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THE WORLD BANK
Washington, D.C. 20433

U.S.A.

BARBER B. CONABLE
President

August 26, 1991

The Honorable William Clark, Jr.
Ambassador of the United States of America
New Delhi, India

Dear Ambassador Clark:

Thank you for your letter of August 12, 1991 and for
forwarding a copy of the invitation from Mr. Mazumdar for me to
address the Annual General Meeting of the Associated Chambers of
Commerce & Industry of India during the week of September 23rd.

As much as I would like to be able to participate in
this special one-day seminar, especially given the economic
reforms recently announced by India's government, it just is not
possible. As you know, I will leave the World Bank at the end of
this month. Because of transition and relocation activities
associated with our move back home to Western New York after five
years, Mrs. Conable and I do not plan any international travel
for the remainder of the year.

Mr. Mazumdar has planned an excellent program, and his
interest to include me is greatly appreciated. Please extend to
him my sincere thanks, and my best wishes for the success of this
meeting as well as his continuing efforts to promote economic
development in India.

Thank you, also, for the kind invitation to stay at the
Roosevelt House. Perhaps there will be another opportunity in
the future for Mrs. Conable and I to accept your kind
hospitality.

Sincerely,

bcc: Mr. A. Mazumdar
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AMBASSADOR OF
THE UNITED STATES OF AMERICA

NEW DELHI

August 12, 1991

Mr. Ba i ber B. Conable
President
The World Bank
1818 H Street, N.W.
Washington, D.C. 20433

U -,r Mr. Conable:

Mr. Avijit "Bobby" Mazumdar, President of the
Associated Chambers of Commerce & Industry of India
(ASSOCHAM), visited with me last week to discuss his
organization's planned Annual General Meeting to be
organized in New Delhi during the week of September 23rd.
He has sent you an invitation to keynote the meeting. The
ASSOCHAM is the largest association of Chambers in the
country with company membership over 50,000.

Bobby, who is also the CEO Of TIL Ltd. of Calcutta - a
joint ve-ture partner of Caterpillar Tractors, has been
for yeat- an outspoken supporter of economic
liberalization in India. As you know, Prime Minister
Narasimha Rao's Government has announced sweeping economic
reforms and more recently many of India's industrialists
and trade association executive have come around to
ASSOCHAM's point of view.

ASSOCHAM plans to present a day long meeting on "The
Vision of a New India" and to highlight the economic
models of Indonesia, Mexico, South Korea, and Turkey,
Since you and the Bank have played such a key role in
helping restructure those economies, an address by you
would doubtless help the Prime Minister maintain momentum
for s economic reform package and support ASSOCHAM in
breaking through the remaining protectionist sentiments in
some segment of Indian industry.

I hope that your schedule permits you to accept Mr.
" aumdar invitation. Judith and I would be honored i
. iu and . Conable would stay with us at Roosevelt Hou e.

Sinc rel

William Clar , Jr.
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ASSOCHAM QS 99

THE ASSOCIATED CHAMBERS OF COMMERCE & INDUSTRY OF INDIA
FAX NO 11-312193, TELEX: 031-617S4 ASSO IN. 031-61384 ASSO IN, GRAMS: ASSOC AM NEW DEILfI.110001

PHONES:; EPABX 310704, 310749, 310779, 34403), 344232
ALLAHABAD BANK BUILDING, 17, PARLIAMENT STREET. NEW DELHI- 11000)

A. Mazumdar
President August 9, 1991.

Dear Mr. Conable,

Knowing your deep interest in the welfareof India, you must have been watching withsaLisf l-'ion the dramatic changes that are nowtakin, lace in our country. After 44 years of
indep-'14uence, we are now finally moving away froma command' and 'control' mechanism to a 'market'and 'competitive' mechanism, something that we
should have done in 1947.

ASSOCHAM, as you may know, is the oldest(1920) and largest (55,000 companies and 110chambers) association of chambers in the country.
For some years now, particularly during the lastfew years, we have been strongly advocating afundamental change in India's economic policy from
a socialist and command mechanism to a market andcompetitive mechanism. We have been lobbying withthe various authorities on these and other relatedmatters such as removal of controls and permits,encouraging direct foreign investment, disinvestment
in public sector, removal of foreign exchange control
and other matters which are so essential for economic
ievelopment.

We are planning to have our Annual GeneralMeeting sometime during the week of September 23,1991 in New Delhi, where we wish to break awayfrom normal tradition and structure a one daymeeting to discuss a vision of a new India and theinterna8-%nal experiencc of Indonesia, Mexico, SouthKorea, rkey and others. Subject to availability,we are planning to have our Finance Minister,Dr. Manmohan Singh, as the Chief Guest. The morningsession will include leading industrialists asspeakers such as Mr. Keshub Mahindra, Mr. Russi
Mody, some former Governors of the Reserve Bankof India. For the lunch session, we plan to haveas the Guest Speaker our Commerce Minister,Mr. P. Chidambaram. For the afternoon session,the theme of which will be the internationalexperience, our great desire is to have you as theKeynote Speaker, followed by international speakerswho will talk about the experiences in Indonesia,Mexico, South Korea, Turkey, etc. We are workingclosely with the UNDP in Delhi for arranging suchspeakers. For the Valedictory Address, we areining to have someone like Dr. 1. Patelperson of equal status.
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Mr. Conable, I am very conscious of your
many commitments and, particularly, during the month
of September when you will be leaving the Bank.
Nevetheless, many senior industrialists from India,
including Mr. Keshub Mahindra, have strongly
recommended to me that I should approach you for
your participation in our Seminar, This Seminar
will be attended by 500/600 leading businessmen
from all parts of the country, including many
bureaucrats and diplomats. Your keen interest in
India and its development prompts us to take the
liberty of encroaching on your time.

My colleagues and I and, in fact, the
entire business community in India, would be
extremely obliged to you if it is at all possible
for you to participate in our Seminar and share
your global thoughts with us. I would be very
grateful to know your initial reaction, which, I
hope, will be positive.

With kindest regards,

Yours sincerely,

A. ZU AR

Mr. Barber B. Conable
President
The World Bank
1818 H Street, N.W.
WASHINGTON D.C. 20433
U S A
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ASSOCHAM
THE ASSOCIATED CHAMBERS OF COMMERCE & INDUSTRY OF INDIA

FAX NO.: 11-312193, TELEX: 031-61754 ASSO IN, 031-61384 ASSO IN, GRAMS: ASSOCHAM NEW DELHI-110001
PHONES: EPABX 310704, 310749, 310779. 344031, 344252

ALLAHABAD BANK BUILDING, 17, PARLIAMENT STREET. NEW DELHI -110001

A. Mazumdar August 9, 1991.
President

Dear 1r. Conable,

Knowing your deep interest in the welfare
of India, you must have been watching with
satisfaction the dramatic changes that are now
taking place in our country. After 44 years of
independence, we are now finally moving away from
a 'command' and 'control' mechanism to a 'market'
and 'competitive' mechanism, something that we
should have done in 1947.

ASSOCHAM, as you may know, is the oldest
(1920) and largest (55,000 companies and 110
chambers) association of chambers in the country.
For some years now, particularly during the last
few years, we have been strongly advocating a
fundamental change in India's economic policy from
a socialist and command mechanism to a market and
competitive mechanism. We have been lobbying with
the various authorities on these and othor related
matters such as removal of controls and permits,
encouraging direct foreign investment, disinvestment
in public sector, removal of foreign exchange control
and other matters which are so essential for economic
development.

We are planning to have our Annual General
Meeting sometime during the week of September 23,
1991 in New Delhi, where we wish to break away
from normal tradition and structure a one day
meeting to discuss a vision of a new India and the
international experience of Indonesia, Mexico, South
Korea, Turkey and others. Subject to availability,
we are planning to have our Finance Minister,
Dr. Manmohan Singh, as the Chief Guest. The morning
session will include leading industrialists as
speakers such as Mr. Keshub Mahindra, Mr. Russi
Mody, some former Governors of the Reserve Bank
of India. For the lunch session, we plan to have
as the Guest Speaker our Commerce Minister,
Mr. P. Chidambaram. For the afternoon session,
the theme of which will be the international
experience, our great desire is to have you as the
Keynote Speaker, followed by international speakers
who will talk about the experiences in Indonesia,
Mexico, South Korea, Turkey, etc. We are working
closely with the UNDP in Delhi for arranging such
speakers. For the Valedictory Address, we are
planning to have someone like Dr. I. G. Patel
or a person of equal status.
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Mr. Conable, I am very conscious of your
many commitments and, particularly, during the month
of September when you will be leaving the Bank.
Nevetheless, many senior industrialists from India,
including Mr. Keshub Mahindra, have strongly
recommended to me that I should approach you for
your participation in our Seminar. This Seminar
will be attended by 500/600 leading businessmen
from all parts of the country, including many
bureaucrats and diplomats. Your keen interest in
India and its development prompts us to take the
liberty of encroaching on your time.

