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Lindblom and Ben King meet frequently and exchange documents
freely. King recently received iwo complete sets of the preliminary
Long-Range Assistance Strategy papers which have just been finished
by our AID staiff 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 vou 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 vears 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
l useful to you. Meanwhile I am very much looking forward to yvour
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,
Sincere ?}/ ‘youts, )
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I had a conversation this afternocon with Mr. Savkar following
Mr. Schweitzer's departure from New Delhi, The following emerged:

le Mr. Schweitzer and he gained the impression in their conversations
with the Prime Minister, the Finance Minister and the Deputy Chairman
of the Planning Commission that in these quarters there was what they
regarded as a realistic appreciation of the necessity for restraining
the sige of the Fourth Plan in the light of the resources which might
actually be available, even at the expense of a less rapid rate of
development than might be desired., At the same time the individuals
concerned had indicated that for both political and economic reasons
the Fourth Plan had to be significantly larger than the Third and in
their view could be,

2, They also gained the impression that serious thought was being
glven to reduction of the size of the Government deficit and that means
were being explored both for reducing expenditure and for increasing
revenue,

3« Mr. Schweitzer and Mr. Savkar welcomed and applauded the almost
unprecedented monetary measures taken by the Reserve Bank Just prior

to their arrival in India (but not without benefit of prior unpub-
licized discussion with them). Mr. Savkar said that this was only

the third time in history that the bank rate had been increased in
India. The measures taken also included for the first time restriction
of bank credit by indirect means, namely, progressively higher interest
rates on Reserve Bank loans to commercial banks as the liquidity of

the latter declines. Mr. Savkar expressed the view that this action
was a recognition of the fact that the recent sharp price rises
resulted not only from food supply shortfalls, but also general demand
pressure arising from the combination of a larger government deficit
and a large expansion of credit to the private sector.

L. The Government and the Fund have agreed that each will undertake a

secret and serious examination in the coming months of the question of

the exchange rate. They plan to discuss the matter, although secretly

rather thsn in plenary sessions, at the time ¢f‘'the next consultation.

This consultation will be deferred from December 198l to probably about
March 1965, partly to permit adequate study of the matter and partly

to permit advance in thinking about the Fourth Plan,

5. Mr. Savkar said that he had no judgements at this time on the
appropriateness of devaluation or any other aspect of the matter -

no adequate assembly or analysis of the facts had been made. Obviously
in this case also consideration would need to be given to the repercus-
sions outside the Indian economy.
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6. In the light of all this and the conversation between Mr., Schweltzer
and Mr. Woods, Mr. Savkar and I agreed that the Bank mission should notl
specifically address itself to or enter into discussions with the GOI
of the appropriateness of the exchange rate or of possible devaluation.
We would, as we have planned, pursue an examination of the export prob-
lem, of the obstacles to export ineluding those involved in cost-price
relations, and of elasticities on the supply side, particularly in the
case of new industries and their present and potential exports. We
agreed that we would exchange information and ideas during the coming
months and would for the purpose consult as frequently as possible.

Mr. Savkar indicated that a small special unit in his office would be
studying the problem but that the existence of this unit and the fact
of the study would be known only to a few people even within the IMF
itself. He stressed the necessity for avoiding wider circulation of
the information.
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May 28, 1965

Deaxr T.T.:

and Mr, Bernard
! wmmmm
mMm of this letter is

’tlhieh I attach to this mission.

oo all issues,

that he will faithfully and

Mr, Bermard Be

of the mission he has led in India, will assist Mr,
expeet to spend two to three weeks in New Delhi,

these matters,

India has made very great progress during the period of the
three plans but, like other cbservers, I cannot help thinking that comn-

m had been different and
to significant future progress,

siderably greater progress could have bsen made if policies and practices
you know, and as I emphasized in our discussions in liew Delhi
;nu-tho
ty of
both so
me

of the Government of Indis in certain
that change in these respects is

However, in the inter-
8 on these matters,
econamic

effort on the part of the Covernment
,mnmnwmmmwmmmum

th you, through Mr., de Lattre, variocus polnte

mma

uﬁm the brosd outlines of a plan and policles

regards Indien Government policies and plans
before the Oovermment of India embarks on

the Government of India.
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important I consider these talke and how

they will lead to a common view of the decisions to

how

um

m

you are in Washington for the Bank's Armual Meeting.

With warm personal regards,

say

MMMhﬁﬂnmhtewmthmmh
on when

This is
up-

Sincerely,

(Signed) George D. Woods

GOsorge D, Woods

\/
Messrs. Bell, de lattre, Kngpp,

BBell/AdeLattre/GDWoods/s
Wilsen, Stevenson

cect:

The Honoreble T. T. EKrishnamschari

Hinister of Finance
New Delhi, India

r. Rajan

GGy



May 28, 1965

My dear Mr. Prime Minister:

I am today writing to Mr, T, 7, Krislmamschari, the
Wwwﬁmumm?:mw,
whom I have asked my personal representative in discussing
with the Indian authorities the views of the IBRD vegarding
Indien economic development. Mr. de Ilattre will be accompanied

wm,mmmmmmmmm.

?.
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%E
E

(Signed) George D. Woods

George D, Woods

Baen/mmm/agwm/;
cc: Messrs, n-n:, de Lattre, Knapp, Wilson, Stevenson

ce: Mr. Rajan
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1. Priority to agriculture (to be detailed).

2, Imports, Exports and relsted balence of payments problems.
3. Public expenditure and defence.

ke Population (to be detailed).

Other itens
1. Orgenisstion of Plamming end periodic review of performance
in sconomic peligy.

2. Project appraisal snd perforwance combrol.
3, lMenagemert of public sector enterprises.
ke Deterremts to foreign investment.

5S¢ Tamation of rurul and urban land income and pricing of
public services, ete.

6, Meoasures %o incresse flow of savings to equity investmenut
and releted capital market problems.

T« helaxastion of cartain meterial and price controls.

8. Improvement in fiow of informetion required for planning end
conduct of Uovernment operaetlons.

9 - of highway transport fecilities and other gquestions

' mw;

10, Towrism and other invisibloes.

June 21, 1965



Agxriswiture

Ae lNecesaity for acceleration in rete of growth of agricultural output,
Be Factors involved in failure of growth to achieve teargeted rate.
Ce Factors critical to scceleration of growth of output
1. Incentive prices (and buffer stocks)
2. Adequate supply of physical inpute
u)muma(mfawmrww
of domestic
b) Irrigation (completion of schemes underway - accelerated
development - more intensive use of water - investigation
dmmm « land consolidation = integra-
tion of engineering and agricultural planning)

¢) More adequate supplies of other inputs (plant protection
materials - improved seed - more power equipment - ete.)

3, Yore adegquate credit

ke Improvements in ressarch (land, weter, plant varieties, plant
protection, farm practices)

S5e Improvements in extension services
6o Improvements in trensportation
Te Greater security of tenure and enforcement of fair rents
8« The role of cooperatives.
De Impact on other sectors of additionsl emphasis on agriculture
1, Effect on lovel and composition of investment in other sectors
2. Balance of payments implicetions,

June 22, 1965



Ao lNecessity for acceleration in rete of growth of agricultural output.
B, Factors involved in failure of growth to achieve targeted rate,
Ce Factors critical to acceleration of growth of output

1. Incentive prices (and buffer stocks)

2, hdequate supply ef physical inputs

Fertilisers ( and £
n)“ (priovity imports or expansion

b) Irr: (completion of schemes underway - accelerated

= more intensive use of water - investigetion

of ground water resources - land consolidation -« integra-
tion of engineering and sgricultural planning)

¢) Hore adequate supplies of other inputs (plant protection
materials - improved seed - more power equipment - ete,)

3, More adequate credit

Le Improvements in research (land, water, plant verieties, plant
protection, farm practices)

S Improvements in extension services
6. Improvements in transpertation
Te Greater sscurity of tenure and enforcement of fair remte
8+ The role of cooperatives,
De Impact on other sectors of additional emphasis on agriculture
1. Effect on level and composition of investment in other sectors
2. Balance of payments implicstions,

June 22, 1965



Ae Recessity for reduction in rate of population growth.
Be Prospects for success in reducing pepulation growth.
Ce Hequirements for succesaful program of action

1. Strengthening of administrative posture of Central
Family Planning Directorate

2, Public support by political leadership

3. Dmediste widespresd start on IUD programs

he Immediate widescale training of physicians

5e Central geverument financing

6e Use of privete ss well as government medical personnel
T+ Encouragement of vasectony program

8¢ Enlargement of production and distribution of condoms
$¢ Operational resesrch,

Mﬁ.w



alsmvative peoposel for your cousideretion:

(1) mmmmmmmuu;mmmh
collocted ot the time when eushange i sold, of 50 per cemt in yespect of

011 ewchengs sald for daports and dnvisthles other then for (a) foodgratns,
() fertilizers, and (=) repayment of govervment dobt.

(2) ©On the export side theve should be & preniun peid of 50 pew cent in respect
mmwmmmmmmmm
of exports of manufsctured Jute ond tes. An sppopriste premiun will be
establighed as needed on exports of the latter in onder to mainteln thely
position in world maviets.

(3) Bwort entitlenent schemes &nd the Yeceot 10 per cent vegalatory sty
dhewld be sbolished. The proposed tax cvellt schemes should not be put dnto

7/4/65
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André de Iastirve

August 6, 1965

Mm‘.Ml

You have asked me to ast as your personal repre-
sentative in the course of yowr present discussions with the
Government of India regerding the policies to be followed
during the period of the Fourth Five-Year Plan,

I have the honor to ask you to find hereunder the
report of my mission.

Yours sincerely,

André de Iatire
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a orts
Ebg gm
2) The discussions in India
a) Imporis
o e
¢) The immediate foreign exchange
situation

- not only the Flan, but economic policy
where

-

W *

Chapter IIT wm,““’.m
I Vis-e-vis Tndte

1) Discussion of the techuicel parts
The Bell Mission's report
2; Appraising the Fourth Flan
3) Organizational matters - in Washington

= informal and more formal discussions

a) the leval of aid

b) free mouey for liberalizing imperts
¢) the debt consolidation
#* kS

Coneluding remark

e 6 SR&E &

ORRERE P

8



s devotes nearly helf (
(668 for India and Pakistan together).

to India are now elose to $500 million.

through which are chenneled resources of

supplied by the industrialized

(b) IDA
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of India, Mr. Ial Bahadur
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had

have
of talks with the Prime Minister
cunduct vig-aw-vis the

briefly sumswrized, the present negotistion secems to me
« If the GUL doss not decide upon the appropriate
for a
of the
decrease
makns the
sexious

Food and Agriculture,

s ote., and other high
() recall bWwiefly why the wru--rmuwmu

particularly serious terms (Chapter
(b) expose the main pelicy questions which have been discussed
and the recomendations I would take the liberty to suggest (Chapter II),

(e) briefly touch upen the conclusions which, owing to the

To this end,
attitude adopted by the GOI, the World Bank

Union Finance Minister, Mr. 7.7.

the

of Pinance,
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QoI
Whereas the Bell Mission has covered major econowic policy
issues as well as a varlety of techmical questions which should be the
subject of continuing discuseion between the Bank and the G0I, I have
mw.mmmmuwmummmmmwuum%

urgently needed and possible. .| may recapitulate them under the four
headings of Population Comtrol, Priority to Agricul Role of Public
Finance, and Use of Ixisting Industrial Capacity. These questions are
closely interrelated, and failure to act on one of the points would clearly
Jeopardize hopas of results in the others. In brief, the line of reasoning

Being conscious of the difficulty of balancing its external
accounts in the near future the GOI should:

(a) waice all necessary efforts to achleve in the not too distant
future, a substantial reduction of the net growth in population
from the present figure of 2.5% to something like 1.0 te 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
to the population of todsy, with a view to saving foreign exchange
expenditures now incurred for food imports, and to produce agri-
cultural surplug for exports.

(e) Do ites best to minimize the inflationary effect of public finance

H

{(d) Be ready to modify substantially the present mechaniswmy of
control of the economy; this major move towards liberalisation

;
§
|
|
|

In these four fielde, as well as in the more technical sectors,
the OO should create, for its own use and benefit, the appropriate mechan~
isms for a constant review of progress smd performance.

Let us oqmindotul thoge lines of aotion.
I. Population Contrel

the GOI regarding population comtrol. While in the past no significant
action has been undertaken in this respect, my discussions in India,
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Regaxding the finsncing of the Plan in teyms of forelign exchange,

the eoncept of priority to agriculture does imply a decision that no cut
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(ne can have many doubts sbout this scheduls, MFirst, the need

for imports at a high level will certsinly laat later than 1967/68.
even if the Indians had enough foreign exchange to buy as

mach s they like and the will to do it, 1t is not assured that
they could find easily the smounts required unless they were able
to enter quite soon into long-term contracts. As Mr. Asoka Mehta

out to us, by the years 1967/68 India will be buying about
one~-fifth of the world trade of sulphur and rock phosphate. While
officially agreeing that import of fertilisers should be given
high priority, the Ministry of Pinance officials are not really
tw behave agcordingly. Increasing import figures by
100,000 wons means spending 320 million of free foreign exchange,
& figure wihich they say they have been unable to include in their
plans for 1965/66.

It would alsc be appropriate that on the side of the ald-givers
every obstacls should be removed in the way of using aid for imports
of fertilizers. This should be true for U.S. AID amd also for the
World Bemk and IDA. In this respect I would suggest that you give
your attention io the possibility for the World Bank to reconsider «
or st least to explain in more detall - the negative reply it gave
last winter to & request by the GOI for s loan for imports of fertil-
izers, for I believe one should avoid giving the Indians the slightest
chance of delaying those very essential imports.

Water

On major irrigetion schemes the (0I agrees with the Bell Mission
Judgment that it is essentisl to concentrate on completing projects
under way if choices must be made between this and starting new pro-
Jjects. It is less clear that the Irrigetion authorities are in
agreement with both the Bell Mission and the Ministry of Agriculture
that irrigation projecte should gemerally be so designed and operated
e to permit more intensive water use rather than merely drought
relief, This question requires further contimuing discussion.

In addition there seems to be room for further discussion at the
technical level between the Bank and the experts of the (00 ss far
a8 winor irrigation schemes are concermed., For instsncej there seems

§
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although very haowful, would probably be

to abolish right now.
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Anyway I think we must
try to make it as little harmful

First, attention should be given to preventing India, under the
cover of building up stremgth sgainst the Chinese threat, to use most
of its armed resources asctuslly against Pakistam or even other coun~
tries. There was talk during my stay in India about the purchase of
a submarine, possibly of Russien origin, to prevent the threat of
invagion of an offshore island by Indonesia, and recent press reports
indicate that a mission might be going to Moscow for purchasing
negotiations, possibly for more than one submarine.

s
T
:
8
é
.z
2

Secondly, efforts should be made to lower, as much as possible,
the foreign exchange costs of defense expenditures. Although it is
difficult to give precise figures, 1t seeme that those costs, in-
cluding current payments on debt to the US and others, contracted
for the purpose, smount approximately to some $150 to $200 million
& year.

