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Lindblom and Ben King meet frequently and exchange documents
freely. King recently received two complete sets of the preliminary
Long-Range Assistance Strategy papers which have just been finished
by our AID staff here. One of these sets will undoubtedly cross your
desk soon. The preliminary LAS papers, some of which you may find
useful, reflect the present state of our knowledge of the Indian
economy as well as offering proposals which, when winnowed, will
be the basis for our assistance effort in India for the next several
years .

In none of this material will you find proof of my assertion
that the Indian GNP is higher than the statistics would indicate.
However, I know of no one who has been close to Indian development
over the past ten years who does not agree that the Indian people in
spite of the rapid increase of population are much better clothed,
better fed, and in the rural areas at least more hopeful than they were
a decade ago. The GNP, whatever it is, is not an adequate reflection
of the significant progress that has been made.

None of the material I am enclosing is classified. However,
some of the information it contains has been provided privately by
GOI officials and none of the papers represent official U.S. policy.
Therefore I would suggest that you use them for your own information
and for the information of your staff, but above all that you not quote
them to the GOI.

I shall keep an eye out for additional material which might be
useful to you. Meanwhile I am very much looking forward to your
return to Delhi in late June. Please let me know your schedule so that
we can arrange to meet and continue our discussion.

Wish best wishes,

Sincerelf yours,

S-~ Chester Bowles

Enclosures: -o~ab -d4
as stated f -- ,
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As rou ko, hye ased r. ndre de Lhttre d r.
ltogo to ew lhi or aseriesof mtin wit ou adte ot

authoritie nt of Indi. The purpose of this letter is
to underline the vre aiis imortance ie attach to thi:: mission.

2.Andre de iatre will me ig persona represen tative th is
circumstance. T have asked him to speak to you with friendly frnness
on all issues, however delicate, and as I would :yelf~. r have no doubt
t at he will faithfuly 4n co ~letely report to meyur reactios on
these matters. !4r, 1rar 1Bl, to ha rported ton on th lidiies

o the mission he has lecdin Idia J.l assist Pr. ce ttre. yh
exet to spend two o three wees lafe alhi.

India has nade very treae orres durin; tn. eriod of the
three pln but. like other observers c anot help thinkin- te n-
siderabl ratr rozress e34 ave ee e if policies nd r ctice
ofthe( Goerrnn i f oIndi inc ri rpects ha endferetan
tnat cunei tese respecti em tal tosieificant future >re -rs.

A ou now, a s I 3:masizedin ou discu tos i'w eli
iAu ut last year, the kn rc ars Indian CGovernent policies and plans

as th resonsi ility o t loverumut of India, over, in the inter-
est of the end we both so mseh desire, namely, the economic progress of
India, it seems tome desira l eore tn orJ nment of ndia embarks on

th Fort Plan torevie w t, ro, throu;;h x!. de attre, variou points
whih seerto meessentiaL Efe eting t ids on oae mttare,

I an sure that you can define the broad outlines of a plan and policies
which while requiring ah geat eort on the part or the soeoent

d the po of India, ca a ttract the sutaied goodril o t
countries ch have tae pr in 1epin te proces of ndia conomic
developnent,

This is to say Non i'pora consier tese tain and how
sincerel i op thtr thye il ledoa comor ,iewc hedecieions to

btaken. It shuldt. l not ': a iicult rV ,eon th appropriate
liea ection whn mu in novtn for t '1dAna eting,

it warn orsonlvar.

George D Wod

o naioreo , . . BBell/AdeLattre/GDWoods/s

~e elh Indi cc: Messrs. Bell, de Lattre, Knqpp,
ilson, Stevenson
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ar eliindro

Biell/AdeLattre/D soodd/s

cc t Messrs. Bell de Lattre, Knapp, Wilsoni, Stevenson
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A. Necessityr for accelertion in rate of growth of agricultural output.
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Andrde Lattre

August 6, 1965

Dear Mr. Woodas

You. have aske4 n to a. aso re: erzoQ.al. repre-
sentative in the coure of your presen discusions with the
Governfent of India re 'arding. the ?olicis to be follov~d
durire the period of the Fourth Five- ear Pan.

I have the honor to ask you to find hereunder the
report of ia miession.

Yours sincerely,

4r. :reorge D. Woods
Pre sident
International Bank for Reconstruotion

and Deeopment

ADL:sb
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There are various and iMortant reasons 4 the President of
the World Bank is a, raesen, Nent concerned wif th the rfture of India.

(a) India has becom the min debtor of the IBtD. As of Juxa 30,
1965, 3h r 1r2- *7 9183 million have been _inted, on itch the
MIount outstandr after repaymts is 76j mm ion. 'his Siur, of $918
xillion ui risp tn approxA tely I billion dollars in early 1966. The
burden of the capital amortizaion and interest on tose loari is quita
substar WI ',P reaches an order of mnitude of $80 ail in per year
as early as 19&-67.

(b) I. , thronug h ich are ohanneled reouces of a ar orioin
suzpplied b the 4ydu trI*lized coutries, devotes nearly halt(5% of its
resources to India ordia and akinan toether). I loa
to Indis a w ooat to *00 milJ on.

f" V no etit as Chair'vn of the Consortiiu or industrialized
countrie "more or less the same counres as co,ribute to I7, with
different rnem~ -of which have been ctributin to the financing of the
first thme Ir dian development p2ans. The otai re.'ources ich tkhose

nrrkr~tr or " -1k-TMI have -it at the of India sine 1950
is approrratel . billion ($ billion from tne United ~ a.ae alne) As
a lare n. f~ t ehas. been -rlied on a loan basis (iis is
equal 3r true f o o he contributio o no l the Iol of inaa

ode-te'n f debat t ofJune 3n, 196F 'eaches more than $5 billion
dollarsi in er yearly I y4tM (ao rtf zat n o capita terest)
which 'b aore nan " on n 1965-, more than $350 million
in 966-67, andru o more ':arwa in in1920-l.

On the ot er hand, he Govem ao in April .%6, will
ig te C+ n rm h1ve-Year ian, covring the -eriod 1966-7, iach

will require nl Iecouir. e tM a*rnal finiancas,~

4. therefore logical that oefore cwenie, in Januwar/ 1966,
the mer of the Consortium, you should tak a thorou view of the econcic
situation of India and that you shoud discusms -i41 the GOI the 1ain poliqr
decisions tic Fold, in your vie, be armropriate to hasten the economic
developartf India and me.o t4his country, as earld a poss iL less

b heve enrte, d the work of analysis to a surmve mission
headed b. "r. Dernard Bell. This Mission, the membersof which opem
varying or. ods of from 3 eks to almost a months in Trdia betueen
Septm d arch 196, revi.ed ua xMjor sectore of india's
econg, d ar -rora~ced a aeriec of rerorts of oustandig aLue. I
shall cais b& !~Amr in als Tiomorandum to Qhe nod ior disaising the
conclo ns of 1w e reports with the Irian authori.ay I oly
mentiozn h re r oinion it ould be desirable, if you find it

ossibme that h 'nera! renor+ tf tr. Bell be handed tLo the 0I, and
WTI a no ch,1ccion, ialsn .'ceorT vancG the

tecncal -oorm M made ava Lab) - aUn arIpr;,at tfor to the
Govr ts / ta ber eotries of the s eoniuzm.
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After taking account of thease reports, you fornd your own
judgmt on the poliy action that, in your opinion, the G01 should and
could undertake at the start of the Fourth ?An. You then asked me to
be your persnml representative to present your views to the G0, to
receive its reactions and bring them back to you, and finally to give
you W persoal advice on the line of action to be taken.

To this end, I have had, between June 15 and July 15, a series
of talks with the Prim Mnister of India, Mr. a1 Bahadur Shantri, the
Union Finanoe Mnister, Mr. T.T. Krishnamcmhari, the Deputy Cairman of
the Planning Cammission, Mr. Asoka Mehta, the SecretAries of the Ministries
of Finance, Food and Agriculture, Health, Counerne, Industry, Trnportatio
Steel, Mines, etc., and other higa offiials in the 001.

In the present -mandm I shall:

(a) recall briefly 4hV the problem of India is today raised in
particularly serious terms (Chapter I),

(b) expose the main policy questons -wiinh hav been discussed
and the reccendations I woUld tak the liberty to suggest (Ghapter II),

(c) briefly touch upon the conclusios which, owing to the
attitude adopted by the GOI, the World Bnk could, in M opinion, drw
as regards its one lia of conduct vis-a-vis the Governmnts of the member
countries of the Consortium (Qpter III).

Very briefly sunuarised, the present negotiation seems to me
to amount to this. If the GI does not decide upon the appropriate
ohangoa in its present policies, the chances for a sound economic develop.
mnt sem fairly reduced, and the industrialied countries would have no
good reason to carry on the heavy burden which the present level of their
contributions entails. Br the siple effect of the debt reimbursment the
not valus of their aid to India would then decrease, and, in w mind,
right3 so. On the contra7, if the GI mkos the appropriate abanges in
its policy, I sincerely believe that very serious chances exist for India
to attain a substantial rate of growth without extenal aid in the fore-
seeable future. The industrialised countries should then be ready to help
India to attain this objective, even at the prics of an increase, sub-
stantial but temporary, and given under vrious forms, of their present
contributions.



pt2r I: The ImportanE of the Ptobim

Mare than in any other developing country, the problem of growth
in India is on of a race, in which the growth of aggreate ONP must be
faster than the growth in population, so as to permit a substantial rote
of growth per capita which is the only true meaure of economic progress
and of better hutn living. Contrary to a~t any believe, India is today
in this respect in a situation no doubt critical but slightly positive.
Dur- the 14- r period of the first three Five-Year Plans, i.e. from
1950/1 to 19/65 the agregate GP has increased at an average of 3.7
percent per year in volume and the population 2.1 percent per year. So
the growth of GNP per head, though very weak, has been 1.5 percent per year.
If no action were taken now the situation would not in itself improve in
the years ahead. Oidng to the progms in hygione and mdical techriqus,
he mortality rate has ben and should noramly go on decreasing; and the

population would increase between now and 1975 by something like 2.5% per
year - a figure sigificantly hihr than the 2.1, averaMs of the paat
11 years. One =4st unerline at this point - and this is a rather en-
couing&,; alant - that this figur does not result from an increase in
the birth rate. This rate, though very hiIi (12 per thousand), has been
stable for som years. It has, marover, been noticed that in the most
favored regions in India, where the standard of living has been sub-
stantially Mroving,the birth rte has decreased to figures well below
30 ner thousand. Nevertheless, if nothing were dae to alter the present
trend, th population of India, which .As 36 million in 3151 and reaches
L80 million this year, would be 495 million nxt year, 600 milion in 1975,
and well over I billion in the year 2000.

Such prospects could lead to a depressing feeling which other
findings could re-enforce. In spite of certain progress in its agriculture,
India continis to depend importantly upon external aid for its daily food.
In the last five years imports of foodrais under PL 480, have averaged
approximately $350 millon a year and in 19 65 exceeded O500 million.
On top Of that, following the recent years of bad crops like 1962/63 and
1963/64, imports of wheat and rice, paid f or with free famign chanig,
have reached the very high level of $10 million a year. Imports of food
still account for a much too big part in the overall balamne of payments,
while Iimporte of development projects remain at a high level, and imports
of maintenance goods (raw materials, spare parts, components, etc.)
inevitably increae very fast in reation with the development of India's
industrial cacity.

The progress in Wports as been very slow. Although exports
increased by almost $J0 million per year between the first year and the
fourth year of the Third Five-Year Plan, they have stagnated in the last
two yearsin the neiborhood of $1.7 billion, and the progres of 65 a
year contemplated for the Fourth Plan is not sure to be achieved. Exports
of tea and jute, which account for almost 40i% of the total trade receipts,
have not increasd stanal in recent years and much of the progress
in the case of jute inthe last two years has been due to the tdvelopmnt
of new jute-using techniques in the production of rugs in the United States,
and not to mrket research or developwmnt effort by the Indian exprters.



IMtl~y, exports of new indutries remain at an ertamely low levl, thi
being due to the difficulty of getting the nndAd inputs for export
productio, to the very coplex and uastable ehms of aid to exporters and
to an Inappropriate ate atof wen

This aerias of pssiaxatic viewe has no doubt accounted for the
feling af ungean amngst the beat friend of IndiA. Rigitly or
various countries jud4e that IiA does not nkeS sufficiant effarts to help
itself to uarrant a sustaind offort on the part of the foreign countrias.

Such an ana2ysis would nalect quite a number of encouraging
factoua ich have also to be taken into conasidration. In absolute figures
this GW has inreased quite sub ntialy; particularly industrial production,
which has reworded a rate of prGmas of mo than 7% per year morm than
20% in rg sectors - a rate uhich could very wall increase even more if
induastrial capAcity were more fully utilised India now ranks seventh among-
the world steel producing countries and cai do better, due to the pbgsical
availhiy of coal and irmo re.

Agricultural output too has been increasinZ at an avee rate of
3% pr year, tich comparf well with experianne in other countries, even
thavg it is inadeqiate to India's nods.

On social and politioal grounda the achilavements of Tndian
demcrcy ar also very iWpraaive. With all the difficultias arising from
the federal structur and the fair2 larg dere of i dAnna of the
State., India has bem able, for instanoa, to build up an efficient Tyztam
of dimt taxati, tich has raised even at very low leves of
income.

ilrly, al thoui the mon supply in the country is to a
laras extant hamnnaled in a wy whioh evades the control of the Reserve

mnk, the Indian authorities have been able since the end of 1963 to embrk
upon a ever credit policy, although on not quite as selective as it
uhould be, which has been fflective as a means of restrdning the increase
in gl al danad that has followed the ea arsion, at the end of
1962, and the so-called "State of emergecy".

To ive another exaple, India has mnaed to live an a level of
austerity wi ch more determination than iauy other countries. Most
ermaer goods are sahject to hsyVy neue taxs. Virtually no consumr
duabl goods are permitte to be imported.With a populatian of nearly
500 mim in habiTAnts the rmar of passengr cars manufactuae each
year is still at the sam law level as ten years ago, 30,000 cars, in two
rather old mode of mlU automobiles. Althou4 it could be an iqortant
element in the politicoal life of the country, India ha. up to now not
ngagd in the buildi,; of a telewision nettwork, quite contrary to aW

newly indepndentand less important nations. xmplas of the san nature
could easily be multipliad.



eneally sp-anng anw ean, sy that, the met important
achisvemt is that ecoOMic progress, athou4i insufficient, has baton

de under the flunctiening of a eaUllr democrtic system. Freeda of
speech a thousit does wciat iu IxdA, and the oppositin can fully
xpain itS vies, as it actually did recently as regards the setta1mant

of thbe Indo-PAkistan dispute. The present Prim Minister, Very differet
ashe is3 fran his pradeesor, Boom to be progressivelyv anildinr up, his

own stature, both damastically and internanay, and appears to be
quite conscious of the imparanw of the eoomc problems now confront-

ing; Tna and the neoessity ofovin them very rpidly.

In other words, I belamv that the encoureging signs and th
vin~innabr a 'an, ich I have clarly pwcneived during aw tlk

with the Indian authorities, do warint furtwr an substantial support
by the aid-jiving omtries, prvaided the neoesary steps are taken
izmadlately by tin the field of ocenamic policy. Ist us twn
now in soa mor detail to theas variow actios.
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Chapter Ili The Economic Poli Actions of the 001

'erea the Bell Mission has covered major economic policy
issues as wel as a variety of technical questions which shoulr4 be the
subject of continuing discussion between the Pank and the 00I, I have
concentrated the substance of Vy talks with the Indian authorities on four
point of general economic rolicy in which actions are, in my o-pinion, t
urgently neede- and possible. I may recaritulate them under the four
headings of `p uilation Control, Priority to Agriculture, Rlole of Public
Finance, and Uee of Existing Industrial Capacity. These questions are
closely interrelated, and failure to a mt on one of the points would clearly
jeopardize hopes of results in the o thers. In brief, the line of reasoning
can be e tribed as this.

Being conscious of t-he difficulty of balancing its external
accounts in the near future the 01 shoul :

(a) make all necessary efforts to achieve in Lthe not too distant
future, a substantial reduction of the not growth in population
from the present figure of 2.5% to some thing like 1.0 to 1.5%.

(b) This being said for the population of the future, make important
efforts in the field of agriculture, namely to supply more food

.o the population of today, with a view to saving foreign exchange
expenditures now incurred for food import., and to produce agri-
cultural surplus for exports.

(c) Do its besit to minimize the inflationary effect of public finance
which arises to a considerable extent from the importance of
defense costs. Actions on these lines should imply strict con-
trol over expenditures as well as development in sources of
income.

(d) Pe ready to modify subs tan ially the present mechanismn of
control of the economr; this major move towards liberalization
being accompanied by a wide re-appraisal of prices and procedures
in the field of external finance, and by greater use of existing
production capacity, which might require temporary shifts from
capital equipment to "tmaintenance" imports.

In these four fields, as well as in the more technical sectors,
the GOI should create, for its own use and benefit, the appropriate mechan-
ismv for a constant review of progress and performance.

Let us cover in detail those lines of action.

I. Population Control

There seems to be a very significant change in the attitude of
the GOI regarding population control. While in the past no significant
action has been undertaken in this respect, y discussions in India,



particJArly with the Prim Minister and the Minister of Finance, have led
se to the conclusi.on that, the need is recoised for idiAte and strong
decisions and there is confidence that appropriate actions can saucoed.

It is indeed a very, essental eleent, in t1h presentation to
the ad-iving coutris of a.r request for mainininf - let alone increas..
ing - the level of aid, that there would be ultiat4ly a serious chance for
TndiA to manage its populAtion problam, i.e., to reduce the birth rate.

Even if the trecasts are still too optimistic and it the objec-
tive of a reduction to a rate substantially below 30 per thousand cannot be
attained in 1972, as the GOI ms it can, but only a few years later, I
believe that the simple fact that a date can be in sight for this reduction
is an utterly important factor in the decisions of the Consortium coitries.
With the "end of' the tunnel" in sight for the first t1m they will find a
full sinificance for their contributions.

It is ratilfying also to note that the very frank and vigorous
public state1r Ls recer.y and for the fire a time made on the subject by
the Prime Uinister, the Minister of Finanoe and other Mintrs see to
have reeived quite favorable surpport from ublic opinion, particularly
among women. Ther does not seem to be ar moral or religious obstacle
in iay of proress in this direction.

SpeaWxn- more technical3,v the action of the G0I would develop on
the following lines.

The legalization of abort.ion, uhich is ourrently being discussed
in India (the Unio, ,inister for Hoaw Affairs, Mr. NaRna, has issued a
statement favorab1*e to levlisatian), would not be an elemant of the pro-
posed campaign ard i oYinion rightly so. Wliile it implies quite
serious moral problems, it is not arghow a practice on i4ich awr major
action for famly planning oan be based. ¶Th techniques taken into con-
sideration would be those of sterilsation, use of convenLional contraceptivo
devices and IUD.

(a The program of sterilization now underway will be continued.
Iut are should not expect, in aV opinion, arg significant
resul t in this direction. As Irdian officials pointed out to
us, it is a technique to whih families have most frequent
recourse after thoy have had quite a number of childxn. On
the other band, it is morally controversial as it implies full
renunciation to having children in the future. Furthermore,
it is a costly and delicate operatian 4hich can only be per-
formed trl surgeons or trained doctor and could not sigrdficantly
be used for a mass progM.

(b) The use of conrentional contraceptive techniques is to be
deoelr-d. As re ards qapply, there is to be a wider program
of imports as ll as the development of domestic product4ion.
A State ouned plant is b in established in Kerala. As far
as the distribution is concerned, the intentiou of the GOI
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is to subidise it, and to use all avUaAbl Mans to supply
them in the villaa (posaibly through th Post Office or
other depositories)

(q) Nevrtheless, the main elaent will be the gwralied use of
the IUD. This tehniqe, i has been used apparently with
great sucssa in Korma and Taiwan, sm to have the full
backing of the GGI vkich is Preparing for large-soale manu-
facturing; an distribution to a rapidly inceain number of
women of chilbrthmyig g The fig-ures quoted to us ;mre
fairly impressive. In D Uhi al*on 3,000 devices had been
fitted in the last two months. Six hundred thoeuznd dovi
bad been supplied by, or wre coming from the Population Council
and a further 600,000 had been requested. The hope was to
fit 1 miim IUD in 1965-66, 2.5 milmion in 1966-67 - a figure
idlch should eunmlatively rise to more than 20 million in 1971-72.

Details have been given to us a the aays in iloh the G0I visualises
the orgnisation of the apAfter a year or so in wich the States
would be left free to oranniz their actio a they likm, an assessmnt would
be mde by the Center of the results then attained, and now steps would be
decided in due tiAs. The Mniister of Finane himself as been appointed
heed of a special cabinet caittee, interested and responsible for action
in this field. The Conittee inludas the Unio inister for Health, Mrs.
Nayar, and the Union Minister for Inforsatim, Mrs. Ghai, d so have both
issued official statnts in support of the campaign.

Acti* for population control is vitaUy important to success in
the achieveent of any result in eonomdc ;rowth in India. EveniwLth ihe
full success of the esasues described abaft one should not forget that the
P tiom of IndiA would still amount to 650 to 700 W3in= peopLe by
198. CanceivabJ4 it =W be then possible to stabilise it at that level
althougb at present this is a matter of speculatian.

II. Priority to Agiculture

The concept of priority to agriculture is one tich is both eas
to agee upon in the abstract and quite difficult to trzsLate into o-
crete facts. It has indeed been frequ*ntly repeated bo the Prime Minister
himself in recent maths, that this was the basi guiAnli of the GOI in
its approach to the Fourth Plan; but the difficulty begins when one ae to
explain s4t it man in term of policy action of use of available daemstic
resources or of fareign anhanga.

With vhat I believe is the agreement of the 001, I have pointed out
that it implies at least two broad categories of decisions; one in taream of
gerA1 strate67 of the Plan, and an in terme of more epecific and technical..
actions.



A. Genral strateX

If ar hope is to be lopt of jIdia achieving a halaon growth her
the and of the Fourth Plan, agricultural production =st incrse Over
the five year. 4ahad be somthing like 5 a year in volus, a trend
hich would be substantiallyi hgher tmn the 3 figure likalv to be

aCievd in the Third Plan. Mor preci sely thi aans that the pro-
duction Of foodgrains must increas from the present (1964/65) lvel of 87
Miolh n tons to 120 mill ton t 1.970/71. It man also that nl so
could Iria, vn with a Maintaind level of iL 480, avoid spendig
hundred. of Maiomn of dollars each Year for imports of rice and 4hat.
It would finaly maske possible a substantial delopmnt of eaigin
the aricultaral comaunty. AlthuAg TLia, farmers a & tOle &M far
from being rich, it must be pointed out that present,4 sonM 70% of the
land is owed by about 25% of the farmrs an tha a ood part o them
ar already much better off than sow years ago. It is the opinirn of
the eperts of the Bell Mission, as ,ell as, for instance, of the Governor
Of the Reserve Bank, that substanta1 savings am toy dveloping in
thse comunities, Aile a good part of it could be diverted to spending
in caromar eods (tensistor radi., scooters, etc.) the opinin0 is that
a large part could indJd be either directly or indirectly inveted in
aricultural production. There soems, for instance to be a ready cash
danand for a number of trtctors in the order of 3040,000 wbrea the
precnt level of production is no more tAn 5 or 6,000.

Althouh tais in of action Is a h anihl a, and a
which could appeal to the i--ivincountries, it is not an eaqy on
to follow in term of ftdI interml policy. No doubt it will imply
a basic rwisioni of the whole poliy of planning, to the extent that it
Way entail a deferment or at lest a slowing doin in the start of big
nw indwtr$al delopmnt projects (other tAn those hiably needed
for agriculture, such as fertiliser plants, etc.) in the first one or
twO years of the Plan. It is inded or at least it my be, a kind of
"lEPC ,4d I think that the Prim inister unerstands it so. He has
actually aisued rently severl statemnts mentining the idea of a
"pauswe for a year or two, in precisely the terms used above.

Awther the G01 wil choose to drAatiae this revision in concepts,
or on the contrary to ise it with discretion and silana, ±5 not ye
clear to me. I would e4rsoally think that the more frank IX of action,
skingL it clear to public opiuinm that this is now the policy line, would

proab1y be more afTicient, and, for that matter, much ore conincing
for the outside world and tm aid-giving countries. But it might be
diicult, secially as it miht sow to give up, at least for soM time,
th hopes and mbitins of Tndia in som fields in which it is well
endoned and h- obtained sew succss, such as the productiosn of steel.

In my opinioni, the rlevant point is that the 001 really acts in
conansidty with priority to acriculture, 4t-hr or not it choosas to
publicie it to the itdkAot artant.

Regarding 41W fin*awnnin of the ?lan in Lama. of Porgii axchane,
the concept of priority to agriculture does imply a decision that no cut



uhatsoever would be ade in the amountsroeded for agriculture itself
and "'industry for agriculture" (tractor, fertmazera, etc.); this
meas Uat if the required ounta of foreign arhan soAud not be

ltvanlab3*, the outs would have to fall wn a ele. The
put Chairmn of the Planning wmarsnin, Mr. Asaka Mehta, Ade the

point that the outs could not fall on power or transportatio projects
- owing "pscially to the relative4y asl uamots involved - and that
they would have to fall then n industry, whIch wouild indeed be very
painful. Wh11ile ae i po the difficulty of auch a chao, I have
aaid him to prepae calculatiow showing what such cuts would actually
mean, in pbysical trms, in the industries cocerned. I have aderlired,

and W has agred, that if the figurs showed that the dwaae of such
*ctian would reallr be very reaw for the future of India's industria1
development, it would be, pro tanto, a better and mm oanining
preentation to the Consorium ountries of the ned to aintain or
iorea.e, but in anV case not zduce, the pesent levl of aid. I hope

that these calculaions will ce soon and be really covincig.