My colleagues and I and, in fact, the
entire business community in India, would be
extremely obliged to you if it is at all possible
for you to participate in our Seminar and share
your global thoughts with us. I would be very
grateful to know your initial reaction, which, I
hope, will be positive.

With kindest regards,

Yours sincerely,

A. Z D

Mr. Barber B. Conable
President
The World Bank
1818 H Street, N.W.
WASHINGTON D.C. 20433
U S A
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NEW

ECONOMIC ORDER...

OUR NATIONAL PRIORITY

BY

A. MAZUMDAR
PRESIDENT, ASSOCHAM



ASSOCHAM
THE ASSOCIATED CHAMBERS OF COMMERCE & INDUSTRY OF INDIA
FAX NO.: 11-312193, TELEX: 031-61754 ASSO IN, 031-61384 ASSO IN, GRAMS: ASSOCHAM NEW DELHI-110 001

PHONES: EPABX 310704, 310749, 310779, 344031, 344252
ALLAHABAD BANK BUILDING, 17, PARLIAMENT STREET, NEW DELHI-110 001

A. Mazumdar July 4, 1991
President

Dear Friend,

The economic and political crisis facing the country today is
unparalleled in the history of independent India. On the one
hand, our budgetary deficit continues to grow alarmingly
and, on the other, we are facing a Balance of Payments
crisis of unprecedented magnitude. Unfortunately, just at
the present criticaljuncture, for the Indian nation, due to a
series of events, the political scenario is also confused and
unsettled.

The people of India have given their verdict in the recent
general elections and have chosen their new leaders.
Irrespective of alignment of political forces, there is no getting
away from the fact that the economic problems facing the
country need to be tackled with the utmost sense of urgency
and determination. The new government must take some
very hard, bold, innovative and even unpleasant policy
decisions, so that we can overcome the current economic
crisis and prepare India to become a major player in the
world economic arena.

ASSOCHAM, which is the oldest and largest apex
organisation ofthe business community of India has, during
the last twelve months, deliberated in its various seminars,
meetings, round tables and conferences on major economic
issues, and what should be India's new economic policy on
various matters. We have also closely studied the dramatic
events that have been taking place in many countries ofthe
world in the last few years, and from all these efforts have
distilled what we believe is an urgently needed New Economic
AgendA for the country.



To overcome the current BOP crisis, ASSOCHAM believes
that it is absolutely essential for us to obtain large foreign
currency loans from international institutions on the best
possible terms available under the circumstances.

We are placing before you our views on a number of key
issues which, we believe, are crucial for our great nation to
move quickly out of its present difficult situation and of
economic stagnation to create for itself a 'niche' in the global
economic arena.

Ultimately, it is only through this process of extensive
reform and abandonment of populist measures we believe we
will be able to raise the standard 6f living of our people,
improve the quality of their life and finally achieve the
aspirations of the vast majority of the people of our country.

With kind regards,

Yours very truly,

(A. MAZUMDAR)
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Introduction

Economic Achievements
Since Independence, India has made tremendous strides in

the economic front Today, we are self-sufficient in our
requirement of food, clothing, wide range of consumer
durables and medicine. We are, by and large, self-
sufficient in our requirement of transport and engineering
goods, heavy and fine chemicals, petrochemicals, etc.
Much ofthe technology and machinery required for
establishing a steel plant, cement plant, sugar plant, fertiliser
plant, a major petrochemical plant, oil refinery, thermal power
plant, etc., is available from indigenous sources. We have
developed a vibrant capital market and a strong financial
system.

In the process, India has emerged as one of the largest
producers of scooters, bicycles, chemicals, engineering and
electronic goods and cotton yarn in the world. We occupy the
first six positions in many other items on a global basis, as for
example, tea, coffee, sugar, iron ore and other minerals, etc.
All of this is no mean achievement and we are all indeed very
proud ofit.

India also has the world's third largest scientific manpower
and a good R & D base. In the field of agriculture, the country
achieved the miracle of transforming itself from a major grain
importer till the seventies to a net surplus producer today.
Energy sources have also been diversified and production
considerably increased, although the demand is growing faster
than supply. The composition of exports has also undergone
significant change with nearly a third of our exports being
non-traditional manufactured items.

Looking at our achievements from the common man's point
of view, have we really been able to raise his standard ofliving
adequately, improve his quality oflife and have we been able to
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meet his aspirations? Progress does not mean only
development of the metropolitan cities or the urban sector.
Have we been able to achieve enough for the people who live in
five lakh villages in India? The answer certainly is'no'. One of
the ways this assessment can be made is by looking at the per
capita production and consumption of essential commodities
and social goods. With these indicators, India's position in the
world very quickly drops from amongst the top ten industrial
nations to the bottom twenty or so nations ofthe world. This
is a hard reality and unless we recognise this, corrective
measures cannot be taken.

Need for Change

Where have we gone wrong ? Our commitment to a
command and controlled economy based on 19th century
socialism perhaps could have been partially justified in the
forties on the grounds of socialjustice, but is no longer
valid in the vast and changing global economic scenario.
The very authors of socialism, command economy and
controlled economy are dismantling their systems faster than
we are, having seen their futility.

Nations that have made the greatest economic progress
in the last five decades in terms ofraising the standard of
living of its people, improving their quality oflife and
meeting their aspirations, have been able to do so only in
an environment of open market economy and
competitiveness. Controls breed inefficiency, high costs,
poor quality, shortages, lack of international
competitiveness, islands of prosperity and parallel
economy.

India can no longer continue with its earlier economic
beliefs and policies. Ifwe are to improve the quality of life of
our people and meet their aspirations and this we must, we
have no alternative but to immediately move away from
our present system to an open market economy and a

2



competitive one by dismantling controls on a priority
basis.

Tables giving India's relative global position in terms of
select economic and social indicators are appended in the end
of this report.

3



Basic Economic Policy

History shows that command economy and controlled
economy cannot meet the aspirations of the people and raise
their standard of living. It is, therefore, essential that India
immediately moves away to an open market economy and
competitive economy.

Domestic Economy

All controls relating to establishment of an undertaking,
its capacity expansion and diversffication, and location
must be removed. Forcing an industry to go to a backward
area has not been a success. Incentives can be offered for a
backward area, but it is for the entrepreneur to decide on a
location based on the economics of his project. There
should be no control on capital structuring or raising
resources from the capital market, as this is essentially a
management prerogative. By opening up the domestic
economy to the market forces, the following benefits will
result:

a) Quality of goods will vastly improve as only the best
value for money would survive.

b) Shortages will disappear.

c) Prices will come down.

d) Productivity will improve.

e) Technology upgradation will take place and a totally
new commitment to quality by the Indian
entrepreneur will emerge.

f) More employment will be generated.

g) It will greatly help Indian goods to be more
internationally competitive, which is not the case
today.

4



h) Exports will increase.

i) Prosperity will come to the common man.

The benefits accrued to the people of India by partially
opening up the consumer goods, the textiles, consumer
electronics, and two and four wheeler industry are well known
to all.

International Economy

We have lived in an environment of protection with barriers
from international competition. True, if international barriers
were removed overnight, it would create serious socio-
economic problems in the country. Bearing this in mind, it is
suggested that the economy should be gradually opened up to
international competition in a time span of two to three years.
Ifwe continue our protection against international economy
any longer, it is feared that the rest of the world will go past us.
History has demonstrated over and over again that opening
international competition to a domestic arena has accelerated
rather than decelerated the growth of the domestic economy in
terms ofproductivity, technological upgradation, quality,
prices, greater market access, after-sales service, etc,. There is
no reason why it should be any different for our country.

Economic Policy

For the last several decades, we in India have resorted to
adhocism in our various economic policies where rules and
regulations change every six to twelve months. If India has to
make rapid progress in the economic front, and also become a
major player in the international arena, we must have a long
term integrated economic policy which will cover basic
matters relating to monetary, fiscal, industrial, energy, import-
export and industrial relations policies. Indian businessmen
have out of necessity learnt to live with adhocism, but in the
international arena, we will not be able to survive with such
adhocism.
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Our New Economic Policy must also take into account the
need for integration of our rural economy with the urban
economy and our domestic economy with the international
economy.

6



Operational Constraints

India has earned the dubious reputation of being a country
with complex policies and procedures. Where it takes just one
to two years for a major project to be commissioned from
conceptual stage in other countries, it takes three to five years
or more in India due to the elaborate administrative clearance
procedures. Finally, Centre-State differences and political
considerations needlessly interfere with the economics of a
project. The regime of restrictive policies and procedures need
urgent review. Liberalisation process initiated in the
eighties, has clearly shown the way. We should deregulate
the economy in several sectors. What we need is a system
change and not a step change within the existing system.

M.R.T.P.