Thirdly, one should try to make sure that defense costs imply
as little diversion as posaible of economic resources from the
productive capacity of the economy. Although it is clear that the
effect of the global 900 erores spending on internal demand is a net
inflationary one, this effect would be even worse if a large part of
the spending were directed to industrial sectors which would other-
wise meet domestic ecomomy needs or export needs. It is encouraging
to note that, at present, only some 1LO crores out of the $00 crores
are now devoted to capital expenditures and so have a direct impact
on industrisl capacity. The GOT believes this figure should not
rise in the future,

Income

The G0 intends to raise internal resources by very lilgh figures
during the Fourth Plen and for the purpcses of the Flan, i.e., over
and above the normal growth of its revemues for normal administrative
budget needs. As far as the resources of the Center are concerned
the proceeds of supplementery taxation would be of the order of 1800
to 2300 crores, a figure which compares with 2,000 crores during the
Third Plan (of which, as has been seen sbove, the largest part, i.e.,
1,700 crores has been diverted to defense expenditures). As regards
the States, the amount reised would be 1,200 crores - a figure which
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Your views on the subject, as expressed before I left for India,
chapter was an essential one; one that the
_ In substance your Judgment was that India should devote more of its
foreign exchange resources to so-called 'maintenance imports" (rew

were clearly that this
Bank could not agree to see bypassed or not clearly accepted, in any

general agreement with the GOI.
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mw,ewmmmm,m.)m to use more fully
its existing industrial capacity, which in many cases is not used to
more than SO or 60% due to a lack of essential imports. This move

should be achieved by way of liberallization of imporis, a move which
dedmhmaenmmww;m@mmwmmlw
price of imports. As there was room also for change in the price of
exports of mamy products, and for a simplification of the export aid
system, it was indeed a very big reshuffle of Indian payment relations
wlthth-mm(inamerwrdsthemhmrﬂa)thatmomrw.
You had come to this conclusion by a line of reasoning bearing both

on imports and exports, with the accent mainly on imports.

A. Isports

You started with the ides that the present extensive, very
direct administrative cantrols on the economy, and mainly import
controls, were acting eontrary %o economic truth especially in
the demand for imports. In the present situation, the system
of licensing has many unhappy effects.

First, ngiwathﬁi‘immmuwmmmmw
the mlatively low price of forelyn exchange (even with the
relatively high eustom duties) as compared to internal prices.

Secondly, it gives an wndue profit mergin to the importing
rises. The less efficlent ones are able to produce and
sell profitably even at high cost as they are assured of getting

mmuﬂwmpmtmwdn aenjoy the benefit of the
high prices quoted by the less efficient ones. HNone feel any
competitive pressure to inerease efficiency. (This simtim is
well illustrated by the case of trucks.)

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

Marmmmmmmmm,mmo:

that category should have been much higher even without liberalization.

Itmdummummwn,wwmwm
what has happened rwimtnmin&kum, Muﬁm

wum'wxwmmmmxamm
: sush as nylon fibers, ete.
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2. Wide Liberalization

To be of any significance, the liberalization should include a
large majority of the goods presently classified under the heading
"maintenance ismports", including production materials, spare parts
and components; and exeluding finished consumer goods, sapital goods,
oil, and food. We have discussed this in some detail with the GOI
officials and I believe we have come to an agreement on this point to
the effect that a meaningful minimum Jliberalization would exclude
only a limited list of maintenance imports (perhaps ineluding paper
pulp, rubber, some alloy steels; ete.,) which would be left under the
administratively controlled licensing system. The rest would be
imported freely, even if, for reasons of better statistical knowledge
and keeping the situation under control, this liberelization would be
in practice realized through the sc-czalied ffree license system",
that is granting of all licenses requested.

As will be seen below the GUL has made preliminary estimates of
the level of imports - both of capital goods and maintenance - and of
foreign ald required in the Fourth Flan, These are substantizlly
higher than those in the Third Flan., With liberalisation of
maintenance imports that category of imports would be larger than the
GOI has projected. It hopes therefore that liberalization would be
acecompanied by further inercese in aid specifie to cover the
additional cost of liberalization. Whether this objective can be
achieved is a matter for negotiation. If it twned out to be imposeible,
it would mean that the supplementary needs for liberalization of
maintenance imports would have to be provided for inside the level of
aid presently contemplated by the GOI, i.e., by cuts in other imports,
mainly finished capital . development projects. But whatever
way is chosen, it is clear t liberalization of maintenance imports,

nmmaem;mwrmmn“u%mmm
neighborhood of $300-500 million a year over and above the level which
the GOI iteelf proposes to devote to this category of imports.

Moreover, provision would have to Le made so that this
mmﬁuﬂﬁhmm&fwﬁhut%ymmm or the
mwwmwum.m prompt a rush on the
newly liberaliszed import goods in the fear that liberalization would
stop soon.

Exparss

On the export side the problem is first to assess what must be
the appropriate inerease above the existing effective exchange rate for
those exports which presently receive nothing, and second to decide
whether this increase should be provided through straightforward
develuation or export premium or through the present rather complex
system of selective aild.
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mm.mmt'nhrurd%tﬁouﬂ
managers of public enterprises wes now gethered - most of them
having full qualificstions for efficient menagmment.

8t411 snother is the development and use of cost accounting and
control, and other management techniques familiar to western enter-
mmimmmmmzam

These problems should be closely followed by the Bank; lessons
might be drawn by the G0I out of experience of some Buropean countrdes,
such as U.K,, France and Italy, in which State enterprises do operate
in the private competitive sector.

IR L GRL. QL 43 LIS XL

I discussed to some extemt the problem of coordination of trens-
mtammﬁmwtagx. 2&:;@1&-:»“%
great euphasis priority ven previous plans to
rallways, an efficient organisation of established traditions, the

official charnels. It seems also that the need there 4s not for a
chenge in the exchange rate, Even at the present obviously over-
valued level of the rupee, towrism in India is already rather cheap.
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something which should be improved at once,
The 0OI officials seem to be aware of this necessi
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In any case, I think this extremely important matter of
organization, and to a certain extent of personal choice, deserves

your best and early attention and would,

J

115 a3 § E
A

of Finance of India,



-

-

i

:
23

m»

.«mwm mmmm
i

ummwwmmmnwm

gm.ummw mm

¥

Although this is & matter for further clarification and no doubt
negotiation, I think the picture can well be swmarised already under the

posgible increase in the level of aid, granting

of untied money to permit liberalisation, and debt consolidation.
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Statement by the Fon., S, BHOOTHALINCAM, Secretary,

Ministry of Finance, and Alternate Governor of the

Bank and Temporary Alternate Covernor of the Fund
for INDIA, at the Fund!s Annual Discussion

lMay I, at the outset, express the appreciation of my delegation and
of the Covernment of India for the excellent work 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, T 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 repistering 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 ovwned reserves, In this
context we welcome the increase in quotas now in process.

Ve 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. Ve
recognize that international liquidity and development finance are in a
sense separate and distinct problems. Eut 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 llquid 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 refinaneing 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 mamner 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. FEconomic 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. BPBut 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. Tt 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 2
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 conclude,I would like to refer once again to the role of
the large and increasing body of international civil servants created
by the Fund, the Bark 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 expérience as an
economlc 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
occaslion.
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Mr. George D. Woods November 5, 1965

B.R. Bell

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 characteristic: 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. I do not doubt that U8 insistence on this and US efforts
to get some kind of negotisting procese under way which will minimize the
chance of excessive defense expenditures and further outbreaks of active
fighting will have certain costs. The costs will be hostility om the part
of the Indians at least, and possibly, as one of the letters suggests,
temporary adoption by India of policies we consider unwise. The costs of an
exclusive preoccupation with Indian feelings may be even higher, however.

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 recommendations to the President in anticipation of the vieits
of the two Prime Ministers. I am 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 is now being used. I am also troubled
by the fact that there seems to be thought of a resumption of aid commitments
at close to recent past levels following the meetings, but no thought of
possible increase above those levels whatever 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. We may face the
problem of a one year Plan and period in which there is little movement on
policy by the G0I, amd restricted US aid, The situation may be further
complicated by somewhat increased defense expenditure, This may wean a
general holding action for that period. This may not be very damaging in
the long run, but wikll require a different approach to next year's financing
and a next Consortium meeting,
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from the specific argument that each of the latters from India advances, they
share one characteristic: 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. I do not doubt that US {nsistence on this and US efforts
to get some kind of negotiating process under way which 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 unwise. The costs of an
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At the same time I am myself for other reasons worried about US
poelicy 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 recommendations to the President in anticipation of the visits
of the two Prime Ministers. I am troubled, however, by the fact that on the
surface at least there is no indication that a carrot has been offered or
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by the fact that there seems to be thought of a resumption of ald coamitments
at close to recent past levels following the meetings, but no thought of
possible increase above those levels whatever progress toward settlement
of the Kashmir issue should occur as a result of the meetings.

This suggests to wme 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. We may face the
problem of a one year Plan and period in which there is little movement on
policy by the GOI, and restricted US aid, The situation may be further
complicated by someshat inereased defemse 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 wmeeting.
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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 characteristic: they both tend to overlook the fact that the US
must be concerned with Pakistan as
stay, and that some kind of accommsodation will have to be worked out between
India and Pakistan. I do not doubt that US {nsistence on this and US efforts
to get some kind of negotisting process under way which 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 Indla of policies we consider unwise. The costs of an
exclusive preoccupation with Indian feelings may be even higher, however.

At the same time I am wyself for other reasons worried about US
policy in this situatiom, I have not seen the internal papers which have been
and are being prepared and have not talked with the people who are responsible
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possible increase above those levels whatever progress toward settlement
of the Kashmir Lssue should occur as a result of the meetings.

This suggests to me the possibility that even after the Presidential
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policy by the GOI, and restricted US aid. The situation may be further
complicated by somewhat inereased defemse expenditure. This may mean a
general holding setion for that pariod. This may not be very damaging in
the long run, but will require a different spproach to next year's Einancing
and a next Consortium meeting,
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OFFHCE MEMORANDUM

Mr. Bernard R. Bell DATE: November 30, 1965
Atle Elsaas

CORPORAT | ON

Introducing foreign trade in the Mahalanobis Model

1s I have introduced foreign trade in the Mahslanobis 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 technicue 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 guite predominant place
in Indian thinking.

2. It should also be observed that a reallocation of investments
from heavy industries to exports can prebabky 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 made'® The share is smaller,
but - with a gain through foreign trade - there would be more to share.

?) dé}’,f'fiﬁ';@ o Enrn “ff my alleso e

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 cruecial
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 India™,

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) T70% 2.0

Initial investment and savings rate: (j) : 7 per cent.



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.

e 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.

Te 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 complementary 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



goods abroad. The share of total investments available for investrment 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 highes# 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
T :
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%)
A ternative ¢ : 3.0 L6 % 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
2¢c). 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:



Production
Consumption

Savings

Exports

= Investment

= Imports

Average savings rate
Marginal savings rate

Exports in per cent of GNP

Import content in investments

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

Wweaswma "

100

R c I=5 A=B s st a M
% % % Z3
Year O : 100.0 93.0 7.0 500 7.0 - 5-0 l.l3
Year 15
Closed economy: 166.1 148.9 16.3 - 9.8 14.0 - -
Open economy:
Alternative 1lc: 183.0 162.7 20.3 1l.1 1.2 16.0 6.1 L6
" 1b 2000 17h.6  25.y  15.3 12,7 1Bk 7.7 52
" 2¢ 206.,0 183.8 22.2 14.5 10.8 ka3 Tl 57
n la 220.0 188.3 31.7 20.L 1h.b 20,6 9.3 58
Percentage increase
from closed economy
to alternative la: 33 27 95 - - B - -
Growth ra'besl/ 3 per cent:
Closed economys: E 3.8 6.0 -
Alternative:lc e 3.8 Te3 5.5
1b LT lie3 9.0 7.8
2¢ L9 Leb 8.0 Te3
la Sch b-a 10-6 9-8

1/ Compound interest rates, average for the period.

stable growth rate.

Only investments have a
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9e 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 (Rse 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 %, 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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The Need for PLinning for
Economie Dovelopment

During the last twenty yecars since the ond of the World lar
iy G romarké}:le change has comg about in the world, I»Eany coﬁntries
which had E;cagl:l under the yokc of imperialism have méa:inad their
froedom, _';‘nqw_awakcniqg has come that poverty and ignbran:;e and
discasc arc not ingvitable and can be wiped avay Trom the face o.f tho
earth by pﬁfﬁosefui o,ffrort.‘ The accuuula.:tud‘afcro,of knoulodg and
techniques ;nd Vﬁhc continuing advance in science and tachnology
provides the basis for .a rapid transformation of the material
cenditionse The valuable expericnce of many countrics in evolving
political mu. ﬁconomic organizations requii‘ed to deal ﬁm such
problems and an atmosphere of international ‘900per.é.tion have made the
task casler, With greater awarencss of the possibilities of desirable
change snd roa;].-iza.tion of the vzst and growing gulf seﬁarating the
living standards of the people in advanced countrics frm.‘ltha.t- of
the doveloping countries, thoere is increasing‘po;)ula.r demand and
pressurc for rapid economic development in poor countries of asia,

africa and Latin .merieca.

The emergence of India as a frec, democratic country in
1947, after many ycars of non-violent strugglo under the leadership
of Mohatma Gandhi and Jawsharlal lehru, was a significant ovent
in many ways. It struck thc death knell of colonislism and one after

another new nations emerged, freed from colonial bondage. iolitical



freedom had been considered as a necessary comdition in India

for lamching on a course of_ rapld trangformation of a backward,
foudal aOCiO—GCODOHiC ordér ggto a dynaﬂic, progreeslvc society.
Soon after independence was achieved, Indla decided tn dcal with

: this vast and complex task bildly, in a planncd manner, within

the framework of ite aemocratic institutions, The aim was nothing
loss thln a peaceful revolution brought about with naximun.consensus
.of poople, This wag an undertaking for which there was no clear
procedent. Tt wag a hold oxpcriment, sustainod by ;11th in :

. rationelity and trust in democracy Fiftoen years of . this living,
vital e¥perimént Kas yieldad w;ny lessons. lt ha shown our weak-
negses and mistakes, And brouuht to light our hidden potenthls and
capabilities, The experience gained has given us new insights?..Qur
_ failures hive shown that therc is long way to go-:nd Aany deficiencios
_taaQVErﬁoﬁe. Achievamaﬂtslhaﬁéwﬁﬁééd to self—canfidencé. ,Bigger
tasis are unddrtoken in each successive Planj bigger reéﬁits afo
'demandcd and! enprcted. The old stagnation has been Eroken- in itﬁ;

placc. arc new: chﬁ‘langes, 1ccorpllshmsnts and dis arnointwpnts.

Theuééobléms ég face are ﬁrob1ens in nany ways eomon
td'nﬁﬂﬁr develoﬁiﬁg.countrieé, In this series of articles we
scek to present a part of India's evperience in the hope that this
silent strugzle against“pSverty;ﬁdgéd“npénlj aﬁd”ﬂefiaﬁ%iy by one--
saventh of the world's population will evoks the interost, ;

sympathy snd support of the eormon pcbple evéryﬁhére.
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. Why Planning?

“The distinguishj?n‘g f‘ea{urea bf‘Indié.'s approach to eeconomiec
‘de’velopment are : 1) a eomnﬁment. to plﬁnning as an ‘instrument for
purposive and radical transformation of the sncio-eeonomic structure'

(2) a belief in the value of human dignity :md freedon and a eonscious
effort to achieve & dynamic, progressive soeiety within the framewo;-k _
of representative institutions; and (3) a desire to so regulate the
prdeess of development that_i‘t promotes a maximum equality of opportunity
to all seetions of the popqiation.

To 1ift the poor countries from a state of deprivation
to one of ressonable comfort involvves 2. transformation of ‘the

fabrie of the soeial a.ﬁd economie 1life, What is more, this

iy trsnsformation has to be achieved at a pace far more rupid than was

cxperienced by advanced countries duding a comparable phase of their
development. partly because of the rapid rate of growth of populaticn and
-. Jpartly beco.use of‘ the need for bridging. 'the yatming gap between the
living standards of the people of industrialised courtries and $hivge: #o
of thovdeveloping onesde - The average rate of growth over the long-tern
~ in most .advanced countries of the West was only 3-4 per eent a year,

+ The t.remondous.technologi'c‘al progress in the meanwhile should |

enable this -growth rate to be doubled in the technologically‘

backyard eountries now launching on a course of economic development.