In addition to this ashift in generatrategy acre peciftic attion
am needed in terms of inputs ir aiculul production.

B. Hore 3pecfic Aotions

S]pZeific policy d i ve to b ak in !.Lo fXlo? of fertilisers,
use of 4ter re!ources, intonive cultivation riuwrl works and policlal of
price munriort and bufTer stocks.

1. ?Urtsa

AlItiu some experts in the 'inn 1try of Fance hAve voiced doubts
about it, there seems to be in India a growiu4 danad for fertizers

amongthe farm. This demand m y be in the neigborhood of 1 Ldllinn
ton af nitrognous ftrtilizers net yoar - a figuxe whclh would rise

to 2 miUion ton in 1971. Indeed, calculationa by the U.S. AID point
out to a larger figure of amu 2.5 million ton in 2170/71 and 3.2
milli o na in 1972/`73.

ile leaving aside for the womet such wide nd abitious figure,
the proble iz to faos the need for somthing like 1.5 mllio4 ton
in 1968-69 and 2 MmUim tow in 1970/71 jith a level of destic
production presenty not awaax 300,000 tas and a level of impate
in the order of 350000 tsm in 1965-66.

As far a. domestic production is concerned U GOI ays it hopes
to reaoh 1.1 milLin tn1 in 1964"69; thia implias not on2V completin
of plants now under oestruction but also of plants which ar still
in project; so it is clearly an optimistic figure, uhich in all
1i-alihnd will not be reacbed. The first reconation in this

respect Is that the GI should do everything it could to conclude
neotiations now under way for the builmin of now plants. During

my stay in ILAi" I avoided being involved L the delicate tal adhich
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were going on between the and t representatives of Bechtel.
These alks have not succeeded as far as the large and abitious
project of building five plants was concerned. I hope that a more
modest projec of building two plants, on modified conlitions of
majori y ownrship by the 30I, will soon succeed.

As far as iqor Ls are concerned, the G p.lans for an increase
from the figure of 350 iillion tons a year to a peak of 725 million
tons in 1967/68 - a figure which would decrease as carly as 1968/69
as soon as domestic production increases.

One can have many do bt about this schoc.ule. Firs , he need
for iinurta a high level 4ill certii l a than 1967/68.

ond, eve if the India ha en uoeign exchange to buy as
Ju as hy like and the will to do it, it is no assured tiat

thy ,:oul find asily ne ount require; aless -hey were able
o.ner gi e son ino lonier c ntra s. As Mr. Asoka hta

oipea u o us, by heyears 1 ?/ Iinia 'ill be buying about
one-fift of the world Graue of ullhar a r'ock hosphale. While
officiall;; agreeing ~ha import of lA li ers should be given
high priority, te Iinisr o Fin ac o fiials e not reajll
anxious t~o behave accordingly. Increasing~ import figures by
1c,000O toz- ,ans iending f2 il 1 fr e foroig exchanie,
a figure which they say they have been unable to include in their
plans for 1965/66.

It wulea lso o. appropriate that on the sirie of the aid-givers
every obs acl should be removed in the any of using aid for i norts
of £ersiliz hs shoulb ru or u. AD and also for the
~orl: I -. au I&. In huise ; a i oid suggeas Jtat you Ave
your alnion he :salbili. £v 2 rld -ank to reconsider -
or a t leas t explain ore~ c l- ngative rer ly i tgave
last ine to requ by e I or a loan for imports of fertil-
izers, or I believe one should avoi giving the Indians the slightest

inL Aa very es ial U'cre.

2. ate

On major irriation schemes he 001 agees with the Bell Mission
judnt tat it is essential to concentrae on copleting projects
under w if choices t be made betn(en this and starting new prc-
jects. I is less clear at he Irrigation authorities are in
areement vi both she ell ission an the Ainistry of Agriculture

. irri a ion projec s should generalig be 8 designed and operA2
as to ermit are in tensive water us rath r than merely drough
relios.. nels question requires fxc her continuing discussion.

In additon there seems to be room for further discussion at the
technical level between the Bank and the experts of the DI as far
as no 'irriation schemes are concerned. For instance, there seems
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to be disagreoment an wtaer there is enoughi mone" andeoujh
humn resouras derroted to unrround vater research an i-other

U content of this research is at all appropriate. I would
reommend that the discussion take plaos as early as possible.

3. Itensive Cultivation

This queatio of ,Ater inputs is linkd to the nxt one, dich
relates to the choice beten extensive and intenuiv cultivation.
WierUas the GOI say it does not inte4d to enlud an effort toard
progress in production in Indian agricultur as a AUole, it aim
at ariin eally subetanitial ain of o traatiny oft
in a ftw areas sciay idted to intenve cultivatin. In
Areas nw sd would be used, particularly a variety of rice from
the :ilippinee, and a variety of at from Pcio, h could
yield larger an faater crpprovided tey, received the required
larg-e aonsof water andl fer+-iz anos If they actuall'y did not,
receive th e, the yields would be even, iferior to thos of the
resenrt 3tawdard variaes. .ile anot di1putii th rht of
t-he enrsof the 20IG t-o Lakre -datever Lechnical cholce therf deem
a ~ppropate, we have felt so cncr in nt "put all
their e..s in t sme basket "W take a ohano saeds uhich do
not see-, to have been- quite completely &.te and ich may invrolve

seri'ous disewase And past. risko. I womuld rooamend that the experts.
of the Bnk entr as ear.r as posible znto furtar discusasIom with
the 301 on this subject.

±L. Rural Wrk

Ue hav not disctused in detail U posibility of using _ m-
pc'er, possibly from Us A, for appropriate devlopint of public

wor in the rrl areas, Althoudh aor can be skeptioal about the
results, I feel that this hould be man thotoughly expled bet-
wee now and the publiata of the PAn in March 1966.

;.Price suaport and auffer siook4

Although soaw earto nside an4 oiside the OI point to the
difficulty of b"' nj up buffer stocks, in a country 4AM the
population is so por and zwrt of food that Uer would aluays be
a mrginal consumr dio culd eat ah Aii used to build the
stock, it is the estabishd poicy of the GOI to act through a
oliy of prLce support pur s progam in order to build
p a buffer stock of foodr i ih old ultmte be m-

thing- Ulam o r 5 mii n ,ons, ad %h44 woul reach, to atart
with, mill ion tns of rio. and 2 il m tom af weat by the
and cf 1966. There eem to be adequate stAra facilities for such

a*stok. The vrnt facilities alons will be able to acconote
sCom 2I/2.7 million ton as early aso nxt year. It is to be noted
also that in19-65thtpu ed sme 3 zillinn tns of

ga iahit was obliged to aell, latr on, to the dficit Stats.
At ths sam tle the xitante of bufXer stock Will aelp the GOI to

cAtrol ssive prioe rises an to suppress th sanl restrictians



n ri o vn im" h, althouh very8 harnful, &uld probabr be
difficult to aboLunh right now.

6. Crdit Fiti

A tniLio shoald be given to th d-elo0t of cdit facilitieu
to di farrs includo production omcdit as wli as

litneded for farm equim t. The Oaverrwr of
the Reser B of India seem fully aware of tha ned, a
the credit sqieze hs been deignd to avoid bearig on creit
to agrictur. vr s p ess hA, io be a ved I
chwanalbx more at the exstngav-L:s of the rural commzety
throua th coopativ for bhao in turL to be able to lInd
morm o tie farer and also throuJ other banr
the 0o1eratives are ak 'cis whol2 set of actions is highly
asserial to Qh saces of l Plan and aould be folllowed cloly

lha onejay adt tht in, h pat hs rat effect of the
budget n t r S not rally b acesiel inflationary I
have coanx t.o&ad a ood par of our diacnns with Uh (-0I Qn the
prospets of ui i durn th Four Plan, both beause the

budgt 4zs itsel iajor ;ouXrc Or increasein interrI. arnd and because
it is essenial ha th budt c- as a balancing factor asnaut other
soure of incrase in the internal Ylobal dand; u arg

contneic prsen an Of theuse i.atte;rs byi the 0 I uld be of ,reat
valu i--i he ad-ivin cou * Our disssion covrd h
two idesof expend.L ,uaand incaoe

A 3ajor problm hare is the coat af defense, in the context A
the theat, and of the disputez between India and Pakistan
an nod posibly- Idia and Indoneia. Before the Chine agre on
at the or of 1962 Uh fi 7re of defere tue in India 'as
relativol very low (Uom 335 crores, i.e. .7 binion or sene z
of * . Pi8 fig4u of 335 ocrs in 1961/62 rose to more than
800 croe ($1.7 billion) in 1963/64, to almoat 900 crorea ($1.9
bLIIon) in 196WV65 and is projeed 4at abut ths level in

1965/66. So Us aupp ea affort of defanee -raaiurs duire
the,-IU Thir blnwl ave beena approx:imatelyr 1,70 crores, vat of thew

2,0 rre fsramnitaxy incame raised durin the Third FAA:.
T'nhis fire of 1,700 crors ($3.5 onlian) iveo ah nsOurS of the

afC resource diverted fra conmic dev1opment to defense
duinm th Thxd Plan - a fact othrwis-e .- llutated by the increase

of def~ere coets from z to U of G'P.

A tar discussinJ his prob etnsivey with thle lniater of
Finance and Ir. Aaoka Hhta, I calm to the c uclusicn that thiS
fioar of 375 ;o 900 crere for deense costa per .er w not U y
4to decres very mch in thel years imediatelyr ahead The northern



- 14 -

borders of India in the Himalayas are acttually much less difficult
to invade than it seems at first glance, and China could at any time,
in ashmir, in Assam or through Nepal, invade the nor thern part of
India as it did in 1962. f am not sure that at the cost of the amounts
now being spent, the Indian Ary would be able to stop them; but prob-
ably it would be able to carry on fighting for some time with the
emotional effect, inside and outside India, that this could create.

Anyway I think we must live with this figure of "^ crores, and
try to make it as little harmful to the econoer as possible.

First, attention should be given to reventing IndIia, under the
cover of building up strength against the Chinese threat, to use most
of its armed resources actually against Pakistan or even other coun-
tries. There was talk during iw stay in India about the purchase of
a submarine, possibly of Russian origin, to prevent t threat of
invasion of an offshore island by Indonesia, and recent press reports
indicate that a mission might be gomi to Moscow for purchasing
negotiations, possibly for more than one submarine.

Seooneily, efforts should be m-ad e to lower, as mu as possible,
the foreirgn exchange costs of defense erenditures. Although it is
difficult to give precise figures, it see that those costs, in..
cluding current payients on debt o the US and others, contracted
for the purpose, amount approximately to some 150 to $200 million
a year.

Thirdly, one should try to make sur. the a defense costs imply
as little diversion as possible of economic resources from the
productive capacity of the economy. Although it is clear that the
effect of the global 900 crores spending on internal demand is a not
inflationary one, this effect woul. be ev a aS if a lrge part of
the spending were directed industrial sect.ora which would other-
vise meet domestic economr needs or export needs. It is encouraging
to note that, at preEent, only 1ome 1C crores out of the 900 crores
are nov nevoted caital exanitures and so have a direct impact
on industrial capacity. The 001 believes this figure should not
rise in the future.

(b) Income

The 001 intends to raise internal resources by very high figures
during the Fourth Plan and for the purposes of the Plan, ie., over
and above the normal growth of its revenues for normal adinistrative
budget needs. As far as the resources of the Center are concerned
the proceeds of supplementary taxation ould be of the or :r of 1800
to 2300 crores, a figure which compares with 2,000 crores during the
Third Plan (of which, as has been seen above, the largest part, i.e.,
1,700 crores has been diverted to defense expenditures' . As regards
the ttes, the amount raised would be 1,200 crores - a figure which
comnares to that of 570 crores raised for the same purpose during
the Third Plan.
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This increase in inces wolad b produced, as rGuards the Center,
by raises in indirect and direct taxation - the level of which is
already very hirh in Lia - and incrases in the rices of goods and
services sold by Governent enterprises, including the railways. As
regards the States, it would come mainiy irom increases in land
taxation and electric power rates. During y stay in India very frank
and encouaraging statemnts ,o the effect "hat uch am1ounft would have
to be raised, have been made before the Finance Comission, to the
Ministers of Finance of the States and in public, by the Deputy Chair-
man of the Planning Comission, lr. Aaoka iehta.

I think that there is a good case for the Bank to tell the aid-
giving countries its sincere belif Lhat the COI is acting in this
respect as a responsible Governmnt, and in a way which is not so
easy, uiven the present olitcali. ztrctue' f India.

I would add that in this field of controlling internal global
demand, there seem to be a clear need for a more active and more
selective cardit policy . It is true that the officiency of any action
by the Reserve Bank is limited by the fact that it applies only to the
so-called r.jular- Aoey market aaid ha- ro bearin on ,,he so-called
"gray" market (mainly the village moneylenderu) or 'the really rblack'
market (money ileally earned and len under the counter, without
paying taxes, etc.); the money eupply coming from these two parallel
circuit. iecis o counteract whatever r vetve actio. is takn by
the Reserve Bank. Nevertheless, and although it relied mainly on
global weapons, the credit squeese operated by the Gentral Bank since
March 1965 was probably the best that could be done in the circum-
stances. But it haS not been &uccessftl encugha, particularly as it
does not seem to have prevented firms from maintaining a high level
of inventories.

TIe first thin, fSr the 'orld Barik to do in this respect would be,
in cooperation with the IMq, to ensure that appropriate selective
techniques are being used by the IiReserve Bank, to know better the
credit situatina of each big firm as regards its various debt commit-
ments, the level of inventories, et*. Ubile aware of tho necessity
for such action, the Governor of the Reserve Bank agrees that the
technical meanrn still need much improvement.

IV. Wider Use of Lxisting Capacity - Dcontrols and the Balance of P ints

We come here to the most difficult part of the policy program which
the Bank would like to see India embark upon, and indeed the part to which
I devoted most of the time in our discussions in India.

1. Your instructions

Your views on the subject, as expressed before I left for India,
were clearly that this chapter was an essential one; one that the
Bank could not agree to see bypassed or not clearly accepted, in ay
general agreement with the GOI.

In substance your judgment was that India should devote more of its
foreign exchange resources to so-called 'aintenance imports" (raw
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materials, components and spare prts etc.) in :order to use more fully
ts existing industrial xnacity, which in many cases is t used to

o an '0 or I- due ok o ssential import ,u ove
sho.Ld be achieved by a; iberall-ation o impor, u =1Ave .hich
shou obviously bc ncer; L a r L a She praen' l uAec too low
rico of imports. As tucr as -or aleo for chan r in te price of

C orts of many 1:-oi V simp~tification o the export aid
system, it was indeed a v M reshuffle of Indian ijyment relations
ith the outside (in th the excnane rate) hat a called for,

You had come to this co a line of reasAning Meari oth
on ±'Niorts and cxports,' accunt sainly ou ig)orts.

. Im ports

You s tar ted ,im the idea that the present extensive, very
direct administrativ" o or the econony, and mainly import
controls, wer c . Y c 3 Aiic ru n epecial y in
the demand for iports i th i resent situation, te system
of licensing Lon "n."- : A,": ',

First, it 1 an incentive to import own tA
the relati,ly ls ric. W e:> hange (even with the
relatively hih custon M!cs) as cooared ro internal prica.

Secondly, it ivno an ae p it margin to the orting
enterprises. The less Aficient ones are able to produce and
sell profitably evez : h e L o 4 hey are assured of detting
their forc1i, chae GwL, A- sarue imports. The most
efficient fir:M, instead of Lskin the cuts in prices which their
productivity nid ymi the t do, enjoy the benefit of th
hih prices quated 2y . > ' Licient ones. None feel any
competitive pressare to increase efficiency. (This situation is
well illustrated by the case 2 tr acks.)

Thirdly, as the scarcity-induced rise in internal prices has
not been matched by a parallel increase in the price of imported
goods, the incentives to import substitution and export production
have been greatly weakened.

So, the Bank would like to see India completely free imports
of te so-called "maintenance" goods. In the balance of payments
for 1964-65 these iports enounted to approximately pl. 2 billion,
a figAUre which is in itself misleading as, according to the
judgment of both the Bell asson and the GOI, needed imports of
that category should have been much higher even Aithout liberalization.

It would be made clear to the 00I that, partly contrary to
what has happened for instance in Pakistan, such liberalization
would not bear, on the one hand, on imports of bit eqaipment for
projects which arc to a lare extent realized by the 001 itself,
nor on the imports of finished consumer goods or eoods which
would be mainly used for the production of less essential
consumer goods, such as nylon fibers, ate.
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I.. m d be made chLar alsao that th ioe lition should
be accoaAnied by a subetzntia ruie r the r.e f iNrts, 0
e z either by irlcreaaing custom duties proper, or by ac n

more frankly in the manetary field, by -ay of direct changs in the
exe~nne rteo or iniely by introductc of a echange ta

etc.

B. Exrt

To a leseer degree a preUlel ued for a chanp in the price
offora acia4e N8s visua.lied ini the fielA of exports.

I i- b quite clear truat if there Is a great need for
simpUficatian in the present system of Indian export aid, there
is not a c oparable n"eCe for incraas. ir, the preaent ric of
export proceeds in all the sectors.

1. There seem to be gmral t that no change in the
price of %>ors is meieed in the can of tea and jut, Wich
together ow accout for almoet W0O of Indian rport proceeds.
This is not to sa that no rogss as t .o be mado in there .oo
sectore. As has alrua been pointed out, serious efforts should
be mada, apacialk in the field of aret researea ir t
of jute in which veent progress hat been due to new industrial

dii tin ta Uted States a niot to ffort of -w
ernorters. It is tru also in the case of tea. Put in both

cas he eorbs are to be a in t s fleM of prod ctind
marketing and not in the price of If an gral

- oich as, for instance, a formal deval ation
- its herafit would have to be Aiped out for the tea and Jute

oyrters by aof some comperatory erI oro tax. Ar L o
the time beig, it seems that one can accept as a satisfactory
oeaoura, d e introduciorn or uly 17, 1965 of a 2a:rd
for tea and Jut* exporters.

2. ior L there arg absolute or oertain need for a calmh e in the
price of wrin ecange in the case of goods presently exported
by tha State Trading Corporation, such as iron ore, oilseeds, and
co o textile 4 hica ta iear accoi icr 2Y of Ind 2' u lort.
Procaeds. The Corporation sell for whatever price it can get and

any loaae ar overed3 Uy budget.ary a aprop $ratone. Iudeed, 4he
amount of aid kiich they ,et today my be larger than watever

uou. coiald result fro- , for instain,e, a formal dewalttion. And
og heAng in the price of foreign erchange mirght leave there the

necea lay for is p'emiary aid a i' la given tody.

3. Thu t ion 1s no 'err dft feront in the case of the products
of thos indutris dich operate under and receive exort premium
via saccalled "import enti2lewaent account" and which consti-
tute sow 10% of India's export proceeds* Wat is open to criticism

ii h4 cas3 is especially the someahat capricious ystem of rant-
ig xriviledgvd import if censes, a system for giving premiies wich
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might automaticaliy disappear if the contemplated liberalisation of
imports of maintenance gods were made effective.

4. So it in principally in the case of other exports which today
get no help at all that there is absolute need for a change in the
price of export proceeds. These exprts today account for some 30%
of export receipte, a figure which is -i-"leading since one should
add to it the obviously unknown amazount of exports of products which
are not exported today and which could be exported under more favor-
able domstic-external price relationship. In this category there
Is agreement between the 00I on the one side, and the Bank and IW
on the other side, that something has to be done. The divergence
begins when figures are quoted. The 00 is contempasting a rise in
the order of magnitude of 30% (by way of granting a tax credit of
1I%, which, beig tax free, would amvunt in practice to 30% - the
level of corporate taxation in India being on the average 50%) where-
as the Fu& and B;ank experts would judge that a figure of 505 would
be an absoolute iniin.

As one can see, the problem is elearly less difficult in the
case of expor t8 than in die case of imports.

2. L iu n n ia

Cn the basis of these inatructions we discussed the problem of
how best to realise these major changes in policy as regards iLiporta
acotpanied by whatever appropri4e change was needed in the case of ex-
ports.

A. Laert~s

As far as iports are concerned ' juTr that three conditions
have to be flilled - a substantial ria In die price of exchange,
a wide li1beralization and a large allocation of resources to

1. A ubstantial Rise in the Price of Importo

I 6 isAdifficult o say what the order of maaLitude oi this
change will be. The idea clearly ic not to rein the price of
these iLports -o a level wnere they wo uld be stopped, but on the
contrary to find a level where the price coimparson with internal
cot L a a senoilIe one. ile .Lloing an inrease, and
not a decrease, in the oresent level of riports, this prico rise
dpht be selecive and in rany cazse rea34.zed throud a change in
te level of custom duties. ut basically in the case of rmost
goocia there seems to be a need for r chane of some 50% adi i:Aa
over and above the level of January 1, 1965. Some ITfl and World
bank expert" would suggest P figure of 6O or even more rather
than 50%, whereas the GOT would not like to go over 30,. There
is clearly rom for further details and thorough discussions
between the two sides on this mntter,
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2. We Liea icio

o eof any algifLema, liberalizatior: :no 1ach a

imenance lxpor ts e le duc tiou m terma s, aparc ~ian:s
nd components; noa .c.i. .cned consunr vam, capital goods,

oil, and food, We have di se ae this in ome d=t " ith tho POI
officils and I beliWes a .. vs e:mt to an arecunt on thi: point to
the cIAect that a meai'. i ir u.::. liberalization .&ulu utd
only " ilmited list C.. -- 1e .a.o. .ih:y~ i.cldn,' .a:r
pulp, rabber, some allo, u .. , u c., hich ould ho left undor Che
administrative controlled Al oaainj wyout, The rest wou. w,
i: red freely, even if, 1or reanons o better statistica Ik ledge
and Lo pin; the situation andor control, this liberaliuation ould be
in practice realied Lhrsnu, t ocali.If reu license systca",
that Le grazing u. all a cas ocuied.

3. Use o.. More For i . -c L.. r teZn_ c lpnrorts

As wll be seen we_ I" ( has et. jr iavnnwr estiras of
th, 10e. & orte - U". D ajLW : a malateAanc - and ot
fo riwn all requirei . Pl1an. The0 arc uObatntic
ih than those in the A 'd An. !th liuralization of

mairmenance iaports that caLeu4y of izorts would b( lader than the
GOI has projected. i hopes horeaore that liberaliaAon ua be
accoupamiedy further lucw ..w .. aid opecaically to cover tro
adUitloaal cos. o. liberaJ.zau ahethar ' objective can be
achieved is a matter for neoUlti.on. If it tuned out to be itpossible,
it wou.u muiean at Whe 4 u0 v u-.' mods f Or liberalization o.
iaintenance importe woul have )a sa provided ior inside th. level of
aid presently contemplated by h I, i.e., by cuts in othr zqports,
ainly finished capital equipment :evelopment projects. But Whatever

way is chosen, it is clear that liberalization of maintenance imports,
even with a rise in the cos a. forel.u exchans, w ould call or an
increased allocation of fore exchange of something, in the
neighborhood of $3o- million a year over and above the level which
the Gul itself proposes to dueote to this category of imports.

Moreover, provision ioula have to be made so that this supplement-
ary amount could be aasurod for at least three years in order for the
move to liberalization to n- credible, and not prompt a rush on the
newly liberalized import `oods in the fear that liberalization would
stop soon.

in the export side the problem is first to assess what must be
the appropriate increase above the existing lffective axchine rate for
those exports which presently receive nothing, and second to decide
wihether this increase should be provided throu, straiUtor.ard
develuation or export premia or throwi the present rather complex
system of selective aid.
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On the first point I made it clear to the 00I that in the
judgemnt of the Fund and the Bank, the level of 30% was clearly
insufficient and that 50% would constitute a miniam. on the second
point, I think the Fund and Bank should not insist too much on a
straightforward premium or devaluation. The case for a large move
applying for instance to the invisible transactions is not in y

idnd a quite convincing oe, and the important point is to achieve
the result of a good percentage rather than being too far involved
in a dispute about the technical mans.

C. The LMndiate Situation

As you know, during the course of ra stay in India it turned out
that the 001 oontemplated immdiate action, both on the import and
export sides, because of the deterioration in its current balance of
payments and the plans it had developed for a new drawing on the Il.
This move would have taken the form of :

- On the export side - making effective the 15% tax credit (i.e. 30%)
for which Pariamentary authorisation had been granted in the 1965
budget. tea, Jute and coffee would have received tax credits of
perhaps 2%; cotton textiles none, since they would remain under
their present industry-operated premium system; items exported by
the State Trading Corporation none, on the theory that budgetary
subsidisation was available as required. Furthermore the existing
import entitlement system would have been altered to reduce the
premiums it provides for selected industrial coodities.

- On the import side - raising from 10% to 30% (25% was contemplated
first) the special import surcharge introduced in February 1965.

I then made it clear to the GOI that such a move could not in My
mind be the basis for the needed action of liberalization of imports.
Nor would it be understood outside as a convincing move restoring
confidence in the value of the rupee and genuinely stimulating export.
As far as I could judge, the Fund would make the sam judgmnt, and
in all likelihood would not be ready to give India the benefit of
a further drawing in the second credit tranche, on the basis of such
a program. When this program was unofficially submitted to the Fund
on June 30-July 1, the answer of the Fund was what was expected, and
the 001 then gave up the idea of such a move accompanying a request
by drawing from the Fund.

Since then there has been, as you know, considerable thinking
and, I believe, difference of opinion in the GOT about this problem
and a public broadcast has been made by the Union Minister of Finance,
on July 17, to the effect that formal devaluation was clearly ruled
out, and that the appropriate selectiyity should be respected in any
move that could take place in the future. At the same tim the Prime
Minister issued a statemnt hinting very clearly at a very substantial
rise in import duties. he question of what will be the move decided
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by the G01, and when it will be decided, is still an open one; but
I made it clear to the OI that whatever approach they decided to
take, by way of a straightforward exchange tax and premium requiring
the approval of the Fund, or by way of custom duties increases and
export subsidies not requiring the approval of the Fund, but on
which you hadi views, they should not lose sight of the fzanntal
objective, which is that the move should be big enough to permit
liberaliz,-ion, decontrol and ratironal export stizulation. I
proMted then also to enter into discussions at the earliest possible
date either with the Fund or with the Bonk, or with both, in order to
prepare the ove in time for it to take place early enough before

the beginning of the llaa. The Prime Minister met particularly
seemed to me to be fully aware of that need.