The provisions of M. R. T. P. Act may have been valid
twentyfive years ago for protection of the weaker sections of
the community, but the provisions as to the size of a company
in the changed global context is no longer valid. Indeed even
the biggest of our corporate groups are only pygmies by world
standards. Barring the Government-owned Indian Oil
Company, there is hardly any Indian company which finds a
place in Fortune 500 ! We have limited the size to a
Rs. 100-crore group when in fact we are trying to become a
global player and compete with companies who in size may be
a Rs. 5,000 or Rs. 10,000 crore company at the least. We,
therefore, believe that there should be no restriction as to the
size of a group. Our current policies are designed to restrict
the activities of large houses like the Tatas, the Birlas and
their likes. What we really need to do is to create
conditions where India generates a hundred Tatas and
Birlas and their like. This is not an impossible dream, given
the entrepreneurial base. It is only then that the economic
activity of our country will grow, and the aspirations of the
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people will be met. A cursory study of growth of giants in
Japan, Taiwan and South Korea and other countries in the
last three decades is adequate proof of our belief

ASSOCHAM, however, is totally in agreement with the
Govermnent that there should be necessary legislation
and policing to ensure that there is no restrictive trade
practice. These practices can take place even in a 5-crore or
20-crore company and need not necessarily be a 100-crore
company.

F.E.R.A.

Our approach to foreign investment and TNC's in particular
must undergo a major qualitative change. The provisions of
F. E. R.A. are to-day out-dated, out-moded and impractical, and
are a major hurdle to our economic development particularly
in our technology upgradation and export efforts. World
economic history clearly shows that a nation's capacity to earn
foreign exchange does not come about through restrictions in
foreign exchange, but liberalisation in its policy on foreign
exchange. The experience of Turkey, Taiwan, Thailand,
Indonesia, Mexico, Brazil and more recently, Pakistan, are
already there as working examples for one to see and judge.

It is, therefore, necessary that much of the provisions of
F.E.R.A. need to be taken out of the statute and there
should be minimum controls initially, which should
eventually be totally dispensed with. Contrary to a
misplaced belief, controls cause surreptitious outflow whereas
no controls invariably result in legal inflow.

Direct Foreign Investment (DFI)

Developing countries with only a fraction of the potential of
India in terms of manpower, resources, infrastructure and
market are to-day receiving Direct Foreign Investments
anywhere from ten to thirty times more than what we receive.

8



India: Average US$ 200 to 300 million p. a.
Indonesia/Malaysia/Thailand: Average US$ 1 to 2 billion

p.a.

Even China which remained a closed economy until
recently is today attracting DFI to the extent of US$ 3 to 4
billion per annum.

NET DIRECT FOREIGN INVESTMENT (YEAR 1988)
Country

India

Indonesia

Malaysia

Rep. of Korea

Philippines

Singapore

Thailand

Argentina

China

Mexico

Brazil

0 500 1000 1500 2000 2500 3000

(US $ million)

What are the reasons for poor D. F. I. in India ?

1) Our archaic policies based on the erroneous belief that
D.F.I. will lead to a new form of economic colonialism.
We seem to forget the strength and capability that the
Indian business community has developed since
Independence.

2) Bureaucratic controls and myriads of rules and
regulations popularly known as "Hassle Factor". While
in Singapore, all permissions for a foreign investment
can be settled in 48 hours, and some other countries in a
week or two, statistics show that in our country, to

9



obtain all permissions, it may take from 18 to 30
months.

3) With our ever changing policies, regulations and delays,
a foreign potential investor does not feel as welcome and
wanted in India as in other countries. There is need for
total procedural and attitudinal change in this regard.

4) Administrative controls, rules and regulations under
which a unit has to operate after it has gone into
production are far more than in other countries and a
deterrent for the potential investor.

D.F.I. has the following advantages:

1) It is an inexpensive form of acquiring foreign
exchange and reducing the B.O.P. problem as no
regular payment is due, unlike a loan, until the unit
makes a profit and declares a dividend.

2) It brings new technology into the country.

3) It provides employment opportunities to the people
of India.

4) It provides goods and services of international
standards to the people of India.

5) It imparts new skills to the Indian employees.

6) It establishes a linkage for exports through the
foreign partner's international distribution system
and thereby enhances export opportunities.

7) Improves quality.

8) Generates many new ancillary industries and helps
in expanding the entrepreneurial base.

Finally, it must be remembered that the foreign investor
has limited technology and resources. He will look in the
direction of least resistance. It must also be borne in mind

10



that the Western world is committed to make Eastern

Europe a success and, therefore, a large part of the
available resources will automatically be diverted to that
region. The developing world will, therefore, be bidding for
what is left and the DFI will flow in the direction ofleast
resistance and greatest opportunity.

11



Public Sector Undertakings

India's Public Sector

While the investment in the private organised sector is
approximately Rs. 75,000 crores, the investment in Central
and State Public Sector Undertakings is in excess of
Rs. 130,000 crores. If to this we add the investment in
Departmental undertakings such as the Railways, P&T, etc.,
the total investment by Central/State Undertakings would
be in excess of Rs. 300,000 crores. This is the money of the
people of India. What is the return on this massive
investment? In PSUs, the aggregate return is less than
1%. The return in the organised private sector on an
average is around 10 per cent

In the forties, when Industry in India was in its infancy,
perhaps it was necessary for the State to initiate large
undertakings such as steel plants, oil refineries, thermal
power plants, chemical plants, etc. as India had no real private
dapital market nor did it have entrepreneurs who could
undertake such large projects. The situation since then has
changed dramatically. India has capable entrepreneurs and a
vibrant capital market which can undertake creation of such
plants quite successfully.

Privatisation

Over the years, the public sector has extended its operations
to the service and consumer goods sectors which have
traditionally been reserved for the private sector. This has
resulted in tremendous misallocation of resources. Further,
annual budgetary support to loss making public sector
enterprises at low interest rates has compounded the problem
of budgetary deficits.

It is recommended that the ownership of the Public
Sector Undertakings should gradually be changed from
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the President of India to the people of India. Initially, at
least 51% ofthe shares of PSUs should be sold to the
Indian public including non-resident Indians. A
mechanism should however be established to ensure that no
large house or large group can take control of any such
undertaking and the ownership is widely spread. Total
management and control should be with the Board of
Directors duly elected by their shareholders and not the
Department in the Ministry, which is the case to-day. We
believe that with this change, these undertakings will become
far more efficient, far more productive and will earn larger
return on investment for the shareholder. Total authority and
accountability must lie with the Board of Directors and its
management, and any interference from the Ministries
and politicians must stop. This can be possible only if the
ownership is changed.

The present practice of subsidizing their losses through
budgetary provisions will no longer be necessary. On the other
hand, through better management these enterprises will yield
economic surplus and contribute to revenue.

The sale proceeds of these undertakings could be profitably
utilised by the Government for development of the
infrastructure which is so badly needed in India.

For select PSUs, we should also consider sale of 49 per cent
shares with 10-15 years management contract to NRIs or the
top 1000 international companies. This would result in
immediate technology upgradation and also open doors to the
international market.
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Energy Policy
Oil and Gas

While Oil & Natural Gas Commission and Oil India Ltd have
done commendable work in exploration and exploitation of our
oil and gas reserves, the fact remains that we are still deficient
in meeting our requirements, and the single biggest outflow in
foreign exchange is for purchase of crude petroleum. Put in
another way, purely on trade balance, if POL imports are
excluded, on rest of merchandise trade, India's trade deficit
will be easily manageable. India is a vast country with large
tracts of sedimentary basins which remain unexplored both
on-shore and off-shore. Oil and gas exploration requires high
technology, large capital investment, large down side risk and
highly capable technological personnel. We are short in all of
these.

Our new oil and gas policy should be to open up the
entire country, both on-shore and off-shore, for
exploration and exploitation by foreign and Indian
companies. Different tracts ofland could be demarcated
and companies could bid for the same. ONGC and Oil
India should also bid on level terms and in the same
manner for new areas.

International norms already exist for terms of the
exploration and sharing of oil/gas and/or profits which are
currently in vogue all over the world. In the event oil is
discovered, it must be remembered that it is India's oil. The
foreign company cannot run away with it. Majority of the
benefit of such discovery will come to India not only in
terms ofrevenue, but also in terms ofreduction ofinport
cost, technology upgradation and development of many
ancillary industries leading to higher employment. We
should not be overly concerned with what profits the
foreign company will be making after tax. We should look
at the benefit that India will reap in totality.
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If this policy is adopted, we believe India can become

self-sufficient in oil in the next five years, and to achieve this,
India will not really have to spend any money either in rupees
or in foreign exchange. The benefits will continue to flow to

India for the next twenty to thirty years.