Technically thore is no ba.sic difficulty in L,cm.cv:mr such o ropid
rate c.u c&avnlopmcn‘t of tcr an initial UCI':LOCI of prcoaro.t:.on. This cota nut
nean thet tnc_;t_a,sk 1s easy or the change can be brbujg;b_t abqg_t witho:ut
dbtc riinzd &g, strenucnus effort Difficulties aore ov“rw holming, ‘They L;r-;:
ariaitive a;zc-. ou__tmodecs_ i.cuhniques of, -oroduction', inddcqum'r of c-@stin{;.,.
infr ap’oructurc { mmsport'hlon and Col‘HJLJqu—-'tloﬂ, unerg; ead  pover,

focilitics, 113.,,0“ i:L ._,...th""l), shortege of investnont copitel, the lack
of iﬂto.gra.t.;d ;-1:~.c‘__'uff icic—nt'mcx‘ke ts ; "'c-lle Limitod supply' of ma,nauorg_d

el tcchﬁical slill, soarciﬁg_r and Loy lerml of ccainistrativo and
enterpronouricl abilitics, and tie very lack of kncwledge of how to
engincer c‘i.cvclopment, inedeoquate incta atives and i.wtitutn.om for
stimulating proauc'hivc mvestrgeni‘a und inereasi g produc’ta.v:l.ty, T B
the heavy dependence on ;.oru:q;n J:Lcl for oat._:mrf the Ca.p.’lt"l goods
roquired for dovelopments Thasé and O't-_'luI‘ mpcumént, provide a nirrer Lo
the deep scatod rigic :L'LJ.JS in thé soeial anad cco*mnic s‘brucﬁarc. "?:ﬂy Wil
not disappoar spontzicously; "rn Vi have to’ be- rc;wrcom by ca mfu_L ahd’
¢eliberate moasures by stablo governients, Tho precise nature of tn,::sc'
moasures and the instrumentalis uj' Tor car yl’l(_: Ll’\em out. will deonend on g =

circums tances ol .contoxt of shocific QO'L‘._‘ltl"lu.a. »

The crguﬁunt for con ma_l:. ed len.t..:r by uuo Stete 'in th: ccntuxr
of developing economiw i.s thet ehanges in Lt}c patturn-ox‘rosburc'gé‘uso
ord in nethods of Hrod uc‘blon \,._'1d O""’”’“li tlon vhich ere essentizl to
the process of development cén T brou It about speedily. and ;*.m::othly"' =
only through a AGOOI‘CIin,:'tG.Ed programme of c;.ction on scveral fronis,
fraguented, short~term aprroaches, basing largely on morket mechonisn
for the allocotion of resourccs, arc 'Logetwr insdequate to deal with

the problemn,
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The necessity for some kind »f central plenning as o
corrective to broms end slumps, and as a means of ansufing a steady
growth of the economy is widely acccp£cd pvég.in developed countries.
The need for planning in the dense of coordinated and simultsane-us
attack on varioﬁs bottlenccks and impediments to development is

greater in the emerging nations,

In these cowmtries large structural changes are needed before
they caﬁ reach a stage of progressive and sustained development, They
imply a break with traditional practices and introduction of scientific
nmethods and institutional changes in agriculture, and in indpstry
very rapid rates of growth in certain scctofs. The rate of savings to
begin with is far too low to support a high enough rate of czpital
form&fiﬁn te yiel§ a satisfactory rate of development. The capital market
is ton snall to channel the savings into uses mo?t c'ndueive to develeprient.:
the existing mirkets are not large enough for profitable investment;
entrepreneu}s ﬁre too few to undertske the tasks of ripid develeopment and
risks are t0o high. A weak capital grods industry and. the difficulty of
stepping up the eruntry's exports mkes even the task of translating the
savings into Jinvestment nore difficult. These bottlenecks, inciuding
the mne of bilince of payments eaxnot be brokun except as part of a
leng term strategy. In these conditions, coordinated planning has

an important role.
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A programmc of developmoent, backed w by an assurance
that it will be pul".::'L. ed ger ously, cansnees thc pos ssibilitics
of growth in ﬁmny wiyse Dovelopment I'quJ.ll‘GS lerge investnonts,
Hibher cb.plta.l for mt:v.on reguircs iug_xﬂr : rato of safings. A
substenticl inercase in the overall —ate of ua.v:mg.; is unlikely

to happen autoradtica.ll.‘;‘, and governnont intervention ill bg
necusscry to roise tho raie tlrons 1 dmbion or otiier mcasures,
Hany of the inwesiments toke o relatimuly long vine o yicld
regults, In the sbsence of 4 coordimated progremmc with elear
_obj:-ctives, cuch enterprisc cetdny in isolatlon faces crormous
uncer wintics beth regarding the nrospective merket o well op
the supply of raw rﬁatcria.ls ond other inpu{.:. A coorcainated
wrogramno reduces these uncertointics, It mokes ontwoprencurs
more willlng to inwvest thon they vould be otherwisc, Irrcspective
of the agoency which may be responsilic for imolonenting the
programmos, the ciistonce of an acceptod plan promotes a much

hizher lovel of _cononic and incuetrial activity,

Even if the Stato wore to confine its cetivities to
building ccononie cnd soclal ovorhoads, such 3 powir, Transport
and clucational facilitics, & ¢omproéhensive view of the
d.cvelopmont of thao econony providaa‘ the nocesscary rational
boasis for docid:mb where and on vhat secle the different clenents
in ccononic ovorheads uhOU.ld be developed, Planning the development
of thesc overhcads, without rcloting them to growth of other rolatod

sectors, gives risc to o rosl denger that theso Tacilitdes will be a.

avallable cithor too mueh in oxcess of domend or too short of recuirce

ments, The cnsuing cconomic waste duc to surplus capacity or tho loss c”
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production arising duc to the bo’ttlem.cl‘.:; cma.tcd by :muﬁwuu,t\.
copacity oxrc both costly, but' unavoidablo :m Lhc, Hbsvac\. of
plaming m.-'.tg_c. proper time horlzon.

W:Lt__ a po*:aul tlon lnpproa.chinrf vSOO‘-miiliona anddgroud.ng'
at neorly 3— per cont por yoar, India nuat blv‘u vory 111@1 priority to
the dbvelopnont of acrieulturc, Tho ory tliht bolonee of phj ot
nosition wvhich docs not lc::.;m eny nargin for loxdo F‘r:aoci"l :LrgoJ.Ls R
cover any doi‘iéit nakos tp: t;ufsk evon nore important and m*g-;:n"c’l,
The tronsfornation of Eaclc;;m‘d agsiculture in a vast and old country
is agcin'a long-ronge *Jroce:.ss, reouiring developnent of high yi:lr:'_inr-
scod .atraing, :x‘bc.nsivc s 1L,L.tlon, Sropdgation of bettor forn 3r...ct4 cas
inclnding much g’mlﬁcr sc of [fertdlisers, postlicices, I_..-C“.L.l,l"f s

The dcvc.lé:pnc'ntﬁf agriculturc and industry hove o go 8i bJ sido,

Gontinui_ng shortage of for eig;n gxchange is ;1 gaer.ic:m Anpsuinor

't.o ra.pn.d indusirial develonnont in Iqtﬁiw' The domcstic production o
nmachinery and raw moterials noedsd'in the procuss is in dequote %o

necet the demand even at current low _:Lovc-la of investincnte Ezord

carnings oro oo small to pay Tor imporis cven thou;gi: étricteat‘ goatrul,

is cxerciséd. Thoﬁghroxpor‘ts erc rising, the gan will grow :L”I. A e S
- not taken to dovclb:rlﬁ iﬁdigopom production of raw naterisls end ciplil
goods at a i‘ t pa,cc, The r"tiaﬁalu for da'rclo'mcnt of these inuuatriac
and the gcc'.ls on w!uch thay ncad o be planned cu_mo*u e fully
appreciatcd--c::ccpt a8 part of an dntogroted, longmtein pluan of

devclopinents



It is for these and rolated roesons that a comprchensive
plen of dovolopmont with specifically ordented stteimment of
bagic social cbjectives is desireble, Such a plan enables us
to follo# the. iﬁter-felations between verious sectors of the
economy, to identify the critical constfaints which impede develop-
ment in the neor and distant ﬁztum, mﬂ tc take apprOprinte and
timely action to remove these constraln'bs. It is this ebility to
anticipate future needs end the inter-rel-tions between activities
in time and space, which makes ‘a coprdinated long term plan a
poworful instrument for shaping a country's econordc :l‘trtum,, Public
@iacussion of the oonsideratinﬁ which it brings foryard, ﬁhe
implications it sots cut in precise ond quantitative terms of
alternative courscs serve to influence national attitudes and
perspectives and conditions ere ercated for harmonization of publie
and priveta interest upon which tho suceces o fallure of acbional
pragramies of devolopment depond,

Tha Plan is aiso o comitment of the government and the
doninant politicel party, Tt givos a basls for tosting tho curront
deelsions of govcrnmeﬁt cnd the viows and proﬁmncemcnts of paliticel
leadors ageinst objoctives ond results ainocﬁ in the plan, Therc is
thus o tangible yeardstick to moasurc performamo ageingt promige, .'
The 'bomptation to ovoid irkgome cbligations is o1l too natugmli ond
any slide back can bo justificd in terms of c:xpodiuncy. The
cxdstence of e plan is a valuable safeguard to hold men in authority
to thelr good intentions,
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Philosophy of Indian Plaming

India has adopted a 'déﬁoczﬂticlz. congbitution which
querantecs to é.ll citizen?f-reed&r; bf conscience ond reli/ious
belief, the right to free association and epeech and the rule
of the law, The Congtitution has elso liid down certéin .
Diroctive Principlas which sesk to direct State colicy to
securé a soeial order in thich sociﬂ;l;économic anc political
. Jjustice shall inform the institutions of ration:l lifeg
?u:'po's,iﬂ}e .reconstmcfion of society réquirea‘bm"‘aﬂ nlanning - . -
folloved by detemined implementation af the tagks sets
Indign pleaning is based on tha bel:_af tha’c. a bolé, and deliberete
prozramme of development can be ._ca.rriec“‘i_l'thmugklx m.th the -
wlling cooperation of the peoplé. Although there,r;}a;y be some
cain in sveed in the initial stages in an autbozﬁ,'iar%aﬁ'set
up, over the longer run, the performance of .a‘dqnoczﬂcj' ﬁus‘b
be comrareble if not better, It is this combinablon of
démoeratic planning and :'evolutioﬁary aims that m.Tj,}ms the Indian

exparinent so unique.

The argument is advanced that centralised plinning is
inoqneistent with individual freedom and inimical to demoeracys
Thia may be true in specific cases. But in gencral there is inheremtly

no bagde antagonim between planning end freedomg properly
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intérpreted. Indeed, plamning is for the enlargement of freedom
rather than for its ’rest;iction. There are impqdimeﬁts to the
exercise of freedon by the individual and to the better functicning

of the eeonony which planning seeks to‘overcoma. Even the restraints
and eontrols in the shorter run aré meant only to remove greater
constraints anticipated in the future. For the mass of the people
freedom becomes meaningful only when there ig better life apa wider
opportunities for fruitful endeavour, which is the central aim of
planning for economic development, Political demﬂcraqy is incomplete,

and inHeed vulnarable ‘tithout democracy in the ecanomic and social sphereg

Free and open discussion of the Plans by various interested
~ groups, the people in general and their elected representatives is a
distinetive feature of the Indian Plans, The formulation of the Plans
is preeeded by extensive discussions and consultations; and the
perfornance of the Blans 4s open to close snd constant scruting, -
Openness is a vital feature of indian planning, and deliderately
egcouraged not ‘only as a proteetion azainst nisjudgement and abuse of
power but as a means of exposiné, and hence checking, waste wnd inofficinlqrb
Facts are made known even if the revelation is embarrassing. Frequent
eriticism, widely publiciaed in the press, may givg‘ap exaggerated
impression of inadequacies, but on the whole the adﬁantage of open
discussion of faults and failures is regarded as being greater than the
imagined benefits of suppression of infonmaticn, resorted to by some

other eountries,



In order that a meaningful consensus might emerge, it !.a
1aportant to ensure that people take a wide ‘view of the problem,
wnderstand the total implications of tha inter~connected and complex |
proeossﬁa of development, giving due attention to their long r:mg§ |
sspaptes  They must also have a clear idea of their own role in the
scheme, Discussion must therefore focus around coherent and consistent
programmes with thg implications of possible alternative strategies
fully spelt oud in terms of gains and l¢esos s expectations and obligatims, ‘
Unless this is done, there is a serious danger of people losing sight
of the overall problems and allowing fragmented approaches, reflecting
the narrow interssts of particular groups, to distort the picture,

This would vitisto the possibility of bringing about popular wnderstanding
of rational pol:lcies and programmes and jeopardise the chance of aecuring
the enl:lghtened cooperation and participation of the people. As it

happens, India's five year plans are prépared in the pre-election year,
Gonwequently the general election compajgn provides an excellent epportuntty
for the people * know the achievements and mistakes of previous plans

and understand the implicatiops of the programmes for the future,

Comprehansi;e plans of developmait are useful to create the
necessary mderstanding and public suppart for a pattern of eeonomic
and noaial development “spelt aqut quantitatively over a peried eof time
end for different regions, which sims at articulating as well as satisf‘ying
the needa and aspira\iens of the society to the limit of realistie
posaibility. This 1s a somplex task, requ.ring a sombinatien of teehnical,
: aaonomic and adnﬂ.nistrative expertise and politj.cal Judgment ,
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The translation of the overall programmes into reality requires g
large number of speeialized orgénisat:[ons both for detailed planning of
project., and for their efficlent implementation, The reality and success
nf planninz are intimately connected with the ewistence and com;:etence of
Isuch organizations, irresPective of the political framework in which

development takes placc,

A 'prope'r Flan, embodying objectives and outlining programmes and
laying down targets muat 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
philosophy- In Ind:La the mobilisation of resources on the required seale,

the proper use of scarce .Tesources to accord with the plan priorities,

* . and the attainment or targets in cortain kcy areas call for a considerable

degree of state inter\;ention. This need ariscs in many ways: The required
inerease in the rate of savings will not be realized automatically, So
‘the state has to use taxatiaen and other deliberate measures to coax a higher
rete of savings and mobilize them for productive investment, Similarly,

a satisfactory rate of growth of agriculture and rapld industrial develop-
ment in India calls for a very rapid expansion of such key sectors as
chemical fertilizers, metals and machinery, oil and electrimty, besides
the developnent of transport irriga‘tlon education and public health
fa.cillties. “They involve large investmcnta in complex projects for which
private investment is either inherently unsuitable or private entrepreneurg
':are not fortheoming for lack of w1ll or of mesns, Since they are crucisl

for the comntry's development, the state has to take aireet reaponsibility
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for investments in these areas. Hven in the wide area left to private
enterprise, the Government has to regulate the pattem of resource
allocation to make it conform Yo the plan, Otherwise thére is a danger
of market 1mp°rfecu14n$ and‘disiortioné in priecs lcading to misdirection

of sralce resources.,

There are also lareer social cowsideraiions which have impelled
Indie to accord a dominant role to the Gtate in regulating the econony .
India secks to bulld a social orcer which of fers equility of opportunity
and in which excessive concentration of wealxh in a fey hands is not -
allowsd to develop. A higher rite of prowth, providing increasing
opportunitiés for fuller and more productive em.loyment to large numbers
of people is the major means of reducing inequalities of income, Taxatiér
is ahdthef, end it has to play = 8ignificant part in reducing to some extent.
the inequalities in the distribution of evpcndAture and gettlng laruer
"saVings from the richer classes to support larger investmant and public
outlars on education and health for the greater benefit of the poorer
people. Increase in undue concentration of wealth in private hands is
voaght t: be prevented by asrigning a major part of ncw inve tments to the
public scctor, In this way, withcub rocoures to nationaiization of existing
enterprizes in the private sector, the share of publicly owmed capital is
nrvgreeslodly raised, These are measures designed to reduce incqualities

of income snd wealth in course of time,

In a mixed economy like that of Indiza the State nust assume n
mgjor responsibility for raising the rate of capital formation, determining

its broad pattern, and @obilising and dire-ting the remourecs to tha 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 ﬁursuit 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 eontrols and |

regulations become inevitable in the larger interests of deveclopment,

One of the major problems confrenting plamners in India is te

evolve a minimum set of strat.egic- controls and rcgula.fions whieh will
ensure the best usc of scarce resources, safcguard the priorities-of the
Flan and its social content and yet provide the maximum seope for decentralfsed
initiative. The nature and oxtent of the State's role in general, and the
specific policies and procedures for reguia‘bing private sector activities

continues to be among the most widely debated issues in India,
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- Machinery for Planuing in India