I sincerely hope that the G0I will in due course mke its
decision, realising that it is on your side an essential requisite
of any support by the 1nk, specially vis-a-vis the Consortium
countries.

V. Other EcOonomic po-ISr pob:Lems

In addition to the four main points covered above (Population,
Agricultutre, Public Finance and Decontrols) I discussed in som detail
with the 001 other eoomic policy matters which, in my opinion, require
iore thinking on the side of the GOI and furder detailed discussions
with the Bank. I shall mntion: project appraisal, management of State
enterprises, coordination of transport, tourism and other invisible
transactions and encouragement to foreign investmt.

(a) Project Appraisal

The view of the Mission was that the existing mechanism for
appraising projects are not satisfactory; teohnical studies were not
conducted in a way that gives reasonable assurance that the O is
embarkin only upon projects of minim economic and financial sound-
ness.

The G0I officials have agreed with this judgment and indicated
that they have decided on the creation, probably inside the PAzing
Commission, of a special bureau charged with the review and evaluation
of -Ill investennt project, requiring Plan financing and for which
technical studies had been mde by Indian or foreign personnel and
organisations. I would recongaend that this question be carefully
followed by the Bank, and I hope that the Bank will be able to offer
its technical assistance, possibly by supplying experts of its owA
staff, to irove the work of this bureau.

At the sam time, this bureau should be entrusted with the
responsibility of looking at the projects after they have been completed
in order to enquire about the results and draw the appropriate lessons
for future study of new projects.
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(b) Mnp ntof S1tate Enterprise

Attenition should be given by the G0I to the various problems of
management of the public sector enterprises. To soma extent those
problems reflect the difficulty of striking proper balance between
the necessary freedom of action of the Mnager, and the appropriate
power of control exercised by the owner, in this case the State,
represented by the Ministry of Finance. More precisely, the problem
seems to be the definition of the role of the "financial adviser"
in the enterprise, a man who is both the financial adviser of the
manager properly speaking, and the representative of the Governmnt
by whom he is appointed. There does not seem to be any clear-cut
solution to this proble, the acuteness of which is likely to decrease
in time, as the manager gains weight and self-confidence and as better
human relations are established with the financial adviser.

Another problem is the progressive bildng up of a body of
managers which would not be part of the civil service proper and
would gain authority and independence. At the start quite a number
of mangers of Stats-awne enterprises were drawn from the civil
serrioe and the railway administration. I was told by the GO! that
this -mriod was now over, and that a body of about 60 high level
managers of public enterprises wA now being gathered - most of them
having full qualifications for efficient a.

Still another is the developent and use of cost accounting and
control, and other mangement techniques fardliar to western enter-
prises bt now little used in India,

These problems should be closely followed by the Bank; lessons
might be drawn by the 00I out of experience of some European countries,
such as U.K., France and Italy, in which State enterprises do operate
in the private comptitive sector,

(c) Coordination of Transport

I discussed to soma extent the problem of coordination of trans-
port with the officials of the GOI, Although it was natural that
grat emphasis and priority be given in the previous plans to the
railways, an efficient organisation of established traditions, the
highly res trictive regulationsoverning road transport seem to be in
may cases hampering the normal development of Indian econcur. I
would no t be convinced that the case exists for complete abolition
of these regulations. Nevertheless, there is certainly room for
relaxdng them; I would suggest that the Dank enter into further dis-
cussion on this subject with the Indian Ministry of Transport.

(d) Tourism and other invisible trensactious

The case for a serious development of tourist receipts does
clearly exist. India today earns certainly no more than $50 million
on tourism, only part of which (soms $30 million) comes through
official channels. It seems also that the need there is not for a
change in the excange rate. Even at the present obviously over-
valued level of the rupee# tourism in India is already rather cheap.
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Tha' i' obviousw is the need for develo~ping faclties, partienlarly
new hotel projecta, either in the private svctor or if need be hxrugh

te e enterprioe. The am should be to retair, i. only for a
few daym, the mny buinemeanid eourists who fly t'rough India on
their '1,6t frot.o the Far Etat. The CG! sayr
it is aware of this necessity ad auz tena*tively provided for
t(ri 4r 4 he Foutt Plan are nt negigible, but it does not aseem
to behavw pr.sently as if it had great belief in tne posibil4ty of
achievin ~od results I this fielt.

w"u1 rned thst the En keep thi0 mttr under? owstant
review wimthe 00 GO o as to achievo reult at the earliest possible
date.

I sa sur India can also eamn significant amts of foreign
echange by trying to embar~xk on programa of export of manpoer t~o

Eurem mle realisingj te difficulties of such programs I have
underlined to the 001 the mniitude of the asunta earned in this
field from te inustriaied omtriea of West~ern Eurwope (U.K.,
Switzerland and the Common Markt countries) by the countries of the

Morocco, Tt2nisia, ae. I siceey believe that with a little effort
an ±MaWion, !n~a could arsom 310 to $20 rmiion a year in

this field. I woulbd recmedthat this topic not be forgotten by
the Bank in 1rs future discussion rim h G0I.

( _ strn Foeip nstets

The G01 eaid it was fully awra of the need for enorgn
foreii invet~.ant in IndIia and that ii. would 'vote all its efforts
to factbiiw tira such instmont by ip lifying and ped the gnpit-
in f liene and other authorisioni~s and by all other means. As
a ot¶~r of 'windple the C i9 ~o. ine1tI~ on eny mnatory rule
of ejority for TnIdian capital in th.ecase where it is to be associated
th freim reaital, except when mte e t itself has an oer-
ip inseresn in the venture. In this case, the gearal rule is that

the 001 should in prnciple hold at least $1 of the eqity but the
00I is pirekare to ake excep tions n - i- rule in appropriate cases.

Clearly the best encourg t toufreig bntent o be
the puttin nA effect of the policies described earlier in this report
which would anable India to attain a faster rate of grot1 h, an appro-
nriatA riee rel tionshwip of the rnee a foreign e a e nd a
serio rdtioe of the hampring admtinisPtrative controls. But to
of ot n e-t this nn' fiitin of the value of the rupee would
oake remittance of Znit more Iostly. So it is not really in the

field of onetary tion that the tpy consequence for frueg invest-
et shoald be expected, ur.t re geall in the progress of nhdian

eeol I! ' ti k evcmrerIm it,1 prn-U'mcss

.l an breone ban Peroraner p of tis e o ul be

Ahe caj~ n- 'in ee- f te rlcee(r earlier part of his repoeaet
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not Nw topics in which any substantial divergence of opinion leads to
ontlict between the judgemnts of the Bank and the GMI. The only matter

of substance is the one concerning decontrols, and the rate of excange,
and the relpye issue of full use of tv, e 'ej -. ssential one indeed.
On other matters, the answer of the O to the suggstions of the Bank will
not be one of disgreement but, on the contrary, of full cnsurrence in the
objectives and even in the mthods. Ver of tn will the G01 take the
attitude indee, it has bon clear chrluri~ is issin in June-July) that
it fully agrees wi the Bank, had itself decideS to act on the saie line,
and hal N0t very reienLy appoiu d A i _- vel committee to take care of
the problem.

Tha quea-ion will then be, not to discuss objectives, but to make
reasonably sure the in Se courae of tino these objectives are really
attained. ThLa is partly a problem for the World Bank itself, which will
be discussed below, but it is oet of all a crocial matter for the 001. In
ny judgement the Bank should insist that the GOT proceed imevdiate3y to
establish th" aplropriawe rechanic for asaessi, the rogress and erfornmce
in economaic polic.

There seem to be presently very great deficiencies in this field.
The only comparison which is rogularly but not adequafly )ade each yoar,
on the occasion of the annual Consortium neetings, is between the prospects
and the achievents in vo M sef, 1.o., aamr development projects
have been carried out, etc... But no such e rison is realy a in
terma of policy M easuzs, auch as the one discussed above. Even in such
fields as foreign exchange, there is no available document shoig for the
last two or Aree 5ee she comparison heten fureign eha huegtct and
actual balanve of pajantis results and explainKI the reasons for the differ-
ence=. ThS is qome ing kich shou0, nro at o

The 001 officials seem to be aware of this neessiy, althoug
some of them have doubts on the possibility of drawing appropriate economic
budgets and a posteriori economic accounts, owing to the gret t uncertainty
in forecasting and measuring developments in Indian ecnor, particularly
in agricalbural production,

h ver takse, tay a ree ath such a reviW of the reults of the
previous year, the otate of the economy in the current year, and the prospects
for the cening year, as yell as Me mress In economie xelic requirements,
should be antrust to a group of high level speialis economists. There
miiht be -iscus3i on where thir roup ho Wd be locat- ii., under the
authority of the 1rie Mnister, the Finance Minister, or the Planning
Comission. This uestion is not a very relevant one. herever 'he ;rcUp is
located the ig r .ant point is at tl 4ork b done and that real use be
made ':f Kh, in!rs ty 4na TT def1n- 4 ftu N - n ,

T1 is, of a'uret!, 44fficar l inapte "Or the. perTi'il reports,
i y aes should be ade more frequently than at yearly intervals,

Ob V, , le On S 4orld -a7. IQr r ied uoaao hta l probably
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be unacceptable to the 00I. What could be foreseen Is son mechanism in which
the 0OI would report, so to speaku, to itself, or if appropriate to any couanit-
tee In the Parliament, on the progrss of economic policy. An underatanding
between the Pnk and the OT on the definition of such a mechanism is in ar
opinion an essential part of any agreement.

**



Chaptr III & a lQ o the Bankc

The ters of referenc of ngy mission were to discuss economic
policies with the G01; I was not directly concerned with the action of
the orld Bank in organizing its future cooperation with the 00I for
carrying out these policies. evertheless, I would like to take the
liberty of submitting hereunde some reflections on this subject. It
seems to me the Bank has to prepare for its future action in two directions,
one involving its relations with e I, the other its relations with the
member countries of the Consort.ui

1. Relations with the GOI

Three points may 1be considered in this respect: the discussion
with the 001 of the technical parts of the Bell Mission's report, the
assessment of the Fourth Plan proper, and other ora tional matters.

A. Discussion of the Technical Parts of the Bell Mission's report

Apart from the general report of Mr. Bernard Bell to you, which
deals mainl? with matters of economic policy, the report of the
Mission includes a series or high level detailed technical reports
bearing on such matters as agriculture, transportation, population,
exports, controls in the econogr State enterises and industry,
etc. Rightly or wrongly I got the feeling that some more discussion
was needed in certain cases between the experts of the Mi'ission and
the officials of the GOI in order to ascertain facts and clearly
settle the areas of agreemet and disagreement in judgments and
susgestions. This would be the case, for instance, in such
technical matters as minor irriation and under round water research,
coordination of transport, etc. These discussions caftot be usefully
held unless and until the iterested officials in the GO have been
able to read the part of the Mission's report which concerns their
activities. Furthermore, it seems to me hard to imagine that the
00I should not receive the benefit of the information contained in
these reports. Ir suggestions thAn would be that you should adre
to send those reports to the G01 as early as possible and inform
them that as soon as the 00I o ficialo have had time to read these
reports you will be ready to send their authors to India for
discussions. After these reports had been so discussed, you would
judge, in agreement with the , whether it is possible to make
them available on a confidentin. basis to the member countries of
the Consortium.

B. Assessament of the Fourth Plan

As you know, the original intention to the GOi was to produce
the Draft Outline of the Fourth Plan sometime in the very beginning
of August, 16 so that the Planning Commission would approve it
by August 1-2, the Cabinet by the 6-7th and the National Developeient
Council by Auust 10. It was later decided that somehow this
schedule should be deferred in order especially for the 00I to have
received the recammendations of the Finance Commission ( a special
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Constitutional body which periodically recomends the basis for
allocaton to tme states a rvnues collectsd by the Center);
these are expected in midAueust. It is now the intention that
the Draft Outline of the Plan or its essee should be ready by
the end of August and shonid bc sent to you not later than that
date. Work could then start immediately on the assessment of
the Plan in order for the to have this assessment coleted
by the end of the year, in time for a Consortium discaUsion in
January and for the final draft of the Plan to be ready before
"arch 1966. I would recoed that this work start as ear2!r as
possible. To a certain extent it uay possibly be done by the
same people who would discuss the technical parts of the Bell
Mission report. As underlined in the previous paragraph it is
very important not to lose tie in this respect.

C. Other Organizational Matters

Since the Consortium for Aid to India was establihhed the
Bank has had close relationships wth the GOI. Nevertheless, I
think the present reappraisal marks a new turn in these relations
and calls for a new definition of the ,wehanism which will go
into the work during the period of the Fourth Plan. This relates
both to organization inside the Bank in ashington and the
structure and role of the Delhi office.

I would not regard it as proper to express ay opinion
concerning the matjers of internal orlanization in the Bank. r
ornly su.gestion in this respect iould be that the benefit of the
very close and friendly relations established with the C41 during
the work of the Bell Mission should not be lost, and that the
person you would entrust with the task of lookirn, after the Bank
relations with India should specially reain in close contact with
yourself.

In this context the cr anisation of the Delhi office is a very
delicate problem. 'o serious difficulty arises as far as tochnical
experts are concerned. The Delhi office should probably include a
certain number of thosee who could help in the work of the
G01 in appraising projects before and after their corletion (see
paracraph 7, (a) in Chapter II above). But the problem is more
serious so far as it concerns the need for a staff of economists,
as well as the stature of the head of the Mission in India. The need
clearly exists for a team of two or three relatively senior economists
to be stationed in Delhi and follow closely from day to day the
proress in econic policy. The Bank's representative in India
should be of a hih level, in order to be able to speak easily with
the Ministers, and in case of need with the Prime Minister, with
appropriate authority. O, the other hand, the Bank must not ive the
GOI the uneasy feeling that it is, so to speak, "ruu n the country
from outside" a feeling which a too irortant man in India ndiht
easily give.

In ary case, I think this extrely important matter of
organisation, and to a certain extent of personal choice, deserves
y best and early attention and would, if you jude it advisable,
justify sme discussion in 3eptember between yourself and the Minister
of Finance of India.
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0ountr.0, 3ti. on a paran A : Oicialbasis, tc r ;
resulta 0f iaasion and ot ospecs of their posble future
cooerai on in Ch financing a the fautt lan. No doubt the woe the
I1 an orld han annual ot ra Goto r 27 to ECtober 2, a.:1 be
another occasan for niscors ' ?inannc of other monber countries af the
Consortiu, to enquire fro you about the results of your discussions with
the GQ.

I hope that y that i h il be clear enough with the GOI
2cr rou to be able to give a soficientiV detailed answior to thzse questions,

indvco f the Cnsortu mat n a schedusld for ao m between
)ecohor li 1965 and January 13, 2266k L.n it werc not the case I think

! o athat t. frt mtrai., on a coidntial a l
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noerey believe that, if the objective of Liberalizig intnoance



imports and giy priority to a riculture are really to be
reseted, the global amount ul aid could not be key t at its present

level, 4ithout implying cuts in new industrial development proets
Do bi that they would seriously impair the prospects of further
Indian economic developme~n

,ne can agree, as aa i notiating basis, that the Bank
should try to persuade th U of the need to achieve liberalization
of maintenance ivorts and priority to agriculture at the
love)l of aid. But I have rea , doubts on the chaxes of an a Oreement
on~ta basis, and I am nots re of the wisdom of such an arran e1ent.

( b) Crantini,. of untied noney

To permit liberaliziata .auo maintenance iriports and fuller
utilization of existing production capacity, whether at an increased
level of aid or, .f it proves possible, at the present level,
provision would have to be made for India to be able to liberalize
such inports. This would mean that the countries should be able to
provide, at least in part, a lar er proportion or amount of aid on a
non-tied-to-projects and non-tied-to-country basis. If, as is lely,

he incrase in anualU maintenance imprts which would need to be
provided for is in the order of 00 to $500 miion, the G'I should
be provided, during at least three years, with an adequate amount of
money (from aid and export receipt-) that it could freely sped
wherever itneds it for tho&: kinds of imports.

This prospect may very :el" be unpleasant for so countri ,
insofar as the money they ould supply would be spent by the ';I in
other aid-giving countries, or possibly in other non-aid-ivin
countries (this bei, special : true of imports of certain raw
materials including copper, some other non-ferrous metals, rock
phosphate, etc. ) It may be the case for the 1.3. and to a lesser
extent for other countries.

everthe less, I believe that this is an essential condition of
the success of Indian aoonog durigm the Fourth Plan, and that you
should make it a very clear requisite in the nature of the aid to be
iven by the countries.

To a certain exten the itself y be of help in this respect.
If the 0I so desired, it may be that the IMF could agree upon India
drawing a certain amount i credit tranches to build up to a certain
level its presently very o foreign exchange reserves; a move which
ould n ec confidence in the rupee, at the sam, time where fresh

free would be supplied by the aid giving countries. But it is
clear that the GOI does not contemplace a drawing on the IFT as a means
to provide money for liberalization of maintenance impOrtS, as it wants
to keep its right of access to the und free for covering its needs in
case of soe mrency crisis.



(c) Debt Consolidation

-t-houh so part ot aid given to India in the pst has
toe iu the form~ of grants, :aot of it has been in the form of loans-

o them on relatie ort terms. AccordL ly the total amount
f cue~rnal debt is no a" I"ely $5 billion and its service in

capital and interest Jni cuire come $2. billion durin. the Live
cars the Tourth Plan ta ~l, 21.1 interest 3. It is
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t vc advise India, and ind rifitly so, that they w:ere not
reach to consider such a stinity separately outside the context
or the Linancirn, of the Fouth klan, if only because of the reat
dancer of contasion for othe coutries which have to be considered

inthe, a i icture(r ecn-:~e eel

On the other hand, as ;. as the purpose of the and the
Consor .us countries in to hell India :ith amounts af "frue maue"
s~hich it could use for lbra Lir aintenanxce im~ports (e ircedig
nection (b) above) th< debt econolidation techniquxe is one which can
c ~arly help as it would :r yvide India ith free foreijn exchan, e
resourros to the extent of the demolnt.

I ioul' en reccAend th at h e tter of the debt conaslliation
be frarnkly put to th Consortju ountries as one of the best :a'ys
and means of helping India a heresent mnoment, and that
conisideration be jiven to the ossibility of a very large deferment
callin , if possible, for no acet durin2 the five years ahead on
c:: hccr capital or interest.

Deferment of capital alone :ould not be quite sufficient as it
would provide relief of som 100 million a year only (asumbnne the
~orl 4a) does not participate indf erment of debt service payants
foritsown coans) or a some .t biger amount if the U,...R. can

aore t silarposponmet. Defemet of interest, althouch it
has happened in some cases (one of the consolidations for Brazil) has
not been customary and may raise special problems in some countries.
Aithoush a difficult one, I hii: this question should be put early
to the aid-ivim countrie ith all the relevant information that the
Dan: can have on this suib cci,

a further complication is introduced in this problem by the fact
tha loans have been granted bythe aid giving countries on substantially
dvergent terms, some~ of them bn rather hard (nmn2 the "suppliers

credits") and others quite so (recnt U.3. Aid or Bitish loans). A
defermont of all interest aeamortization maturities due in the next
Live years could then result ianunequal share of the burden amonmst
the various aid-ivinm couatrica. The Ban wiould have to ;;ive careful
attention to this problem and prepare whatever material w:as relevant
in helpitg the Consortium ecuntries to solve it. frima facie, it

sem, however, that the loans of which rpyet is due to the United
States durin the next five years are mainly loans ganted by the

qort-Import Bank on a relatively hard basis, and, as such, comaai
to iost Duropean loans. It iay turn out thoujh that the simplest line
of action, I ~ , deferment of all payments on capital and inteetdue
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Statement by the Hon. S. BHOOTHALINGAM, Secretary,
Ministry of Finance, and Alternate Governor of the
Bank and Temporary Alternate Governor of the Fund

for INDIA, at the FundIs Annual Discussion

May I, at the outset, express the appreciation of my delegation and
of the Government of India for the excellent wQrk done during the last
year by the management and the staff of the Fund and of the Bank and its
affiliates. Their work and their steadfast devotion to the tasks for
which these institutions have been created is reflected not only in the
Annual Reports but also in the addresses of Mr. Woods and Mr. Schweitzer.

For the Fund, the most important practical issue is that of giving
definite shape and content to the various proposals that have been made
on the problem of international liquidity. First and foremost, I would
underline what Mr. Schweitzer has so aptly said in his address, namely,
that international liquidity is the business of the Fund and that any
solution of the problem should meet the requirements of all its members.
Undoubtedly there is room for initiative by any group of countries, rich
or poor--and indeed by individual scholars. But, ultimately, the solution
to this problem has to be found by consensus in the forum of the Fund;
nor can the Fund, without stultifying itself, accept the position of
merely registering decisions taken elsewhere. Whether a special monetary
conference is needed to take us out of the various circles within which
we seem to be moving is a matter on which I have no strong views. But,
clearly, no conference without adequate representation of the developing
countries can call itself international.

We in the developing world are also vitally interested in the
problem of international liquidity. The poorer nations cannot,
obviously, afford to hold large reserves of their own, and even such
reserves as they have are held largely in the form of key currencies.
It is important for us, therefore, as indeed for the international
payments system as a whole, that these key currencies remain strong.
What is even more important, our undeniable needs for liquidity must be
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satisfied, essentially, by created rather than owned reserves. In this

context we welcome the increase in quotas now in process.

We ought further to review the desirability and feasibility of more

liberal lending policies by the Fund in the credit tranches. We are

also interested in ensuring as liberal a solution of the international

liquidity problem as possible, because that is the surest safeguard

against reduction in aid and greater restrictions on trade and private

foreign investment. We are somewhat disturbed by some of the recent

attempts to put the clock back in these respects. There can be no doubt

that we have to move more and more toward an international payments

system based on deliberate and rational creation of unconditional

international liquidity so that the present hold of gold on our

affairs is diminished, if not eliminated.

Equally, we firmly believe that, if international reserves are to

be created, it is not only legitimate but positively wise to create them

in a way that would place the initial additions of purchasing power in

the hands of the poorer countries who can use them most profitably. We

recognize that international liquidity and development finance are in a

sense separate and distinct problems. But that should not prevent us

from seeking solutions to international monetary problems which would at

the same time contribute, at least partially, to the even more important

problem of augmenting development finance.

In this connection I must refer to a major gap in the structure of

international financial institutions, namely, that we have at present

no satisfactory arrangement for providing to the developing countries

even medium-term finance in what I might call a truly liquid form. By

medium-term finance I mean funds repayable over ten to fifteen years.

Before the First World War, developing countries could obtain liquid

funds repayable over a long period by borrowing in the capital markets

of the world. The amounts so borrowed were truly liquid in the sense that

they could be used for any purpose anywhere, for buying things, for
repaying debts or even for adding to owned reserves. Today, most develop-

mental aid is tied to purchases, and such liquid finance as the

developing countries can get, for example from the Fund, is essentially

short-term in character. And yet the need for at least medium-term

liquid funds is even greater today in the developing world than in the

19th century.

Mr. Schweitzer referred, for example, to the growing problem of

debt servicing and to the role of the Fund in meeting this by studies,
consultations, and occasional consortia for the refinancing or postpone-
ment of debt obligations. While these activities are undoubtedly useful,

it would be far more rational and conducive to greater confidence all

round to recognize squarely that from time to time there arises a genuine

need for medium-term and perhaps even longer-term liquid funds and that

there should be arrangements for meeting this need directly. I, for one,

do not see why the Fund should not emulate its neighbor and enlarge the

family of international financial institutions by setting up at least a

separate International Stabilization Fund for meeting the genuine need

for medium-term liquid finance.
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The fact of the matter is that things do not always look the same
when viewed from different ends of the world. The progress toward
convertibility and freedom of capital movements arong the richer
countries in recent years, for example, has been rightly acclaimed. But
for some of us, all this has resulted in tied aid--which is only another
word for inconvertibility. Some might say it denotes also a depreciation
in the value of the currencies concerned; it certainly reduces the real
value of the finance we obtain by aid and repay in convertible currencies.
It is for reasons like these that we harp on the importance of inter-
national monetary problems being discussed in a truly international and
comprehensive sense. We are very happy that the United Nations Conference
on Trade and Development has appointed a group of experts, drawn both
from the richer and the poorer countries, to study these problems. And
we hope that the International Monetary Fund will extend full cooperation
to this group. In the end, of course, as I have already mentioned, the
problem must return for a final solution to where it belongs, namely, to
the International Monetary Fund.

I turn now to the Bank and its affiliates. Let me begin by saying
that I agree wholeheartedly with Mr. Woods that no amount of external
assistance can be a substitute for the mobilization and right allocation
of internal resources by the developing countries themselves. We in
India have always kept this in the forefront of our plans and policies.
Like Mr. Woods I am an optimist, and I have no doubt that in the fore-
seeable future the developing countries will overcome their formidable
problems of poverty, hunger and want. The real question is, will the
solution of these problems come about within the framework of the social
and political values that we cherish or will these countries be compelled,
for one reason or another, to inflict greater harshness upon themselves?
After all, it is this which is the governing factor in our concern for an
adequate flow of developmental finance from the richer to the poorer
countries. The same concern has to be reflected in the manner in which
internal resources are mobilized and allocated among different uses. It
would be a sad irony indeed if the developing countries are helped in
their formidable task by external aid and are at the same time forced to
take internal measures which would virtually cut at the very root of the
social and political values that we are seeking to safeguard.