Currently, about Rs. 2000 crores worth of gas is being flared

annually from oilfields in the Western and Eastern parts of the

country. Our own ability to establish pipelines and the

end-user industries is very limited. Besides it is very time
consuming and expensive. Perhaps, the gas which we are

flaring to-day could be given to two different internationally
established companies one in each region with the stipulation

that they are to arrange for pipelines and down-stream
industries which obviously will be located in India. The benefit

to the country is obvious-development of a new industry,
total stoppage in losses of flared gas, relief from crippling fuel

and power shortages, many new petroleum products,

employment opportunity, new technology coming to India and

revenue for the Government, in addition to development of a

host of ancillary industries.

The prosperity that has flowed to the people of Middle

Eastern countries by following this policy is universally
known.

Coal
Coal India Ltd. and Singareni Collieries have done a

commendable job and are progressively raising their outputs of

coal in the country. Because ofhistorical reasons, technology,
labour laws, etc. per man output of coal in India is one of the

lowest in the world. As in the case with oil and gas, it is

recommended that unexplored areas or exploitation of known
reserves should be given to Indian/foreign companies on a

turnkey basis. These operations should be totally delinked
from Coal India, so that they are not influenced by the same

problems that Coal India faces. India has one of the largest
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reserves of coal in the world. Our targets so far have been to

meet our own demand. It is time we also thought of becoming

a major coal exporting nation of the world, and to achieve this

we need large investment, new technology to upgrade quality,

higher productivity and international marketing linkages.
Much of this can be obtained by inviting foreign partners.

Electricity
Barring one or two exceptions, the bulk of electricity

production and its distribution in our country is either in the

hands of State Electricity Boards or NTPC. NTPC has

performed well and they should be encouraged. The private

sector companies have also performed very well and they

should also be encouraged. Their expertise should be utilised

in further expansion of this crucial infrastructure sector.

SEBs perhaps, with one or two minor exceptions, have

performed miserably throughout the country because of local

political interference, over-employment, poor plant

maintenance, lack of financial control and accountability, etc.

All these result in low plant load factor and low productivity.

The country has made massive investment in SEBs and

methods must be found for making them efficient and

productive. Plant load factor must be improved. If this means

taking private sector partners or bringing in foreign
consultants with full authority for plant management, we

should not shy away from it. A mere five per cent improvement

in PLF will mean an equivalent of five super thermal plants of

capacity of 500 MW each! This can be easily achieved by better

house-keeping, professional management and

uncompromising adherence to productivity and performance

targets.
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Agriculture

Export of agricultural products is a major earner of foreign
exchange. The need for food will continue to grow with the
growth ofhuman population. In India, we have had
considerable success in meeting our own needs for food.
Somehow, our efforts for increasing agricultural output seem
to have slowed down as we seem to be content with 180
million tonnes of grain output and buffer stock of 20 to 25
million tonnes.

With the potential in India, we should think in terms of
increasing our foodgrain output to around 350 million tonnes
and all surplus to our needs could be a major export item for
us, thus earning valuable foreign exchange. According to
estimates available, India has the potential to generate
export of agriculture, agriculture processed goods and
horticultural products to the tune of Rs. 20,000 crores In
the near future. Our agricultural land reform policies need to
be adequately amended to achieve this objective. Research
effort in crop and soil science, particularly under dryland
conditions must be intensified.

India has vast tracts of waste and fallow land. This should
be given under long lease, say for fifty years, to the
organised sector which will undertake to cultivate such
crops as would either result in import substitution (palm
oil) or enhance export of specified agricultural products.
This cannot be done by the individual farmer and needs to
be done in the organised sector as large amounts of money
have to be spent and new technology has to be brought in
to first convert the waste and fallow land into land fit for
agricultural purposes. Thereafter, massive investment has to
take place in nurturing the crop, nursing it through the
gestation period and arranging for distribution and marketing
on an international scale.
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Exports

Increasing our exports by quantum jumps is a major
national need and priority. The need to export more is not
because exporting is fashionable, but ultimately it is the only
way India can earn foreign exchange so vitally required for its
imports and internal development. We cannot continue to
borrow from the International Institutions or commercial
banks. We must plan to earn our own foreign exchange on a
sustained basis. With its historical and cultural points of
interest, India can develop tourism as a major foreign
exchange earner. Development of adequate infrastructure,
hotels and charter services will greatly help in this endeavour.
Currently India has a mere one per cent share in world tourist
income. This can be increased manifold.

CURRENT ACCOUNT DEFICIT
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While we believe that India has the potential of becomling a
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major exporting nation, it cannot achieve this objective merely
through additional export processing zones. India will become
a major global player only when the major manufacturing units
in the country through their own volition make an effort and
succeed in exporting part of their production either in the form
of components or raw material for some other Indian
exporters, or their own finished goods.

Export Processing Zones will help, but these will only be
incremental in the total need.

Exchange Value of Rupee Rs. per Dollar
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Role of Industry

* To increase our exports, the major thrust has to come
from Industry itself. Their urgent needs are:-
a) Technology upgradation
b) Improving productivity and reducing costs.
c) A totally new commitment to quality.
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d) A totally new commitment to commercial terms such
as delivery, after-sales service, etc. as acceptable by the
international marketplace.

e) Establishing market linkage by those who are large
enough to do so on a global basis on their own and for
others through current established third party
linkages, to make the marketing efforts cost effective.

f) Developing tourism as a major export sector.
g) A commitment by the top management of the top 2000

companies of our country that within three years every
effort will be made to export minimum 25% of their
production.

Role of the Government
India is considered to be a high-cost economy because

prices and distribution of many basic inputs for industry are
administratively controlled. This includes petroleum and
chemical products, energy, coal, steel, non-ferrous metals and
money. Unless these are progressively brought down to
international levels, it will be difficult for Indian products to be
competitive as these are major inputs for many industries.

Bureaucratic controls and rules and regulations governing
export are cumbersome. They are really designed to deter a
small minority of defaulters instead of facilitating the vast
majority ofthe honest exporters. Our rules and regulations
and controls need a sea change with minimum of controls.
The defaulters or law-breakers should be severely dealt with.

Port operations and infrastructure performance need to be
vastly improved.

The Commercial Sections of our overseas Missions should
be strengthened to promote Indian goods and services besides
providing timely market intelligence service. These sections
in selected areas should be manned on a contract basis by
people who have vast experience of the Indian industry
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and foreign trade rather than foreign service officers. This
is a practice followed by many countries.

International marketing organisations with global
linkages should be given easy access for establishment of
offices in India, which would enable them to pick up goods
from the Indian producer for the international market.
Similarly, Indian enterprises with good track record in
export performance should be permitted to establish
international marketing offices abroad without the
cumbersome bureaucratic control (FERA) that exists
to-day.
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Taxation and Monetary Policy

Taxation
India has one of the most complex tax structures in the

world and the rates of taxation in some areas continue to be
among the highest in the world. The following reform is
suggested: -

a) The tax structure should be simplified

b) The tax net should be widened which would enable rate
of taxation to come down to a maximum of 35%.

c) Indirect taxation should be rationalised.

d) Tax evasion should be severely dealt with.

e) While the world is moving towards a borderless village,
after 43 years of Independence, there is no free trade
between States in our own country. All barriers for
entry of goods from one State to another in the form of
Octrol, entry tax, etc. should be abolished forthwith.
The revenue loss could be made up through addition to
existing taxes such as Sales Tax, etc.

In addition to the delays costing the nation
thousands of crores ofrupees, we believe, removal of
octroi checkposts would also result in saving of fuel bill
of about Rs. 900 crores per annum.

Budget
Budget deficit has to be drastically curtailed in the greater

interest of domestic economic recovery and reduction in BOP
crisis. The following measures are suggested: -

1) Drastic reduction in non-plan government spending
including freeze in all new and replacement
employment
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2) Disinvestment in PSUs so that annual budgetary
support is no longer required.

3) Progressive elimination of subsidies such as farm
subsidy, electricity subsidy, etc.

4) Bold decision to close down non-viable PSUs with
appropriate compensation to their employees.

5) Energise export through proper environment.

GROSS FISCAL DEFICIT
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Gross Fiscal deficit is the difference between aggregate revenue receipts and disbursements.

Source: GOI Budget documents and RBI Annual Reports.

Monetary Policies

Because of the high rate of taxes and controls in our
country, it is a fact that a very strong parallel economy exists in
India. This is both in rupee and foreign exchange terms.

23



Pragmatic and remunerative schemes should be devised
immediately to bring in as much of this into the legitimate
economy. Many schemes have been formulated. These need
to be evaluated and the Government should institute such
schemes as they consider appropriate which will yield the
desired results.
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Industrial Relations

Since our Independence, we have enacted many legislations
to protect the labour which is obviously necessary in an
environment of large scale unemployment and to avoid their
exploitation. Through passage of time, in many instances, the
situation has turned around. To-day, in several cases, it is
the management and society at large that is being -
exploited by the Union leaders (not the workers). This is a
very unhealthy phenomenon which has to be totally
curbed.

Ideally, all unions must be progressively delinked from
political parties, Workers' rights must be maintained.
However, earnings must be linked to productivity.