« navuwrzl starting point fow 2 Coseription of Indials
plann:.n_, nmeehinery is to ou%linc_ the functions ond role of
the Plonning Commission - the Jfoe.l peint for evolwvins the
ovarall strotegy as well as for formula:tin; concrotc -rogramics

enc¢ policics for development,

The Plomaing Commission, set up in March 1950, was
roquired to assess the country's resourccs, formulabe programmes
for their offective utilisation, doteimine prio:-itj_es and
indicéto allocation of resowrces at dilferent gtoges of
¢evelopment, Tho functions cf the Commission also include
periodic evaluation anc review of prograonmes, agsessnent ol
factors impoding development and recommendation of remedigl

measucos,

The Prime iliniste: 4§ the Chairmon of the Comaission,
Jawaharlcl llehru was the first Chairman and he held this p'osition,.‘
and lent it great prostige, from the inception of the Plzuning |
Commission till ais death lazt yedr. | The czecutlve responsie :

- bilities vest with the Deputy Ghairman, who is usually an oute
stanling public figure, The full time members of the Commission
are drawn fron eminent administrators, scicniists and technie-
eians, Tho moambership also includes a number of setber
miniﬁtﬁrs of the Central Cabinet, This fact together witn

the keen intcrest tolen ny the Prime Minister in the worl: of
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tie Commission ensures that the Comnission. has adequate

authority and status to discharge itc responsibilities,

The Commission's orgenisation end modes of worlk heve
been so designed that it con play on effecctive role in shaping
Indie's development progromme, It has o composite 8t of
about 200 trained economists, scientists and technical e::pcr%s
in various fields organized in & mube: of 8pecialized Divisions
and @ections such as agriculture, iildLl:St:_‘:f, ransport ete,
functioning singly or in sroups uncer ths guidence of
indivicual ilembers of the Comnission, Thoy provids objcctive
analysis of the needs and possibilities of norticular sectors,
There arc oth.r Divisions such 23 the Plun Coordination,
Programms ddministretion, Zconomic Policy and. Tir ance, Perapective
Planning, Hattral Rgsources ete, wuch deal with interrelationsiip
of sectors and of overall, intcgrated approach to the problems of
the economy and its possibilitics in the short run as well as
in the long run, Needless %o Say there is close consultetion
betsean the different Divisions, ‘% the level of liembers,
thers are frequent mestings where joint consideration is given
to the matters before the Commission, The 'Chairmvaﬂ_ attends the

meetings where important decisions oo reguired to be talen,

In.cddition  the comﬁiission draws heavily on the
detailed work of specislised groups anc Panels, including
outsicde experts, and representati*}és of industrics vhere -
heccssary, These are set up from time to time %o investigate

particular problems, There are also regular arrungements for
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discussion with representatives of State Governnents lssuos
connected with their plang, .11 these discussions and studies .
forn the basis for formulating detailcd progruunes and policies
for differvent sectors by the concerned executive departments

bf the Central ond the State Govermments, The Planning Comnission
naintaing continuousuﬁorking relations with‘the executive agencies
in respect of more.iﬁpwtmlt projeots and reviecws their progress
from time to time. The Commission is consulted on all important

matters of policy bearing on econonic cevelopment,

 The Pi;z‘ﬁning Commission is thwus able to emrcisel a s
considerable influsnce in giving form and comtent to development
programmes, However, tha Gomtnisai;aﬁ:is by no neans the Tinal
authority on thess matters, Its fornal status ie thet of an
edvisory body, {unctioning as pord of the Cebinet Secreteriat,
vhile the Comnission is respongible for the formulation of
the Plan after many stages of discussion, the fingl decisions
are nade by the clocted representotives 01'?7 the peoples The
generel practice is Tor Parlioment to give its Yormel approval
to the -‘F]_az:x,‘ but the Plen does nob carry any logal sanction, It
13 expected that the Government would give effecet to. ths Plan
through the ﬁéﬁce of sanual bedgets in regard to outlays in
the public sector, | -

The Planning Commission initiates work on each five yoar
plan about two years ahead of the time when it haos 'bo be launched,
On the basis of the careful study of needs, possibilitics and past

performance, the implications of alternative rates and pattern of
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development and other rélevant considerat.iqﬁé y it prepares a broad
outline of the cevelopment over the next 10-15 years and a more
detailed projection for the next [ive years, Even though tentative

at this stage, the framework of the Plan aims to provide for maximum
growth with finanecial stability, end maintaining via.biiity on balance
of payments and internal consistency of different related aspects. |
The "lotes on Perspective of Development, India 1960=61 to 1975-76"
issusl by the--Planning Commission for its inter:zél work in April 1964
is an cxample of the work at thié atage. -

These proposals are cxamined in detail by a number of working
grouns coﬁsistd.ng of experts from the Planningl Conmission, concerned
liinistrics and eaterprises and cometimss also of State Governments
and the private sector, Working on the basis of the recommendations
of the *:fo{'king groups aad integrating the varidus programmes into a
conais*bezrb. anc. comprehensive framevorl;, thc Plonning Commisaion
prescnts-a. 'tantative progrenme to the Central Cabinct, After apnrovel
by the Ccbinet, the lemorandum i considered by the lational 4
Development Gouncil vhich is made up of the Members of the Plann:i.ng
Comnission anc the Chief Ministers of all the State Governments,

. Though this body, like the Planning Commission, does not have

| any formal comstitutional or statutory staﬁus,‘ it has over the
yéars emerged a3 an cffective instrunent for consul ting the Stata
Govermucnts and evolving a generallj agreed approach at all
importent stages of plenning,

How considerations might emerge and emphasis might
Shift a3 o result of these extensive consultations ond further

studies, Thess are tclien into apcount in preparing a detailed
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draft outline of the Plan to bo placed befor the Parliament and
the public after approvel by the Cabinet and the National Develop-
ment Council; In “the meanwhile discussions take '-Slace with the
concerned uinistrles as well os the o-ba‘bx.. Goverrments in respect
of the detailed sectoml programmes and concrete projects their .
phasing, their requirementa of ma'bema.l, meiy Toreign exchange as
well as the measures for resource mobilisation, The final draft
plan incorporating the results of all this work is ogain ddscussec
by the Centrel Cubidet, the ﬂu t:.oml Development Counecil anc

ul time tely by Parlisment, It is qnl;f after the Parliament has
discussed and edopted the Plan fi’;at it boecomes opcrative, The
three five year Plans so far publiuhed arc voluminous documont,.
providing e debeiled. dist:usglon of the state of the' ecoaomy,
progress 8o far recorded, problems to be tackled, “the tarrcus to
bYe achieved, the mlicios to bo fcllowed and the orfranlzational
and institutional -changes requircc.. They constitute a significant

addltion to planning 11‘1:-.-1"\.151!1‘6.

There is no puuse in. planning uheﬁ the Plan is
publ:.shed. Only thc nature of worl changes, with much moro.stross on :
detalls of execution, Parl:;ament c:on‘tinues to be interested,

It hes nworous oppcz"‘b‘lmities.' to discuss the slmeific'progfammes
and policies and to reviey the progroas of both individual

rojects and of the Flan ar n 1rholo. Apart. from the occasion
provided by the debate on the annual budget the Public Accounts
Comnittes anc the Estiuates Commitice provida e forum for scarching
and critical seruting.of thc"imﬁi‘éﬁemtion of t.hc programme,
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Besidos there is a Consultative Committco of ?wli@ent an’ a
number of syxtordl sub-camnittecs to enable its membors to keep
in constant touch with the progress and porformance of the plan
projocts, In oddition to the Parliament and State Legislaturc,
there are o number of C'bhs{i:lta'bive Bodies cons'istin.gt; of non
officials %o give continuing advico on problems relating to

porticular sectora,

The Plan attempts to identily spceific tasks in the various
scctors, assign clcar responsibilities to diiferent agencics; and
suggest measures required to carry out the tasls on schedule. About
60 per cent of the new investments are chamelled through the :_aublic
goctor, Much of it goas into mild ing social and economic overheads,
including ecucctional facilities, public health services, irrigzction,
power and tronsport, In addition, the"Government has taken cdirect
responsibility for iﬁfeament in some key scetors of industry which
are crucial t the ccmntry'" devolopmont, but which are beyond the
meong of private eate“v;rlse. Exploration and production of oil,
development of atemic, hydro aud conveantional - thermal energy, coal,
8tecl, heavy machinery and mochine JUOU]..,.:, chomicel fertilizers and
petro-chemicals sro 5o of tho notoilc sectors of maszacfurillg

industry whers public initiati‘.vo hog been strong anc successful.

0f the nublie sect;or ir}yesfmdnts' again, a part falls within
the purview of the Central Government and motiﬁé:r part is the
responsibiuty of the States, . This division is determined by the
allocu.tz.on of functions between the Contre and the States as defined

in the fedoral Gon...t:r.tu'b:.on of Indig, Broadly ﬂpaaldm,, the States aro



res aons;ble for ag'iculture, powqr, small industries, roads, education
and heal“th, and the Gen‘hre for indusirich, mining and railways

,

The I:ﬂnistriés and Statq Governmenta prepare concrete projects
within the framwork of tho rla.n, which have to be approved by the

 Ministry of I-unance and the Pl:mint, Commissions The proposed axpend:lp

hwos on ’oheée projects form an integral part of tha ennusl budget nropo=-
sals and hava to be approved by Parliament before they c¢an be inewrred,
The annual budget is thus the instmman-b through which the programme is

. glven offect after due parln.amentery serutiny, Sinee the plan.

schemes account for a-largé part of the Governnentl!s expenditure,
the budgetary policies not Oniy influence but also are significantly
influonced by the Plap. U

Although the _;’i tates enjoy o high degree of autonomy in spheres
allotted to them, fiirly o:rfective instrumends have been forged to make
them conform to the agreed pricritics of the plam, This is facilitated
a8 the plan propos:is are the ‘product of joint consultation to a large
extent, The Plan #Ipecifies the targets to be achieved by each State

th in physical #d financial torms, This is furthor reinforced by
anmual reoviews of:-‘:he State Plans and a system of grants and leans
tiad to specific f‘rogrmas. Since the Centre provides the major pert
of the finanees or State Plons, it is able to ensure that the commonly
agreed prioritic: are observed and a measure of consideration is gi'venl
to enable the states which arc rolatively backwerd to overcome thoir
disabilities faster.



Tho bulk of‘ thc conomic acti vit'r and about 40 por cent of the
,now :th,stmeﬂtu is in thr., nrlva.te Bcctor. Much of the activity,
‘Jar‘blcul“rly in o,bf*lculturc, wade and serv::.cos, is so scattored and
unor anised that no dirdet control is. possible. The government has,
thbre; ore, to rely lurgely on such ind:rrc,ct instruments, as monatary
I’aﬂr:' fiscdl pol:.cy, gum'anteod ninimum xz:tnn& mdsmsidimd spply of inputse
In ‘agricul turc and small scale :.rx:lustz'y, the efforts of the Sigte to
provide eittension services 3 credit; irrigation facilitics, marketing
ote,, @e the_msel?é‘s a potent instrument for stimuleting development,
" The development of organised mining and nanufacbuoring ia governed by
 a system of lice nering of new capacity and controlled distribution of
.'essontial row mgterials and Toroign oxchanges These contrals have
on the whole proved t» bo o useful ingtrument for regulating the
pa'b:c.ern of development to acoerd with the Plan,
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Achievement of Indian Planning

vhen India achieved indepémﬁsmce in mugusi 192‘4_7, ghe . .-
inherited an econcmy which had not fully recoverzd from the
ravages and dislocation caused by the Secona Jdorld E-fai‘. e
Partition of the country aggravated the protlemg further,
yhile undivided India was more or less seli-suificient in
regpect of aé;ricultural comnodities, India after partition was
Taced with a rather large deficit in Loodgraing, and in jute _'
and cotton, the raw materials for her principal manufacturing

industrices.

Independence bhrought with it meny new problem:,s, There
was the urgent and immense task of reh.abilitating mé_re .than
5 mill:‘Lon refugues from Pakistan, There was tae need for
integrating sithin the Tndisn Unien pescafilly and with tact
more than 500 princely sta__’-*s.. _ Thesge challenges vere successfully -
mot. The establishment §f the Planning Comm;i.ssion in 1950 marked the
beginning of a.aystamaﬁic effort ab de=ling with the basic problems
of econoumic development, The first Jlve year pian (1951- 56),
though it set oul some broad long term goals of income and
invegtment, was but a modest c¢ffort in planming, It was largely
e collation of public investment projects in the field of
agriculture, irrigation, power and ~trahspor+:,. which had been |
prepared carlier as part of ‘a pos‘o—.-war reconstructicn.programme.
The growth of.income aimed ab over the S year period was only 10 par
cent, The actual perfommance of the econumy Wrned out to bLe far

better, Thiz crected a feeling of confidence and popularised the
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concept of planning in the country,

The Second Five Year f’lan was a aerioyts effort at a fuller
articulation of the country's long term objectives and strategy, and
at formulating a comprehensive programic for t‘né five year period, .
1956~61, covering all branches of the economy, both in the public
and the private sectors, The prograumes were dc._*signed'to' vield
an incresse in nationel income of 25 par cent over the S'ye.a:.r
period as the first phase of a long tem goal of doubling
aggregate income in 15 years and per capita income in a little

over 20 years,

During the #econd Plan poriod, national incomne roso by . about
20 per cent, However, during this period, it beceme apperent that
population was growing much faster than had boen assumed earlior -
more than 2 por cont comparod to i per cent assumed cariier.
Consoquently, the overall rate of growth needed to fulfil: the "
target of doubling per cap:iﬁa income in about 20 ,}fuar;s had to bhe
higher than originally planned. another important dovelopment of
this period was tho emergencs of lLalance of paymente difficulties.
The need for external resources incriased sha.rpl;? with growlng
investments and industyrigl production; ewports could not be raiscd
correspondingly, ﬁm foreign 0:-:change.gap had to De bridged w:x.th
foroign alde Towards the end of tho Bccond Flan inflow of foreisn
capital from all sourcos amounted to about A 2 per cepita of Indian
populations This amount, though much smaller compered to per capita

ald rocceived by many other developing countrics wuz pevartholess oy



critical valuc and acted as a catelytic agent in mobilising
additional national effort., It also becuyne apparent thet in vicw
of the longer time lags in establishing complex plents end
facilitics detailed leng was neeessary to cover alpériod of

10=15 years,.

