will get out of gear and inflation will

*
"The democratic State with a mixed economy is f
: orced to contro
?Egcrgguiatg private persons and businesg progressively, It'ié
5 tgiés §v1ng unleashed inflation, to cover up its effects.
S oEEb 0 remove the symptoms by new State controls, new
s nraton§! and new laws about the minutiae of personal and
deigcra e life, rather than to remove the disease . And thus
restricg{ undoes itself by creating an increasingly compulsive,
increaainvf bureaucracy, upon which everyone and everything :
initiativg ¥ come to depend for permits, nods, and so-called
onar vzgigin ﬁhg end democratic Parliaments see their own
e b reiWIt the value'of the currency, and a centralised
ey ¥ s, A centralised State socialism comes about
government s, oppositions, and citizenry - malgre even

k "Inflation & Society)




Inflation in India states:

weven the socialists, for they would prefer to bring about
their ideal economy by a safer roads

"The fallacy that you can control inflation in a democracy

through bureaucratic controls overprices, production and .
trade persists among us-today. But only symptoms are removed;
the lady has her double-chin removed by surgery; only %o
discover- it at the back of her neck. e State- today or in
history - merely removes one symptom and replaces it with
another; or, in attempting to refulate social and economic
1ife while persisting with inflation, runs the machinery of
democratic govermment, the currency {tself, and the entirety

of social law and order headlong into catastrophe."
E

"The more productive capital a democratic society needs, the

more inflation will drive that society on to a three-horned ]
trilemma. It will lmve to abandon freedom and Secure savings

forcibly, so long as inflation persists; or it will have to I
abandon inflation to get the savings voluntarily in a democratic
gociety; or it will have to slow down or abandon economic 1
progress and the necessary rate of formation of capital, if it
remains democratic but inflates."

*

"The inflating modern democratic State faces this trilemma,

which bears repetition. It must abandon individual and social
freedoms if it is both to form new capital fast enough and to
inflate, It must abandon inflation if it both desires to

conserve freedoms and to form capital fast enough. Or it must
abandon hopes of rapid material progress (new capital formation)
if 1t wants both to inflate and to conserve individual freedoms . "

-

"That was what Lord Keynes meant when he declared that debauching
a currency sapped the foundations of a society more subtly,
sw@ftly and permanently than any other conspiracy. The society
which emerges after a period under such a policy of inflation
is differept. More important, it has to be run differently. So
:hg;mgﬁﬁzﬁgcigoiernmegt ?iy embark on such a policys but it cen
controllin : in 5 '
3% iy becomgs undemocra%ig?g repressing more and morej and

- e e e mm om= m

The International Monetary Fund Mission report on the risk of

h ' : ]
migiiag%og 18 a sfCially costly and economically wasteful
investmentniﬁeg51ng investment. It encourages excessive
e el 1qventorles,‘real estate, and foreign balances; and
AndunE Sei_lnvestmept in agriculture and certain fields of
oo, %gﬁspain%gulquy if controls hold down prices while costs
F By t ation dierts the limited resources available for
negliggbla T;isegtors where their effect on production is :
Stk iﬁ o iﬁ%a not to deny that there may be a temporary
e vestment as a consequence of inflation; but the
DRETa 1o Eany underdeveloped countries is that after an
years, socialigepggéigt?3£ iontiﬂu& LD Dokl e o
level than prevailed prior tgvgiszﬁﬁlgggoievert to an S Rl
"The prob S y to
largepamoigi ggriigélz is not/secure a short spurt of a relativel
IRAREE T ot estment, That has been the problem for certai v
expansion was necn:S o aFtlme N8 onco-fornRUILEHE S i
S0p88 Sostniol 2 3??3- ‘or India, however, as for olher und
investment in ;5' The basic. problum is fo sogure a StcAdy = s
gl any sectors of the economy and over & lomy pericd
» until the momentum of the ece o e o -
onomy and the growth in its

e e o -
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weapacity to save will make such a level of inves

It znuldyﬁe shortsighted to jeopardize the structure ol
economy and its growth in the directions suited to the
the people for the sake of a temporary spurt in investm

induced by inflationary means."

the problems confronting the Governm
of Tadia would be greatly intensified by inflation, Inevitably,
inflation would impair the international payments position 6f
the country. Exports would become less profitable; foreign
exchange receipts would decline. The lack of foreign exchange
would make it difficult to acquire the imported equipment and
materials required far the Five Year Plan., If the payments
problem should become very acute, even the ability to maintain
adequate imports of food grains and other essential goods, not
directly related to the development programme, might be threa-~
tened, Moreover, it would not be possible to attract foreign
capital to supplement domestic resources for development if
payments difficulties should emerge and persist."