A clear legislation on exit policy of 5 to 10 % of the
workforce per annum should be introduced which would
enable over-manned, high-cost, inefficient units to gradually
become efficient and internationally competitive. In an arena
of free market and competitive economy where there is
freedom to entry, there has to be some policy for freedom of
exit, otherwise the system will fail.

To create a sense ofbelonging, ownership of an enterprise
by all its employees should be encouraged and to achieve
this, special assistance should be given by the
management of the enterprise.
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Role of the Govermuent

It is our belief that the primary role of any elected
Government in a democracy such as ours is to look after all
defence matters, relationships with foreign countries, internal
law and order, development of infrastructure and such
minimum regulatory controls which will facilitate economic
activity rather than hamper its growth.

We believe, Government should be totally out of the
business of business. This should be left entirely to the
people of India. Production of defence items should
gradually be shifted to the private sector.

Many of the legislations, rules and regulations of our
country in all walks of life though designed to catch the erring
few, in effect impede rather than facilitate the progress of the
vast majority ofthe honest. This basic philosophy must
change where laws will be basically to facilitate progress,
otherwise the vast majority suffers for the erring few.

All efforts must be made to curb Government expenditure.
There should be a total freeze on any new or replacement
employment. With the new role of the Government in a free
market economy of facilitating rather than policing, it should
be its endeavour to drastically reduce its workforce over the
next ten years.

26



Conclusions

ASSOCHAM firmly believes that India could in a decade
or so easily emerge as a major industrial nation of the
world. The basic ingredients of men, material, enterprise and
innovativeness already exist in large measure with our
population. Indians who have had an opportunity to operate in
a free market environment, invariably, throughout the world,
have excelled themselves whether it is in the field of
commerce, industry or professional pursuits.

It is only in India the same Indian is struggling for a place
under the Sun. ASSOCHAM believes that it is the controls,
the plethora of regulations and the basic mistrust of each other
which has hampered our economic development.

ASSOCHAM believes that if the New Economic Agenda
as given here is followed, in a very short time the following
transformation will occur:-

1) A quantum jump in our export efforts with continued
high growth rate.

2) A quanturnjump in our per capita GNP.
3) Real industrial R&D by all major undertakings to

keep abreast. To-day, barring a few, it is only lip
service.

4) Massive technology upgradation by every major
industry in the country, and a new awareness on
quality which will make us internationally more
competitive.

5) Higher productivity.

6) New employment opportunities.

7) Our current and future BOP crises will be totally
eliminated and India will gradually develop a trade
surplus.
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8) The growing budgetary deficit will gradually reduce,
because with higher production and wider tax net, the
income of the Government will increase.

9) Improvement in the standard of living and in the
quality oflife of the average Indian.

10) India will eventually emerge as a major economic
global player.

11) Finally, we will be rapidly moving towards meeting
the aspirations of the people of India.

12) The high economic credibility of India will soon be

regained.
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Economic Indicators for some Selected Countries

S1. Country GNP Per Capita Population Merchandise
No. Exports (a)

US $ Growth Million Growth Per Cap. as % of
(a) Rate Rate US $ GNP

1965-88 (c)
% p.a

1. Australia 16050 1.7 17 1.2 2256 14.1
2. Bangladesh 179 0.4 116 2.7 13 7.2
3. Brazil 2000 3.6 153 1.9 221 11.0
4. Canada 20195 2.7 27 0.8 4614 22.8
5. China 325 5.4 1150 1.4 54 16.6
6. Egypt 753 3.6 55 2.2 56 7.5
7. France 20850 2.5 57 0.4 3021 14.5
8. Germany 20510 2.5(b) 79 0.0 4427 21.6
9. Hongkong 12069 6.3 6 0.9 14386 119.2

10. India 350 1.8 843 2.1 23 6.5
11. Indonesia 545 4.3 187 1.8 143 26.3
12. Italy 15055 3.0 58 0.0 2436 16.2
13. Japan 23570 4.3 124 0.4 2335 9.9
14. Malaysia 2305 4.0 18 2.3 1590 69.0
15. Mexico 1860 2.3 83 2.0 271 14.6
16. Pakistan 365 2.5 115 2.9 52 14.3
17. Philippines 727 1.6 63 2.3 131 18.0
18. Saudi Arabia 5838 3.8 15 3.8 1500 25.7
19. Singapore 11575 7.2 3 1.1 17400 150.3
20. South Korea 5569 6.8 43 0.9 1508 27.1
21. Sri Lanka 430 3.0 17 1.3 103 24.1
22. Taiwan 7990 n.a. 21 1.2 3243 40.6
23. Thailand 1418 4.0 55 1.4 372 26.2
24. Turkey 1280 2.6 58 1.9 202 15.8
25. U.K. 17506 1.8 57 0.2 3172 18.1
26. U.S.A. 21653 1.6 252 0.7 1427 6.6
(a) Relates to latest available data.
(b) Relates to Federal Republic of Germany.
(c) Percentage increase over one year.



Social Indicators for Selected Countries

Si. Country Infant Literacy People per Average
No. Mortality in % Physician Calorie

(a) (b) (c) Supply

1. Australia 7 99.5 438 3326
2. Bangladesh 108 33.1 6219 1927
3. Brazil 57 79.3 684 2656
4. Canada 7 95.6 491 3462
5. China 27 72.6 724 2630
6. Egypt 57 44.9 616 3342
7. France 7 98.8 399 3336
8. Germany 8 100.0 378 3528(d)
9. Hongkong 6 88.1 1024 2859

10. India 88 40.8 2522 2238
11. Indonesia 65 74.1 8010 2579
12. Italy 9 97.0 234 3523
13. Japan 5 100.0 635 2864
14. Malaysia 20 72.6 2986 2730
15. Mexico 36 90.3 1102 3132
16. Pakistan 98 25.6 2086 2315
17. Philippines 40 88.7 1090 2372
18. Saudi Arabia 58 57.2 950 3004
19. Singapore 8 90.1 888 2840
20. South Korea 21 92.7 1216 2907
21. Sri Lanka 24 86.1 7253 2400
22. Taiwan 5 91.2 1010 n.a.
23. Thailand 24 88.8 5564 2331
24. Turkey 62 65.6 1361 3229
25. U.K. 8 100.0 611 3256
26. U.S.A. 8 95.5 413 3645

Notes:
a) Relates to recorded death rates per 1000 live births.
b) Relates to population over 15 years.
c) Physicians who meet World Health Organisation standards.
d) Relates to Federal Republic of Germany.



Per Capita Production of Selected Commodities
Index with India = 100

S1. Country Coal + Cement Crude Electri- Gaso- Kero-
No . Lignite Steel city lene sene

and Jet
Fuel

1. Australia 4469 747 2489 2914 20382 2516
2. Bangladesh n.a. 6 n.a. 24 15 37
3. Brazil 17 327 1106 516 1773 315
4. Canada 1030 818 3687 6468 28720 3386
5. China .349 331 357 175 488 54
6. Egypt n.a. 354 n.a. n.a. 1906 813
7. France 94 843 2147 2157 9405 1270
8. Germany 2381 943 3881 2355 8942 387
9. Hongkong n.a. 675 n.a. 1389 n.a. n.a.

10. India 100 100 100 100 100 100
11. Indonesia 10 160 n.a. n.a. 609 542
12. Italy 10 1256 2733 1214 7701 1008
13. Japan 32 1187 5473 2028 6098 2572
14. Malaysia n.a. n.a. n.a. 415 2207 810
15. Mexico n.a. 513 547 469 5295 568
16. Pakistan 9 116 n.a. 107 234 121
17. Philippines 9 109 n.a. 143 620 224
18. SaudiArabia n.a. n.a. n.a. n.a. 19439 4806
19. Singapore n.a. 1157 n.a. 1735 n.a. n.a.
20. South Korea 172 1293 3492 739 1084 510
21. SriLanka n.a. 65 n.a. 55 270 235
22. Thailand 62 492 n.a. 223 n.a. n.a.
23. Turkey 268 764 858 278 1234 242
24. U.K. 672 525 2042 1802 13093 2494
25. U.S.A. 1336 525 2232 3992 34812 4355



Per Capita Consumption of Selected Commodities
Index with India = 100

Si. Country Overall Motor Tele- Fertilizer
No. Energy Cars phones per arable

Consumption area
per capita per person

1. Australia 2444 n.a. 10000 55
2. Bangladesh 24 14 29 149
3. Brazil 385 3200 1636 94
4. Canada 4589 23273 13846 94
5. China 275 41 134 457
6. Egypt 288 n.a. 529 678
7. France 1755 20480 12000 578
8. Germany(a) 2095 24381 10000 814
9. Hongkong 732 1600 8571 n.a.