Irrespective of our own optimism or pessimism, however, we cannot
overlook the fact that the experience during the first half of the
Development Decade has been far from encouraging. Even the modest goal
of a 5 per cent per annum increase in real national income has not been
achieved in the developing world as a whole. Economic progress among
the poorer nations during the coming years will, therefore, have to be
substantially faster. The major impetus in this respect must naturally
come from the efforts of the countries concerned. But equally, the world
cannot rest content either with the present level of foreign aid or with
the over-all terms and conditions on which such aid is available. That
is why we welcome the proposals of the Bank and others to increase
bilateral aid as well as the resources of IDA, both by transfer from the
net income of the Bank and by new subscription.
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We welcome equally the enlargement of the area of activity of the
Bank and IDA, both geographically and in the sphere of education and
agriculture. The problems of development in agriculture, education and
the like are somewhat different from those in the fields of transport,
power and industry. Here, it is not primarily a question of building
structures or installing equipment. It is more a matter of introducing
and developing more modern and more productive techniques and of making
this possible by a greater flow of the appropriate inputs. The right use
and the increased use of fertilizers and pesticides, for instance, is a
good example. The provision of these essential materials is no less
developmental than the provision of hard capital goods in other spheres.
Surely it is not consistent to recognize the need for a higher priority
to agriculture and to regard aid for the purchase of fertilizers and the
like as somehow not so developmental as aid for financing the require-
ments of machinery and equipment. In fields such as education and
agriculture it may also be appropriate, as many speakers have pointed out,
to meet a part of the local cost. The Bank and IDA, in particular, have,
therefore, considerable scope for further development of more flexible
policies in keeping with the integrated nature of the developmental
process as a whole.

Before I concludeI would like to refer once again to the role of
the large and increasing body of international civil servants created
by the Fund, the Bank and its affiliates. We have reason to be proud of
their caliber, of their competence, and of their devotion to the ideals
which these institutions embody. In the true service of this noble
cause, intelligence and competence are not enough. Humility and under-
standing are even more important. In my fairly long experience as an
economic administrator, T have constantly been impressed by two fundamental
requirements. First, is the need to go back and ask oneself the funda-
mental questions, why and what for. Second, is the need to realize that
the richness and the diversity of life around us cannot be contained
within the framework of a few fixed and rigid principles. Even when as

experts or administrators we are fully convinced of the validity of a
Particular course of action, the pursuit of it in the spirit of an
,all-knowing crusader is often not the best way of winning acceptance for
it. It is within everyone's experience that beliefs strongly held
yesterday sound rather hollow in the conditions of today. This alone
requires that the international civil servant, even more than the national,
should approach the far more complicated problems of a diverse world in
a spirit of self-questioning comprehension. On past form, I, for-one,
have no doubt that the staff of the Bank end the Fund will rise to the
occasion.
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Mr. eorge D. l4oods November 5, 1965

B.R. Bell

I appr iate seeing both the en ose ets of letters. Quite asidefrom the spe if ic arg a hat e, o th - rs froa India advances, theyshare on c aracte rs : t hey .oht end to ove1o th fact that the USmust be concern with Pakstan as well a ndia, that Pakistan is here tostay, and tha some n of accommodation will have t worked out betweenindia and Pbt tat insistence on this and - effortsto get some k of :tiating procss uer ay which will miaimiz thechance of excessive defens xp ndtrs an 'rner outLreaks of at tivefighting will have certai cost. The t ni l be hostility on the artof the Indians at last a Possily, ne f the l tters sugeststemporary adop n by ni of pol ies onsi r n isP. The c;s y of anexclusive preoccupation h ndia ein ay vn higher, however.

At the a am yself for other reasons worried about UPolicy in this sitaat io hae o seen he internal papers which have eaenand are being prepared r av ot tale with the peopl who are responsiblefor adi cea r ee resident in anticipation of te viSof the to Prine Ainiter. am troubled, however, by the fact that on thesurface at least there is o indication that a carrot has been offered orcontemplated comparable to the tick a now being ised. I am also troUbledby the fact tha there seess to t thought of a resumption of aid coxmitmentsat close to rece past 1 vels ollowing the meetin-s tut no thought ofpossible increase above os level, whatever progress toward settlementof the Kashair issue sho I occur as a rest of the meetings.

his suggests t e the possibility that even after the Presidentialmeetin awt may still no w in a position to deal with a Fourth Five-YearPlan and its financing in the way we had been anticipating. e may face theproblem of a one year Plan and period in whi h there is little movement onpolicy by the G01, and restricted US aid. The situation may be furthercomplicated by somewhat inreased defense expenditure Tis may ean ageneral holing action for hat period. 1is my not o very damagin* inthe long run, bt will re.Are a differ nt aproach (o next year's financingand a next Consortium u no i
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Mr. George D. 4oodg November 5, 1965

B.R. Rll

I appreciate seeing both the enclosed sets of letters. Quite aside
from the specific argument that each of the letters from India advances, they
share one characteristi : they both tend to overlook the fact that the US
must be concerned with Pakistan as well as India, that Pakistan is here to
stay, and that some kind of accommodation will have to be worked out between
India and Pakistan. L do not doubt that US insistence on this and US efforts
to get some kind of negotiating process under way whiich will minimize the
chance of excessive defense expenditures and further outbreaks of active
fighting will have certain costs. The costs will be hostility on the part
of the indians at least, and possibly, as one of the letters suggests,
temporary adoption by India of policies we consider un-ise. The costs of an
exclusive preoccupation with Indian feelings may be even higher, however.

At the same time I am miyself for other reasons worried about US
policy in this Siuation. have not seen the internal papers which have been
and are being prepared and have not talked with the people who are responsible
for advice and recoLaendations to the President in anticipation of the visits
of the two Prime inisters. I a trolubled, however, by the fact that on the
surface at least there is no indication that a carrot has been offered or
contemplated comparable to the stick ke now being used. I am also troubled
by the fact that there seems to be thought of a resumption of aid comaitments
at close to recent past levels following the meetings, but no thought of
possible increase above those levels whxatever progress toward settlement
of the Kashmir issue should occur as a result of the meetings.

This suggests to me the possibility that even after the Presidential
meetings we may still not be in a position to deal with a Fourth Five-Year
Plan and its financing in the way we had been anticipating. 4e may face the
problem of a one year Plan and period in which there is little movement on
policy by the GO1 , and restricted US aid. The situation may be further
complicated by somewhat increased defense expenditure. This may mean a
general holding action for that period. This may not be very damaging in
the long run, but will require a different approach to next year's financing
and a next Consortium meeting.
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Yr. George D. Woods November 5, 1965

8.1. Bell

I appreciate seeing both the enclosed sets of letters. Quite aside
from the specific argument that each of the lettars from India advances, they
share one characteristi-: they both tend to overlook the fact that the US
must be concerned with Pakistan as well as India, that Pakistan is here to
stay, and that some kind of accommation will have to be worked out between
India and Pakistan. I do not doubt that US insistance on this and US efforts
to get soum kind of negotiating process under way which will minimise the
chance of excessive defense expenditures and further outbreaks of active
fighting will have certain costs. The costs will be hostility on the part
of the Indians at least, and possibly, as one of the letters suggests,
temporary adoption by India of policies w consider unwise. The costs of an
exclusive preoccupation with Indian feelings may be even higher, howaver.

At the same time I am myself for other reasons worried about US
policy in this situation. I have not seen the internal papers which have been
and are being prepared and have not talked with the people who are responsible
for advice and recomendations to the President in anticipation of the visits
of the two Prime Ministers. I an troubled, however, by the fact that on the
surface at least there is no indication that a carrot has been offered or
contemplated comparable to the stick &. now being used. I am also troubled
by the fact that there seems to be thought of a resumption of aid comitments
at close to recent past levels following the meetings, but no thought of
possible increase above those levels watever progress toward settlement
of the Kashmir issue should occur as a result of the meetings.

This suggests to me the possibility that even after the Presidential
meetings w may still not be in a position to deal with a Fourth Five-Year
Plan and its financing in the way we had been anticipating. We may face the
problem of a one year Plan and period in which there is little movement on
policy by the 001, and restricted US aid, The situation may be fuirthar
complicated by someAat increased defense expenditure. This may mean a
general holding action for that period. This may not be very damaging in
the long run, but will require a different approach to next year's financing
and a next Consortium meeting.

RRarh
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FORM No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT I CORPORATION

OFFICE MEMORANDUM
TO: Mr. Bernard R. Bell DATE: November 30, 1965

FROM: Atle Elsaas

SUBJECT: Introducing foreign trade in the Mahalanobis Model

1. I have introduced foreign trade in the Mahalanobis model, cfr.
your memo of November 16, 1965. In my examples I have as far as possible

used the same assumptions as Mahalanobis used for the frame of the Second
Plan. Indian Planners used the model to demonstrate the advantages of
a concentration of investments in heavy industries as compared with
consumers industries in a closed economy. I have now used their technique
to demonstrate the advantages of a partial reallocation of investments
from heavy industries to export industries - granted of course that the
export markets are there. I do not mean to have "proved" that the one
policy is right, the other wrong. But to the extent the Mahalanobis
model has influenced economic thinking and strategies it has probably been
with a built-in bias. Their theoretical discussion excluded the export
industries, and emphasized heavy industries, while the technique they
used is well suited to demonstrate the advantage of export industries
over heavy industries. In afterthought it is strange that the Indian

Planners did not themselves introduce foreign trade in the model; it is

easy to do so, and the model has apparently had a quite predominant place
in Indian thinking.

2. It should also be observed that a reallocation of investments
from heavy industries to exports can probably be done in such a way that
the total capacity of the heavy industries at a future date would be
greater than if no such reallocation were madei The share is smaller,
but - with a gain through foreign trade - there would be more to share.

cc: Messrs. Baneth, Bohr, King and Please
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Introduction of Foreign Trade in the Mahalanobis Model

1. The Mahalanobis model is a model for a closed economy, i.e., without

foreign trade. It assumes that capacity is fully utilized and that the

investments depend upon the capacity to produce investment goods. The

allocation of investments between, on the one hand, investment producing

activities, and, on the other hand, consumer goods industries is a crucial

parameter in the model. The larger the share allocated to investment industries,

the stronger is the future growth, although the immediate growth may be slower.

A discussion of this model is given in my paper of September 9, 1965: "Models

for Economic Planning in Indian.

2. The Mahalanobis model focuses attention on the allocation of investments

between investment industries and consumer industries. Introducing foreign trade

there is also a third alternative: investment in export industries; the

allocation of imports between consumer goods and investment goods has also to be

decided. The purpose of this paper is to discuss how the introduction of forcing

trade in the Mahalanobis model may influence the perspective for economic growth.

We use one of the alternatives presented by Mahalanobis as a basis for comparison:

Alternative II, page 7, in my paper on Models for Economic Planning in India.

This alternative is quite close to the plan frame finally chosen for the Second

Plan, and we will as far as possible maintain the assumptions of this example.

The assumptions of this example are:

Allocation of Incremental capital
investments output ratio

(e) (k)

Investment (j) 30% 5.0
Consumption (c) 70% 2.0

Initial investment and savings rate: (j) : 7 per cent.
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3. We maintain the assumption that 70 per cent of the investments are to

be allocated to the consumer industries. The remaining 30 per cent has to be

allocated to investment industries or export industries.

4. We also maintain the capital output ratio of 5 for investments in capital-

producing industries. For export industries we will however use several alterna-

tives. Services has the highest capital-output ratio, therefore it might be

justified to use a lower capital-output ratio than 2; this appears also justified

by breakdowns given by Mahalanobis.

5. Mahalanobis assumed an initial investment rate of 7 per cent (of national

income). By introducing exports initially corresponding to 5 per cent of national

income, it is technically possible to increase the initial investment rate to the

extent these imports include consumers goods. But this would also mean an

increase in the initial savings rate, which would of course give an a priori

growth advantage to the open model, independently of the techno-economical

advantages of foreign trade. Therefore, we have maintained the initial savings

rate, which could also be interpreted as a historical savings rate which we

cannot change.

6. Furthermore, we assume that imports are equal to exports, as we want to

discuss the allocation and trade problem only, and not the effects of a net

supply of capital from abroad.

7. Finally, we have also put an upper limit on the import content in

investments. It is not possible to import roads and mud-huts, and the trade

transport and installation cost of machinery must also be taken into account.

Domestic inputs are to some extent compl.ementary to imported capital goods. We

assume that the import-content in investments should not exceed 60 per cent

in the 15th year. This gives also upper limits for the share of investments

that can be allocated to export industries for the purpose of acquiring investment



- 3 -

goods abroad. The share of total investments available for investment industries

and export industries is 30 per cent, and granted that the domestic input in

investments have to be at least 60 per cent, the highest possible share which

can be allocated to competitive export industries is 18 per cent. We have

calculated the import content in investments in the fifteenth year under

different assumptions with respect to capital output ratios and investment

allocations.

Table : Import Content in Investments in the Fifteenth Year

Alternative
1 2

Allocation of investments:
Investment industries, 0.20 0.15
Export industries 0.10 0.15

Capital output ratio in export
industries:

Alternative a : 1.5 58 % (72%)
Alternative b: 2.0 52 % (65%)
Alternative c : 3.0 b6 % 57%

8. Alternative 2a and 2b are not feasible, as the import content in

investments exceeds 60 per cent. With a 50-50 distribution of investments

between export industries and heavy industries, the capital output ratio in

export industries has to be close to 3 to give a feasible solution (alternative

2c). Even when the distribution is 1:3 the import content is quite high.

The results after a period of fifteen years (from the last year of the Second

Plan to the last year of the Fourth Plan) for the feasible alternatives are

given in table 2. The symbols are:
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Production R, RO = 100
Consumption C
Savings S

= Investment J
Exports A

= Imports B

Average savings rate s
Marginal savings rate

Exports in per cent of GNP a

Import content in investments i

Table 2: Calculated Development over the Fifteen Years up to the End
of the Fourth Plan

R C I = S A=B s s: a i

Year 0 : 100.0 93.0 7.0 5.0 7.0 - 5.0 43

Year 15 :

Closed economy: 166.1 1148.9 16.3 - 9.8 14.0 - -

Open economy:
Alternative lc: 183.0 162.7 20.3 11.1 11.2 16.0 6.1 46

lb 200.0 174.6 25.1L 15.3 12.7 18.1L 7.7 52

2c 206.0 183.8 22.2 14.5 10.8 1L.3 7.1 57

la 220.0 188.3 31.7 20.4 14.4 20.6 9.3 58

Percentage increase
from closed economy
to alternative la: 33 27 95 - - - - -

Growth rates,/; per cent:
Closed economy: 3. 3.2 6.0 -

Alternative:lc 4.1 3.8 7.3 5.5
lb 4.7 4.3 9.0 7.8
2c 4.9 4.6 8.0 7.3
la 5.4 4.8 10.6 9.8

l/ Compound interest rates, average for the period. Only investments have a
stable growth rate.
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9. None of the results appear to be completely unrealistic. The marginal

savings rate is quite high in Alternative la compared with a closed economy,

but so is also the growth rate. Exports in per cent of GNP does not exceed

10 per cent. National income in India is at present at the same order of

magnitude in Rs. billion, as our calculated index numbers for the national

income (Rs. 180-200 billion). Exports in the order of 15-20 billion may seem

high compared with the country is actually exporting now and estimates for

1970-71 (11 billion). The problem is if India could find markets for such an

expansion of exports.

10. It could be claimed that dependency on foreign countries for capital

involves risks and is a disadvantage, as are also the uncertainties of foreign

trade. It should be observed, however, that the domestic heavy industries are

not suffering so much as the allocation shares may indicate. The reason is

that there is more to allocate when foreign trade is developed. E.g., in

Alternative la the investments in heavy industry at the end of the Fourth Plan

would amount to 3.3, compared with 4.89 in the case of a closed economy,

although 30 per cent is allocated to heavy industries in the latter case

compared with 10 per cent in the first case.
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Ihe Nood for ?1:-onning for
Economic Dovolopment

During the last twenty years since the end of the World "ar

II, a remarkable change has comq about in the world. Many countries

which had boon under the yoke of imperialism have regained their

freedom, t now awakening has come that poverty and ignorance and

discasc are not inovitable and can be uipcd away from the face of the

earth by purposeful effort. The accumulatud toro-of LniOulodgeoand

techniques and the continuing advance in science and technology

provides the basis for a rapid transformation of the material

ccoiinn. The valuable c:pcrinc-, of many countries in evolving

political and econouic organizations required to deal with such

problems and an atmosphero of international cooperation have made the

task easier. With greater awareness of the possibilities of desirablo

change and realization of the va-st and growing gulf separating the

living standards of the people in advanced countries from that of

the doveloping countries, thore is increasing popular demand and

pressure for rapid economic development in poor countries of asia,

africa and Latin eaerica.

The emergence of India as a free, democratic country in

1947, after many years of non-violent struggle under the loadership

of Mahatma Gandhi and Jawaharlal NPehru, was a significant event

in many ways. It struck the death knell of colonialism and one after

another new nations emerged, freed from colonial bondage. 1.olitical



freedom had been considered as a necessary cordition in India

for launching on a course of rapid transformation of a backward,

foudal socio-econouic order into a dynamic, progressive society.

Soon after independence was achieved, India decided to deal with

this vast and coihplex task boldly, in a planned manner, within

the framework -of its diemocratic institutions. The aim was nothing

less than a peaceful revolution brought about with maximum consensus

of poople, This was an undertaking for which there was no clear

preccdbnt. It was a hold experiment, sustained 'by faith in

rationality and trust in emocracy. Fifteen years of this living,

vit-al experiment has yiclded many lessons. It has shown our weak-

nesse and mistakes, and brought to light our hidden potentials and

capabilities. The experience gained has given us now insights.. Our

failures have shown that there is long way to go md many deficiencies

to- overecto. Achievements have'added to self-confidence. Bigger

tasks aro iuddrtaken in each successive Plan; bigger results are

demanded and expected. The old stagnation has been broken; in its

place. are nea ch'alinges, aCComPlishMnts and disappointmnts.

The problems we face arc probles in- many ways c(,roinn

to othEr developing countries. In this series of articles we

seek to present a part of India's expcrience in the hope that this

silent struggle against pavehty iiaged openly and 'defiantly by orte-

seventh of the world's p6pulation till evoks the interest,

sympathy nnd support of the common people everywhere.
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Why Planning?

The distinguishing fea ures of India's approach to economic

development are : (1) a commitment to planning as an instrutent for a

purposive and radical transfornation of the soncio-econonic structure;

(2) a belief in the value of human dignity and freedota and a conscious

effort to achieve a dynamic, progressive society within the framework

of representative institutions; and (3) a desire to so regulate the

process of development that it promotes a maximum equality of opportunity

to all sections of the population,

To lift the poor countries from a state of deprivation

to one of reasonable comfort involvves a transformation of the

fabric of the social and economic life. What is more, this

transformation has to be achieved at a pace far more rapid than was

experienced by advanced countries duting a comparable phase of their

development, partly because of the rapid rate of growth of population and

partly because of the need for bridging-the yawning gap between the

living standards of the people of industrialised countries and those

6f thocdavploping onos, The average rate of growth over the long-term

jn most advanced countries of the West was only 3-4 per cent a year.

The tremendous technological progress in the meanwhile should

enable this growth rate to be doubled in the technologicall-

backyard countries now launching on a course of economic development.
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Technically thoro is no basic difficulty in ahieving such a rapid

rato of developnont aftor an initial period of procaration. This &Coe no

uoa that thc tak is egpy or the chan o can be bron ,ht about without

daotcrminad acr s trenuous effort. Difficulties at ovorwholmin-. 'Thy aT

prim-litive an. outmoled toohniquos of, production, inadequacy, of Pxistijl$

infraatruoture ( trasportation and comunication, energy and power,

facilitics, aj or irrigation),-shorte. of Livcstnont capipl, tho lack

of intogratd c ufficiont 3mrkets, to -.imitaLd supply of managori1l

and technical still, scarcity an2d l0W lovl of caai-nistrativo and

enterponoui.l abilitis, and tha vry lack of kncowledrc of how to

o:ineer dcvolopmnt, inadoquato incontivs and institutions for

stimulating productivc irreatriento and in&casing productivity, a af' _i.;

tho heavy da-ndcence on foreign aid for obtaining the capital goods

rquirod for deovolopm 'nt. Thosd and other inipodlimonts provido a niirro

tho doo scatod rigiditia in h socic ad oconomic structurc. Tey w

not discappoar pontaneousl they havo to bo ovorcoao by caroful and

deliborate raoasurcbs by ab1o governraents. The precise naturo of thsc

MeasLurcs and the ins trumntjity or carryinr; Thmri out wil.l dCeond on

circum stances and conte.t of specific countris,

The argumnt for contralise plannain, by the State in the coanti-xt

of dCycloping .oconoii is that chanro in ti., pattornof r6oc' use

and in r-ithods of production and oreanisation which- are essential tIo

the process of. developrcntu cax.' bo brought about speedily anK Itoothly

only through a coordinated progroamo of action on several fronte.

Pragaontod, shor-term approaches, baping largoly on market nochanism

for the allocation of resourc.s, are altoge thor inadequate to deal with

the problet,



The necessity for some kind ,f central planning as a

corrective to b--ams and slumps, and as a means of ensuring a steady

growth of the econoqr is widely accepted even in developed countries.

The need for planning in the vense of coordinated and simultneous

attack on various bottlenecks and impediments to development is

greater in the emerging nations.

In these countries largo structural. changes are needed before

they can reach a stage of progressive and sustained development. They

imply.a break with traditional practices and introduction of scientific

methods and institutional changes in agriculture, and in industry

very rapid rates of growth in certain sectors. The rate of savings to

begin with is far too low to support a high enough rate of capital

formaticn to yield a satisfactory rate of development. The. capital mar!ket

is too small to channel the savings into uses most cmnducive to development

the existing markets are not large enough for profitable. investment;

entrepreneurs are too few to undertake the tasks of rapid development and

risks are too high. A wenk capital gends industry and. the difficulty of

stepping up the country's exports k even the task of translating the

savings into ,investment rore difficult. These bottlenecks, including

the one of balance of payments cannot be broken except as part of a

long term strategy. In thesc conditions, coordinated planning has

an important role,
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A programmc of dcvelomnt, backed up by an assuranoo

that it will be pursued seriously, enhances tho possibilitis

of growth in raany ways. Devolopment rcquiCs largo investmnts.

Highor capital formation requiros highor rato of savings, A

substantial increase in the overnUl 2ato of savings is unlikoly

to happon automatically, and govornnnt intervention will bo

necessary to Vii a the rate throu'> t-: :io or other masures.

Many of the investments takc a. relati-voly long tino: to yiold

re.sults, In the absenco of a coordinatod proJrTme with clear

objctivos, ach entrpriso actinf in isolation faces Crormous

uncortaintics both regarding the prospectivo narkot as well en

the supply of raw riatrials and other input-1. A coordinatod

progronmo reduces those uncert-inTils, It n:kos Jntroproncurs

more\Yilling to invest than they rould be othorwise. Irrespectiv

of the agoncy which may be rosponsi'l for in;lananting the

programmos, the o::istanco of an acce-t d plaen pronotes a nuch

hiher lovel of conoic and industrial activity,

Evon if the Stato were to cotinc its activitics to

building economic end social overheads, auch :s pe, tansport

end educational facilitios, a donpronensive vie-, of thc

devolopmont of the oconomy providea the nocesary ational

basis for dociding where an on wihat sc:.le the diffcrcnt ClontC

in economic overheads should be devclopcd. Planning the development

of those ovorhoads, without relating tho to grorth of other relate.

sectors, giVes rise to a real danger that these facilities will be .

available oither too much in oxcoss of doemand or too short of requi;e-.

monts. Tho ensuing econonic waste due to surplus capacity or tho looa c
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production atising due to the bottlonckhs created by inadoquato

capacity cro both costly, but* unavoida.blo in tho absence of-

plcaning with a proocr tirao horizon.

With a popul:.tion -pproaching 500 .illions andgrowiqng

at nrly 2[- par cont por year, India nust givu very high pi o rity to

the dovolopmont of agricultu-?o. The vary ti-ht bel anco of payment

p-osition which docs not loc.vo any nargin for loro food inports t

covor any deficit raaos tho task oven iore inportant and urS-nt.

Th6 tr.rianforuation of backward agriculturo in a vazt and old country

is ain a long;-rango procEjs roquirinLj dcvclonraen t of high yie: lin-

od .toins, oxtensivo irrisation, rropagation of better iarri pr.ctieos

including auh groator use of ertiliacr, poeticic):s, .cinoy '

Tho dovelogrant of agriculture and industry have to go sido by side.

Continuing shortagE of forcign Lxhange i a serious imp ar

to rapid indutrbial devolopiont in Indi, Tho doomstic procn .

nachinory and raw niatorials noodd'in the procoa-S is inC.'uatu to

moot the doaand ovon at currant low ILvals of invost-ant. Th:Door.t

oarnings aro too small to pay for inports ovon though strictaot ontr1

is exercised, Though oxports arc ricing, the gat wiul grow 1_'

- not taken to dovclop indigenous production of raw ratorials and

goods at a fLast paco, The rationel for dovologucnt of thoso in.laustrio

and- the scalo on which they nccl to be planned cannot be. fully

aopreciatd a:copt as part of an, inogratoJ, lon..toa plan of

dovolopment.
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It is for those and related reasons that a coprehensivo

plan of development with specifically oriented attainment of

basic- social objectives is desirable. Such a plan enables us

to follow the inter-relations between various sectors of the

economy, to identify the critical constraints which impede develop-

ment in the nmor and distant future, and to take appropriate and

timely action to remove these constraints, It is this ability to

anticipate future needs and the inter-relr tions between activities

in time and space, which makes a coordinated long term plan a

powerful instrument for shaping a country's economic future, Public

discussion oC the consideorati.on which it brings forward, the

implications it sets cut in procise and quantitative terms of

alternative courses servo to influence national attitudes and

perspectives and conditiona are created for hamonization of public

and privato, interest upon which tho aueooea < tailuro o ragtional

programmes of devolopment depond.