These conslderations weighed neavily in tho formulai.ion of
the epproach and in setting the targets for the Third Plan, The
target of income growth was raised to 6 per cent a ycar so tﬁat the
objective .of' doubling per cspita income in 20 years could still be
achieveds Thors was a greater sppreciation of the need and urgeney
of planned effort at devcloping indigenous production of metals,
machinery, oil and chemical fertilizers as a crucial elemani of
a long term strategy for achleving a viahle balance of payments,
The 1dea of fitting the five year plan into the frunewark of a long-
term plan worke.d out in sufficient detaill was given concrete shapes
The Plan wa;s worked out in greater detail and iucorporated more
sophigticatod analysis, esteblishing the varlous physical and
financial balances sppropriate for a doveiopment :lan, Its basic
stratogy znd detailed proposals roceived general acclaim nationsglly

and internationally,

the period of the Third Plan (1961-66) has been ona of
considorable strain, JAgricultural profluction remained virtually
stagnent in the first throe yearse The general price level, walch
hed remained fairly stehle over severel ycars, went wp because of a

spurt in food prices. Dogpite sizeable foreign 2ld for plan projects,
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the balance of payments difficultics continued, haspering production
and construction in many fields. fThe nassive amed aggression by
China in Cetobor 1962 poscd a dongerous threat to the gsecurity anc
sovereigty of the country to counter which the Govermment greatly
inervssed defcnce spending, wiﬁhout curtalling developmental outlay.
Progruss was however maintained in industry, pover, transport and

in education anc healthe Mainly becauso of the fﬁilﬁrp of agriéulturc,
which accounts for'nearly half of tho nationgl income, iﬁ the

first threc years national income rcgisturmd a vise of cniy

10 per cent, But there was a notable upsurge laét-yoaf, agficulture
showed great improvement =and national ipcome roée by more than

745 per cont compared_to the previous year. Notwithstaﬁding'tha

“tany difficulties, the picturg is atill one of all round progress.
Though some of tho important tuﬁggts of the Third Plan will be realized
only after a delay of one or two ycars, the achiovcmcntg of the

Tird Plan will bo botter than of the previous Plans, iore than tho
dircct incrcase in incomes, the Thifd Pian will Hﬁvc creéked.the

.hgsiﬁ for a facter progress in the future by strangthéﬂing tﬁé

cgpabilities oi the country for increcased capital formation,

Tne progress achieved by India during the first fifteen
- of planned development taken as a whole coustitutos an

Lve rocord,

o6 Nes been a sizeable and al)l round increase in .
activily 1 Production of fcod grains hag risen from

vong in 1951 to 89 million tons in 1964-65, Cver the

: output of sugercane and cotton hge nearly doubled,
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The overall index of agriculiawrcl productlon at the end of the
Third Flen is expectad to be avout 60 per cent higher than

15 Joors ggoe The cverage anmual Lﬁ.crea.ae in croi: proeduction
(3% ner cent) cémparos favourcbly with the rates cchieved in
other countries ov:r long periods of tinue In th. w.iginbouring
covntry of Pa:iston, offieisl cloims arc for sbout 1 p.ar.cant
pu yoar crowth during tho doeado of the fiftics, followod by a
v-0tly inproved purfornapes of 3,5 nor cent per yuir durdng tho

lest five yoars,
o

Industrial output, pmwduced in modarm foetery oetahlishiughits,
hos noarly teobled sinee 1951, What is nmore significant, thic cipansion

has boen ccconpanicd by rapld diversification of the industrial basc,

The oroduction of traditional industrice such as cotton and
jutc toxtilos, oug:r ete,, hag record.d a significent rise sires 1951,
jlorc notabls dovelopuonts have biea in the notal ’ chla.;.:icals and
cncincering industries, Stool production in 1965-66 is sipoctad to
bo 7.1 aillion tonncs {ingot) compercd to 1,4 nillion tonnces in 1050-51.
Output of aluniiniun will have ripon fron 3700 tonnes to 80,000 tonnes;
cenent fronm 2,7 mil]ion-tonnes o 11.5 axillioﬁ tonnes; chenicgl fortils - 5
sers fron 9000 tonacs (in torms of nitrozon) to 300,000 tomnos; niper
.nd pesor board from 116,000 tomws to 530,000 tomnos, In 1951, India
hed hardly any nochine building inc’.ustr},ﬁ the volue of niching tools
production wac aboul [se 3¢ r:-.;i.‘lliqn per year, ..mauwal pioduction
of nechine tools is now 90 times grceter and it 1s crpanding et the

rote of 20 per cont wor year, OCapital o uionent valued -t nearly
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fse € billion Is ampoctad to bc produced this year ranging fren

ball becrings and notors to bo.;.lcrs cnd heavy turbincs and gencroters,
trensport ecuisnent including redluay loconotives, wegons cnd eocchcs
and autononiles, sidps and acronlones; industrial machinery for toxtils,
| Bugas, -cenent, panar, toa e‘tc- netillurgical cnd aining cquipnent,
in'stnmeﬁts ote. Othex in; o*t..nt industries "which have s-mvn notcble
Projress include Tiyon, chrnicals, light engineerizm, cocl, netroleun

refining as well 23 crude oil procuction,

Industricl exraision vas aécompaincd by < r-ai:i‘d. grouth in
the output of cloctrieity and in the veluns of t.tc.nsnort r--cthl'tY,
S electricity genercted has inercasod 8ix fold (4’01:1 6 6 billion lw hrs,
to 38 billion loz hra,); and Railways, which carried 93 aillion tonnes
arizinating of freight froffic in 1951; 'are e:::pectcad to handlo nearly

205 nijlion tonncs~this yoar,

The last .:l-.5 yecrs have also witnesaed a ra.ﬁ;rl:able

inprovenent in public health servics and ed-uc;:.’t.ion foeilitdes,

i:clarie and snclleox which were m.oesurea:l in Tdia 15 yecr apo,

navs boen practicalily wiped out, . netw-'.ror‘i; ol princry health ‘contres ’
vidch fo ‘s the pose for providing i;ztsg;r:.tod heclth services to the
r'~.wal ;:oyulation," hos bezn created. The nuhber of hospital beds
has nore than Goubled eénd that. OJ. doctms hac Tison by <hout 50 per

csnt dur:.nu tho las'r 15 years, -_ne avera e nort.lity rate has Zcllen
Tron 25 per 1000 in 1951 to 13 in‘lﬂss. Over the Sane peried, wverage

expectation of lifc ot birth has riscn from 35 yeors to 50 yoars,
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Tc‘a‘ﬁal carolment in educ:tional ingtitutions rose from 24
million in E:L951. to 68 million in 1966, The proportion of 'children
botween the ogoes of 6 and 171 'yec.ré dtterﬂing school has increased '
from about 43 pcr cent at -the beginning of the First Plan to about
-78 por cent at present. The comparable proportion for the age
group 6-14 yparg nas nearly doubled from obout a third in 1950-51 to
about three fifths in 1965-66, Tho numbor of students in secondary
classes has risen noarly four and a holf times (from 1,22 million to
5024 million), Enrolment in universitics has incroased from
0.32 million to 1,08 million, Facilities for professional and
technical cdueation hove oxponded oven fosters The amuel admission
to medical collegus and to cngineoring institutions ( degree and
diploma) is now about 89,500 compared to 12,500 in 1951,

Aggregate nationcl income has risen by about 75.1)3:‘..0817)‘,.*6‘

betweon 1951 and 1966, Thouzh population grew by 40 psr cent',: per caplic
ineome at the end of the Third Plan will be about 30 per cent hiéher
than in 1951, Average living standards have risen appreciably, par
copdta consumotion of foodgraing is higher by 22 per cent, sugar
by 40 per cont, and clothing 75 por cont, comparcd to 15 yoars ago.
There hes been a vory lurge inerease in the per capita availability
of ﬁlass consuner goods like bicyclos and redios. The improvement ia
health services and educational facilities have also oignificantly
contributed to the bettormont of gencral living standards.



Mot only have the plans rcsuli:ad in_a substantial increase
in per capita incoms and consuummtion, but,r_ lwha_t; is eveﬁ nore
significant fof future aevelopment, they have infused a new dynamism
into the ccoromy, 2:d a capacity for accelefata?. ceowth, Tho steady
rige in the rate of invostment from about 5 per cent of national ;choano
in 1950-51 to about 14 per ccocat in 1965«66 is an index of it. The
diversilication of industrisl Structure and in porticulsar . the rapid
e:pansion of indugtiics producing basic raw materials and capital
goods have strengthened Indiats capacity Lor suatainéd development in

the future.

Waile foreign ald has played and con‘biﬁues to play an importont
.'rolo in India'e developmont, primarily as balance of payment supnort,
her own offorts at aobilising :esﬁurces have béen substantial. The rate
of domestic savings hus noarly doubled - from 5 por cent of_na.tioml
income in 1950-51 tb over 10 per cent in 1955-56, During the last
fifteen years, 80 por ceat of total investment has been financed from
internal savinge, T rove Wos have bccn‘raisec-i subétant;ally to
finance the rapdily growing progrezmog of developucnbel and social,
services, 'Tota.lltaxravumms ha{rc rigen four and a half times over the
last 15 years and the proportion of nationzl income absorbed as taxes
has risen from 7.8 per cont to about 13 per cent, Tie country is
poised for more rapid advance, The TFowrth Plan covering the period
1966=71 is now on the anvil, / Table A gives selected indicators
of progress and Table B gives figures of production since 1950-51 iith
provisionzl cstinates for 1965-66 cud preliminary plan targets for
1970-71 _/,
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T-ble A¢ Soleeted iniicotors of growth: Indi-~ 198051 to 1970-71

P—— A

“ugtin-ted .

unit 190 - 1955~ 1960- 1965- 1970«
i P B o B 66%  Tin#
S T ¢ R € D i
" 1 'popul-tien il ien uel - 39% - " 489 * 495 - 560 ..
2 por copit~ incomo ' runors(l}uﬂ-i 284 306 326 354 429
. pricos * .
3. in%ox of ' ‘tion-1 inconc Prgc 1950-31 170 1184 148,8 ,.008 24k
4 intox 6f agricultur-l | ‘ i P
 profuction : Y40 195C-81 1f0 18%.2 1.6,% 160 - 210,
§ in'ix £ in‘ustri-l proetion  » sc 1950-51 1100 133,8 1B9.5 280 473 |
6 in“ux of sxport - rninss yage 1950-51 10Q 100 ‘gia 13 186,
7 index of comoiity imports brgo 1950-51 109 104 IS 215 - 243
8 invossnont ~s por cent of nt currcnt ; v :
. natlonsl incenc priccrj Sl 9 g o P 13,4 16,4
9 Aom:gtle grvines -s per cont =t e Tl 4
, of n-tiun'l income pricus D.2 8,6 8,1 1T (1%65
10 't-¥ rewvwme . ~s por oo nt of % curre S L
. n-tonl immonc pricos 6.6 T 9,8 13 16,7
11 currcntb “owelopnznt cap- n‘i- ' ;
turoc of. mevornnaint > ; Fe,billion A 3.9 s g L R
12 oxpuct~tion of 11f. ~t hirth ot L 958 413 4EE.c B0 SA B
13 prin-ry h.-lth ¢ ntr-s thou, nos. - BB R BB . 8.2R: 5.22
14 stu?unts in echocls nillion 28,5 31,5 L7 BT.8 . 97,5
15 ~nar-1l 1at-ko da onme, ; : .
; institutiora thoua ni - 10 ibets o APal 78 10'7 B
16 of *mieh Aupros lowd thous n? Ll §,9 13,8 2F 849
= 17 Uplor- lev 1 thons nd . ¢ 5.9° 1% 25,8 8k 69, 6°
18 -“Amiasion to r-nA*c 1 collur s thoug nd . i BB 3.5 B LS, 2Q°
19 vill-f s covir A by m—tion 1 i 7 o
cxt nsion sirvic.s T.hgu,:'; Bl AT e 143 364 565 565
. o unic tions ; bty
‘80 post efficis " e _thous n 96 55 (s 100 +115
;21 toluphon:s ~ ‘' thous n 168 290 w69 7 g%9v - 1500
;. tr-nsport ‘ 4.k
- .22 ro-ds (surf-ccd) thou.k, robras 157 196 233 o275 . '32%
23 r~i1w“y froinbt C‘rriud bill,t nncs i) LAt o
i : ¥ilorotres A4 60 88 Li5 o 18h
- 24 cormorei-l vihiclios .on rowﬂs thou.nes. 116 166 228 335 7 +590
25 shipping M R, D . 08 STHEYTT e -8
‘26 luctricity (inst- 11w1 S et
i enp-olty) mll. o . 3.8  BAC Ru8. 30,3 . 22
27. toyms  n- vill ”..8 Ll setrificd thous aA 2.9 10,4 ab& 43 - 109

-t Tho b rects

# Provision 1 .stinm tus

‘n? othur implied 1a71c:9- for 1@70ﬁ,1

..lincA in thu Pl-anine Comnmission Morse-n e on thu

~y h g on propos ls out-
pror

Fourth Fiv. Y. » Pl-n,

- publishceAd in October 1964,

clb,

Aiscussion,

: These erUOS”l&
They ~re aub3gct to ruvision,

r’,p1xlijin';y

nr:! O

un’cr
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oo wow —Table B: Production-of selected commodities - India 1950-51 to 1970-71
y ol @ o _ e estimated
unit  1950-51 1°55-56 1960-61 1965-66%1970-71#%
s 2. s 4, s Ta
1, foodgraing mill,tonnes 53 67 8l 92 120
2, sugercane (in sugar
. equivelent) ¥ Bt 6.1 1938 e 13,5
3. o0il seeds " b2 5.7 6.6 ¥ub 10
‘4, cotton lint thou,tonnes 516 11, 960 1120 1510
‘5, cotton tertiles mill.metres 4312 6268 5623 8300 10050
6., rryon nA steple fibre thou.tonnes 0,2 13.5 44 T4 102
7. paper snd paper board n 116 190 347 530 1200
By suzsr g n 1120 1850 3050 3200 4500
9, nitrogenous feptilisers
h (in terms of N) thou,tonnes 5 80 99 300 2000
10, sulpbuaric scid L 101 167 360 900 3500
11.  c-ustic sode n bt 36 29 250 550
12, cerment n 2740 4707 8000 11500 23000
13, stee. incots thou.tonneg 1461 1781 3300 7100 14500
14, =lum pium i A T2 19 80 240
15, * machine tools ks, million 3.4 748 72 300 900
16, " cotton textile m-chinery - n negl. 54 104 280 500
17, * supa> machinery n - 2 42 90 250
18, mining mechinery L - - 0,6 55 198
19, ‘met-"lurgieel equipment thou,tonnes -~ - - LB 70
'20, ‘Aiesel enpines thou. nos. e 10 43 80 140
21, power driven pumps thou. nos. 34 37 105 180 300
. 22, pnegetors and turbines mill. kw, ~ - ‘- - 2.7
23. electric transformers mill kve 0,18 0,63 1.4 6+3 12,5
24, electric motors thou. kw 80 201 - 540 - 1600 4750
25, A4,C,S.R., conductors thou, tennes 1.7 8,7 23,6 55 125
26, commercisl vehicles thou. nos. %e 10 28 40 100
27, cars and jeeps o TS 15 27 37 80
28, rallway wegons L 249 15 12 38 40
29, Jocomotives - diesgel nos. - - - 58 265
30, i ~ electrical nos, - - - 64 150
31, L - stean nos. Ui 179 272 203 47
32, bicycles thou, nos. 100 510 1050 1700 3500
33, electric fans ] i 199 287 1060 1500 3500
34, sewing machines " 33 111 297 450 1000
35, radio receivers i 49 i02 280 450 1500
36. rlectricity generated ‘pill. kwh 6.6 10.8 20 38 88
37. coal o mill,tonnes 33 39 52 75 120
38, petroleum refining thu,tonmes 400 3658 5800 10000~ 25000
39, crude oil thou,tonnes 260 340 450 6000 12000

¥ Provisionsl evtinates.

#%* The t-reets snd other implied indices for 1970-7L are tased on propogals outlined
in the Plenning Commissions Memorsndum on the Fourth Five Year Plen, Published in

J N,

October 1964,
subject to revigiom,.