10. India 100 100 100 100
11. Indonesia 109 264 93 207
12. Italy 1236 21333 9000 368
13. Japan 1567 12800 10000 837
14. Malaysia 372 3580 1636 309
15. Mexico 618 3200 1800 146
16. Pakistan 100 212 113 160
17. Philippines 116 298 269 118
18. Saudi Arabia 1468 n.a. 2118 711
19. Singapore 2116 -4830 7826 2660
20. South Korea 718 1422 5455 758
21. Sri Lanka 77 470 145 212
22. Thailand 157 753 340 63
23. Turkey 390 n.a. 1636 123
24. U.K. 1780 18963 9474 688
25. U.S.A. 3628 28444 13846 181

(a) Relates to Federal Republic of Germany, except for No. ofTelephones per
person.
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THE WORLD BANK/IFC/MIGA

OFFICE MEMORANDUM

DATE: August 22, 1991

TO: Mr. Barber B. Conable, President

(Through Mr. S. Lat , ctinj Director, EXT)
FROM: Peter Riddleberge DgX

EXTENSION: 31786

SUBJECT: Press Interview

1. You are scheduled to be interviewed by Ms. Seema Sirohi of the

Telegraph (Calcutta, India, daily circulation 500,000) at 9:45 a.m. on

Friday, August 23.

2. You can expect her questions to include the following:

a. What have you learned about development? How has it changed

your thinking about international relations?

b. Are you satisfied that the role of women in development is
adequately appreciated, both by Bank staff and outsiders?

c. How do you view large military budgets of developing countries?

Do they divert resources away from genuine economic development?

d. India. Has India invested World Bank funds wisely? (Ms. Sirohi
attended a press conference on India given by Attila Karaosmanoglu

on August 21.)

3. I will come to your office at 9:30 a.m. to brief you further.



Summary of Points Noted in August 21, 1991 Press Conference
Conducted by ATTILA KARAOSMANOGLU, Vice President, Asia Region

Mr. Karaosmanoglu related that the World Bank feels that the new

government in India is implementing policies that will restore macroeconomic

balance to the economy. Moreover, the government has indicated its commitment

to making those policies in close collaboration with the members of

Parliament. This democratic process augurs well for the sustainability and

soundness of reforms. The World Bank is currently undertaking a review of the

impact of the new government's reforms on the economy in order to assess the

feasibility of a Structural Adjustment Operation in India.

The India Aid Consortium will meet on September 19 & 20, 1991. Although

the late date means that many donor nations have already discussed and

budgeted their aid, Mr. Karaosmanoglu indicated that he hopes that donor

pledges will at least equal the $6.1 billion pledged last year and it is hoped

that pledges will increase by 10% or more for FY93. He expressed the desire

that the Bank will be able to increase lending to the previous peak level of

two years ago, which was $3 billion.

A quick disbursing Structural Adjustment Operation will help alleviate

the Balance of Payments difficulty which currently confronts India. Mr.

Karaosmanoglu also indicated the need for private commercial banks to refrain

from decreasing their exposure and return to a pre-crisis mode of commitments

including short-term credits.

BILATERAL DONORS

There is a profound willingness on the part of the members of the India

Aid Consortium to help India get out of difficulty. This may require some

flexibility, including a change in the composition of aid among bilateral

donors to quick disbursing mechanisms. Last year (FY91), over one-third ($2.4

billion) of the $6.1 billion in aid earmarked for India came from bilateral

donors.

PERMANENCE OF REFORM

The Minister of Finance indicated that he will do everything possible to

institute continued reforms but only after close consultation with members of



Parliament. Dialogue between political groups results in policies which will

endure despite political and personnel changes.

The lively dialogue going on in India between different political groups

has occasionally resulted in a withdrawal of a new policy. However, the Bank

makes decisions based on the totality of the picture. The government of India

has taken a course of action which includes a consistent set of decisions and

actions in order to restore macroeconomic balance.

TRADE POLICY

Changes in trade policy for India confront a thorny dilemma. On the one

hand, to restore the balance of payments it is necessary to liberalize trade.

On the other hand, revenue has traditionally been derived from tariffs. To

liberalize trade while avoiding an increase in the domestic financial deficit,

the Government must come up with new sources of revenue.

FINANCIAL SECTOR ADJUSTMENT

The financial sector in India needs to (1) improve prudential standards

in the financial sector, (2) provide freer entry to the private sector and (3)

ensure active competition within the sector. The government has just

appointed a committee to consider what actions should be taken. Policies to

liberalize the financial sector may include allowing cooperative or private

sector banks freer entry or equalizing the footing of public and private banks

within the sector

GENERAL ECONOMIC CONDITIONS

India is fortunate in that although it is initiating reforms at a

comparatively late date, it has started to put them into place at an

relatively early stage economically. The inflation rate is relatively low and

external obligations are still being honored. This puts India in a

comparatively advantageous economic position relative to other countries who

began their reforms at an earlier date but who also often had higher inflation

rates and repayment difficulties.



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

BARBER B. CONABLE
President

August 19, 1991

Dear Mr. Minister:

I have learned of your appointment as Governor
for India on the Boards of Governors of The World Bank
Group. I realize this is incident to your responsibili-
ties in your own Government, but I hope you will be in a
position to actively participate in the affairs of the
Bank Group, as well.

The Executive Directors, Officers and Staff of
The World Bank Group believe very strongly in its develop-
ment mission and in the battle against poverty. We look
forward to working with you to make the Bank Group even
more effective during the coming years. Congratulations
on your appointment and thank you for your willingness to
take on this additional responsibility.

I look forward to meeting you in the near future,
and send my best personal wishes.

Sincerely,

The Honourable
Manmohan Singh
Minister of Finance
Ministry of Finance
North Block, Central Secretariat
New Delhi 110 001
India

cc: Mr. Baijal
Mr. Vergin
Mr. Kassum

ETSanidad:se
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The President of the World Bank and the Managing Director

of the International Monetary Fund issued the following

statement today:

Mr. Rajiv Gandhi's death is a tragic loss for 
India and

for the international community at large. The Bank and the

Fund have long been associated with India's economic

development. This will continue.

During the recent Interim and Development Committee

meetings in Washington in April, an informal meeting of the

major donors of the India Consortium was held to discuss

India's economic and financial situation. The Indian

authorities said then that they were preparing, in

consultation with the Fund and the Bank, a program of

corrective policies aimed at strengthening their economy.

We fully expect the Indian authorities to complete 
soon

the preparation of a comprehensive stabilization and

adjustment program, which the Indian Government 
formed after

the election can adopt. Such a program would provide the

basis for support by the Bank, the Fund and other members of

the India Consortium, which remains strongly committed to

India's economic development.



Mr. S om

The World Bank 7
1818 H Street, N.W.
Washington, D.C. 20433, U.S.A.

With the compliments of
Koji Kashiwaya
Vice President, Cofinancing and
Financial Advisory Services

You may wish to show this to Mr. Conable.



THE WVORLD BANK INTERNATIONAL FINANCE CORPORATION MIGA

Office Memorandum DECLASSWTED
JAN

DATE: June 4, 1991 URGENT AND CONFI1 C4E&
TO: Mr. Moeen A. Qureshi, Senior Vice President, Operations

Mr. Attila Karaosmanoglu, Vice President, AS 1

FROM: Koji Kashiwaya, Vice President, CFS

EXT.: 80809

SUBJECT: Emergency Assistance to India

1. The Ministry of Finance, Japan (MOF) has conveyed to me its grave concerns over
the possible financial crunch in India. If India fails to service its debt, official and or
private, the creditstanding of India will further deteriorate and trigger commercial banks'
withdrawal of their deposits from Indian banks and rejection of rollover of short-term
financing. This may cause greater difficulty for India to service its debt to MDBs including
the Bank, which might affect the creditstanding of the Bank itself and the perception of the
market towards LDC financing in general.

2. In view of this, the Japanese Government (GOJ) decided to disburse $150 million
cofinancing with ADB at the end of May, followed by an additional $150 million in
lending to SIDBI. MOF has taken the following position that GOJs further contributions
(including Central Banks' short-tern lending) should be coincident with India's agreement
with the IMF and the Bank.

3. In this context, on June 3, MOF (Mr. Utsumi) pressed Mr. Camdessus to consider
the following:

(1) Unless the Fund takes extraordinary action like the Compensatory and
Contingency Financing Facility (CCFF), Japan and other donors will not be
able to continue further assistance to India. MOF urged the IMF to go
ahead with CCFF.

(2) Without assistance of external resources by the end of June, India may face
the financial crunch. (Mr. Camdessus apparently repeated again the
necessity of policy reform, and said that not only the IMF but also the Bank
could bear separately some of the burden.)

4. When GOJ contacted the U.S. Treasury, Mr. Utsumi received the impression that

Mr. Mulford had not been well-informed of the financial crunch in India. Mr. Dallara had

been handling this and told Mr. Utsumni that the financial crunch should be basically
handled by the IMF rather than the Bank. Mr. Utsumi tried to persuade Mr. Dallara that

the financial position of India is very fragile, and that IFIs as well as bilateral donors

should take concerted and joint action. I le advised Mr. Dallara to further negotiate with

the Bank in order to use some extraordinary facilities.