The Plan is also a commitment of the government and the

dominant political party. It gives a basis for testing the curront

decisions of govornment and the viows and pronouncements of politiol

leaders against objectivos and results aimed in the plan, Thero is

thus a tangible yardstick to masure porformanco against promise.

The temptation to avoid irksomo obligations is all too natvll and

any slide back can be justified in terms of opedioncy, The

oxistence of a plan is a valuable safeguard to hold men in authority

to their good intentions.



II

Philosophy of Indian Plantting

India has adopted a democzatic constitution which

vu.znteos to all citizens freedom of conscience d reliious

belief, the right to free association and speech and the rule

of the law, The Constitution has also li-id down certain

Diroctive Princi)le s which seek to direct State folicy to

secure a social order in -which social economic and p3olitical

justice shall inform the institutions of natien.l lifei

Purposive reconstruction of society requires aanul p32anning

followed by determined implemenati.n of the tasks sete

Indian plnning is based on the belief that a hold and deliberate

programe of development can be carried through with the

.lling cooperation of the peopts. A.though there may be some

rain in speed in the initial starges in an authorLtarlan set

up, over the longer run, the performance of a democacy must

be comxarable if not better. It is this combination of

dctezatic planning and revolutionary aims that m--eos the Indian

experiment so unique.

The argument is advanced that centralised plmAning i s

inognsistent with individual freedom and inimical to democracy,

Thia tag be true in speCifi1 c cases. But in general there is inherently

no ibste antagonism between planning and f reedomt properly
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interpreted. Indeed, planning is for. the enlargement of freedom

rather than for its restriction. There are impediments to the

exercise of freedom by the individual and to the better functioning

of the eeonomy which planning seeks to overcoma, Even the restraints

and controls in the shorter run are meant only to remove greater

constraints anticipated in the future. For the mass of the people

freedom becomes meningful only when there is better life and wider

opportunities for fruitful endeavour, which is the central aim of

planning for economic development, Political democracy is incomplete,

and intleed vulnarable esithout democracy in the economic and social aphere*

Free and open discussion of the Plans by various interested

groups, the people in general and their elected representatives is a

distinctive feature of the Indian Plans, The formulation of the Plans

is preceded by extensive discussions and consultations; and the

performance f the Plans is Open to close and conatent scrtiny,

Openness is a vital feature of Indian planning, and deliberately

encouraged not 'only as a protection against misjudgement and abuse of

power but as a means of exposing, and hence checking" wooto nd unofteIene

Facts are made known even if the revelation is embarrassing. Frequent

criticism, widely publicised in the press, may give an exaggerated

impressim of inadequacies, but on the whole the advantage of open

discussion of faults and failures is regarded as being greater than the

imagined benefits of suppression of information, resorted to by some

other eountries,
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In order that a meaningful consensus might emerge, it Is

iaportant to ensure that people take a wide view of the problem,

understand the total implications of the inte-connected and complex

processes of development, giving due attention to their long range

q*40o. They' must also have a clear idea of their own role in the

scheme.' Qkscussion must therefore focus around coherent and consistent

programmes wtth the implications of possible alternative strategies

fully spelt out in terms of gains and lessos, expectations and obligations,

tkless this is dope, there is a serious danger of people losing sight

of the overall problems and allowing fragmented approaches, reflecting

the narrow interests of particular groups, to distort the picture.

This would vitiate the possibility of bringing about popular understanding

of rational policies and programmes and Jeopa'dise the chance of seeduing

the enlightened cooperation and participation of the people. As it

happens, India's five year plans are prepared in the pre-election year.

Consequently the general election compaign provides an excellent epportunity

for the people to know the achievements and, mistakes of previous plans

and understand the implications of the programmes for the future.

Comprehensive plans of developmeit are useful to create the

necwsary viderstanding and public support for a pattern of economic

and social development spelt out quantitatively. over a period of time

and for different regions, which aims at articulating as well as satisfying
the needs and aspiritions of the society to the limit of realistio

possibility. This is a qomplex task, reqdring a oombinatin of technicalp

aeonomic and administrative expertise and political judgment.



- 12 -

The translation of the overall programmes into reality requires a
large number of specialized organisations both for detailed planning of
projects and for their efficient implementation, The reality and success
of planning are-intimately connected with the existence and competence of
such organizations, irrespective of the political framework in which
development takes placo.

A proper Plan, embodying objectives and outlining programmes and
laying down targets must also indicate the instruments required to carry
out the tasks. The nature of these instruments is governed partly by the
objective conditions of the society and partly by its wider socieal
philooophy. In India the mobilisation of resources on the required scale,
the proper use of scarce resources to accord with the plan priorities,
and the attainment of targets in cortain key areas. call for a considerable
degree of state intervention. This need arises in many ways: The required
inciease in the rate of savings will not'be realized automatically, So
-the state has to use taxation and other deliberate measures to coax a higher
rate of savings and mobilize them for productive investment, Similarly,
a satisfactory rate of growth of agriculture and rapid industrial develop.
ment in India calls for a very rapid expansion of such key sectors as
chemical fertilizers, metals and machinery, oil and electricity, besides
the development of transport, irrigation, education and public health
facil ities. They involve large investments in complex projects for which
private investment is either inherently unsuitable or private entrepreneurs
are not forthcoming for lack of will or of means, Since they are crucial
for the country's development, the state has to take airoct responsibility
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for invostments in these areas. Even in the wide area left to private

enterprise, the Government has to regulate the pattem of resource

allocation to make it conform to the plan. Otherwise there is a danger

of market imprfectims and distortions in prices leading to misdirection

of scra-ee resources,

There are also laroer social considera ions which have impelled
India to accord a dominant rolo to the tate in regulating the economy.
India seeks to build a social ortier which offers equality of opportunity

and in which excessive concentration of wealth in a few hands is not
allowed to develop. A higher rtte of growth, providing increasing

opportunities for fuller and more productive employment to large numbers
of people is the major me'sns of reducing inequalities of income. Taxation
is anothet, and it has to play a significant part in reducing to sorme extcnt
the inequalities in the distribution of expenditure and getting larger
savings from the richer classes to support larger investment and public
outlas 'n education and health for the greater benefit of the poorer

people; Increase in undue concentration of wealth in private hands is
sought i be prevented by asrigning a major part of new investments to the
public .ectr, In this way, withcut recourse to nAtionailzation of existing
enterprizes in the pri'ate sector, the share of publicly owned capital is

raised, These are measures designed to reduce inoqualities

of income and wealth in course of time.

In a mixed economy like that of India tho State must assume a
major responsibility for raising the rate of capital formation, detormining
its broid pattern, and -nobilising and d6 rting the reftourees to the extent



- 14 -

required. This does not, however, mean that private initiative and

enterprise are sought to be curbed. In fact the bulk of the economic

activity and a substantial part of new investment continue to be

in the private sector. The very existence of a coherent programme

of development and the evidence of determined pursuit of its

objectives helps to create a climate of confidence in the private

sector. But, in view of the scarcity of resources and several

bottlenecks which take time to remove, certain controls and

regulations become inevitable in the larger interests of development.

One of the major problems confronting planners in India is to

ovolve a minimum set of strategic controls and regulations whieh will

onsure the best usc of scarce resources, safcguard the priorities-of the

Plan and its social content and yet provide the maximum scope for decentraiod

initiative. The nature and extent of the State's role in general, and thc

specific policies and procedures for regulating private sector activitioc

continues to be among the most widely debated issues in India.
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III

Machinery for Plannin; in India

natural startiro point f0:: a occription of India's

planning m0.hi1r is to outlino thn functions n role of

the Planning Commission - the foc 1 point for evolving the

overall straOtegy as well as for formulvtin concrotc programacs

anC policios for development.

The Pl:.aning Commission, set up in 1cxch 1950, was

raquired to assess th countryt' Fasoupcos, formulato programmes

for thir offoctive utilis ation, dotormine priozities an.d

indicato allocation of rezources at different staos of

development. Tho functions f the Commission also include

periodic evaluation and roview of proyammeo, assessment of

factors 1ipodXn_ development and recommendation of remedial-

measu-s.

The Prime hiniste:. is the Chairman of th, Commission,

Ja.harlAl :Tehru was th. first Chairman an: he held this position

and lant it jocat prostige, from the inception of the PlianinG

Gommiasion till is death laat year. The executive rcsponsi-

bilities vest with the Deputy Chairman, who is usually an out-

standing public figure, Tho full time members of the Commission

are drawn from eminent administrators, scientists an techni-

Oians. The manbership also includes a numbor of senior

iu0ters of the Central Cabinet, This fact together with

the keen interest taken ny- the Prime Minister in the work of
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the -ommission ensures that the Coiission, has adequato

authority and status to discharo its responsibilities.

The Commission's organisation anC modes of work hav

been so designed that it c n play an effective role in shaping

Iniia,; development program. It has a composite staf o

about 200 trained econoists, scientists and technical e:xports

in various fields organized in a numbc:: of specialized Divisiois

and ections such a agricultuce, industry, transport etc.

functioning sin!gjly or in !'roups under t> guidance of

individual Hembers of the Coimission Thoy provide objective

analynis of the needs and possibilities o' p-ticular? sectors.

There arc othlr Djvisions ,such, a, the Pja Coourdination,

Programme Adminzistration, 3conomic Policy anCinance, Perspective

Planning, ITattral -esources etc. T"ich deal ith interrelationship

of sectors and of overall, integrated. approach to the pr'oblems of

the economy and its possibilities in the short run as well as

in the long run. Needless to s ay there is close consultation

bet.rean the different Divisions. :.t the level o: Hembers,

there are frequent meetings where joint consideration ic given

to the matters before the Commission. The Chairman attends th2

meetings where important decisions oro required to be tahen.

In,;ddition the Coimmission draws heavily on the

detailed work of specialised groups and Panels, including

outside e:qports, and representatives of industries where

necessary. These are set up from tine to time to investigate

particular problems, There are also regula r arra.ingnements for
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discussion with representatives of State Governents issuos

connected with their plan,, ill these discussiois and studies

form the basis for formulating detailedC programes and policies

for different sectors by the concerned executive departments

of the Central and the State Governments. The Planning Comission

maintains continuous working relations with tho executive agencies

in respect of more important projects and reviews their progress

from time to timo. The Commission is consulted on all important

matters of policy bearing on economic development,

The Pisning Commission is thus able to exercise a

considerable influence in giving form and content to development

programnes. However, the Commission is by no means the final

authority on these matters. Its fornal status is t'hat of an

advisory body, functioning as part of the Cabinet Secretariat,

UJhile the Commission is responsible for the formulaction of

th Plan after many stages of discussion, the final decisions

are rae by the olocted representatives of the peoplc. The

general practice is for Pcxlianent to give its 'osrmal approval

to the Plan, but the Pic.n does not carry any legal sanction, It

is expected that the Government would give effect to. the Plan

through the device of aiual bedgets in regard to outlays in

tha public sector.

The Planning Commission initiates work on each five year

plan about two years ahead of the time when it hca to be launched.

On the basis of the careful study of needs, possibilities and past

performance, the implications of alternative rates and pattern of
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development and other relevant coniderations, it prepares a broad

outline of the development over the next 10-15 years and a more

detailed projection for the next five years. Even though tentative

at this 0tage, the framework of the Plan aims to provide for maximum

growth with financial stability, and maintaining viability on balance

of payments and internal consistency of different related aspects.

The "Totes on Perspective of Development, India 1960-61 to 1975-76"

issued by the Planning Commission for its internal work in April 1964

is an example of the work at this stage.

These proposals are examined in detail by a number of working

groups consisting of exports from the Planning Commission, concerned

Hinistrios and enterprises and sometinas also of State Governments

and the private sector. orking on the basis of the racommendations

of the working groups and integrating the various programmes into a

consistent and comprehensive framouork, the Planning Commission

presents a tentative progranme to the Central Cabinet. After anroval

by the Cabinet, the Hemorandum is considered by the National

Development Council which is made up of the Members of the Planning

Commission and the Chief Ministers of all the State Governments.

Thougji this body, like the Planning Commission, does not have

any formal constitutional or statutory status, it has over the

years emerged as an effective instrument for consulting the Stato

Governments and evolving a generally agreed approach at all

important stages of planning.

How considerations miaht c-merge and emphasis might

shift as a result of these extensive consultations and further

studies. Thee are ton into acoount in preparing a detailed
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draft outline of the Plan to be placed befor the Parliament and

the public af ter approval by the Ca:binet and the National Develop-

mont Council. In the meanwhile discussions take place with the

concerned Hinist-ies as well as the State Govcrnments in respect

of the detailed sectoral progrmmes and concrete projects, their

paaing, their requirements of material, mar foreign exchange as

well as the measures for resource mobilisation. The final draft

plan incorporating the results of all this work is again discussce

by the Central Cabirict, the N tional Development Council and

ultimately by Parliawpent. It is only after the Parliament has

discussed and adopted the Plan that it becomes operative. The

three five year Plans zo far published arc voluminous documents

providing a detailed- discussion of the state of the economy,

progress So far recorded, problems to be tac1led, the targts to

be achievod, the policies to be followed and the organizational

and institutional changes required. They constitute a significant

addition to planning litorature.

Thore is no pause in. plannii when the Plan is

published. Only the nature o: wo:.%:n changes, with much moro.strous on

details of execution, Parliament continues to be interested,

It has nuzaerous opportuities o discuss the specific progrrammes

and policies and to bevicw the progross of both individual

projects and of the vlan x i rholo, Apart from the occasion

provided by tho debate on the annual budget, the Public Accounts

Committee and the Estimates Committco provide a forum for "arching

and critical scruiny of the imnp'lbmcatation of tho programme,
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Besidos there is a Consultative Committee of Parliaraent and' a

numbor of mpoxa.l sub-committeos to enable its members to keep

in constant touch with the progress and performance of the plan

projects. In addition to the Parliament and State Legislaturo,

there are a number of Consultativo Bodies consisting of non

officials to give coitinuing advico on problemo relating to

particular sectors.

The Plan attempts to idcntify spscific tasks in the various

sectors, assign clear responsibilitics to different- agencies; and

suggest measures required to carry out the tasls on schedule. About

60 per cent of the new investments are channollQd through the public

sector. 'uch of it goes into building social and economic overheads,

including oducational facilities, public health services, irrig2tion,

power and tra.nsport. In addition, the Government has taken direct

responsibility for investment in some key sectors of industry which

are crucial to the country a developmont, but which are beyond the

means of privato enterprise. Exploration and production of oil,

development of atomic, hydro and conventional- thermal energy, coal

Kteel, havy machinery and machine tools, chemical frtilizers and

petro-chemicals iro 706 of th o notable sectors of manufacturing

industry wher, public initiativo has beon strong and successful.

Of the public sector invesfraonts again, a part fall, rithin

the purview of the Central Government and anotier part is the

responsibility of the States, This division is determined by the

allocation of functions between the Contre and the States as defined

in the federal Constitution of India. Broadly opaakcing, the States aro



responsible for agriculture, poudr, small industries, roads, education

and health; and the Centre for industries, mining and railways.

The inistries and Statq dovernments prepare concrete projects

within the franework of the pan uhich have to be approved by the

Mfinistry of Finance and the Plauing Commission. The proposed expendi-

t'=s on theie projects form an integral part of the anual budget propo-

s als and have to be approved by Parliament before they can be ineurred.

The annual budget is thus the itrument through wiich the programe is

given effect after due parliamentary scrutiny. Since the plan.

schemes account for a-larg6 p,'t o: the Governpant'e expenditure,

the budgetary policies not only influence but also are significantly

influenced by the PIon.

Although the Statos enjoy a high degree of autonomy in spheres

allotted to them, fsurly effective instrumenta have been forged to makce

them conform to the agrocd priorities of the plan. This is facilitated

s the plan propos As are the product of joint consultation to a large

extent. The Plan rDecifies the targets to be achieved by each State

both in physical ra. financial terms, This is further reinforced by

annual roviows of hne State Plans and a system of grants and loans

tied to specific programmes. Since the Centro provides the major part

of the finances for State Plans, it is able to ensure that the commonly

agreed prioritio are observed and a measure of consideration is given

to enable the a totes which arc relatively backwcrd to overcome their

disabilities faster.
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Tho, bulk of. the oconomic activity and about 40 per cent of the

now invos tmento is in the private sector. Much of the activity,

porticularly in agriculture, trado and services, is so scattered and

unorganised that no diroct control is possiblo. The government has,
thereforoe to rely largoly on such indirect instruments, as monetary

nd fiscal policy, guar antood minimum pdcos. mrmbia rwd app3v cf inputa.

In agriculturo and small scale industry, the offorts of the Stato to

provide extension servicos, credit, irrigation facilities, marketing

tc.., are' themselves a potent instrument for stimulating development.

The devolopmont of organised mining and manufacturing is governed by

a system of liconsing of new capacity and controlled distribution of

essontial raw Matorials and foroign oxchango.- Those contra3v have

on the wholo proved to be a usoful instrument for regulating the

pattern of devolopmont to acord idth the lan.



IV

Achievement of Indian Planning

when India achieved Independence in agust 1947) she

inherited an economy which had'not fully recovered from the

ravages and dislocation cdused by the Second iorld har. The

Partition of the country aggravated the problcms further.

While undivided India was more or less self-suffic.ent in

respect of agricultural commodities, India after pXtition was

faced with a rather large deficit in 0oodgraino, and in jute

and cotton, the raw materials for her principal manufacturing

industries.

Independence brought with it many now prubler s, There

was tho urgent and immense task of rehabilitating more than

5 million refugees from Pakistan. There was tie need for

integrating within the Indian Union peacefully and with tact

more than 500 princely states. These challenges ucre successfully

mot. The e-stablishment of the Planning Comission in 1950 marked the

boginning of a syste matic effort at de:ling with t1'e basic problems

of economic development. The first five year pler (1951-56),

though it set out some broad long, term goals o: income and

investment, was but a modest effort in planriing. It was largely

a collation of public investment projects in the field of

agriculture,. irrigation, power and transport, which had been

prepared earlier as part of a post-war reconstruction programme.

The growth of ..incomo aimed at over the 5 year Oeriod was only 10 per

cent, The actual performance of the econmy turned out to bE far

better. This created a feeling of conficence atd popularised the
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concept of planning in the country.

The Second Five Year Plan was a serious effort at a fuller

articulation of the country's long term objectives and strategy, and

at formulating a comprehensive programme for the five .yoar period,

1956-61, covering all branches of the economy, both in the public

and the private sectors. The programmes were designed to yield

an increase in national income of 25 per cent over the 5 year

period as the first phase of a long term goal of doubling

aggregate income in 15 years and per capita income in a little

over 20 years.

During the Second vlan period, national incori roso by about

20 per cent. However, during this period, it.beczrme apparent that

population was growing much faster than had boen assumed earlier -

more than 2 per cent compared to 1- per cent assumed earlier.

Consequently, the overall rate of growth needed to fulfil- the

target of doubling per capxita income in about 20 yuars had to be

higher than originally planned. inother important development of

this period was the emergence of balance of paymont. difficulties.

The need for external resources incd sharply ith growing

investments and industrial production; ,a;ports coulc not be raisod

correspondingly. The foloign Orchango gap had to be bridged with

foroign aid. Towards the and of the &fcond lan inflow of foreign

capital from all sources vounted to about 6 2 per capita of Inditan

population. This amount, though much slaller compcard to per capita

aid received by many other developing countri s u a
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critical value and acted as a catalytic agent in mobilising

additional national effort. It also bocame apparont that in view

of the longer time lags in establishing complex plants and

facilities detailed planning was ncce-ssary to cover a period of

10-15 years.

Those considerations woight4 ieavily in tho formulation of

the approach and in setting the targets for the Third Plan. ThQ

targot of income growth- was raised to 6 per cent a ycar so that the

objective of doubling por capita income in 20 ycars could still be

achieved. lhoro was a greater appreciation of the nced and urgency

of planned effort at developing indigenous production of metals,

machinery, oil and chemical fortilisers as a crucial clemant of

a long term strategy for achieving a viable balance of peaymnts.

The idea of fitting the fivo year plan into the franework of a long-

terw, plan worked out in qufficient detail was given concrete shape.

The Plin was worked out in greater detail and incorporated more

sophisticatoe an-alysis, establishing the various physical and

financial balances appropriate for a dov7iopiment .lan. Ito basic

strategy and detailed proposals roccivod general accam nationally

and internationally.

Tho period of the Third Plan (1961-66) has been one of

considerablo strain. Agricultural production remained virtually

stagnent in the first throo years. The general price level, *ich

had remained fairly stable over several years, wnt up because of a

spurt in food prices. Despito sizeable foreign aid for plan projects,
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the balanco of payments difficulties continued, haipering production

and construction in many fields. The ua'ssivo armod aggression by

China in Octobor 196.2 posed a dangerous threat to the security an

sovAreignty cf the country to counter which tho G-overnment greatly

increased defenco spending, without curtailing devolopmental outlay.

Prog-ress was however maintained in industry, power, transport and

in education and ho.lth, Nainly becanse of the failure of agridulturo,

which accounts for nearly half of the national income, in the

first throo yeaxs national incoi, rUgi st Lo d a ri of only

10 per cent. But there was a notable upsurge last year, agriculturo

showed great improvement and national income rosa by moro than

.75 per cent compared to the previous year. Notwithstanding the

many difficulties, the picture is still one of all round progtess.

Though some of the important targets of the Third Plan will be realized

only after a delay of one or two years, the achiovements of the

Third Plan will be better than of the previous lans. i4ore than tho

direct incrsu ir. incomes, the Third Plan will have created tho

alct r progress in the future by strengthening the

apaJilitie. o' the country for increased capital formation.

Ie pro;ress achieved by India during tho first fiftoon

of planned develope ont taken as a whole constitutos an

ye re cord.

.'" hs been a sizeablu and. all round increase in

activity : Production of fcod grains has risen from

:,ons in 1951 to 89 million tons in 1964-65. Over the

output of sugcercane and cotton hane nearly doubled.
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Th overall Li..:: of ricultural production at the eid of the

Third Plan 10 eq7c ted to be about 60 por cent higher than

15 eaLrs ao. The c.vcrae annual= increaze in crop production

(S-_ er cont) coLrjCx'os favourvbly uith the r:Ates achieved in

other couitries ov:r lone periods of tiu. In th- neighburinG

country of P!L-ioteL, official cl_*im aro for about I por co)nt

p2 ya :gr ath during the decado of the fiftico, followod by a

v:atly improvoed prfo--nanc of 3.5 por cQnt ior year during th

la4st fiv; years.

Industrial output, po ducod in nodcrn factwy Otblish1Att

hao nrly reblod ainee 1951. What i not si-nificant, thiL cxansion

has beon accompanid b-r rapid divorsification of the i:xiustrial bas,3,

The production of traditional industrioa such as cotton and

juto toxtila, ur tc., haA record.A a signjifio.nt rise sirc. 1951.

loro notable devolopn>;nts have bion in tho motal, ch.icals and

cnginering ind(ustrios. StQol production in 1965-66 is ;pocted to

b, 7.1 -illion tonncs (inoot) conaparod to 1.4 nillion tonnes in 1050-51.

Output of aluriniun will havo rijan fron 3700 tonics to 80,000 tonnos;

cement fron 2.7 million tonnes to 11.5 nillion tonncs; chomical fortilJ

scrs from 9000 tonnos (in torns of nitrojen) to 300,000 tonnos; ppr

nd pcr board from 116,000 tonnos to 530,000 tonnoe. In 1951, Irmia

hcd hardly any machino building idustry; the valuo of m.chino tools

production Wra about Is. 3.4 Tillin per year. .nnual production

of richine tools is now 90 timns 3cator and it is o::tairing at the

rate of 20 per cont yaor year, Caital e uinmant valued :t noarly
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s. 6 billion is oapoctod to be producod this year ranging .f'ro

bzll bea-rings and notors to boilrs and heavy turbinos anid Genrators,

transport egui-nant including 'railay loconotives, agons .nd co:.ches

and autonojiles, ships and aeroplc.nes; industrial nachinorr for toxtil;,
sup., conent, papor, tea etc; net llurgical and nining. oguipinmnt,
instrurnenta etc. Oth r in ortant idustries *which have shown notable

proreas include r.yoa, chciicals, light enninocring, coal, petroloa

refLining as well as crudo oil production.

1ndustrial oe:, asion was accopaincd by a. rap:d Groith in

the output of Cloctricity and in tho voluno of traFnsport ctivity;

electricity renera-tod has increasod sic: fold (Iron 6,6 billion lr hrs,

to 38 billion kw hrs.); and Railways, which carried 93 :Ullion tonnes
ori inating of froight troaffic in 1951, are expected to hanadlo nearly
205 million tonnes-this year.

The last 15 ears have also witness6od a ra. rhable
1provamont in public health service and education 2cilitios.

l -ria and sn ll-Jo; which were widosp read in Tidia 15 rear ago,
have boon practicaIy wiped out. J net-worh of primairy health centres,
which forns the bose for providing: inteGr,.tod he,-lth services to the
r-ural population h-s been croated. The number of hospital beds

h oacs no than doubled and that. of doctors has risen by about 50 per
cant during.n tha lasvr 15 years, The averaao nort-lity rate has Czlcn
:roi 25 per 1000 in 1951 to 15 in 166. Over the sane period, .verage

expectation of life .t birth has risen fron 35 years to 50 years,
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Total onrolmcnt in edic--tional instittions rose from 24

million in 1951 to 68 million in 1966. The proportion of children

botweon the agos of 6 and 11 years attending school has increased

from about 43 por cent at -the beginning of the First Plan to about

78 per cent at present. The comparablo proportion for the ago

group 6 -1 4 yoare has nearly doubled from about a third in 1950-51 to

about three fifths in 1965-66. The number of students in secondary

classes has risen nearly four and a half times (from 1.22 million to

5.24 million). Enrolment in universities has increased from

0.32 million to 1.08 million. Facilities for Drofcessional and

technical education have expanded oven faster. The an nual admission

to medical colleges and to onginoaring institutions ( degree and

diploma) is now about 89,500 compared to 12,500 in 1951.

