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Investment Criteria 

Its main shortcomings are as follows: 
6. Capital deepening of investment does not ensure the 

best utilization of the available capital resources. It may 

result in such an inefficient allocation of capital resources 

that the increase in income may be very small. 

7. Growth rate cannot be maximized by choosing the 

investment which has higher re-investible profit per unit 

of capital. Prof. A.K. Sen points out that a mere choice of 

investment with a higher reinvestment quotient cannot 

ensure a higher rate of economic growth. The surplus may 

be large per unit of capital but if the propensity to 

consume of the people engaged in the production goes up, 

investible surplus is adversely affected. 

8. This criterion violates the social welfare objectives of a 

developing economy. The adoption of this criterion will 

lead to the concentration of wealth in the hands of the 

profit earning class. It also results in the displacement of 

labour which is against the basic norms of a developing 

society. 

9. The use of reinvestment criterion perpetuates the 

problem of unequal distribution of income in such 

economies. There is greater degree of unequal distribution 

of income between the wage earners and capitalists and 



between those who obtain immediate employment and 

those who are left unabsorbed. 

10. O. Eckestein is of the view that instead of depending 

on the reinvestment criterion for planned investment, it 

may be better to use fiscal measures to attain an income 

distribution which will yield sufficient savings for 

purpose of investment. 

11. The contention that highly capital intensive processes 

have a large investment potential does not appear to be 

correct. A highly capital intensive industry like the iron 

and steel will not yield output until several years have 

lapsed. 

4. Time Series Criterion: 

This criterion was put forward by Prof. A.K. Sen. 

According to him, time factor is an important factor in the 

choice of techniques. If the capital output ratio and the 

rate of savings, the time path of two techniques can be 

drawn. It can be found out which of the techniques yields 

the highest returns over time horizon. 

 