5. In my view, although IFIs should not easily relax their traditional financial

discipline and adamant insistence on policy reform, we should consider the cost of the

financial crunch to be borne by ourselves, the international capital markets, and eventually
the debtors themselves. We should take into account the implications of the Indian

financial crunch on the general behavior of the international markets towards LDC
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financing, and the current financial systems, including the role of IFIs, in the case offinancial difficulties of major debtors. We sometimes have to use brinkmanship in ournegotiations with debtors on policy reforms. But if the debtor cannot commit anything
during an election period or during political turmoil, but is strongly motivated to recover
from difficulties, we should consider the political limits and be practical in assessing thereal cost of the financial crunch without our assistance. I believe the Bank can make a
strong case to render emergency assistance.

cc: Messrs. Vergin, Niehuss, Brigish

KKashiwaya:jed
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Visit of the Governor of the Reserve Bank of India,
Mr. Venkitaramanan - Briefing Note

Friday, April 5, 1991, 4:30 p.m.

The Governor is coming from New York where he has had two days of

discussions with the Federal Reserve Bank and with Money Center Banks

about the ongoing withdrawal of India's short-term credit lines and the

management of India's liquidity crisis. With RBI having taken the lead in

crisis management, the Governor is naturally preoccupied with the

short-term actions needed to prevent a default while a new Government is

being elected to stabilize the situation. However, among the members of

the GOI's economic management team, Mr. Venkitaramanan is also the one

most seized with the need for a bold medium-term program of stabilization

and structural reform.

The Government is attempting to manage the balance of payment crisis

primarily by sharply reducing imports. It is also trying to stabilize its
$4 billion short-term debt which recently has been "called" at the rate of

$250-300 million per month. Simultaneously, it is approaching friendly
donor governments for fast disbursing aid. So far without any results.

The Fund/Bank mission currently in the field reports that there is

an understandable presumption on the side of the Government that the key
to managing the Indian economy in FY91/92 lies in external liquidity

management during the next three to six months. Regrettably however, very

little effort is being directed toward formulating a more comprehensive
policy framework on which the new Government could act with all due haste.
The Government has made it clear and the mission confirms the assessment

that there is an urgent need for fast-disbursing assistance: the net
financing requirement for April/May/June is likely to be in the range of

$1.5-2.0 billion on the assumption of moderate, continued withdrawal of

short-term funding from commercial banks and convertible deposits of

non-resident Indians. The financing gap for July/August/September is

estimated to be of a similar magnitude. The financing for India's entire

FY91/92 is estimated to be in the order of $4-5 billion even in a forceful

stabilization scenario.

We suggest that you pass the following messages:

o Only concerted action by friendly donors can provide the

resources needed by India during the next three months.

o Clear evidence of program preparation would allow Bank and Fund

to reassure friendly donors that the needed short-term relief

can and most likely will be used in the context of forceful

stabilization and reform actions as soon as the new Government

has taken office.
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o Clear evidence of program preparation would also allow Bank,
Fund and friendly donor governments to reassure the credit
markets and make the point that nothing is gained by withdrawing
credit from a Government poised for decisive action.

o Under any constructive adjustment scenario, India will confront
medium-term external financing needs which can only be met by
concerted action of the multilateral lending institutions and
the members of the India consortium with heavy reliance on fast-
disbursing, policy-based lending instruments. This requires
that GOI adopts and implements a bold program of stabilization
and structural reform which also gives explicit attention to the
social dimension of adjustment.

o The Bank stands ready to assist India in this difficult period:
as an advisor (through high-quality, timely and relevant ESW and
intensified policy dialogue), as a lender (through lending
vehicles that improve the utility and reliability of the Bank's
resource transfers to India and provide significant support for
structural reforms), and as an aid coordinator.

A R
4 91



The World Bank
Washington. D.C. 204.33

U.S.A.

ERNEST STERN
Senior Vice President JAN iFinance

May 31, 1991

Mr. Conable

Barber -

India

As you know, the situation in India continues to be very uncertain, but the
current speculation is that the elections will be completed in an orderly
fashion, and a Government will be formed before the end of June. Of course,
alternative scenarios are possible, particularly, if the Congress Party does
less well than expected. But, even if this scenario materializes,
negotiations with the IMF could start only in July and, if a decent reform
program is to be agreed, these would take some time. We, therefore, face two
problems:

(a) How to respond to the current external finance crisis, and;

(b) What our position should be on the longer-term.

Foreign exchange reserves are believed to be down to less than 30 days
requirements, and no funds are left to deal with any emergency. We are being
pressed by the Indians to consider contribution to a short-term program of
support as well as by the Japanese, who are prepared to make additional
financing available if others will contribute. And, if I understand
yesterday's comment at lunch correctly,'the IMF will look to us for support if
they proceed with a Compensatory Financing Facility.

Mr. Utzumi will be in Washington next week, and he has been pressing the case
for Bank participation in a short-term program. I do not know whether he will
see you, but he certainly will press these views with the U.S. and others. It
is not that Japan has developed a sudden affinity for India but, as they make
clear in private conversation, Japanese commercial banks have the largest
exposure in India.

I would hope we would not be swayed by that argument, since the Bank has not
in the past been willing to provide short-term funding to avoid servicing of
commercial debt. Given the need for major structural changes in India, it
would be a mistake to proceed on this line of argument.
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So far, the Japanese commitment of $300 million has only been supported by the
U.K., which is arranging to draw forward disbursements out of their pipeline

of about $50 million. In my view, the IMF is the agency responsible for

providing short-term balance-of-payment support, if warranted. Early action

on their part, combined with more credible bilateral effort, might suffice to

bridge India to the end of August. We should also be clear that, under normal

circumstances, access to the CFF requires little by way of conditionality.

Our basic position ought to be that we cannot participate in the financing of

the short-term balance-of-payment problem. Although circumstances in India

are extraordinary, the only justification for providing any quick-disbursing

assistance from the Bank, as a component of an already prepared project, is if

we could agree on a significant liberalization, even if that is limited to a

single important area. For instance, liberalization of all deposits and

lending rates for non-agricultural borrowers would be such an important step.
This could be considered as a down-payment on a more comprehensive program
and, thus, justify a modest quick-disbursing component.

You should also be aware that we proposed to the Country Department an

increase in the deposits of project revolving funds. We had identified some

$100 million, which could be justified within present guidelines, but, using
what were narrow project grounds, this was reduced by the CD to $40 million.

If we wanted to, we could also temporarily extend the 4-month disbursement

equivalent to 6, in which case a total of $150-175 million could be made

available. But such an approach could not be public, and this would not help

with the Japanese package. But it would help India.

For the longer-term, it is absolutely fundamental that large-scale lending,

including adjustment loans, be based firmly on a comprehensive and consistent

domestic reform package. India is already close to the upper limit of our

concentration guideline. The scale of lending under consideration would raise

that to 12-13Z without assuming any change in portfolio behavior. But, if the

reform program permitted accelerated disbursements out of the project

pipeline, our exposure in India would rise to over 13Z.

This level of exposure will, inevitably, attract a good deal of attention,

which is not to say that that should inhibit our lending if the structural

program really holds our promise for a substantially increased growth in the

Indian economy and its exports, and an environment which could attract

external capital, particularly equity.

Given these circumstances, I think we need to be cautious in responding to the
immediate emergency situation, while being clear about the scope of adjustment
that must be undertaken quickly by the new Government. Not only am I
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concerned about an expanded exposure to India in the absence of a solid
program for reform, but also that an effort by Management to present loans of
this magnitude in the absence of such a program will eventually lead to strong
Board resistance and fuel the Board's interests in participating with
Management in this decision-making process.

Ernest Stern



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

BARBER B. CONABLE
President

July 9, 1991

Dr. Manmohan Singh

Finance Minister

Government of India

New Delhi 110 011

India

Dear Dr. Singh:

Thank you for your letter of July 1.

My colleagues and I are most encouraged by the forceful measures

already taken by the Indian Government and your commitment to further

fundamental reforms. I believe we share the view that these very difficult

times have created the opportunity to institute far-reaching changes in

India's development strategy that can address not only the immediate fiscal

and balance of payments difficulties but also set India on a path of

accelerated longer term growth and more rapid attainment of its poverty

alleviation objectives.

As I stated in my earlier letter, the World Bank will lend its

full support to India for rimplementing a major program of economic reforms.
We are also making eve'ry effort to assist in dealing with the pressing

liquidity problems your counf-ty is facing.