Aggregate national income has rison by about 75 per cent

between 1951 and 1966. ThouZh population grow by 40 par cent, per capit

incomo at the end of thc Vird Plan will be about 30.por cent higher

than in 1951. Avora-e living standards have rison approciably, per

capita consumption of foodrains is higher by 22 per cent, sugar

by 40 per cent, and clothing 75 pUr cont, compared to 15 years ago.

There has been a very largo increase in the per capita availability

of mass coneumor roods like bicyclos and radios. The improvement in

health servicoe and educational facilities have also siGnificantly

contributed to the bettermnIt of gonoral living standards.
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Not only have th3 Alans rosultae in a substantial increase

in por capita incomo and consumption, but, what is even more

significant for -uture devolopment, they have infused a new dynamism

into tho ecoromy, a:d a capacity for accelerated growth, The steady

rise in the rate of invostment from about 5 pcr cent of national incomo

in 1950-51 to about 14 per cont in 1965-66 is an index of it. The

divorsification of industrial structure and in px'rticulr. the rapid

e;pansion of industr'ies producing basic raw materials and capital

goods have strengthened Indiats capacity for sustained development in

the future.

While foreign aid has played and continuos to play an important

role in India's developmont, primarily as balance of payment support,

her own efforts at u bilisin; resources have beon substantial. The rate

of domestic savings has nearly doublod - from 5 por cent of national

incomo in 1950-51 to over 10 per cent in 1955-56. During the last

fifteen years, -0 per cent of total investment has, been financed from

internal savings. iL'Ix re 'uos havo boon raised substantially to

finance the rapdily growing progstmo of developmental and social,

services. Total tax rovanim have risen four and a half times over the

last 15 yrears and the proportion of national income absorbed as taxes

has risen from 7.8 per cent to about 13 per cent. The country is

poised for more rapid advance. The Fourth Plan covering the period

1966-71 is now on the anvil. /Table A gives selectfd indicators

of procTese and Tablo B gives figures of production since 1950-51 with

provisional ostiuates for 1965-66 and preliminary plan targets for

1970-71 ,
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T-blo Af SoloctOAi inlicetots of groith: InT-- 195. to 1970-71

e,-tinyt1.

unit 19 - 1 % 10- 1965- 1970o
566 7

16 popultipn n 392 439 495 560

2 pcr c-pit- incomo rupo(10c, -1 284 306 326 35- 129

i~n-or of n- tiolj incoc su 1~50-31 100 118.4 13•8 178 244

4 innxcf a(1ricditur1l
pro-luction ;o 9C-110 12 2,.2 1 *_6. 1 160 210

S inrx f ia-ustri-1 pro "ction b su 195051 100 133.8 X89.5 280 47-2

6 in x of ;xport " rnin-s s 1950-51 10C 100 143 186

7 index of conmorlity irports 1"so 15i(51 10 10 5 215 243

8 inVsinant -s por cent cf rat current
fltCr152 9 1t3 13. 16,4

9 Ioml:st:c savin's -s por cant t urr nt
of n'tien1 incomu pric's 5.2 8,6 8.1 1 14,

10 t-7 rivaue !'s por mont., of
n-tion 1 imope 6..6 7.7 0,5 13 16,7.

11 curr.nt 'ovCopna2t ,'p n'i-
tu 'o of, ov r.@V ,nt - - billion 2 3,9 .7 12 18,7

12 oxp.ct'tion of 1+. --t birth y. rF. 3 S1- 15•8 50.3 5% 9

13 prir, ry h,.iAh c ntr s thou, 'o - 3f7, 5.22 52

14 stu-%nts in tezools nillio 3 57 67.3 92,5

15 -nrmi 1 Lit 'x ia onpr,
inatitutior thoD O 6 73 107.5

16 Of Leh-r-ll- thun
17 ipo- lov 1 ho's- n 9 - 69,.6

13- -rision to mu 1 col s S tholus 2.5 3 8 5 20

19 vill. ri s cove - by n ition 1
Oxt nsion siriric s thou s 13 364 565 565

ero. -mic -tions

20 post offic s n1ous r, 6 7" 100 -115

21 tiliphon.s thous -I 16 20 63 813 1500

tr-nsport

22 ro--'s (surf-ccl) thou k. tros 157 190 233 275 325

23 r iliry froi ,ht c -rri, bll,' t, nr m
kilon tros 44 60 88 115 185

24 co-erciil vihicles on ronv's, thourics, 116 166 228 335 - 590

25 shipping .i:1, r-,.T. 0,4 0.5 0.9 1.5 3

P6 .loctricity' (inst -llori

0. c ity) 'lill. PJ.2, 3 5,6 10,3 2?

27 tos ' n vills 'clctrifi r. thons n 3.7 10,4 26 - 43 109

* Provision 1 stin ts
Tha. t rgts n - oth r ipli1 i ic s for 1970-71 -r h s,' on propos Is out-

lincw in thJ P1.nin7 Oo-mission M n , on th_ Fourth Fiv Y r Pl-n,

publishe, tn October 1964. : Those propos- "ru pre.1imin ry nA -r,; under

Aiscussion. They -r. subj.ct to r v~ision

clb.
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-Table B: Production-of selected commodities - India 1950-51 to 1970-71

estLimated
unit 1950-51 1-55-56 1960-61 1965-66*1970-71**

1 2, 3. 4 5 6 7

1. foodgrains mill.tonnes 53 67 81 92 120
2. sugercane (in sugar

equivalent) 5,7 6,1 1-.6 113.5
3. oil seeds 2 5,7 66 7.5 10
4. cotton lint thou.tonnes 516 111 960 11'2' 1510
5. cotton textiles mill.metres 4312 6268 6623 8300 10050
6. rryon n stsple fibre thou.tonnes 0,2 13.5 44 74 102

7, paper Pnd paper board " 116 190 347 530 1200

8, sugcr 1120 1860 3050 3200 4500

9, nitrogenous febtilisers
(in terms of N) thou.tonnes 5 80 99 300 2000

10. sulphuric acid " 101 167 360 900 3500
11, mIustic soda 11 36 99 250 550
12. cement 2740 4701 8000 11500 23000
13. steej. inrots' thou.tonnes 1461 131 3300 7100 14500
14t elum'ium - , U 3.7 7.3 19 80 240

15. machine tools Rs. million 3.4 7,8 72 300 900
16, cotton textile m-chinery negl. 54 104 280 500
17, supa- maclinery " - 2 42 90 250
18 mininr . me ch inery - - 0,6 55 198
19, met-largical -eiuipment thou.tonnes - - - 15 70
20. diesel engines thou. nos. 5.5 10 43 80 140
21, power driven pumps thou. nos. 34 37 105 180 300
22, ynertors and turbines mill. kw. - - - 2.7
23. electric trnnsformers mill kvP 0118 0.63 1.4 6,3 12.5
24. electric motors thou, kIw 80 201 540 1600 4750
25. A.CS.R. conductors thou.tonnes 1.7 8.7 23,6 55 125
26. commercial vehicles thou. nos. 9, 10 28 40 100
27. nars and jeeps . 7,5 15 27 37 80
28. railway wrgons it 2.9 15 12 38 40
29. Jocomotives - diesel nos. - - - 58 265
30. - electrical nos. - - -64 150
31, - steqm nos. 7 179 272 203 47
32, bicycles thou, nos. 100 510 1050 1700 3500
33, clectric fans 199 287 1060 1500 3500
34. sewing machines . 33 111 297 450 1000
35. radio receivers 49 102 280 450 1500
36. rlectricity generated -bill kwh 6..6 10,8 20 38 88
37. coal mill.,tonnes 33 39 52 75 120
38, petroleum refining thau.tonnes 400 3658 5800 10000 25000
39. crude oil thou.tonnes 260 340 450 6000 12000

* Provisionl e'. tiiaates,
* The t rgets Ind other implied indices for 1970-71 are based on proposals outlined
in the Plnning 0ommissions Mmorandum on the Fourth Five Year Plan, Published in
October 1964, These proposals are preliminary and Pre under discussion, They are
subject to revision.

J.N.
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V

Prospects and Problems

The years since Independence have been ma-ked by all round

progress. The record of achievements in the sphere of economic wd

social development h' been significant. Bre in relation to the

magnitude of India's problem they are far from adequcte, A large

proportion of the countryts population still do not have tho minimum

requirements for a tolerable, not to speak of a comfcrtebie lifei

Population is growing rapidly and at the present rate of economic

development, the pace of improvement in living standards is far too slow.

Economic development is being accelerated but it has not reached i poin

where a sufficiently high rate of growth (6-7 per cent ,or year) can be

achieved on a self sustaining basis. The rate of capital formation is

not yet adequate to achieve a satisfacborg growth of income ands employmert,

progress in agricultural, development is still slo.. a ½ain and

exports are not rising fast enough. Balance of p y: nta difficulties

persist and India continues to depend on sizeable c.ciga aid, though

its ratio to domestic resources 'cbilized fc- dov eet has been

st adily f alling-

The Planning Comm! ssion is now engaged in :parin a lon

term programme of development designcd to achieve a tagu of seelf

sustaining growth in the course of the next 10 years- -Lim is to

ensure that by the end of the period, the econogr wil. be capable of

providing most, if not all, people a specified miniin lvel of living,

providing for a reasonable norunt n" .ood, mlothing, housing and other
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essentials of life, a satisfactory standard of public health and

education facilities, and at the same time mobilize a level of

capital formation which will sustain a satisfactory rate- of improvement

in living standards in the period beyond, without recourse to net foreign aid.

Preliminary studies show that in order to reach these objectives

an all out effort is needed to reduce population growth and simultane-

ously to accelerate the tempo of development. National income will have

to rise at a minimum of 6-7 per cent a year, compared to the average of

4 or 4J per cent during the last 5 years (1959-64). Such an acceleration

in income growth in turn will require among obher things, capital formation

to be raised from about 14 per cent to more than 20 per cent of national

income in the course of the next decade. To achieve all this with a

progressive reduction in foreign aid calls for a doubling of the rate of

savings, intensive efforts at increasing exports, and a massive drive for

substituting imports with dome"Ac production.

India's Fourth Five Year Plan*, now under prepiration, has been

formulated in the light of these long-term objectives. The target is

to increase, in the course of the next 5 years, agricultural producticn

by 30 per cent and industrial production by about 70 per cent. Aggrettc

income in 1970-71 is projected to be about 35 per cent larger than in 1W5-66 ,

In view of the growth of population by 2 per cent per year and the

need of raising the rate of savings, the improvement in per capita

consumption is plannd + per cent a year.
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Me family planning programme is being take up on a

massive scale and with a heightened sense of urgency, with birth

and. doath rates broughtdo -to. half in the oourso of the next

15 years. tia rate of population growth is expected to be reduced

to about I pex cent a year at the end of the period. But even

with conspicuous success attending the capaign, the size of the

labour force and the number of children of school going age will not

be affected in the next 5 or even 10 'Years. The -ains will come in

later years.

By 1970-71, about 15 per cent of Inda'--.national income

is expected to be saved compared to about 10 per cent in 1965..66. Thc

prorortion.of investment financed by domestic savings is plann9d to rico

from 75 per cent at present to about 90 per cent by the end of the Fourth 2.

Moasur-s to raise the rate of savings will be buttressed by a si±c. le

increase in exports (from ts.8.5 billion in 1965-66 to about Rs.11 billion

in 1970-71), and in import substitution by rapid expansion of metal.,

machinery and chemical industrios By 1970-7i, I'Ja plans to produce 11

ia±lliei f Lhuhed atuela.nd 0000:43-nas o£ uniniung p

7.1 mf11. a N ' JCt~nnea-rTpB fvaly in N 66Sritili-.

production is t6 be raiseu from 300,000 torn ;a of 4±trogon to 20 0

and coment from 11.5 million to 23 million taruis. ' lC d in o

production of finished machinery by the end of the Fourth Pl::n (3.16 in.ica)

is more than two nd a half times the prosent level (:.6 billion). A

doubling of electricity generation and a two and half timos rise in

petroleum refining capacity are othor'important features of the proposed

industrial dvelopment programe.
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Indi. plans to invest 15 -190 biI nIn the course of the

next 5 years. This represents an increase of 90 per cent over

the net investment made during the Shird ln, and nearly equals

the total investments in the first, second and third plans taken

together. This is no doubt a strenuous effort, but Inescapable

both from the point of view of needs to be met and the possibilities

offered by India's potentially large resources and her groving capacity

to use them for the good of her people. Its suecessful completion would

mean another big step forward towards the fulfilment of Indials basic

objectives of making her ocanoqr strong, dynamie and self-reliant. It

will also be a convineing demonstration of the capaeity of a democratie

society to achieve iapidly economic development and desirable social ehan~ge

As on previous occasions, a keen debate is now gong on in India

about the size, priorities and feasibility of the Tourth 'lan crM the basis

of a Memorandum on the Fourth Plan issued for discussion by the Planning

Commission in Oetober 1964, There is haturally a. encom Ahat aAile bi::;_r

developmental effort is desirable, planning and impleenMtation should be

regarded so inseperable aspect of the same reality, and perowfmance should

match.elosely with promise inereasingly in future.
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The overall plan, however sup'rficajlly logical :.nd

sophisticated in its concept anddesoign2 derivcs its character

endI quality from the data a'nd analysis 'yhich undorlie it. The

more comprehensive the Plan, the grcatcd the nood for detailed

information about the existing state of the economy, the social

and institutional factors at work, and for data eotailed enough

to revoal and measure the largo variety of *tos.eactora4 relationhip

which will not only furnish a picture of what is happoning but also

provide the basis and insight for plannii tho future. The need for

additiona and continuing flow of information is evon greater 't the

stage of implomontation. The establishment of an efficiont and

alert machinory for collection, collation and tiuely publication of

properly orionted data and information rolovant for planning is an

imperativo nood, Whatever the progress wde in this dirotion in

In-dia where many pionocring dowlopmcnts hayo tchen placo, Much still

remaj.n to be dono.

Agan a rational Plan, if it is not to romain on paper,

mu::t have the .backing of officient technical and adninistrative

organisations and aencies well oquippod to give effect to the

targets of the Plan in concrote torms. The lack of such organisations

in practically every branch of activivy in sufficient ummbers and

strength for undertaing different -tacks involved, such an invcotigations,

feasibility studies, doignint; and engincring of projocta3

construction and operation and -aintonhco of exocutcd works, has boon

anothar lacuna .in Indipian Planning, This is a task which mt bo
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solved1 as devoloeIEnt proooods anrd makes claims in regard to

new org-on2ftiOaa structures and pattorna. The temptation to

cvadoc the responsibility for rapidly building or oncouraging

the cmorgecnco of such organizations by continuing to place

reliance on fo:rign a2encios to do the work is natural, but must

bo ocicho d as b ;ing profoundly inimical to the generation of a,

Spirit of sel--roliance. Inadequate approciation of the.neacd for

timely action bec.usoe of the long time lags involved has also boon

Csou:c of inefficiency and delay. The state of preparation ar4

arrangomonts for detailed planning in rogard to the programmes in

the Fourth Pla, though by no means Vholly satisfactory, are much

better than a few years back,

- major problom of planning in a mixdd conomy is the

combination of contralizod decision maki.ng with docentralizod

implomontatioon. In agriculturo, for instanco, uhilo the Plan sets

thc targcts of production, the governantts role is limited to

creating conitions conducive to epansion of output, There is an

extension organisation to educate fermxs in tic use of improved

techniqucs. The Stato attempts to provide adequato supplies of all

nOcessay inuts and seols through a policy of cooperative credit,

price support and subsidies, to make it economically attractive for

farmers to uso iaprovad techniques. Past experience has shon that

much Mor-o can be, and has to be done in all these directions to

acceleratc the growth of agriculture. Ultimately it is the intercst

and energy of the individual farmer and his capacity to learn and

applr now tcohnicos which will prove decisive.
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In the fiold of privato iidustry, the lssue arises in

the form of the illogicality of doclclion macing at tho onterzo

lvel and the inofficincis of contralized docIsion m;akJing. A right

criterion has to be found to domnarcatc the c.r:o wh.ich might be loft

for unharmrod initiative as detailC Circetion fron the Contro

would be neither :casibl3 tor desLra.bla. Governmcnt control ind

direction may bo nocecsry in som rcs for various roczons as outlined

ozxlicr so far the governnzat hau bo.-s-n using a conbinztion of

direct controls and indirect inatoruznts. Over the yoc.rs, it hs

bacono apparont that thz systom of controls has grown somewhat

CtMibersomo and thiorc have boon complaints that controls concerned

with too mmny dotails and caused noodlcss deoiayts and inofficienci.

Ono of the- oritical problczas of plann is to idontify clearly and

r4tionally the valid role of direct controls and the usefulnosa of a

modified markot mochannism adapted to tho noods of a planned economy.

Thoro is no zoro important issue of plarAing then to strike a

right balance betwroon the dernds of the rosont and th claims of tho

future. This bal.ince, aluryB difficult. to strieo, ij particularly

so in a domocracy. Thor, is a normal t-orxiacy in po-lo to attach

disproportion&.te iportanco to iimodiato issiuos, to view matters in

isolAtion and fron a Limitod porspective. The only way to overcome this

difficulty is through creating n cnlightcnod a.nd oducated public

opinion, Poolo must halo accoss to facts and nust have opportunity

and froodom to expross their views - whether in support or in

opposition of particular aispects of policy and pr'ogrmmos of development.
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Criticism of delays and inefficiencies is the very life blood of

democr:.cy. The idospread discussion of such matters in the Indian

P=1lIament ard Press, f ar from being a sign of weakness, as somotnios

interpretod by supc:cficial obocrvers, is a masure of the strength and

vitality of the democratic process in India.

Now Dolhi,
21 Auigust, 1965.

kka.



The Brookings Institution 1775 MASSACHUSETTS AVENUE, N. W., WASHINGTON, D. C. 20036

Robert D. Calkins, PRESIDENT Kermit Gordon, VICE PRESIDENT Robert W. Hartley, VICE PRESIDENT FOR ADMINISTRATION

Mildred Maroney, TREASURER Edna M. Birkel, SECRETARY Felix B. Gorrell, RUSINESS MANAGER

November 8, 1965

Mr. Bernard Bell
International Bank for Reconstruction

and Development
1818 H Street, N.W.
Washington, D. C.

Dear Bernie:

Edgar Owens, who is here at Brookings for a year
writing a book on political aspects of development, has had
a number of conversations with Dave Hopper about the way
to get a rural works program going in India. Here is a memo
he has written on the subject. I think it would be useful for
you to read it and perhaps pass it along to others concerned
with these problems.

It seems to me that the establishment of a viable local
government unit is essential and that the East Pakistan ex-
perience has provided some good testimony of this.

Sincerely,

Wilfred Owen

Enclosure



Nover ber 5, 96N

r1r on 0 nIndan for r ilfe
Brookings Institution

ro >d gar Owenis, ?10

ollowingour r n c ersain I e p par this noe on

how 1ndi ght rar her isting a nmen intitutions

intodevelopm ent instittios, beging perh as wihone of the

problem; o conr toyou, rm-to-market . There

is muc about th etail of xistg India l ocal govrn nt and the

community developmnt prga hc Ic dont nw an herefre

I ca nnot be a peciic aI woud like. - t I shall try to give a general

ou 1tint of atte.

rthan bgiig in ,I wldlin to beini ritain,

for it i14in ritain at t rula f er local oernet wa

inent d, in 3. T 1ivent ur 7nd ut to te on of te mot irn-

port at contitutional v of t inte nth century for both de cracy

a d opmnt, fo . olvd a pr t a d lopin countriea m ust

solve, bt naly.al of thm hav aolve it by cmbining de-

"cracy and developent in a nstitionsw. Ylt ho this in-

vtion I thinkone I ntitled to peculte tha deocracy mihA o

hve eure. Itwas arn 9 cenuy Biinjus sit is cler

in t dveloping counries of today, tA or and vore people were

e rdi shre of he fr ua of econo c p roge s. Apart Irorn
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higher incomes, hey wne ducation, tt health, better housing,

idn myoter dng ttrwhich reuire govern n acton.

Eiter gover nents mut engae in ne activ iis to~ saify public

want or else governmets ut authori riate perso o! private

institutons to 5atisfy th G O n e that dno respo n to these

pressuresarelv ly ovethrown, aor cenu tetifies, for the

twentieth cen tury ia littere with te wreckage of rnere governmrents

tha any other centuy inhstory.

The problerm of using technoloy t cret ath hic Britan

face au solved-*, mcrially, century go is the problem of cre-

aMing unity from ive sity, of stiul1ating local initiati, whic implieu

die rsity, witin the in itS of natioaw poicy, which ipmles udformity.

S ac ofitdersiy a uiormiy e tob in conflic, bt

the impotant pon is t noneof h rich cutries have become rich

withOUt achiev a fuso ad vrs local iniitive with a sing ati al

neet.Ti usa tr e e in Rssia and ohr atoritaa states

whr we in that thsientit th engieer, the fctory anger, the

siliedwok er,tedct ad L isin ich tey w ar

very nearly a4 free to u tec h logy as teir eivaent in te estern

deoracis. An they poses vey naiy as much authority tomk

operationa decisions on ter use oftchnology~ ahir equilents in

th Wea. 1t cannot beotherwis, for ech.nology possesses its own
1' S
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diacip~ae w.hich eve th mst tyrnicgvrnent ~carotignr

without a serious loss in technological efficiency. There is no penicat

doctrine which nstructs the engineer how to design a bridge or the

acty xnanagrhow tosolv >an ireite prbem ~on h prodution

line. Authritarian goecrnm ents do not control technolo-gy, assuh

They ditatethe rane echol w wAll delod ndth

uses ofthe fruits of cnloy 1.y m4e' he eatence of fe, olitical

Sci o ll tcnl to ' x-

p1 llted.

Thus in h rc countries, oth democaie and athoritarian, a

very lrge esue of th opeatona contol oftcnlog is dcenra-

laed to the people who are .actually using it. Jutdging by the ee of

cenraliztion in the govermnents of the devreloping counitries, including

nia, eithe thse gvermnado not understand the ssentialt of

local initiative and loal diersty in the use of technology, or else sP l.

owthy 0e tat rundermn he than rngt

Briai slvd his: aparn cofitb wrin naioa polcy in

genera&l termya, delegatig th p eosibi y for implem:en tato o local

self-governm enta and upporing this delegation with substantial in-

vestment hunda. In order to superviee the local unitas London etalihd

mn irumt tehia tadard which the local unit were required o
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f:>low a s a conditon of inaicia wsupot pro tide d technica sta and

infornatlon adi h th: accounts to assure hones;, and establishead

nuireraus training inntitudione in order to Increase the mr er of

skilled people to wort on these problen a. Buht Lodon did not, and I

would repeat the 'word not~ interfere with the day -to-dlay decisions of

!"Ca loa cruacls

Them people who were the beneiiciaries of this fornnula believed

they were teing given oppormnaites they had nevwer known; hat. the

national policy, even though hin lag on tate; yet offered w:ise laitudie

to adjust local solutions to local circurstances; and that the intervention

of the entrad goverment was intended to eep the system working

properly, a reertsa1 of the tradtional stfing cearalist anproach of

s~pprov~e particular farn -to-mat et road, Wien Wigt have been only

two or three ailes long and niaght ave cost only several hundred pounds.

Lonoon tried rather to assure that the local COuncil adhered to the ap-

preced procedures for planing andI Canstructing rural rOad netWor. s,

So long as the procedures were followe'd, funds were transferred each

year efl bloc for the purpose of building nmore roads, nt for the purpose

ofbUdn particla rod Qec ofwhchta bernpprove ycetral



For those who believe in £reedom the political vesults were

perhapx mre iprtant thnth econmc rslts. Tepreadof

nzodsrn local govtr~nrv t simplyf because t ost peopi live out their

lives at the "local" level, They do ntot persnally participate In pro-

vincld or national affaizra, except at election time,~ hut only in tAe affairs

of the community in which they lie. if deoc racy is to san. a pa:n of

aargsona Lvet ne demrce must Arat of ail eoa, tugh

not only local. There r usctsen to be a relationship between connu>cnity

county wn ro 1gew irouced, a

r uick reaied tt tr s d c a bwee o school

boadndnaiona1 daeo potey, arn whs ctivides many local

their chfldren's education depended ;ery mtuch ont the local board, but

tartnts who wanted their cildren to receive snore than five years

schoolinlg :OWev they had to influence arliament. This they did through

the locai parties and Voluntary groups of sev'eral sorts that eventually

patyesade an partly fored Par etit enact the Ecaio

-c - i 1 ~.I t that peculiar comn iin of aatizlacdlon atnd

impatience, to use Sir Henry M&alne'sa phrase, the source of te

Britisher-'s faith In evolution, that they would rather endure the social
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injustices of the ah century t L olish or amelirate

them through~ demfocratic procxesne5,&&4anc tdstroy their instltutions

in the hope (or ia it iliussn ) tha re oh, n mis a o: n ca :fr orafov 4

orr; $ of disuontcnt

I thn .India coudd adapt theO moder: n local gov ernment formul very V

etaily, Th srucer' of existing lotal government td the community

den po aa iiar to the truu of r loa govrn-

metnt. Biut Yte real que aon im whether Inde is wtling to cdeegae the

poVsrr of decisio3 c o al1 elected councils. India has goane far, A I

than cmost of thte develoingz cotutries, lin decentraliing cAdministration,

but decentralibation of administration is only asmall step towacrd allowing

peaple tp mr -e and hmpleme2 nt their on eveeloprmet deccisions w'ithin the

framework of a generaizned nactonal (or pro inciali) policy,

Fistta to tur, frmlcal to cetr h baic nit of

local. e-governmentir h u eer demo'tcracies are outes, townships

India has 3! % Panchayat Sam is, or, as we could call them,

co'mties. in stze and population they are sinmiar to counties In the

Euroean deocracies. There aerthe more thn20 0pnchayats,

there being an average of two and a half dillages per Panchayat. This

tuit is too sm-all. The smallest effective unit In the W'est is the township.