These proposels are preliminary and sre under discussion,
 prop F

They sre
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Prospects and Problems

The years since Independence have been makcd by all rownd
progress. The record of achisvements in ths sphore of ccomomic and
social development he been signifieant. Bt in relation to the
magnituda of India's problem they are far from adequete. A large
proportion of the country's population still do not have thé minimum
requirements for a tolerable, not to speak of a comfcrteble lifes
Population is growing rapicﬁy and at the present rate of eeanomic
develcpmant ‘the pace of improvexment in liVing standards is far too sleu.
Economic development is being accelerated but it Las not reached a poin.
where a sufficiently high rate of growth (6-7 per cent ner yesr) can be
achieved on a self sustaining basis. The rate of capital formatien.;s
~not yet adequate to achieve a satisfacbory growth of income and omploymert,
progress in agricultural. development is still slou o7 mor.tain and
exports are not rising fast enough. Balanee of pay ‘nts difficultios )
porsist and India continucsto depend on sizeable “cicig: ald, though
jts ratio to domestic resourcos mebilized for dovalosnent has boen

steadily felling.

The Flanning Commission is now engased in prparing 2 lgng dn:
term programme of development designed t6 achieve a (tazc of selfl
sustaining growth in the course of the mext 10 years Lo iin is to
ensure that by the endlof the period, the economy wi.i be capable of
providing most, if not all, people a specificd minirm tcvel of living,

providing for a rcasonable rrount of food, n~lething, housing and other



essentials of life, a satisfactory stemdard 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 rout 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 701:_
4 or 4 per cent during the last 5 years (1959-64). Such an acceleration
in income growth in tum 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 :l.ncreasiﬁg exports, and a massive drive for

substituting imports with domes*ie production,

India's Fourth Five Year Plan', now wnder preparation, has been
formulated in the light of these long-term objectives. The target is
to increase, in the course of the next 5 years, agriecultural produ.ctici}x"'-’
by 30 per cent and industrial production by about 70 per cent, Aggregate
income in 1970-71 is projected to be about 35 per cent larger than in 1645-66 »
In view of the growth of population by 2} per cent per year ind the ¢
need of raising the rate of savings, the improvement in per ca.g')ita '

consumption is plannad a* 2 %~ 32! per cent a year,
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The family planning programe is being takmup on a
massive scale and with a heightened sense of urgmd?- with birth \
and. death ra.taa bmughtdom 'ba half in the oourse of the next .
15 Years, the rate of population grwth is expectad to be reduced
to about 1 per cont a year at the end oi: ‘the periods But sven
with conspicu,pps success attending .th? cgnba:l.g;n, the size ‘of the“
labour foree and the number of children of schooi going age will not
be affected in the next 5 or even ':lﬂ,‘yaax_-s. The ~ains will come in
later yoearse l
By 1970=-71, .about 15 per ‘cq_z_xf. of Incia's natlonal income
is oxpected to be saved compared to about 10 per cent .’l_.n-1965-6§. The
pronortion of investment financed by domestie savings is plz'mngag to ri:ce
from 75 per cent at present to about 90 per cent by the end'of ;:ho Fourth
Moasures "120' ralse the rate of gavings w:L'I.l be buttressed by a :.izc
incroase in’ e:qaorts (from 154845 billion in 1965466 to about s, 11 billion
in 1970-71), and in import substitution by rapid expansion of metal,
ﬁﬁchine,fy and chemical :.‘.ridus.‘tribs, By 1970-71, Inda pl.:.ns to produce 1.
::ui.lJ_'Lm tamma.of Shadshed at;el.:md 240,00Ccu3 nes of cluniniun; OAMGZGLG TG,
a1 milliom %ams - 168,000 tunnes reopaetivaly in 3065 66erBortilis.y
production is to be faised. from 300,000 torm-d of nttrogsn to 2,000,000 tonn-;
and cament from 11,5 million to 23 million ham.s, Metar;dt Tor indigen:is
production of finished machinery by the end of the Fourth Pl-n (016 BLLYIcn)
is more then two «nd a half times the present lovel (ize6 billion), 4
doubling of electricity seneration and a two and half times rise in
petroleum refining capacity are othor:important features of the proposed

industrial dgvelenmont programme,
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Indés plans to invest Rs. 190 billion &n the course of the
next 5 years, This represents an increase of 9 per cent over
the net investment made during the fhird Plm, and ;:egrly equals
the total investments in the first, second and third plans taken
together, This is no doubt a strenuous of fort , but inescapable’
both from the point of view of needs to be‘ met and the poasibilities
offered by Indda's potentially large resources and her Mg eapacity
to use them for the good of her peopie. Its suecessful complet:loh would
mean another big step forward towards the fulfilment of India's basle |
objectives of making her economy strong, dynanﬁe and aelf-reliént. It
will also be a eonvineing demenstration of the eapaeity of a democratie
society to achieve rapidly economle development and desirable social ehange .

1

As on previous occgsims, a keen debate is now going on in India
about the size, priorities and feasibility of the Pourth #lan on the basis
of a Memorandum on the Fourth Plan issued for discussion by the Planning
Commission in Oetober 1964. Thers is naturally = emesm that while bhiser
developmental effort is desirable, planning and dmplementation should be -
regarded so inseperable aspect of the same reality, and perfommance should

mateh <losely with promise increasingly in future.
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The overall plan, howover suparficially iogical";r‘ﬂ
sophisticated in its conecent and desipgn derivea its character
e quality from the date ond analysis yhich undorlie it, The
nore comprahensive the Plan, the grcatef the nood for detailsd
information about the existing state of the cconomy, the socia)
cnd institutional factors at work, and for data cdotailed enough
to reveal and measure the large variety of mmtom relation#hip
vhich will not cnly furnish a picture of what is hasmening but also
provide the basis and insight Cor planning the Tuture, Tho need for
edditional and confimﬁng flow of information is even greater .t tho
stage of implementation, Thé eatablishnent of an efficicnt and
alert machinery for collectionycollation amd tiucly publication of
properly oricnted data and ini‘orma.tio:‘z relevant forr plenning is an
imperative nced, Whatever tho progresslmda in this dircetion in
India where many ploncering davelopments n;we tadion plece, much still

renains to be dono.

igadn & National Plan, if it is not to‘rﬁnain on papor,
muzt have the backing of officiont technieal ong adninist.c tive
organiscticn® and agencies well equinnod to give of fect to the
targets of the Plem in concretc terms, The lack of aucb, orgenisations
in prectically every broneh of a.ctivi'by in sufficiont n\ﬁbers and
strength for undertaking differont "ta.sks involved, such aa invca‘td.ba‘hions,
fecsibility stulics, dosigning and engincering of projects,
construction and operation and neimtonance of executcd worl:a, has becn

anothor lacuna im Indiap Planning, This is a tagk which must be



solved a8 dovelopuent proccods and mckes elaims in rogard to
new o-genizational s@cﬁmos and patterns, The temptation to
evacde the raéponsibility for repidly building or cncouraging
the emorgenco of such organizations by contimuing to place
2liznce on foreign a;encies- to do the work is natural, but must
be cschoved as boing profoundly inimicel to the genoration of a
suirit of self-rcliance, Inadequate ayprociation of the.necd for
tinely action beeiusc of the long time lags involved has also bocn
" sourcc of inefficiency and dolay. The state of prepm'gfion and
errangemonts for dotailsd plaming in rogard tﬁ tha. programmos in
the Tourth Plan, though by no means wholly satiafﬁctory, are much
better than a few years back, |

# major problem of planning in a mixdd cconony 1s the

combination of centrelizod decision making wi'bh decentralized
implementation, In agriculturc, fov instanco, while the Plan sots
the targets of production, the govermacnt!s role is limited to
creating concitions conducive to expension of output, There 1a an
extcnsion organization to educate formers in the use of improved
teehnigues, The Statc attompts to provide adetuate supplics of all
hocessary imputs and scclis through a policy of cooperative credit,
price support and subsidios, to malke it cconomically attractive for
Tarmers to usc improved tschniques, Past experience hag shown that
much noge cm be, and has to be donc in all thesc directions to
acealerate the growth of agriculture, Ultimately it is the intorest
end enei'gy of the individual farmer and his capacity to lsarn and

apply now techniguos which will prove cacigive,



In tho field of privete industry, the dséue ariszs in
the form of the illoglicality of docizion maliing ot f;“to entorprize
lavei 2nd the incfficioncics of contralized decision maling, A right
critorion hes to be found to denarcate tixc croa waich might be loft
for wnhamparcd initiativo as detailud éircction from the Cuntra
would be neither fcasiblo mordesirablo, Govermment control angd
direction nmay be necessery in sonc :;-és.s Jor various re:;.:aons a8 outlined
cerlier go far the government has bosn using a combinstion of
dircet controls and indircct instmwenbs, Over the yecws, it has
baconc apparent that the systonm of controls has grown somewhat
cWibersome and therc have been complaints that controls concorned
with too many doteils and caused noedloss ‘doloys and inefficicncics,
Mne of the aritieal probleas of plonnfng is to identify clcarly and
rationally tho Valld rolo.ol direct controls cnd the usefulness of a
:imdi.f.i.ad market mecionism edapted to the ncuds of a planncd oconomy.

There 1s no more important is::ue of plazaing then to strike a
right balgacs betweon the denunds of the nregent and the clains of the
future, This balance, elucys difficult. to strike, is particnlarly
80 in a domocracy, Therc is a hormal tendoney in poonle %o attach
disproportionate importance to Lumediate issues, to view matters in
isolotion and from a limitod perspoctive, The only way to overcome this
diificulty is through creating on enlightoncd and cducated public
opiniony Pooylc must have access te fa.cts. and nust have opportunity
an¢. froedom to crgpress their views = whother in support or in

opposition of par-ticular aspects of policy and programmes of developuont,
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Critiecism of delays end ineflicicncies is the very life blood of
democriecy, The widospread discussion of such matiers in the Indian -
Parlioment and Press, far from Being a 8ign of wealmess, as gomctimes
interprited by superficial observers, is a measure of the strongth and

vitality of the deunoeratic process in India,

NOW Dulhi,
21 J‘.buguﬂt, 1965,

kkﬂ-.
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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,

free

Wilfred Owen

Enclosure



November 5, 1965
Memorandum on Indian Local Covernment for My, Wilired Owen,
Brookings Institution

From: Edgar Oweans, A.LD.

Following our recent conversation [ have prepared this note on
how India might transform her existing local government institutions
inte development institutions, beginning, perhaps, with one of the
problems of special concern io you, farm-to-market roads. There
is much about the detail of existing Indian local government and the
community development program which I do not know and therefore
1 cannot be as specific as I would like, But I shall try to give a general
outline of the matter.

Rather than beginaing in India, I would like to begin in Britain,
for it is in Britain that the formula of moedern local governament was
invented, in 1834. The invention turned out to be one of the most m-
portant constitutional events of the nineteenth century for both democracy
and development, for it selved a problem that developing countries must
solve, but nearly ali of themn have not, and solved it by combining de-
mocracy and development in the same institutions. Without this in-
vention I think one iz entitled to speculate that democracy might not
have endured. It was clear in 19th century Britain, just as it is clear
in the developing countries of today, that more and morve people were

demanding a share of the fruits of economic progress. Apart from



higher incomes, they wanted education, better heaith, better housing,
and many other things-.maiters which require government action.
Either goversments must engage in new activities to sadsfy public
wanis or else governments must suthorize private persons or private
ingtitutions to satisfy them. Governments that do not respond to these
pressures are likely to be everthrown, as our century testifies, for the
twentieth century is littered with the wreckage of more govermments
than any other century in history.

The problem of using technology to create wealth which Britain
faced mﬂ solved, dernocratically, a century ago is the problem eof cre«
ating unity frorm diversity, of stimulating local initiative, which implies
diversity, within the Hmits of natienal policy, which tmplies uniformity.
On the face of it, diversity and uniformity appear to be in conflict, but
the important point is that none of the rich countries have become rich
without achieving a fusion of diverse local initiative with 2 single national
interest. This is true even in Russia and other authoritarian states
whoere we find that the selentist, the engineer, the factory manager, the
skilled worker, the doctor, and the institutions in which they work are
very nearly as free to use technolegy as their eguivalents in the Western
democracies. And they possess very nearly &s much authority to make
operational decisions on their use of techuology as their equivalents in

the West. It cannot be otherwise, for technology possesses its own



discipline which even the most tyrannical government cannst ignore
without a serious lngs in technologicsl efficiency. There is no political
doctrine which instructs the engineer how to design 2 bridge or the
factory manager how to solve an immediate problem on the production
line. Authoritarian govermments do not comntrel technolagy, as such.
They dictate the branches of technology which will be developed and the
uses of the fruits of technology. They deny the existence of free, political
man, but they do grast sufficient freedom to sllow technology to be ex-
plolted,

Thus, in the rich countries, buth democratic and authoritarian, a
very large measure of the eperational control of technology is decentral-
ized to the people who are actuslly using it. Judging by the excess of

ion in the goveraments of the developing countries, inclading
Indla, either these govermmemis do not understand the cssontiality of

Incal initiative and local diversity in the use of technolog)

how they fear that too much diversity will undeymine rather than strengthen
national policy.

Britain solved this apparent conflict by writing national policy in
general terma, dolegating the responaibility for implementation te local
seli-goveramentis and supporiing this delegation with subsiantial in-
vestrment funds. In order to supervise the local units London establighed

ur: technical standards which the local uniis were required to



follow as a condition of financial support, provided technical gtaff and
fuformation, audited the accounts to agsure honesty, and eastablighed
samevous training institutions in order to Incrsase the number of
skilled people to work on thess problems. But London did not, and I
would repeat the word ‘not, interfere with the day-to-day decisions of
the local councils.

The people who were the beneficiaries of this formula believed
national policy, even though binding on them, yet offered wide latitude
te adjust local selutions (o lecal circwsstances; and that the intervention

@ they had pever known; that the

of the central governmeni was istended to kesp the systemn working
properly, a reversal of the tradi

2l stifling centralist spproach of
approve o particular farm «to-market road, which might have been only
two or three miles long and might have cost enly several hundred pounds.
London tried rather to assure that the local council adhered to the ap-
proved procedurss for plasning snd consiructing rural road networks.

Se long as the procedures wers followed, funds were transferred each

of bullding particulay roads each of which had been approved by central

eivil servants.



For those who belleve in {reedom the political results were
demperacy throughout Britain is closely linked to the development of

modern local government gimply because most psople live out their

lives at the ‘local™ level. They do aot personally participate in pro-
vinclal or snationsl affairvs, except at eleciion tisse, but only in the affairs
of the comumunity in which they live. I democracy is to soem 2 part of
their personal lHves, then democracy must first of all be local, though
not enly local. There must seem 1o be a relationship between community
affairs and national policy. Britain was alrveady a relatively sophisticated
very quickly realized that there was a divect link between local school

board and national education policy, avound whose activities many local
their children's ¢ducation dependad

very much on the local board, but
that only Parliament could roise the schoel~leaving age from 11 to 14,
Parents who wanted their children to receive more than five years
schooling kmew they had to influence Parllascent. This they did through
the local parties and voluntary groups of several sorts that eventually
partly persuaded and partly ferced Parliament to ensct the Education
Act of 1962, Is not that peculiay combination of - satigfaction and
impatience,’* to uge Sir Henry Maine's phrase, the source of the
Britishes's {2ith in evelution, that they would rather endure the social



injustices of the 19th century, while siriving to abolish or ameliovate
them through democratic processes.than to destroy their institutions
in the hope (or is it Hlusion? ) that revolution is a panacea for profound
formns of discentent?

1 think India could adapt the modera local govermment forznula very

easily. The structure of existing local govermment sud the community

davelopment program are similar to the structure of modern local govern-
ment, But the real question is whether India is willing to delegats the
power of decision to locally slected councils. India has gone far, further
than most of the developing countries, in decentralis

but decentralization of administration ie caly a amall step toward allowing
frarcework of s generalized national {or provincial) pelicy.

First, as to structure, from local to cemtesl, The basic units of

local seli-government in the Western democracies are countles, townahips
and towns, and a higher level serviee tier.