"Eyer in the short run,

Inadequate rise in National Income:

The following is an extract from an article in the Hindust+n Times
of September 1,1960 by "Touchstone, entitled "The Importance of being

earnest,"

"The question that must really worry the Prime Minister and the
rest of us ..is whether the Plans are moving towards a fulfilment
of thisiexpectation.( viz. that the five-year plans will teach =
us to direct our physical exertions more purposively and fruit-
fully , by greater economy in the use of our resources and through
greater coherence in our activity and aims.) Such evidence as is
available is not entirely satisfactory. Take, for instance, the
Central Statistical Organisation's provisional estimate of national
income in 1959-60, which was published a few days ago. In the
fou;th year of the second Plan, we learn, the increase in real
national income (that is, after allowing for the rise in the price
ievel) was only half of one per cent. This brings the total
chrezae in real national income over the four years of the second
an to 12,1 per cent as against the original expectation of 25
Eﬁr cent, subsequently revised to 20 per cent, for the period of
abgugntlre Plan, In other words, while we have managed to spend
yags 2§ much money as we in*<nded to, on development, the
puysical results we hoped for promise to be only about half of

what w : i o
achievz'thought the expenditure and the effort would help us to

L1 3 3
iﬂggeizighlf 2}1. Although the national income has not been
e thgnhie ast as we expccted the population is growing much
S % were prepared for. The result is that the progress
e el odper capltallncome has been even more discouraging
Per capita ggzﬂmﬁe%:€1§34;o42h§r?22i?n31 iﬁcogg. E T e
- x e o S 28 was S . ' o

;ggcgg§ C?pltﬂ income(provisional) was Rs.291.33(leinaigig4g?i9

« In other words, through the first four years of the

second Plan, th e =
S g ’ € per capita income has gonre up by less than three

i

The ; yeakie
follow1ng statistical .data and comments are reproduced from

the "Report on Curr and Fi
for the year 1959.tq ) 0 Finmnce" of the Reserve Bank of India

"Money Supply: Dupd

mﬁyﬂga'p%lmﬁﬁns 1959-60, money supply with the public

£ comparea 1%gpnnglon of Rs,202 crores (to Rs.2,701 crorec

and Rs.129 cropes 4 crores in 1958-59,Rs.76 crores in 195 ge”
€8 in 1956-57. There has been a progressive j;;ka
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‘of expansion in money supply from 3.3 b
;égffgg ggt:.g pe:pcent in 1958-59 and to 8.1 per ceng'%ielgzagin
The aggregnte expansion during the first four years O e conds
Plan amounted to Rs.,517 crores or 23.7 per cent. :

#*

15445
n recorded a further gharp rise‘of Rs. o
;gggggngg fsggfg%oas compared to Rs,126.2 crores in 1958-59 and &

Rs. 52.3 crores in 1957-58."

T

ige duties: (Lakhs of rupees)
Revenue from Excise 9EOET 1959-60
Motor spirit 2,08 32,23
Kerosene 28 ’ :
Matches 8,07 18,00
Footwear 84 1,10
Total Revenue 67,54 339,55
Additional duties: 1958-59 1959-60
Sugar 6,719 12,90
Textiles by 22 20,49

Government of India's borrowings at home and abroad:

117 0= 1959~60
Loans - '
Internal 30.34 228,93
External geih 228.68
ax Revenue of States: 1950-51 1955250
Taxes on Income, Property, Capital
Transactions, commodities and - 281,05 553,95
services,
#
Foreign Exchange reserves:
End of 1950-51 1
End of March 1960 %gz:g%.

*

P.S5. All figures in Lakhs of rupees.

A humorous illustration of the effects of inflation:

"Before inflation hit Germany, an ol i i
2) ¢ any, old man was put in an insane
%g]iuﬁ.. At the height of the inflation he was declared sane, given
5 hislgrEE£2§'Wiih a'fﬁf old coins in it, and told to take eab
8 home. Vhen he got there, h
R R g y he asked what the fare

"200,000 marks," - T : 1 1
more money than I ever saw. I Eanut pay. he man said, That' s

L1} 2 -
hggepgiﬁz?rtﬁglg;i“ Let me see what you have." So thé man openecd
o o ver took out a coin and gave him 1,000,000 marks
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-

NPhes d fellow said, "Take me back to the asylum, I'm not
cﬁggdpgggeglall.“ (F;om an article in Freeman of September '‘

by Mr.Samuel B, Pettengill.)

———

Controls are B0 remedy for inflationi

, history provides continuous and ample ev@dence, since the
first known price control laws were enacted in Babylonia 3,800
years ago (that controls can never check inflation). They failed
of their purpose, as has every similar attempt in recorded history =
8ince that time,

1]

1t is ever the same. When a government inflates the money or
some other cause pushes prices upward, attempts are made 1o
conceal the symptoms, rather than to attack inflation at its
source or otherwise get at the root-cause., The attempt is made

to adjust the scale on the thecrmometer by edict; rather than to
cure the fever that causes the mercury to rise - so to speak. The
treatment applied to the fever vietim is fto throw him into a

deep freeze." ( From an article in Freeman of § July 1958.)

— =

Given below are some slogans suggested by some of the State
units of the Swatantra Party: :

1. "Inflated Currency , deflated economy,
2. "Inflation consumes the consumer, and reduces the producer,"

3. "Inflation hunts the hungry and swells the affluent,"
4. "Down with Inflation"
5. "Stop Vaste; reduce rates."

6. "Planning f i b
e alige.gr posterity does not mean pauperising the people

T« "Is this a Welfare State or an 1l1-fare State 2V

"The policy of the Con ; ] i
i gress Government is directl
responsible for the inerease in the cost of 1ivigg.”

- RAJAJT,