The Engllsh Parish Council, which is about the same size as a Panchayat,
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ia we1lare and an amvenities (e.g.. libraries or footpaths) institution,

but it is too smrall to be a deeopmnt institution and never has been

used b te Bitish fo ao evelopment pograms.. The township ia

byf n en e oIda Hee Iiut ad it igorace abou theL exact

role of e township in the hi ry of tidian local gover ,u do

know that at various tim es and places townshipa have existed. Tw of

the names are toehail and uion. I would recommend the conversion of

the panchayats into tonsp by reducing the number to around 4 -50,000.

This would mnake the average populatiorn of a tonship around 12,00015,00

and the average number of tonsp peer countfy around 12-1. A dnmittedly

this recommedtion n i d n re not rie ut

tt ester~ndcrais hae eprimetewth avrety of ypsand

0its of local o nmt ni. o t 0pei o doen cout

Whe county anda the township have e red as the oat viable units. To

the extent that Russia (pre-Revoltion), Jan, and Taiwan can be drawn

upon for guidance on the n atter of tructure, their experience supports

the county-township ar rinn ent.

The higher service tier is of crucial hnaportance for technical and

logistical sevices and also for upervision of the systemn. In Britain

this tier is either London itself or else the regional offices of the Central

nistries. In Am erica thia tier is either the executive p ortion of Federal



regional offices of each In India the District s-ee the logical level.

These levela poses no power of decision~ over general policy. They

often passess the power to defne both technical and adrinistrative

standards. They are staffed with the people who are needed to provide

technical evi1ces to the local councils, to supervise the local councils,

and, possibly, according to each cuntry's decision, with people who

couild train those woring at the local leveI, including the local councilors.

Finafiy, at the prncial and centrai level there needs to be a

m~'inistry which finances and supervises the local uits as institutions.

More imp~ortant than the adm inistration of suceh a policy, however, is the

adoption of a local gonment policy which is binding on al depart-enta,

that is, technical depatmenta would be required to work through the local

councila, not the local offices of their tministries. India may not, hwever,

want to move so far ao fast but prefer instead to test out a local govern-

ment poliey for seeral y'ears. There can be no Kojections to this, for

roodern local goverent will not succeed in any country unless people

nersua7e h selma itt should succeed,.

If weasume tha ndia mighthe wuling toaopt thenmodern local

govenment foraula, at least experimentally in a few areas, a program

for budin ar o-m et d (and Iould a Ian inprovement

or prote ion) migb oedo long te olo I nes.

The p nch ya would ne to be reorgai ed into townships and

the legal authorities of the local units would need to be defined if this
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haa not already ben done. I do not know the legal position of the

existing local units. The panchaa concilora should be elected. The

Sanmiti councuor~s could~ be elected or coulfd he ex officio, the chairrn

of t cncuil. The ouies and o hp or nuti ecd

syst~em plana, for whJich simple instrucions would be needed on~ the

location, technilcal details, work plan, and coa~ t umtes, The plans

htbe r d oehnica dne y taf asigned to the

Disritor better still, the tchniical staff conad provide advice in the

preparaion of the plains. I w~ould im agin~e that the main :echnical problem

woul~d be drinae. Howver, thee technical persomnnel must not 'be l

lowed to interfere wih thbe decisions of the local1 counciB. A ayatem~ for

village discussion abouid be prepared arnd adhered to in order to aasure

participatin by the villagers in the prearation of the plane. Once the

requirements for popular discussion have been met and the plans ap-

proved for technical sounnes, the counculs abould be allowed to pro-

ceed with implernentaten. Funda could be transferred in 3 or 4 ara

the first depeding upon 'satisfactory copletion of planning, the scoi

on atifactory corcqwletion oft the first portiont of the work, etc. The word

saatifactory" refer to the pcsa not govern ont approval of each

individual local action. The councils~ should scaecdl the weore not any

goermen employee. One way of organiing~ the work would be through
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of peosple asladr nd doers. CTomplete. wrinten record hould be

ept i ordr toassur hons xy ndhe records abiould ie ope fori in-

spctonat tbc lcal cotci sii PCe. Tihere needs to be iuilt up in Indi:

the tratio to the pbh rcor, antd thi is a a to begin at th loa

in thta systeon the coun~ty probablty houl be thoght 3f ats the lee1

ofCOOrdiniation of planngn &zcd Sttpe*r :siun And the toWRmshlp as the ;ener -

Ttro he s favry or ofa desipor of rtows nda local gon ne n ta

alngth ine is ofr oer docitoenmofnto Indal he goten~ dmcais



FoRM No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Mr. Bernard R. Bell - DATE: November 22, 1965

FROM: Stanley Please

SUBJECT: Development Rebate

1. In commienting on the initial draft of my report, both Ken Bohr
and yourself ouestioned the validity of the argument and conclusions
which I presented relating to the Development Rebate concession under
the Indian tax legislation. In view of the fact that very significant
changes have been made in this legislation under the August Supplementary
Budget and particularly of the fact that these changes run counter to
my own conclusions, I wonder whether it would not be desirable to achieve
a broader agreement amongst ourselves on this issue. If you agree, the
following notes and comments might serve as the basis for a short discus-
sion at some stage.

2. Recapitulation of facts re development rebate

(a) Until March 1965 a uniform rate of rebate of 20 percent was
granted for all companies with the exception of those purchasing new
ships and new coal mining machinery for which the rates were )0 percent
and 35 percent respectively.

(b) Under the February 1965 budget proposals these two exceptional
rates were maintained and in addition the LO percent rate was extended
to expenditure on the planting of tea bushes in new plantation areas.
Furthermore the basic concession itself was made selective by the
introduction of a higher rate of 25 per cent for companies in certain
pricrity industries and a lower rate of 15 percent for all other
companies. This lower rate was not to become effective until 1967 and
so until then the dual rates were to be 25 percent and 20 percent.

(c) The supplementary budget measures introduced in August increased
the 25 percent rate for priority industries to 35 percent for investment
undertaken between April 1965 and March 1970 after which the 25 percent
rate proposed in Februarr will become effective. Moreover for the non-
priority sectors the introduction of the 15 percent rate has been
postponed from March 1967 to March 1970.

3. The argument which I used in my Report to question the desirability
of this tax concession was the general one that by cheapening one input
in relation to other inputs in a productive process the technology chosen
will be distorted towards one which uses more of the relatively cheaper
inrut. In the Indian context a distortion which encourages a greater use
of capital seems particularly foolish. The situation which has arisen as
a result of the August measures seems to have aggravated this situation in
two respects. Firstly, the rate for priority industries has been increased
from 25 percent to 35 percent. Secondly, to the extent that the time
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schedule is taken seriously (though the rapidity of recent changes in
policy in this field might throw doubt on this assumption), there is a
positive incentive to undertake investment in the next five yenrs rather
than subsequent to 1970. Whilst this incentive already existed for non-
priority industries under the February le islation it probably was not
important because the concession expired in March 1967 and could, there-
fore, only really apply to disbursements on investment plans already
finalized. Its extension to 1970 obviously makes it relevant to decisions
to be made in the next year or so on investment plans.

4. If I recall correctly, both you and Ken sug-ested that I was over-
stating this matter. You asked if there was evidence of this "distortion"
of input coefficients and Ken stated, in effect, that the coefficients are
technically given. On your own point, whilst there is certainly no
evidence to my knowledge to support the argunent, this seems to me to be
true of many conclusions in the field of economic policy. These
conclusions must often arise out of a priori analysis rather than be
confirmed by evidence. Is this not also true, for instance, of the
mission's contention that foreign exchange is misallocated because of its
cheaness and the conseauent need to alilocate it through administrative
arrangements rather than through a price system? Have we empirical
evidence that one is a 'Less optimum allocation than the other?

5. I think Kents point raises the same issues. Government administra-
tors in effect clai. they know the investment reouirements for achieving
these targets. They have, therefore, come to regard the development rebate
as a convenient means for making more eaity finance available to invest-
ing firms without questioning whether this particu ilar means of doing so
might not inflate investment demand. We are convinced as a mission that
the ability of administrators to determine the desirable import content of
a project or productive operation might be at fault unless the user is
confronted with the true economic cost of foreign exchange. Can we assume
that the substitutability of inputs other than imports is less than the
substitutability of imports for all other inputs and in the extreme, as
I believe Ken would argue, that it is zero?

6. The changes in development rebate introduced in August arose
specifically out of the increase in the import duties imposed on machinery
and equipment in the supplementary budget. The justification was that the
ceang-es would "in part offset the increased cost of machinery, while re-
taining the Incentive for the greaqter use of indigenous equipment". This
raises two questions. Firstly, is any offsetting of such increased costs
desirable? - this gets us back to the general issue raised above. Second-
ly, is the amount of the concession not unduly excessive? Despite what is
said to the contrary in the budget announcement, simple examples (as in
the attached Annex) sigest that in many cases increased import duty will
be more than offset by the reduced tax payment. If we assume that the
mar ginal rate of tax on company profits is 50 percent and that the import
content in an investment project is not affected by the change in the
relative prices of imported to domestic machinery and equipment, then it
is only when this ratio is in- excess of L0 percent that the extra cost
implied in the increased import duties is not completely offset by reduced



profits tax payment. When the ratio is L0 percent or less then the

August measures result in a net reduction in investment cost and a net

loss of revenue to the goverment. A lower marginal tax rate on corporate

profits reduces the amount of offsetting for the simple reason that the

value of the development rebate is reduced. For instance with a marginal
rate of tax of 33 1/3 percent, the import content has to be below 25 cer-
cent before the increased import duty is offset by the reduction in

profits tax liability.

7. One further point needs to be noted. Because of the nature of the

development rebate which is conputed in terms of actual investment outlay,
part of the inducement to switch from imported to domestically produced

capital goods is offset by a decline in the rebate to which a firm becomes

entitled as a result of the switch. For instance in Case III in the
Annex, investment outlay by a firm is assumed to move up from 100 to 105.2

as a result of the increased import duties on the assumption that the

import content of its project(s) remains unaltered. If it finds that it

can in fact reduce its costs to 102 by switching domestic goods for

imports (this figure will be above 100 for otherwise it could be assured
to have switched to a lower cost opnortunity irrespective of the changed

price ratio), the development rebate to which it is entitled falls from
36.3 to 35.7 which at a 50 percent margnal rate of tax reresents a 0.5
increase in tax liability. Thus the assumed gain of 3.2 (difference
between 105.2 and 102) is reduced to 2.7 by the operation of the development

reba te.

cc: lessrs. Baneth, Bohr, Elsaas and Katz



Annex

Illustrative examples o' the net effect on cost of an investment project resulting from the increase
in importea4 duties introduced in the August Supplementary Budget from 15 percent to 35 ercent and
the complementary increase in development rebate from 25 percent to 35 percent for priority industries

Case I Case II Case III Case IV Case V

're- Post- Pre- Post- Pre- Post- Pre- Post- re- Post-
August August August August August August August August _uust August
ositon Postion Position Position Position Position Poition Position Position Position

Import Content 20 23.5 25 29.L 30 35.2 LO 46 50 5.7

Domestic Content 80 80 75 75.0 70 70 60 60 s0 s0

Total Cost of Invest-
ment 100 103.5 100 l .. loo 105.2 100 106.0 100 108.7

Development Rebate 25 36.2 25 36.5 25 36.8 25 37.1 25 38.0

Value of Rebate in
terms of reduced tax
payments at follow-
ing marginal rates
of tax:
(a) 33 1/3 I 8.3 12.1 8.3 12.2 8.3 12.3 8.3 12.1 8.3 12.7
(b) 50- 12.5 18.1 12.5 18.3 12.5 18.14 12.5 18.6 12.5 19.0

Increase in investment
cost as percentage of
decrease in tax payment
at following marginal
rates of tax:
(a) 33 1/3w 92% 113' 130% 1)6% 198%
(b) 50% 63% 76% 88% 99% 13):
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AID TO PAKISTAN A\D INDIA

The following is part of a chapter on the world
distribution of aid in a forthcoming book by I.M.D. Little

and J. Clifford on International Aid. I.M.D. Little
had hored to write a pamphlet on aid to India. But,
as time prevents this, he is instead circulating this
extract to some potential readers. It has been considerably
altered from an earlier draft which some may have seen.

I.M.D. Little

Nuffield College,
Oxford.
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Pakistan alone in the area /South Amia7 is now receiving

a high level of aid per head from the West. In 1962 it was

$2.8, excluding the Indus Waters Scheme: including the scheme

it was 4, 10.1 Since 1962, Western aid to Pakistan has

increased very rapidly. In 1963 it was about $L!.2,

excluding the Indus Waters ($4.9, including it). In 1964

there will be a further rise.2 A very high proportion of

Pakistan's investment is financed by aid. Thus in 1963, of a

gross investment level of 17 per cent of GNP, gross domestic

savings accounted for only 9.6 per cent.

After a long period of very slow growth in the 1950's,

Pakistan has begun to grow rapidly - by rather over 5 per

cent per annum since 1959/60. Agriculture, which grew by

1 The Indus Waters Scheme (organized by the IBRD, and one of
the most shining examples of aid, since it contributed
not only to development but also to the solution of a
international dispute) compensates Pakistan for the
diversion of certain river waters to Indian usage, which
prior to partition irrigated parts of what is now West
Pakistan. It is, primarily, as things now stand, aid to
Pakistan: but for the Pakistanis it is not development
aid, but replacement aid following one of the exigencies
of partition. Thus, on the one hand, excluding it from
the figures of aid to Pakistan, has a certain justification:
indeed Pakistanis may claim it is aid to India. On the
other hand, if one atteated throughout the world to
exclude items counted as aid to a particular country,
which there was some justification for excluding, one
would have to exclude far more than the Indus Waters
Scheme (some examples have been given in Chapter
The reader is left to make his own choice. In the text
we give aid to Pakistan figures, both excluding and
including the Indus Waters Scheme.

2 Pakistani figures give an estimate of .660 million gross
for 1964/5, excluding Indus Waters aid (see Preliminary
Evaluation of Progress during the Second Five Year Plan
Planning Commission, Karachi, March, 1965), i.e. 96.5 per
head gross, and probably about 06.0 net. This includes
a small amount of 'bloc' aid.
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only 1.3 per cent per annum in the 1950's, shows a rate

of increase of 3.5 per cent since 1959/60 (about the

average rate of growth of Indian agriculture), and higher

rates still are confidently expected.

Pakistan's improved performance has been accompanied

by considerable liberalization, especially of imports of

materials and components, which has permitted more use of

existing capacity, and of agricultural inputs, especially

fertilizers and tubewells. Her willingness to learn and

accept advice, and her recent pragmatic economic policies,

especially greater use of the price mechanism, have pleased

donor governments and her Western advisers. Such policies

have been greatly facilitated by increased aid, but have also

been a cause of that increase. There is no doubt that

increased aid has made a major contribution.

It is early to say whether a solid foundation has been

laid for a continuance of the recent good growth rates, and

for a gradually increased reliance on domestic resources,

for some part of the recent growth is of a once-and-for-all

character. But confidence is now high in planning circles,

and it is plain that at least present levels of aid should be

continued for some time. Pakistan is still a very poor

country, and still has very difficult problems to face.

India is a very different case, and is the major enigma,

and anomaly, of world aid giving. The people of India are

among the poorest in the world - only Pakistan and a fev other

countries are comparable. At the same time, and exceptionally

for so poor a country, India has one of the most competent

administrations in the underdeveloped world, and also has a

very considerable endowment of technical skills of all kinds.

Her macro-economic planning is among the most sophisticated

in the underdeveloped world. She has a considerable

industrial base, and an unusual amount of entreprenurial talent.
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Capital is austerely used for economic development, with

little or no emphasis on the prestige projects which are

so common elsewhere. India 'helps herself' more than most

underdeveloped countries. She has raised taxation

considerably in a number of courageous recent budgets.

She has reasonably effective exchange control. There is

not much capital flight, and virtually no inessential

consumption good imports. If any country has a structural

balance of payments problem, India has a strong claim to

membership of this category. Corruption exists of course,

but it is less than in other more aid-favoured areas, and

does less to distort economic planning. Of undeniable

political importance, and the subject of a recent Communist

attack, India should prijm facie be the darling and not the

Cinderella of world aid. What is the explanation? Has

India, despite all this, a remarkably low absorptive

capacity? Or, is there something very wrong with donors'

aid policies?

Let us look at some figures. The Indian Third Five-Year

Plan's own calculation (for a projected growth rate of 5i- per

cent per annum) was for an average of $1.3 billion per annum

gross, this being based on balance of payments estimates

rather than on savings/investment estimates. Many foreign

observers believed this to be an underestimate, if the

investment programmle was to be achieved.1 OCD sources

sugg'est that India actually received Z664, 736, and $973

million net aid from OECD countries and multilateral

E.g., P.N. Rosenstein-Rodan (loc. cit.) estimated $l.6
billion on a savings/investment basis. G.D.A. MacDougall
wrote "Even if foreign aid is forthcoming on the large
scale envisaged in the Draft Outline of the Third Plan,
this may not be enough- for the import needs seem to
have been substantially underestimated, as they were in
the Second Plan." loc. cit.
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institutions in 1961, 1962, and 1963.1 (These figures

represent per caput aid levels 
of $1.5, $1.7, and $2.1.)

According to Indian sources,2 total 
gross aid use in the

first three years of the Third Plan (1961/2, 
1962/3, 1963/4)

was $712, $941, and $1,235.- of which non-OECD aid 
(almost

entirely 'bloc') was $52 million, $69 million, and 0105

million respectively.

The shortfall of aid below estimated requirements 
was

thus large in the first two years. This was probably more

because the Plan got off to a slow start 
(as did the Second

Plan) than because aid was not available. 
India entered the

period of the Third Five-Year Plan (April 
lst, 1961) with

about $l.4 billion of undisbursed foreig'n official loans

(excluding conmndity-aid, and grants which, in India's case,

are confined to technical assistance). 
In the first three

years of the Plan another $3.0 billion was authorized by all

lenders (the Consortium committed $3.1. billion in this period),

but utilization was only about $2.0 billion, so that the

amount of undisbursed but authorized loans had grown 
to $2A

billion. The ratio of utilization of loans to the 
balance

of funds whose use had been authorized at the beginning of the

year has remained at 35-38 per cent, as shown in Table 21.

lOECD, Flow of Financial source5 196-63.

2Government of India, 7eonomic Survey, New Delhi, 1964-5.
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Table 21

The Use of Loans to IndiaI 1961-64 (Ym)

Date Authorized and Used in (3) as % Total gross aid

undisbursed following of (2) used (i.e.

(carry over) year including
commodity-aid
and grants)

31 March 61 1,384 483 35 712

" " 62 1,751 652 38 941

" " 63 2,333 822 35 1,235

I " 64 2,L465 L68 19 716

(half year) (half year) (half year)

1 October 64 2,432

Can one infer from the apparently low ratio of utilization,

and the excess of authorizationsover disbursements, that

India's use of aid has been governed by her own absorptive

capacity? No such simple influence is possible. Until

recently, most loans have been tied to projects, and this

makes a high carry-over of aid inevitable. For instance,

if all locns were tied to projects which take f-eri years

to finish after the expenditure is authorized, the ratio

of use to carry-over would settle down to 40 per cent, but

it would be much lower during any period in which

authorizations were increasing. T of

It was only in 1963/4 that India began to get considerable

amounts of non-project assistance (apart from PL 480), which

can be more rapidly spent. For 1964/5 about half the aid

committed by the Consortium is on a non-project basis, 
which

is a great improvement. Even so, some of the non-project

aid available is still limited to capital goods, Thus,

lSource: GovoIrnmcnt of India, ibid.
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although India by 1963/4 had built up to a total aid

usage of Jl billion, which by 1964/5 probably reached

Ol billion, the use of loans did not catch up with

authorizations until 1964/5, A large part of the rise in

total aid use was due to heavy PL 480 imports, which amounted

to 1227 million in the first half of 1964/5, and was consequent

on poor harvests in the previous two years.

Despite the higher aid level in 1964/5, India, at the beginning
of 1965/6 was
suffering one of her worst balance of payments crises, and

there was at the same time considerable excess capacity in

some industrial sectors, for lack of imported raw materials

and components. The inference is plain: that aid, and

planning, was still too much devoted to the creation of

output capacity, and not enough to promoting current output,

and to as rapid completion as possible of the schemes

started. India has been asking for more non-project aid for

some time, and many donors have responded: but the process

has not gone far enough yet.

The low level of aid to India is partly a mere function

of her size:1 but it is also partly because India herself

has consistently underestimated the amount of aid needed

for her plans. The other side of this coin is that she

has consistently overestimated the amount of industrial

and infrastructural investment which she could undertake

with the foreign exchange resources available. This tendency

has been buttressed by planning to do without aid in too

short a time: with the consequent determination to build

more capacity for import-substitution, in a somewhat

indiscriminate manner, than was possible with the aid

available in the period. This has resulted in costly

interruptions to schemes initiated, and a low productivity of

capital.

Recently the IBRD and AID have started to probe sectoral

1See p.
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and project planning in more detail than previously, and

have become discontented with what they have found.

Previously aid had been given very much in support of the

Plan, and several missions of eminent persons had blessed

the Plans. But 'vetting;' a central macro-economic plan

in a federation of India's size does not take one very far.

As much or more depends on the coherence of sectoral planning,

on project design and selection, on the execution of the plan,

and on general economic policies, One canncot ignore the

fact that Central and State Administrations are overstrained,

and the management of public enterprise inadequate, both

lacking the numbers of skilled staff required

to carry out, with speed and efficiency, the heavy burden

of public control and ownership which has been assumed.1

Having said all this, ;!e still believe that India can

effectively absorb much larger quantities of aid.2 So far

as industrial and infrastructural projects go, no rapid

increase of aid disbursement in the near future should be

looked for. There is certainly a need in some sectors for

improved planning and execution, and donors should in our

view concern themselves with this, despite the resistance

that is inevitably to be expected in certain quarters, and

despite the fact that such concern may temporarily slow up

aid disbursements.

But much more money could be quickly and effectively

spent on imports of materials and components, especially

inputs for agriculture - most notably fertilizers.

Insuffiency of general purpose aid, wvhich can be used for

such things, not only means that the economy operates below

capacity, but also increases the amount of control and

See A.H. Hanson, p. cit., especially Ch.

2 It should perhaps be said at this point that I.M.D. Little
alone takes responsibility for what is said about Pakistan
and India.
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administration required. India is, at present, forced to

keep stringent investment and import controls in operation.

This is something of a vicious circle. Some of the controls,

as operated, undoubtedly reduce the efficiency of the

economy, without helping to achieve any basic objective of

policy. This in turn slows up the usage of aid (sometimes

even when the money is carmarked for a particular project),

and is a heavy burden on the over-extended administration.

If general purpose aid were increased, India could relax

some controls over investment and machinery imports; and,

still more important, import controls on some high-priority

current inputs. There is little doubt that much more aid

could then be absorbed, and that output would respond. Even

if there was a once-and-for-all element in this, we believe

that more rapid growth for a few years would greatly help

morale, and itself leads to improvements in policy and

planning. It would also lead to more aid later, because

nothing succeeds like success when it comes to eliciting aid.

The Indian Govern: ant will probably ask for aid for the

Fourth Plan at about the level of the Third Plan, $13 billion

gross per annum.2 This is below the level which will be

reached in the last year of the Third Five-Year Plan

(probably $1.5billion)., and not much above the avera ge level

of aid during the Third Plan period. In net terms, it would

constitute an aid level of $1.1 billion per annum, against
billion

ap-roximately $1..0/during the Second Plan period. Since the

2 The first adunbration of the Fourth Plan"is the Memorandum
on the Fourth Five-Year P]an, Government of Indi,
Planning, Commission, Octcbr, 1964. This document sur-ests
a balance of payments deficit of Rs 3,200 crores for the
Fourth Plan period, after meeting amortization paynents of
Rs 500 crores... If we allow, say, Rs 200 crores for an-
inflow of private capital, this leaves Rs 3,000 crores,
i.e., $6.3 billion, or about $1.3 billion per annum,
which is much the same as the estimated requirement for
the much smaller Second Five-Year Plan.
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Indian population is growing at 2 per cent -per annum, this

would constitute no increase in the extraordinary low level

of aid per head which India has been receiving. Furthermore,

without doing any elaborate calculations, one can say that there

is nothing in the history of Indian develo-pment to date which

would suggest that they can mount a much larger Plan without

more foreign assistance.

We believe that the Consortium should pay little attention

to the Indians' own estimates of aid requirements for the

Fourth Plan period. Having regard to the present level of

aid absorption, and to the fact thct, undoubtedly, g300-4v00

millions of extra imports of materials and components,

especially fertilizers, would be highly desirnble, we beliove

that India can absorb an average level of net aid over the

next five year s of /2. 0 bill ion giora per annum (including

commodity and technical assistance), or $1.8 billion net,

at the very least. It would, indeed, be incredible if she

could not. Since India's population will average 500 million

people during the Fourth Plan, this would represent an aid

level of P3.6 per head, still far below the current level of

aid to Pakistan.

If we allow /300-400 million for non-Consortium aid,

this implies that Consortium commitments should now rise to

something over $11- billion per annum (since some increase

in the pipeline of aid is inevitable if the disbursement rate

is to be stepped up). Ve would regard this as the bare

minimum target. E'ven so, such an increase in aid may

recuire some change in Indian policies. But, in the context

of a really significant increase in the aid level, these

should be negotiable. Without such an increase, it is

questionable whether very much influence can be exercized.

The general policy of Western donors should be to satisfy

themselves about project and sectoral planning (while offering
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all possible assistance towards improving such planning),

and a.t the same time to onsure that the economy can be

provided with the intermediate goods required to increase

current productior, together with the miscellaneous capital

goods needed for 'balancing' canpital ructure and

completing projects. 1

India has absorbed a lot of space - although probably

not more than 30 per cent of this chapter. But India is

30 per cent of the developing world. Even this does not

sufficiently under rline the full measure of her importance.