India has 3155 Panchayat Samiils, or, as we could call them,
counties. In size and population they are similar to counties in the
Eurepean democracies. There are rather more than 200,002 panchayats,
there being an average of two and a half villages per Panchayat. This
unit is too small. The smallest effective unit in the Weat is the township.

The English Parish Council, which is about the sare size as a Panchayat,



is a2 welfare and an amenities (e.g., libraries or footpaths) ingtitution,
but it is too amall to be a development ingtitution and never has been
used by the British for major development programs. The township is
by no weans new io India. Here I must admit ignorance about the sxact
role of the townahip in the histery of Indian local govermment, but I do
know that at varicus times and places townships have existed. Two of
the names are tohsil snd uasion. I would recammend the conversion of
the panchayats into townships by reducing the number to around 40-50,000.
This would make the average population of a township around 12,000-15,000
and the average number of townships per w% around 1218, Admittedly
this recommendation is drawn frem Western, not Indian, experience, But
the ¥Western democracies have experimented with & variety of types and
sizes of local governmaent units, From the experience of a dozen couniries
the county and the township have emerged as the most viable units, To
the extent that Russia (pre-Revelution), Japan, snd Taiwen can be drawn
upon for guldance on the matter of siructure, their experience supports
the county-township srrangement,

The higher service tier is of crucial importance for techaical and
logistical services and also for supervision of the system. In Britain
this tier is either London itself or else the regional offices of the Central
ministries. In America this tier iz either the executive peortion of Federal

government in ¥ ashington or of each of the state governmenis, and the



regional offices of each. In India the District seems the logical level.
These levels possess no power of decision over general policy. They
ofien possess the power to define beth technical and administrative
standards. They are staffed with the people whoe are needed te provide
technical services (o the lecal councils, to supervise the lecal councils,
and, possibly, according to sach country's decision, with people who

could train those workisg at the local level, including the local councilors.

Finally, at the proviacial and central level there needs to be a
ministry which finances and supervises the local units as instititions.
Maore important than the administration of such a policy, however, is the
adoption of a local govermment policy which is binding on 2ll departmenta,
that is, technical departments would be required to work through the local
councile, not the local offices of their ministries. India may not, however,
want to move o far so fast but prefer instead to test out a local goveran-
ment policy for several years. There can be no ebjections to this, for
modern local goverament will not succeed in any country unlese people
persuade themselves that il should sueceed,

i we assume that India might be willing to adopt the modern local
government formula, at ieast experimentally in o few areas, a program
for building farms ~to-muarket voads (and I would add land inprovement
or protection) might be worked out along the following lines.

The panchayats would need to be reorganised into townships and
the legal authorities of the local units would need to be defined if this



has not already been done. I do not know the legal position of the
exigting local units. The panchayat councilors should be elected. The
Samiti councilors ceuld be elected or could be, ex officio, the chairman
of the panchayat councils, The counties and townships, or Samitis and
the Panchayats, would be authorized to begin preparing network and
systern plans, for which simple instructions would be needed on the
location, techaical details, work plan, and cost estimates. The plans
should be reviewed for technical soundness by stafl asaigned to the
District, or better still, the techmical staff could provide advice in the
preparation of the plans. I would imagine that the main technical problem
would be drainags. However, these technical personnel must not be al-
lowed to interfere with the decisions of the local couneils. A system for
village discussion should be prepared and adhered to in order to assure
participation by the villagers in the preparation of the plans. Once the
requirements for popular discussion have been met and the plans ap~
proved for technical soundness, the councils should be allowed to pro-
cewd with implementation. Funds could be transferred in 3 or 4 parts,
the first depending upon satisfaciory completion of planning, the second
“gatisfactory’’ refers to the process, not govermment approval of each

n of the first portion of the work, etc. The word

individual local action. The councils should schedule the work, not any

government employees. One way of organizing the work would be through
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project committees. This has the advantage of {nvolving large mumbers
of people ae leaders and doers. Complets, written records should be
kept in order to sssure honesty and the records should be open for in-
spection at the local council office. There neads to be built up in India
the iradition of the public recerd, and this is a way io begin at the local
level,

In this system the county probably should be thought of as the level
of cosrdination of plansing snd supervision and the township as the gener~
ater of ideas for the plans and for operations. O at least in the Western
democracies this distinction hetween the county and towanship is sometimes
founmd., And it has worked well in practice. Oune advantuge of using the
township as the main operational level at the beginning of such a program
is that it is small and close to the villager.

This is 2 very brief descripiion of how Indian local govermment

might be converied into a moders democratic dovelopmen

along the lines of mnodern local goveroment in all the Western democracies,

1 hope it ls sufficient for your purposes.



Form No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORAT | ON

OFFICE MEMORANDUM

TC: Mr. Bernard R. Bell DATE: November 22, 1965
FROM: Stanley Please % ,
SUBJECT: Development Re ate
1, In commenting on the initial draft of my report, both Ken Bohr

and yourself questioned 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 LO 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
priority 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 February 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
input. 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 years rather
than subsequent to 1970. Whilst this incentive already existed for non-
priority industries under the February legislation 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.

e If T recall correctly, both you and Ken suggested 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 argument, 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
cheapness and the consequent need to allocate it through administrative
arrangements rather than through a price system? Have we empirical
evidence that one is a less optimum allocation than the other?

Bs I think Ken's point raises the same issues. Government administra-
tors in effect claim they know the investment requirements for achieving
these targets. They have, therefore, come to regard the development rebate
as a convenient means for making more equity finance available to invest-
ing firms without questioning whether this particular 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 %n the supplementary budget. The justification was that the
changes would "in part offset the increased cost of machinery, while re-
taining the incentive for the greater 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 ammouncement, simple examples (as in
the attached Annex) suggest that in many cases increased impert duty will
be more than offset by the reduced tax payment. If we assume that the
marginal 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 LO percent that the extra cost
implied in the increased import duties is not completely offset by reduced



profits tax payment. When the ratio is LO percent or less then the
August measures result in a net reduction in investment cost and a net
loss of revenue to the govermment. 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 per-
cent before the increased import duty is offset by the reduction in
profits tex liability.

e One further point needs to be noted. Because of the nature of the
development rebate which is computed 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 assumed
to have switched to a lower cost opportunity irrespective of the changed
price ratio), the development rebate to which it is entitled falls from
36.8 to 35.7 which at a 50 percent marginal rate of tax represents 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
rebate.

cc: Messrs. Baneth, Bohr, Elsaas and Katz



Annex

Illustrative examples of the net effect on cost of an investment project resulting from the increase
in importam# duties introduced in the August Supplementary Budget from 15 percent to 35 percent and
the complementary increase in development rebate from 25 percent to 35 percent for priority industries

Case I Case II Case 11T Case IV Case V
Pre- Post- Pre- Post- Pre- Post- Pre- Post- Pre- Post-
August August August August August August August August August August
Position Position Position Position Position Position Position Position Position Position
Import Content 20 23.5 25 29.4 30 35.2 Lo L6 50 58.7
Domestic Content 80 80 75 75.0 70 70 60 60 50 50
Total Cost of Invest-
nent 100 103.5 100 10L.L 100 105,2 100 106.0 100 108.7
Development Rebate 25 36.2 25 36.5 25 36,8 5 371 25 38.0
Value of Rebate in
terms of reduced tax
payments at follow-
ing marginal rates
of tax:
(a) 33 1/3% 8.3 251 843 12.2 843 12.3 8.3 12.4L 8.3 12aT
(b) 50% 12.5 18,1 12.5 18,3 12.5 18.) 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 1/3% 113% 130% 116% 198%
(b) 50% 76% 88% 99% 134%
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AID TO PAKISTAN AND 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 hoped 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.



Pakistan alonc in the area /South Asia/ 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 Su.O.l Since 1962, Western aid to Pakistan has
increased very rapidly. In 1963 it was about gL.2,
excluding the Indus Waters (£L4.9, including it). In 1964
there will be a further rise.2 A very high proportion of
Pokistan'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

1The Indus Waters Scheme (organized by the IBRD, and onec of
the most shining examples of aid, since it contributed
not only to development but also to the solution of a
international dispute) compensatcs 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 attempted throughout the world to
exclude items counted as aid to a particular country,
which there was some Jjustification for excluding, one
would have to exclude far more than the Indus Waters
Scheme (some examples have been given in Chapter ) P
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.

Zpakistani figures give an estimate of £660 million gross

for 196L/5, excluding Indus Waters aid (see Preliminary
Evaluation of Progress during the Second Five Year Plan ,
Planning Commission, Karachi, March, 1965), i.e. £b6.5 per
head gross, and probably about £6.0 net. This includes
a small amount of 'bloc' aid.




only 1.3 per cent per annum in the 1950's, shows a rate
of inerease of 3.5 per cent since 1959/60 (about the
average rate of growth of Indian agriculture), and higher
reates 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 beecn 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 = continuance of the recent good growth rates, and
for a gradually inereased 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
ecountry, 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 few 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 considcrable endowment of technical skills of all kinds.
Her macro-economic planning is among the most sophisticated
in the underdeveloped world. She has a considerable

industrisl base, and an unusual amount of entreprenurial talent.



Capital is austerely used for economic development, with
little or no emphasis on the prestige projects which are

so cormon elsewhere. India 'helps herself' more than most
underdeveloped countries, She has raised taxation
considerably in a number of courageous recent budgets.

She has rcasonably 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 economiec planning. Of undeniable
political importance, and the subjeect of a recent Communist
attack, India should prima facie be the darling and not the
Cinderella of world aid. Wheat is the explanation? Has
India, despite zll 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 5% 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 programme was to be achieved.l

OECD sources
suggest that India actually recceived £66L, £736, and £973

million net aid from OBECD countries and multilateral

18.g., P.N. Rosenstein-Rodan (loc. cit.) estimated £1.6
billion on a savings/investment basis. G.D.A. MacDougall
wrote "BEven if foreign aid is forthcoming on the large
seale envisaged in the Draft Outline of the Third Plan,
this may not be enough: for thc import needs seem to
have been substantially underestimated, as they were in
the Second Plan." loc. cit.



institutions in 1961, 1962, and 1963.1  (These figures
represent per caput aid levels of 1.5, £1.7, and g2.1.)
According to Indian sources,2 total gross aid use in the
first three years of the Third Plan (1961/2, 1962/5; 1963/L)
was 712, £oul, and £1,235.- of which non-OECD aid (almost
entirely 'dbloc') was £52 million, #69 million, and £105
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 2id was not available. India entered the
period of the Third Five-Year Plan (April 1lst, 1961) with
about Zl.L billion of undisbursed foreign official loans
(exclnding commodity-aid, and grants which, in India's case,
apc confined to technical assistance).  In the first three
years of the Plan another £3.0 billion was authorized by all
1lenders (the Consortium committed g3, billion in this period) ,
but utilization was only about £2,0 billion, so that the
amount of undisbursed but authorized loans had grown to got
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 Resourccs, 1956=63.

2Government of India, Economic Survey, New Delhi, 196L-5.
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Table 21
The Use of Losns o Tndis,~ 1o61-6l (fn)

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 15 Sak L83 s 712
L 1, T 652 38 ohl
1" u 63 2,333 822 35 1,235
. "6hL 2,165 L68 19 716

(half year) (half year) (half year)
1 October 6L 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 loans were tied to projects which take éggﬁ'years
to finish after the expenditure is authorized, the ratio
of use to carry-over would settle down to 4O per cent, but
it would be much lower during any period in which
authorizations were increasing. The—period—ofusage—of
loans—ie thus—arcund Li yeers-entheaverase,

It was only in 1963/L that India began to get considerable
amounts of non-project assistance (apart from PL 1,80), which
can be more rapidly spent. Tor 196L/5 about half the aid
comritted by the Consortium is on a non-project basis, which
is a great improvement. BEven so, some of the non-project

ajd available is still limited to capital goods. Thus,

1Source: Govcrnment of India, ibid.



although India by 1963/L had built up to a total aid

usage of #1i billion, which by 196L/5 probably rcached

#1% billion, the use of loans did not cateh up with
authorizations until 1964L/5. A large part of the rise in
total aid use was due to heavy PL L80 imports, which amounted
to £227 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 considersble excess capacity in
some industrial sectors, for lack of imported raw materials
and componecnts. The inference is plain: +that aild, and
planning, was still too much devoted to the creation of
output capacity, and not enough to promoting currcnt 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 funetion
of her size:l but it is also partly because India herself
has consistently underestimated the amount of aid necded
for her plans. The other gide of this coin ig that she
has conslstently 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 rcsulted in costly
interruptions to schemes initiated, and a low productivity of
capital.

Becently the IBRD and AID have started to probe sectoral

lSee P



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 blessecd

the Plans. But 'vetting' a central macro-economic plan

in a federation of India's size does not take onc very far.

As much or more depends on thc coherence of sectoral planning,
on project design and selcction, on the execution of the plan,
and on general economic policies, One cannot ignore the

fact that Central and State Administrations are overstrained,
and the managcement of public enterprise inadequate, both
lacking the numbers of skilled staff required

to carry out, with specd and efriciency, the heavy burden

of publiec control and ownership which has been assumed.l

Having said all this, we still believc that India ecan
effectively absorb much larger quantities of aid.2 So far
as industrial and infrastructural projects goc, no rapid
increase of aid disbursement in the ncar future should be
looked for. There is certzinly a nced 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
gid disbursements.

But much more money could be gquickly agd effectively
spent on imports of materials and components, espccially
Inputs for agriculture - most notably fertilizers.
Insuffiency of general purposec aid, which can be used for
such things, not only means that the economy operates below

capacity, but also increases the amount of control and

1sce A.H., Hanson, op. cit., especially Ch,

21t should perhaps be said at this point that I.M.D. Little

alone tekes responsibility for what is said about Pakistan
and India.



administrotion required. India is, at present, forced to
keep stringent investient and import controls in operation.
This is something of a vicious ecircle. Some of the controls,
as operated, undoubtedly reduce the cfficiency of the
economy, without helping to achieve any basic objective of
policy.l This in turn slows up the usage of 2aid (sometimes
even when the money is carmarked for = particular project),
and is a heavy burden on the over-extendecd administration.
If gencral purpose aid were inecreased, 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 Governrent will probably ask for aid for the
Fourth Plan at about the level of the Third Plan, £1.3 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 average 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
approximately £1.Q/during the Second Plan period. Since the

1 - "
Beb, B.ke, Rall ot rend 0 ke, v /) Aeal
- ?LEMM, 80 b W L S 4

2Phe first adumbration of the Fourth Plan is the Memorandum
on _the Fourth Five-Year Plan, Govermment of India,

Planning Commission, October, 196L4. This document suggests
a balance of paynments deficit of Rs 3,200 crores for the
Fourth Plan perjod, after meeting amortization payments of
Rs 500 crores... If we allow, sz2y, Rs 200 crores for an ..-
inflow of private capital, this leaves Rs 3,000 crores,
i.e., 86.3 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,




9'

Indian population is growing at 2% per cent per annum, this
would constitute no inerease in the extraordinary low level
of aid per hezd which India has been receiving. Furthermore,
without doing any elaborate calculations, one can say that there
is nothing in the history of Indian development 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 cstimates of aid requirements for the
Fourth Plan pericd. Having regard to the present level of
aid absorption, and to the faet that, undoubtedly, 2£300-L00
millions of extra imports of materials and components,
especinlly fertilizers, would be highly desirable, we believe
that India can absor®d an average level of net aid over the
next five years of 2.0 billion gross 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 £3.6 per head, still far btelow the current level of
aid to Pakistan.