This vast and poverty stricken country, troubled with internal

problems of a grave and potentially divisive character, but

nevertheless maintaining one of the most democratic systems

of government in the world, is prouIly stIuggling to

transm ute her traditional culture into a progressivU economic

system. Many deveo-piug countries will be influenced by the

outcome. The rest of the world is watching India, but it

does little to help her. In the context of world aid, the

low level of aid to India is a disgrace. The fault lies

both with the Indian Government, and with donors. It

should be a challenge to both parties to set this matter

right - a challenge set by the poverty of the Indian people.

T-hire i :till some foeling in Indi2 that it is imprudent
to use loans for irporting goods which are currently used,
and do not increase capacity We do not believe this is
justified. But the cost of aid to India is relatively
high. There remains an urgent need for donors so to improve
terms, especially by reduciag interest rates, that this
consideration is seen to be unimportant.



INDIA ECONOMI" M16SION OF 1964/65

messorof Recommendation.

This aide-memoirew i4 eeinet eatent of certain of the major reconDedations
of the "Bell Mission" with respect to Government of India economic development policy

in the Fourth Plan period., ,,( 4 -i ( - 1, -,

The statement isnot a completeAsummary of the recommendations with regard to

policy or action on the part -of either the Government of India or the &mkAand other
aid-givers. It lists onlyO"`iinr7djor points which the President of the Bank regards
as critically important to the continuing development of the Indian economy and to
the continuing cooperation of the Bank in the economic development effort.

These recommendations are presented for the consideration of the Government of

India in confidence. They are the personal reco mendations of the President of the
Bank acting as banker, as advisor and as friend, and are directed toward achievement

of the goals of the @overnment of India. It is hoped that they will be received and

considered in this spirit.

Recommended Action by the Government of India

The following are the major actions which are recommended to the Government

of India%

1. Devaluation of the rape. The most effective means of accomplishing, this would

be by formal devaluation to a new unitary fixed rate modified by export taxes on jute

and tea, and selected differential import duties and export aids. Alternative means

are also available although less effective.

2. Removal of direct quantiitative import controls on all oroduction materials
(raw materials, intermediate goods, spare parts, certain components). Existing bans
on imports of most finished consumer goods and use of selective import duties and

excise taxes on consumer goods and materials for their production to be retained.

3. Allocation of more resources to the expansion of agricultural output by

(a) Alsolute priority for fertilizer imports in the allocation of foreign exchange
(b) Vigorour effort $o negotiate arrangements for rapid establishment of fertilizer

production facilities
(c) Allocation of funds and materials required for accelerated development and

distribution of irrigation water supplies
(d) Provision of stable incentive prices for agricultural products via Government

purchasing at suffort prices for buffer stocks
(e) Provision of adequate credit to farm tenants and owners
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(f) Improvement in security of tenure
(g) Augmentation of supplies of power equipment, plant protection materials

and services
(h) Improvement in research directed toward development of improved seed varieties,

effective disease and pest control materials and techniques, etc.
(i) Improved and more free distribution of materials and supplies required for

agriculture and irrigation.

4. Reduction in defense expenditure, and continued eschewing of effort to develop
nuclear weapons.

5. Organization and conduct of a rur 1 works program to improve village road connections,
irrigation and flood control works, etc.

6. E gent offorei p investment (by removal of deterrents).

7. Vigorouse conduct of a massive population reduction program, centering on the use of
the IUD.

8. Ipmrovement in th Planning ocess Organization for plaxnnig.

9. Improvement in the Management of Public Sector enterprises.

10. Allocation of foreign exchange resources to increase current output.

11. Improvement in information flow required for planning and conduct of Govemnt
operations.
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INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR. INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OUTGOING WIRE

TO: INTBAFRAD DATE: 'ARCF 18.. 1966
WAS:-TrON DC

CLASS OF

SERVICE: FT1L P' 7

COUNTRY: (USA)

TEXT: BELL NINE F DS RUR ELEVEN LEAVG DELHI LAT ATURDAY NIGHT
Cable No.:

SCHEDULED ARRIV S TON LATE FTERNOON UNDAY T ENTIETH STOP

ANXIOUS TALK TO YOU ANYTIME THER.EAFTE4R STOP NUMBER TEN NOT YET

RECEIVED STOP PATEL AND PITAMB3ER PANT WILL BOT Bi ARRIVIG WASHINGTOIN

PROBABLY ThENTYTHIRD

BELL

NOT TO BE TRANSMITTED

MESSAGE AUTHORIZED BY:

NAME * Bell

DEPT. World Bank, New Delhi

SIGNATURE

TRANSMITTAL COPY



FURTHER REFERENCE YOUR TWO WHICH NOW CLARIFIED. POINT THIRDLY

HAVE HAD INITIAL EXPLORATORY CONVERSATION WITH YOUR NAMESAKE

WHO WAS PLEASED WITH WHAT WE BOTH CONSIDER GOOD PROGRESS IU

MAY REPORT THAT NECESSARY EXPLOATIONS HAVE BEGUN. IF YOU

START RETURN JOURNEY ABOUT FIFTEENTH WOULD HOPE YOU COULD

BRING SOME FURTHER INDICATION OF WHAT PRIME MINISTER'S

POSITION WILL BE ON TWENTY-EIGHTH. I ASSUME YOU UNDERSTAND

MY PREVIOUS WIRE INTENDED SOLELY SOFTENING OF LANGUAGE NOT

OF OUR BASIC POSITION.
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@UWMTOID)

Iequest that the above Telegram may be forwarded4 sublut to the conditions wh ch are pripled on theo heoanbyw ch ar tbeb nd nd cr that tewr nts7
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In case a reference becomes necessary, the telegraph office at which the telegram was booked shoud be addressed within one month

of the date of the telegram; thereafter, complain.s or applications for refund involving complaints against the Service respecting this telegram

should be addressed to the Head of the Circe concerned within four months of th date of the telegram, and applications for refund

whkhb do not involve complaints against the Service should be made to the Offecer-in-carge fthe Telegraph Check Office, Calcutta,5vlthin

the same period. iN ALL CASES, THis RECEIPT MUST BE ENCLOSED.

For fr r * e cun'ssnh Te| r ideWV. I7

SPECIAL INSTRUCTIONS

Wri egibly, preferably in block capitals. iALegible wridinga may cause mutilations.

2 Addrs fuliy ad correctly for quick delivery.

3. se; :-gh de-nomintion stamrps as r as ossre

4. Affx the stamps yourself in the roper place.

CONDITIONS ON WHICH THE TELEGRAM IS ACCEPTED
ADVITioM4ALSPACE

10FR STAMP. This telegram shall be forwarded in alrosyets in 1ccordane' wth the rules for Foreign Telegrams
puihed in the Telgraph Guide anid ich the Provisis o he nternational Telegraph Regulations,
which Regulatiotjs -hall be deemed to be binding not only between the sender and the
Director~eneral but between the sender and any Telegraph Company or Government by whom
this telegram is or would in the ordmary course of the telegraphic Service be forwarded.
.ther the Director-General or any Telegraph Company or Foreign Government by whom this telegram
;s or would, in the ordinary course oF the Telegraphic Service, be forwarded may decline to forward

] ~the telegram although it has been received for thatpuroe
3, Neither the irector-Generd nordany Telegrapch Compauy or Foreign Government by whom this telegram

s or would, in the ordirary cours of the Telegraphic Service, be forwarded, -hail be liable, te mke
carpensation for any loss, injury, or damage arising or reriwting from ntrsmision, or
non-delivcry of the telegram, or delay, or orission in the transmissfon or delivery thereof through
whatever cause such non-transmission, non-delivery, delay, e rror or omission shall have occurred.

4. In writing ds egram, Jhe ruies in respect Of amissibility Of the language used and combination of
aracters, or words as laid down in th!e Telegraph Gtue m 4e adhered te,

ktf, 71 f))?, r14,x



FIVE

RE YOUR NINE FURTHER DISCUSSIONS ESPECIALLY PLANNING MINISTER

CONTINUE TO INDICATE AFFIRMATIVE DECISIONS MAJOR POLICY RECOMMENDATIONS

VIRTUALLY AND POSSIBLY DEFINITELY MADE STOP HE STATES LATTER IS THE

CASE SUBJECT OF COURSE TO TWO CONDITIONS SPECIFIED IN MY CABLE TWO.

NOW PLANNING LEAVE EIGHTEENTH OR NINETEENTH AND MINISTER STATES

I WILL THEN HAVE FULL INDICATION OF PRIME MINISTER'S POSITION

ECONOMIC ISSUES 28TH. BELIEVE THAT IF POSSIBLE FIJTHER INDICATION

FROM YOU OF ENCOURAGING RESULTS EXPLORATIONS WOULD BE HELPFUL IN

ENSURING DESIRED DECISIONS. YOUR ASSUMPTION LAST SENTENCE YOUR CABLE

CORRECT.



SIX

FIRSTLY PLANNING MINISTER HAS ASKED I INFORM YOU PRIME MINISTER WISHES

SEE YOU IN WASHINGTON STOP ASKS THAT YOU TALK AMBASSADOR NEHRU ABOUT THIS

SECONDLY BIRIA INFORMED ME HIS VISIT INTENDED PREPARE FOR TWENTY-EIGHTH

VISIT AND ASKED ME ACCORDINGLY TELL HIM OUR RECOMMENDATIONS STOP I FELT

OBLIGED TO AND DID EVADE QUESTION



SEVEN

ALTHOUGH THIS SEEMS STRANGE PRIME MINISTER'S SECRETARY ASKED LAST NIGHT

WHAT SPECIFIC ARRANGEMENTS WERE MADE FOR MEETING PRIME MINISTER WITH YOU

AS RESULT YOUR DISCUSSION THIS MATTER WITH AMBASSADOR STOP WOULD LIKE

BE A7LE RESPOND HIS ENQUIRY
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Statement showing foreign exchange allocations for
Defence imports from 1961-62 to-date

(InRs,,_crores)
Period Aloc ation

Free resources

i. April-September 1961 1q.00
II. October 1961-March 1962 20.50

Total 1961-j_Q 3A

I. April-September 1962 22.00
II. October 1962-March 1963 21.51

Total 1962-63 43.,51

(llocations :nade for the year
as a whole. Half yearly break-up
notional.)

I. April-Septibgr 1963 45.59
II. October 1963-Merch 1964 45.P9

Total 1963-64 91.7A

I. April-September 1964 42.70
II. Jctober 1964-March 1965 3).75

1965-65

*(Including indirect requirements of raw naterials,
components etc. for supplies aet through 'rivate
sector.)
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Issues in Forthcoming Discussions with Ayub Khan and Shastri

1. The United States, the Bank and the Consortium cannot and will not choose

as between Pakistan and India. They reject the premise that the two

countries are irreconcilable and that choice is inevitable. They assert,

on the contrary-, that choice would be extremely damaging and perhaps

even disastrous for both India and Pakistan, whatever choice was made,

as well as for the Western World.

(a) If the choice would be made in favor of India, the threatened alliance

with China of Pakistan could well become a reality. This alliance would

have potential for sufficient political and military action against

India to disrupt any program of economic development in India and

possibly- to destroy any genuinely stable Government in India.

Furthermore, the sympathies of at least a number of other countries

would be with Pakistan, despite this alligment with China.

It is incorrect to argue that Pakistanas potential for making trouble

for India, the United States and others, is too limited to be

significant.

(b) Almost but not quite the same statements can be made with reference

to a choice in favor of Pakistan. An India/Chha alliance is perhaps

more difficult but it would be a complete mistake to consider it

Impossible. The idea that such an allignment may- represent desirable

policy is in the backs of the minds of many- leading officials of the

Goverrment of India. The possibility that such an alignment



could be directed in the first instance against Pakistan would

facilitate the grotth of this idea.

2. In the long run, both India and Pakistan can gain from a stable accommodation

between them which might alternately mature into a deep and a full-fledged

economic and political collaboration. The greatest military and

political threat to both is China, and the economic advantages of collaboration

between the two are sizable, even in the short run. A collaboration which

would permit both to maintain a reasonable level of defense against China

without excessive drain on their resources would be possible if they were

to cease using substantial parts of their defense forces either passively

or actively against each other.

3. The advantages to the US, the Bank and the Consortium of an India/Pakistan

collboration are so great that there should be no 
hesitation in making clear

to both that a substantially higher level of aid would 
be provided to both

to help facilitate and in response to this collaboration simultaneously

there should be no hesitation in indicating that 
maintenance of the recent

level of ait.. would te difficult in the face of continued conflict-

4. More specifically, both ought to be asked to agree to an immediate

reduction of the military forces assigned to ppposing 
each other. In the

Indian case for example, there ought to be agreement that the five

divisions which in 1962/63 were assigned in this 
way, would be illuminated

in whole or in large part or transferred to other assignments. This

step in itself would contribute to a reduction in ie existing tensions.

The two should be asked also to begin immediately process of direct

negotiation either starting with or looking toward the earliest possible



- 3 --

announcement on both sides of a long-run collaboration phase. This

negotation should exclude no issue between the two countries, but

at the same time should not focus exclusively on Kashmir. The latter should

be put in its real rather than its emotional place and an effort should

be made alternately to devise some means of handling the problem. No one

should be disturbed if negotiation of specific questions as that of the status

of Kashmriir should go on for years, provided that there is early statement

of the basic collaboration or alliance and provided i 1mediate steps are

taken on the defense expenditure an defe ne deployment issues.

5. No deviation from this course should be made on urgency of the arguments

sometimes made against it, One of these is that if the US and the Bank

hold to this position both countries will turn increasingly to the Soviet

Union. e answer here is that the Soviet Union cannot and probably

would not undertake to provide both countries with the military and

economic aid they require. In any case, if it did, it might do so

only on a basis very much the same as the basis on which the US would do so.

A second deviation sometimes urged is that in the near future the level

of aid should be nkept either above where it is or lower, not matter what

India and Pakistan agree to do because their performances are in some

respects not satisfactory and are for the future uncertain. This

coue of aton would seem likeny to be self-defeating,
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INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT

WASHINGTON,D.C. 20433, U.S.A.

OFFICE OF THE PRESIDENT

October 10, 1966

Personal and Confidential

Dear Bernie:

One thing I neglected to say to you before you left
--I would hope that sometime before you leave Delhi you will be
able to meet with Asoka Mehta and go over with him, in a general
way, the minutes of our discussions of last spring. I would
like to learn from you, in due course, about the progress being
made in what I have always had in mind as a 24-months' program.
I do not expect great progress in the period between our dis-
cussions and next February. However, I would like to reaffirm,
through you, the objectives set out in the minutes and perhaps
the best way to do that is for you--as my representative--to
have such a meeting with the Minister for Planning.

When you meet with the members of the Consortium in
Paris early next month and acquaint them with your general,
although tentative and preliminary, reactions to the size and
substance of the Fourth Five-Year Plan; I am sure they also will
be interested in learning of the atmosphere respecting the
implementation of last spring's discussions, which after all

were the basis for the very large program credit which is well
under way.

Warm personal regards. X(

Sincerely,

George D. Woods

Mr. Bernard Bell
P. 0. Box 416
New Delhi, India

Copy to Mr. Cargill
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INTERNATIONAL BANK FOR
WORLD BANK

RECONSTRUCTION AND DEVELOPMENT

4, AVENUE D'ItNA, PARIS 169 TELEPHONE 553.25-10 TELEX 27.029 PARIS

PRESS RELEASE SUBJECT: India Consortium Meeting
FOR IMMEDIATE PUBLICATION

April 6, 1967

The Consortium of governments and institutions interested in development assistance

to India met in Paris on April 4 - 6, 1967, under the chairmanship of the World Bank.

The meeting was attended by representatives of the Governments of Austria, Belgium,

Canada, France, Germany, Italy, Japan, the Netherlands, the United Kingdom and the

United States. The International Monetary Fund sent observers.

A delegation representing the Government of India, led by Mr. S. Jagannathan,

Secretary, Ministry of Finance, and also including Mr. A.L. Dias and Mr. B. Sivaraman,

Secretaries in the Ministry of Food and Agriculture, was present during part of the

meeting in order to describe India's plans and aid requirements for the fiscal year

which started April 1, 1967. Consortium members welcomed the Indian representatives'

report that the Government planned to pursue vigorously the new programme to in-

crease food and other agricultural production by providing ample supplies of new

high-yielding seed varieties, fertilizers, plant protection materials and equipment

for the installation of wells and other irrigation facilities. They also welcomed

indications that the family planning programme would continue to be given high

priority, that there would be continued emphasis on export promotion, on measures

to encourage private foreign investment in priority sectors in India and on ef-

ficiency in Indian industry in general. Subject to the availability of adequate

resources, it was understood that the liberal import policies for the raw material

and component requirements of priority industries will be continued.

During its discussions -the Consortium concentrated mainly on short-term problems

of food and the pressing need for quick-disbursing aid.

The Consortium agreed on the urgency of enabling India to contract for food

imports without reducing the flow of resources for other priority purposes. New

aid for food, fertilizer and related agricultural production materials as well as



aid in a form which releases cash for the purchase of food was indicated by Consortium

members during the meeting. In addition to 4.3 million tons of foodgrains already

shipped, the three million tons of additional foodgrains offered by the United

States and 700.000 tons offered by Canada, the new aid is believed to be adequate

to enable India to import about 10 million tons of foodgrains during 1967. It was

also reported that some countries and institutions outside thi Consortium were con-

sidering contributions of foodstuffs to help meet the Indian requirement. Together

with adquate total non-project assistance, India's immediate import requirement

of food should therefore be met without jeopardizing other essential imports.

In reviewing India's overall aid requirements for the fiscal year April 1, 1967 -

March 31, 1968, the Consortium was of the opinion that for planning purposes a

target of approximately $1,300 million (including foodstuffs) for new aid to be

provided in non-project form was appropriate. While most members will not be able

to make aid pledges until budget and related decisions have been made in capitals,

5ome members did indicate contributions toward this target. Consortium members

also agreed that they would so concert their efforts with the Government of India

that a substantial portion of the new aid will be in a form that can be utilized

quickly.

The Consortium agreed to meet again in order to keep in close touch with

economic development in India and to review progress toward the total aid target.



CONFIDENTIAL

April 7, 1967

INDIA CONSORTIUM

STATEMENT BY THE CHAIRMAN 20
(Afternoon session, April 4, 1967) ,uA{ IVVR

Before calling on Sir Alan Dudley to speak, I would like to iake a few remarks
which arise out of the morning'ssession. As you know India's economic policies
have been the subject of considerable concern to the Consortium over the years, and
there has been much discussion of them at previous meetings. You also know that
about a year ago the Government of India sent Mr. Asoka Mehta, the Minister of
Planning, to have discussions with Mr. Woods in Washington about the new policies
which were being adopted to accelerate economic growth. You have all had a report
of these discussions, and we also talked about these matters at the meeting last
November.

2. From the latest Bank report, which you received a month ago, and from the
statements this morning, it is clear that India has in fact taken the first steps
to implement these new directions in policy and that we in the Bank are encouraged
by the start that has been made, especially in agriculture.

3. I understood from our discussions at the last meeting in November that members
of the Consortium endorsed the approach which the Bank has taken in its discussions

with the Government of India. Therefore, I think there is no need to review these
matters again in any detail. However, I might just repeat what I said last
November that, as far as the Bank is concerned, it will continue to serve as
Chairman of the Consortium only as long as it is satisfied that conditions are
present which will make it highly probable that the rate of economic growth in
India will be satisfactory. You will also recall that we believe these conditions
must include (a) continued implementation of the new policies by the Government,
(b) an adequate amount of external aid, for several years, to support these changes
in policies, and (c) a form of aid which is appropriate to India's needs.

4. It has been obvious from the start that we could not expect the new policies

to have an immediate effect and that it would take some time for them to result in

any significant improvement in production or in the Indian balance of payments. It

is also clear that if during the next decade India is to be able to reach the point

where her own resources are more or less sufficient to cover fully the costs of

growth, then the amount of aid that will be adequate for her needs will be very
c'ibstantial and this aid will have to come largely from countries and institutions

represented around this table.

5. The situation this year has been much aggravated by the serious shortages of

food caused by the droughts.
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6. But food aid is only part of the total aid which India requires in no -project
form if import de-control and the associated policy measures are to be sustained
and further expanded durin the next year. In our judgement total non-project
requirements of India, including food, for which firm new commitments are needed
is an amount of about $1.3 billion. This figure takes into account food that must
be delivered in the second half of 1967 as well as support for an adequate level
of import licencing of non-food items through the current Indian fiscal year. If
we take into account the U.S. and Canadian offers of food aid, to which
Mr. Jagannathan referred this mornir7, there remains something under $1.1 billion.

7. Our estimate is broadly consistent with the Government of India's assessment
of its needs. Within this total the Bank and India agree that there is a cash gap
of some $400 million that must be met by a form of assistance which is equivalent
to free foreign exchange and which can therefore be used to buy food or other
imports not financed by aid.

8. Action on food is particularly urgent, and I would suggest therefore that
members of the Consortium give priority to pledges which will enable the rest of
the Consortium to match the U.S. offer of 3 million tons of food. Unless orders
for food are placed in the next few weeks, there is no hope of importing the 10
million tons, which now appear to be the bare minimum required for 3967.

9. Closely related to this, of course, is the question of debt relief.
I believe M-. Rostow will confirm that any debt relief which increases India's free
foreign exchanre resources will be regarded as part of the matching for the U.S.
offer of food. It is also related to the $400 million cash gap. I had hoped that
by this time we would have made more progress in dealing with India's debt problems
and future terms of aid. But progress has been slow, and it was with this in mind
that I recommended in a letter I wrote to the heads of the delegations that we
accede to the Indian request for a debt standstill.

10. As I e:plained this morning, the Indian request is for a straightforward
deferment of obligations falling due in this fiscal year. I prefer not to use the
word standstill for the present discussion because in fact the Bank is not in a
position to help in that particular way. I shall talk instead of "action to ease
the burden of debt", if that is not too cumbersome a circumlocution. When I talk
about taking action to ease the burden of debt, I mean some action on all obligations,
including principal and interest and regardless of the terms of the original debt
contract. For this purpose it seems to me inappropriate to make exceptions as the
whole point of the proposal is to buy time to consider which of these distinctions
can be considered appropriate in dealing with the long-term problem. It is precisely
because we have not been able to resolve issues of this nature that the standstill
now appears to be necessary.

33. The Bank is prepared to do its full share to achieve the objectives of the
proposal. Some of you know that for the past three or four years the Bank has so
ordered its lending in India that its net investment has remained at a level of about
$525 million, and apart from minor fluctuations, it has been our practice to lend
new money so that disbursements would be at approximately the same level as
amortization payments received from India. This year there will fall due to the
Bank principal payments of between $50 and $55 million and interest payments of about



$30 million. We are proposing therefore to make a loan, or loaas, which would be

fully disbursed in the period of the next twelve months and- waid therefore have

the effect of increasing the Bank's investment during the year to the full extent

of this $80-85 million. The terms of this lending would be as generous as. we-
can make them. It would certa-inly have a grace period extending beyond the Fourth

Plan, and its term would be 25 to 30 years; interest charges would be at 6%, or
whatever our standard lending rate is at the time we make one of these loans. To

achieve the objectives of this whole proposal, quick disbursement of the entire
$80-85 million is essential, Accordingly, Mr. Woods is prepared to recommend to
the Executive Directors a form of loan which would result in very quick disbursements

but which might be different from anything we have done before.

12. However, the Bank is prepared to take this action, which for us might have

to be out of the ordinary, only as part of a- general cooperative effort to meet
the needs of the Indian situation in this coming year. For the Bank to take this
action there are really two conditions which need to be fulfilled. The firat is

that there should be general action to meet the 1967/68 "cash" problem. When we come
down to details it is possible that there will be some minor exceptions to a stand-
still, but they will have to be minor if the President of the Bank is to be in a
position to make recommendations of the kind I have outlined. The second condition
is that members are agreed that we should work toward some effective action to deal
with the long-term debt and terms of aid problem. The standstill, or any other
action of the kind that we are talking about, is solving no problem whatsoever except
that it is buying a little time, as I said this morning. This is the only purpose
of this proposal and it is only worthwhile doing if, in the time that we buy,
adequate action is taken to deal with the long-term problem. Accordingly, I expect

to be hearing from each of you what action, if any, you propose to take about the debt
falling due this year, and I would also like to hear whether you agree that we should

continue the intensive discussions which started in Washington two or three weeks

ago with the view to coming up with some agreed proposal to deal with the long-term

problem of India's debt. Once agreement is reached on these points I have some

suggestions I want to make about how to proceed with the discussions on debt. One

suggestion I have in mind is that it would beeppropriate if the Bank did not provide

the chairman of the group which is discussing this problem. But we can come to

that after we have reached agreement that some action is necessary and will have to

be taken during the next few months.

13 It will of course be clear that if we agree to a standstill or equivalent

action it would meet the estimated cash gap in 1967/68, including whatever may be

required for financing food imports. However, as we have already stated, India's

total external assistance requirements for 1967/68 are considerably higher than the
so-called cash gap. I realize that many governments and, for that matter, IDA,
will not be in a position to make firm pledges at this meeting. Despite this, if
proper economi.c policies are to be pursued, we must find some means to assure India
that an adeq.uate level of total assistance will become available in due course during
the coming months. I therefore believe that during the next day or so one of our

more important objectives must be to reach agreement on the amount of total non-project
aid which the Consortium should aim to make available in 1967/68.

14, Finally, we will have to consider what we can add in the form of project aid.

15. These problems, the total non-project requirements, including food,. the
immediate necessity to finance food imports this year, the cash gap, the debt problem,
project aid, are to a great extent closely and inextricably intertwined. Yet I
think we must make some effort to consider them separately, while realizing their
relationships, if we are to make progress at this meeting.

16. Now, I shall ask Sir Alan Dudley to speak.
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