If we allow Z300-L0O0 million for non-Consortium aid,
this implies that Consortium commitments should now rise to
something over £1% billion per anmum (since some increase
in the pipeline of aid is inevitable if the disburscment rate
is to be stepped up). We would regard this as the bare
ninimum target. Even so, such an inercase in aid may
require 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 inecrease, it is
gquestionable whether very much influence can be exercized.
The general policy of Western donors should be to satisfy

themselves about project znd sectoral plamning (while offering



10,

all possible assistance towards improving such planning),

and at the same time to ensure that the cconomy can be

provided with the intermediate goods required to incrcasc

current production, together with the miscellaneous capital

goods needed for 'balancing! ecapital structures and

completing projects.l
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 underline 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 demoeratic systems

of government in the world, is proudly struggling to

transmute her traditional culture into a progressive economic

system. Many developing countries will be influenced by the

outcome. The rest of the world is watching India, but it

does little to help her. In the eontext of world aid, the

low level of aid te India is a disgrace. The fault lies

both with the Indian Goverrnment, and with donors. 1t

should be a challenge to both parties to set this matter

right - a2 challenge set by the poverty of the Indian people.

lThere is still some feeling in Indiz that it is imprudent

to use loans for importing 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 remaine an urgent need for donors so to improve
terms, especially by reducing intervest rates, that this
consideration is seen to be uninportant,
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of the "Bell Mission" with respect to Government of India economic development peliey

in the Fourth Plan perdod. /7 cz nlicded X5 atrve 4n¢uﬁ4,¢ o dgerdi, (5D
dote  frX Lt
The statement &s not, a complete,summary of the recommendations with regard to
policy or action on the p f either the Government of India or the and other
aid-givers., It lists only or points which the President of the Bank regards

as critically importaent 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 recommendations 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.

The following are the major actions which are recommended to the Government
of Indias

1. Devaluation of the rupee. 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 sclected differential import duties and export aids. Alternative means
are also available although less effective.

(raw mtariala. mtomdnto moda, npampartu, W -
on imports of most finished consumer goods and use of selective import dutisa and
excise taxes on consumer goods and materials for their production to be retained.

5‘) Alsolute priority for fertiliszer 1mp0rta in the allocation of foroign exchange

b) Vigorour effort $o negotiate arrangements for rapid establishment of fertilizer
production facilities

(e) 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



%r; Improvement in security of tenure "

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.

(1) Improved and more free distribution of materials and supplies required for

agriculture and irrigation.

=t

(by removal of deterrents).

centering on the use of

11. Improvement in information flow required for plamning and conduct of Govermment
operations. A
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CONDITIONS ON WHICH THiS TELEGKAM IS ACCEPTED -

1.—Either the Dircctor-General or any Telegraph Company or Tore] £ Government by whorm this telegram is or would, in the
ordinary courss of the Telegraphic Serviee, ha forwarded, may decline to forward the telograr although it bes been received for that
purpose ; but in such case the smount paid for transmission shall be refunded to the Sender ab his veuest,

2.—Neither the Director-General nor any Telograph Company or Forcign Government, by whom this telegram is or would,
in the ordinary ceurse of the Telegraphic Service, be forwarded, shall be liable, to make compensation for any loss, injury, or deiage
arising or résulting {rom non-transmission, or non-delivery of the telegram, or delay, or error or omission in the transmission or
delivery thereof, through whatever canse such nbn-transmission, non-delivery delay, error or omission shall have ecenrred.

3.--This telogtam shall be forwarded in sll respects in sccordance with the rules for Foreign Telegrams publizhed in the
Fost el Telegraph Guide and with the provigions of the Internasional Telspraph Regulations, which Regulations shall be deemed to
ba biading not only between the sender and the Director-General, but betwesa the sender and any Telegraph Company or Government
iny. whom this telegram is or would in the ordinary course of the telographic service be forwarded. 1% should be particularly noted
{1) that in Private ielegrams in plain language, combinations or allerations of words contrary to the usage of the language are .ot
admitted and (2) that in Private telogramas in code, combinations of two ar more words in plain language country to the usage of:the
language &re not admitted. - : . 3
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YOUR TWO RECEIVED SLIGHTLY GARBLED AWAITING CLARIFICATIONS STOP
REF. YOUR SEVENTH POINT AS ADVICE RATHER THAN INSTRUCTIONS I

FEEL IN VIEW RECENT DEVELOPMENTS DRASTIC SOFTENING OF LANGUAGE
IN PARANPEIGHT FIVE (A) AND IN PARA THREE FOUR _ €dx .

TN YOUR SUMMARY DATED SEPT. THREE MIGHT BE WISE STOP

ALSO PROBABLY HELPFUL IN C'é)g*”;} Consentt fn deet, 1,
&/dfff o Grgpat i il



Form No. 27
(7-61)

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OUTGOING WIRE

10: INTBAFRAD pATE:  MARCH 18, 1966
WASHINCTON DC

CLASS OF
service: FULL RATE

COUNTRY: (USA)
TEXT: BELL NINE FOR WOODS REUR ELEVEN LEAVING DELHI LATE SATURDAY NICGHT
e SCHEDULED ARRIVE WASHINGTON LATE AFTERNOON SUNDAY TWENTIETH STOP
ANXIOUS TALK TO YOU ANYTIME THEREAFTER STOP NUMBER TEN NOT YET
RECEIVED STOP PATEL AND PITAMBER PANT WILL BOTH BE ARRIVING WASHINGTOW

PROBABLY TWENTYTHIRD

BELL

NOT TO BE TRANSMITTED

MESSACE AUTHORIZED BY:

NAME Bernard R. Bell
DEPT. World Bank, New Delhi
SICNATURE

TRANSMITTAL COPY



N 4

FURTHER REFERENCE YOUR TWO WHICH NOW CLARIFIED. POINT THIRDLY
HAVE HAD INITIAL EXPLORATORY CONVERSATION WITH YOUR NAMESAKE
WHO WAS PLEASED WITH WHA1 WE BOTH CUNSIDER GOOD PROGRE®S YOU
MAY REPORT THAT NECESSARY EXPLORATIONS HAVE BEGUN. IF YOU
START RETURN JOURNEY ABOUT FIFTEENTH WOULD HOPX 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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In case a reference becames necessary, the telepraph office at which the telegram was bosked showld be addressed within one menth
of the date of the telegram; thereafter, comphiints or applications for refund Iavelving complaints against the Service respecting this telegram

ishould be addressed to the Head

of the Circle concerned within four anonths of the date of the telegram, and zpplications for. refund

which do not invelve complaints against the Service should be made o the Officer-in-charge of the Telegraph. Check Office, Caleutta Within
E

the same period. IN ALL CASES, THIS RECE[PT MUST BE ENCLOSED.

E

(For further details, please see the relewant clauses in the Telegraph Guide, Vol. 1}
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_ SPECIAL INSTRUCTIONS

Write legibly, preferably in block capitals. illegible writing may cause mutilations,
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Use high denomination stamps as far as possible.
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Director-General but between the sender and, any Telegraph Company 'or Government by whom
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Nelther the Director-General nor any Telegraph Cempany or Foreign Government by whom this ¢
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whatsver cause such non-transmission, non-delivery, delay, error or omission shalf have occurred.
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FIVE

RE YOUR NINE FURTHER DISCUSSIONS ESPECIALLY PLANNING MINISTER

CONTINUE TO INDICATE AFFIRMATIVE DECISIONS MAJOR PCLICY 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 FURTHER 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 BIRLA 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 ARLE RESPOND HIS ENQUIRY
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CA}Df- ' Statement showing foreign exchange allocations for
//‘

Defence imports from 1961-62 to-date

(In Rs. crores)

Period Alloeation
Free resources

1261-623
1. April-September 1961 18.00
II. October 196l-March 1962 20,50
Iotal 1961-62 : 33.50
1962-63
I. April-September 1962 22.00
II. October 1962-March 1963 21.51
Jai‘s"ﬁ i i

(Allocations made for the year
as a whole. Half yearly break-up
notional.)

I. April-September 1963 45,39

II. October 1963-March 1964 45,89
Total 1963-64 21.78
1264-65
I. April-September 1964 42.701
I1. October 1964-March 1965 30,75
Total 1964-65 73.45

*(Including indirect requirements of raw materials,
compone?ts etc. for supplies met through private
sector, ¥
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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 cholce 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 cholce would be made in favor of India, the threatened alliance
with China of Paklstan could well become a reality. This alliance would
have potential for sufficient political and military action against
India to disrupt any program of sconomic development in India and
possibly to destroy sny genuinely stable Covernment in India,
Furthermore, the sympathies of at least a number of other countries
would be with Pekistan, despite this alligmment with China.

It is incorreet to argue that Pakistan's potential for making trouble
for India, the United States and others, is too limited to be

.i‘ﬂiﬂmto

(b) Almost but mot quite the same statements can be made with reference
to a cholce in favor of Pakistan. An India/Chhe alliance is perhaps
more difficult but it wounld be a complete misteke to consider it
impossible. The idea that such an alligmnment may represent desirable
policy is in the backs of the minds of many leading officials of the
Government of India. The possibility that such an aligmment
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could be directed in the first instance against Pakistan would
facilitate the gro®th 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 a2 full-fledged
economlc and political collaboration. The greatest military end
political threat to both is China, and the economlc advantages of collaboration
between the two are sizable, even in the short run. A gollaboration which
would permit both to maintain a reasonable level of defense against China
without excessive drain on thelr resources would be possible if they were
to cease using substantial parts of thelr defense forces either passively
or actively against each other.

3. The advantages to the US, the Bank and the Consortium of an Indla/Pakistan
colbboration 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 molhesitation in indicating that maintenance of the recent
1evel of ai. would te difficult in the face of continued conflict.

L. 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 assigmments, This
step in itself would contribute to & reduction in e existing tensions.
The two should be asked also to begin immediately process of direct
negotiation either starting with or looking toward the earliest possible
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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 Kashmlr should go on for years, provided that there is early statement
of the basic collaboration or alliance and provided immediate steps are
taken on the defense expenditure and defense deployment issues.

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. The answer here is that the Soviet Union canmot 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 mo
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 kept either ahow where it is or lower, not matter what
India and Pakisten agree to do because their performances are in some
respects not satisfactory and are for the future uncertain. This

course of action would seem likely to be selfedefeating.
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INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

WASHINGTON,D.C, 20433, U.5.A.

OFFICE OF THE PRESIDENT

October 10, 1966
Personal and Confidential DECLASSIFIED
MAY 17 20t
Dear Bernie: WBG ARCHIVES

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 2h-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. M k“f‘M T

Sincerely,

e

George D. Woods

Mr. Bernard Bell
P. 0. Box 416
New Delhi, India

Copy to Mr. Cargill
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PRESS RELEASE SUBJECT: India Consortium Meeting

FOR IMMEDIATE PUBLICATICN
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 alse ineluding 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 guick-disbursing aid.

The Consortium agreed on the urgency of enabling India to econtract for food
imports without reducing the flow of resources for other priority purposes. New

aid for foed, fertilizer and related agricultural production materials as well as



no

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 the Consortium were con-
sidering contributions of foodstuffs to help meet the Indian reguirement. Together
with adquate total non-project assistance, India's immediate import requirement
of food should therefore he met without jecpardizing other essential imports,

In reviewing India's overall aid requirements for the fiseal 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, Wnhile most members will not be able
to make aid pledges until budget and related decisions have been made in capitals,
some 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 cf the new aid will be in a form that can be utilized
guickly.

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.
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(not for public use)

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
CONFIDENTIAL

Aprii 7, 1967

INDIA CONSORTIUM DECLASSIFIED
STATEMENT BY THE CHATRMAN MAY 17 2016
(Afternoon session, April 4, 1967) WBG ARCHIVES
is Before calling on Sir Alan Dudiey to speak, I wouid iike to make a few renarks
which arise out of the morning'ssession. As you know India's economic policies

have been the subject of considerablie 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. Ascka Mehta, the Minister of
Planning, to have discussions with Mr. Woods 4n Washington about the new poliicies
which were being adopted to accelerate economic growth. You have ail 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, especiaily in agriculture.

2 I understood from our discussions at the iast 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 iast
November that, as far as the Bank is concerned, it will continue to serve as
Chairman of the Consortium oniy 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 inciude (a) continued implementation of the new policies by the Government,
(b) an adequate amount of externali aid, for several years, to support these changes
in policies, and (¢) a form of aid which is appropriate to India's needs.

b, It has been obvious from the start that we couid 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 baiance of payments. It
is aiso clear that if during the next decade India is to be ablie to reach the point
where her own resources are more or 1ess sufficient to cover fully the costs of
crowth, then the amount of aid that will be adequate for her needs wilili be very
substantial and this aid will have to come liargely from countries and institutions
represented arcund this table.

5. The situation thils year has been much aggravated by the serious shortages of
food caused by the droughts.
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B, But food aid is only part of the total aid which India requires 1n noa-project
form if import de-control and the associated policy measures are to be sustained
and further expanded during 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 firure takes into account food that must
be delivered in the second helf 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 mornirg, there remains something under $1.1 billion.

T Our estimate is broadly consistent with the Government of India's assessment
of its needs. Within this total the Bank and Tndia 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 foreizn exchange and which can therefore be used to buy food or other
imports not financed by aid.

8. Actlon on food is particularly urgent, and T would suggest therefore that
members of the Consortium give priority to pledres 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 19067,

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
forelzn 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 tlime 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 T wrote to the heads of the delepations that we
accede to the Indian request for a debt standstill.

10; As T erplained this morning, the Indian request is for a stralchtforward
deferment of oblipgations 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 "actlon 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.

Tl 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 rrincipal payments of between $50 and $55 million and interest payments of about
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$3%0 miilion. We are proposing therefore to make a loan, or loans, which would be
fully disbursed in the period of the next twelve months and would therefore have
the effect of increasing the Bank's investment during the year to the fuil extent
of this $80-85 miilion. The terms of this lending would be as generous as we

can make them. It would certainiy have a grace period extending heyond the Fourth
Pian, and its term woulid be 25 to 30 years; interest charges would be at 6%, or
whatever our standard lending rate is at the time we make onme of these loans. To
achieve the obJectives of this whole proposal, quick disbursement of the emtire
$80-85 miilion is essential. Accordingly, Mr. Woods is prepared to recommend te
the Executive Directors a form of loam which wouid result in very gquick disbursements
but which might be different from anything we have done before.

12. However, the Bank 1s 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 thls coming year. For the Bank to take this
action there are really two cornditions which need to be fulfiiied. The first is
that there should be general action to meet the 1967/68 "cash" probiem. When we come
down to details it is possibie that there wiii be some minor exceptions to a stand-
stiil, 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 outlimsd. The second condition
is that members are agreed that we should work toward some effective actiom to deal
with the long-term debt and terms of ald prohlem. The stamdstill, or any other
action of the kind that we are taiking about, is solving no prokiem whatsoever except
that it is buying a littie time, as I said this morning. This is the only purpose

of this proposai and it 1s only worthwhile doing if, in the time that we buy,
adequate action is taken to deal with the long-term probiem. Accordingiy, I expect
to be hearing from each of you what actien, if any, you propose to take about the debt
faiiing due thls year, and I would aiso iike 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 jong-term
probiem 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 om debt. One
suggestion I have in mind is that it wouid be gppropriate if the Bank did not provide
the chairman of the group which is discussing this problem. PBut we can come to

that after we have reached agreement that some action is mecessary and will have to
be taken during the next few months.

15, It will of course be clear that if we agree to a standstlll or equivaient
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 extermnal assistance requirements for 1967/68 are considerably higher than the
so-called cash gap. I reaiize 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 economic policies are to be pursued, we must find some meens to assure India
that an adequate ikvel of total assistance will become availabie 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 agreememt on the amount of total non-project
aid which the Consortium shouid aim to make available in 1967/68.

1k, Finaliy, we will have to consider what we can add in the form of project aid.

et 57 These problems, the total non-project requirements, inciuding food, the
immediate necessity to finance food imports this year, the cash gap, the debt problem,
project ald, are to a great extent closely and inextricably intertwined. Yet I
think we must make some effort to consider them separately, while reallzing their
reiationships, if we are to make progress at this meeting.

16. Now, I shail ask Sir Alan Dudiey to speak.
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