With best wishes,

Sincerely,

cc: Mr. J.S. Baijal
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;r! ferm-11001
FINANCE MINISTER

INDIA
NEW DELHI-110011

1st July, 1991

Dear Mr. Conable,

I am mwQL grateful to you for your message of

congratulat ions on my appointment as the Finance Minister ct

India. Our country 1- psing through a very C&fficult phase

but I am firmly convinced that we are capable of overcoming

the present difficulties.

Our Prime Minister has in his opening statement to

the nation, mentioned about the firm resolve 
of his Government

to adopt determined measures to improve our 
balance of payment

situation, correct fiscal imbalances and to undertake

meaningful structural reforms. Discussions are already

underway with the International Monetary Fund regarding a

credible stabilisation programme and we are confident that we

can work out such a programme acceptable to the International

Monetary Fund.

The structural reforms that we contemplate include

reforms in the area of industrial licensing policies as well

as policies relating to foreign direct investment. Prime

Minister has also mentioned our Government's commitment to

undertake necessary steps including trade policy 
reforms so as

to make India an internationally competitive 
economy which can

take acvanr-agy v4 L1,- 1-4,s igtS of fhe nw qlobal economy.
He has also reiterated our Government's resolve 

to remove au

the cobwebs which come in the way of full utilisation of the

immense creative potential of India's entrepreneurs. He has

also mentioned that we will not tolerate waste, inefficiency

and indifference to quality in the public sector or any other

sector. I hope to outline the overall thinking of the

Government in my Budget Speech later this month.

While we are committed to these reforms, it will

takq time to work out the details. We are discussing with the

staff of the International 1.,And anA thfm World Bank

for devising necessary measures. In the meanwhile, we have

urgent liquidity problems and we need effective immediate

support of the International Monetary Fund and the World Eank

.. 2
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FINANCE MINISTER
INDIA

NEW DELHI-11001I

to deal with this liquiditY problem. In particulart we need

your help to ensure that the commercial banks do not create

any problems for us during the next week and two weeks

Ll kt:L % t e -

I would be most grateful if in cooperation with the

International Monetary Fund and 
the donor community, you would

take effective action to help 
us in dealing with the pressing

liquidity problems.

I am confident that when I present 
my Budget on 24th

July, 1991 1 will be able to convince 
the world public opinion

that India has an effective strategy and a credible programe

of growth oriented adjustment and an adjustment 
package with a

human face, a package which will bring credit both to our

friends abroad and to the people 
of India.

With warmest regards,

Yours sincerely,

(MANMOHAN SINGH) <

Mr. Barber B. Conable,
President,
World Bank,
WASHINGTON.,



The Wor1d Bank
wcsingtonl, D.C. 20433

U.S.A.

MOEEN A. QURESHI
Senior Vice President, Operations

June 26, 1991

Mr. Conable

Herewith, for your approval, is a note

that I would like to give to Mr. Baijal who

leaves tomorrow.

d'',



\Vsr n, D.C. 2043

J. S.A.

.,OEN A. QuCEsH June 26, 1991

enior Vice President, OperatiOns

Mr. J. S. Baijal

Mr. Baijal:

Gas Flaring Reduction Project: Addition of a

Fast-Disbursing Component

------------------------------------------------------

You had asked for a note on the actions that would need to be taken by

the Government in order to enable IBRD to provide India with a fast-disbursing

component added to the Gas Flaring 
Reduction Project. I have discussed this

matter with Mr. Conable and he would be prepared to recommend to our Board a

$150 million addition to the loan 
provided the following conditions 

are met:

(a) The Fund decides to go ahead with a further tranche under 
the CCFF.

(b) GOI accepts and implements the most 
important initial steps toward

stabilization which the Fund is urging the Government to take.

(c) GOI expresses its willingness to open its oil sector to domestic

and foreign private investment. As a first step towards that

objective, GOI permits its national oil companies to seek the

participation of private investors 
in their operations and, in

particular, permits them to enter 
into joint ventures with

international oil companies for the exploration and development of

their oil .fields.

(d) Finally, we should reach a clear time-bound understanding 
regarding

the Government's detailed formulation of 
a comprehensive

stabilization and structural adjustment 
program and the formulation

- and-processing of an IBRD-SAL based on this Government 
program.

In addition, the conditions that would allow us to make the Gas Flaring

Reduction -Project effective would have 
to be met. These conditions are:

(a) announcement inviting domestic and 
foreign oil companies to

participate in a fourth round 
of bidding for offshore and onshore

parcels selected by GOI for exploration;

(b) obtaining of the environmental clearances 
for all components of the

Gas Flaring Reduction Project; and

(c) establishing of a body in the Department 
of Petroleum and Natural

Gas which would monitor the implementation of gas 
supply and

utilization plans.



THE WORLD BANK INTERNATIONAL FINANCE CORPORATION MIGA

Office Memorandum
DATE: June 25, 1991

TO: Mr. Masaki Shiratori, EDSO2

FROM: Koji Kashiwaya, Vice President, CFS

EXT.: 80809

SUBJECT: Cofinancing for India: Gas Flaring Reduction Project

1. We appreciated your strong support for the abovementioned project at the Board
meeting today. As you know, Mr. Qureshi announced to the Board that the Bank is now
considering a loan for this project on a quick-disbursing basis. This supplementary loan
will also be contingent upon the upcoming IMF CCFF, subject to Board approval, which
will be approved by the IMF Board early in July. The amount of this supplementary loan
may be in the order of $150 million. We would like to ask your Government to consider
the possibility of JExIm's cofmancing for this supplementary loan on a quick-disbursing
basis.

2. We also recognize that your Government and JExIm is now favorably considering
cofinancing this project, which is vital for its success.

3. On this occasion we would like to express our thanks to your Government for
making strenuous efforts to help India with her financial difficulties.

Cleared with and cc: Mr. H. Vergin

bcc: Messrs. Qureshi, Karaosmanoglu, S trom

KKashiwaya:jed



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

BARBER B. CONABLE
President

June 26, 1991

Dear Mr. Prime Minister,

On behalf of myself and the staff of the World Bank and IFC, I would

like to congratulate you on your appointment as Prime Minister. Your first

statements in this high office have already given us great hope that under

your leadership India will tackle with vigor the pressing issues of

stabilization and economic adjustment and will continue to progress in its

efforts at eradication of poverty and sustainable development.

We look forward to continuing our close partnership in India's

development and, in particular, stand ready to assist your Government's

efforts to address the immediate priorities of stabilization and restoration

of sustainable growth.

With warmest regards,

Sincerely,

The Right Honorable P.V. Narisimha Rao
Prime Minister of India

South Block
New Delhi
India



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

BARBER B. CONABLE
President

June 26, 1991

Dear Dr. Singh:

Thank you for your letter of June 24 and your kind words.

Please accept my congratulations on your appointment as India's

Minister of Finance. This would have been a demanding portfolio under the

best of circumstances but as you have recognized, it is a particularly onerous

responsibility in the current state of the Indian economy.

At the same time, Mr. Minister, you and your colleagues face a

major opportunity to introduce fundamental economic reforms, which will help

ensure that India's growth and poverty alleviation objectives can be met. For

our part, please rest assured that the Bank will lend its full support to

India for a comprehensive program of stabilization and structural reforms.

In this context, I would hope that the discussions between the

Government and the Bank could be accelerated and brought to an early

conclusion under your leadership.

With best wishes,

Sincerely,

Dr. Manmohan Singh

Finance Minister

Government of India

New Delhi 110 011

India

cc: Mr. J.S. Baijal, Executive Director
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FINANCE MlNITER

INDIA
NEW DELHI-110011

June 24, 1991

Dear Mr. Conable,

Following the General Election in

India, a new Government has assumed office and I

have the privilege of being appointed as the

Finance Minister. Given the critical state of

our conmythe difficulties in the management

of our Balance of Payments and the recognised

need for basic structural reforms, this is an

awesome responsibility. We are determined to

adopt all necessary measures to overcome the

present difficulties and to ensure that the

growth momentum of the economy is kept up. In

this task we seek continuing and active support

from you and your colleagues 
in the World Bank.

The Bank has a long and distinguished

record of helping India to realize its

development objectives. You have personally

shown great understanding and sensitivity to the

changing needs of our economy. I greatly look

forward to a further strengthening of

cooperation between the World Bank and our

country.

With warmest regards,

Yours sincerely,

( Manmohan Sing )

Mr. BarberB.Conable,
President,
The World Bank,
WASHINGTON. D.C.



THE WORLD BANK INTERNATIONAL FINANCE CORPORATION MIGA

Office Memorandum
DATE: July 18, 1991

TO: Mr. Moeen A. Qureshi, Senior Vice President, Operations

Mr. Attila Karaosmanoglu, Vice President, AS 1

FROM: Koji Kashiwaya, Vice President, CFS

EXT.: 80809

SUBJECT: Cofinancing for the Bombay Gas Flaring Reduction Project

1. In response to my request for JExIm's quick-disburing cofinancing with the Bank's $150
supplementary loan for the above project, the Government of Japan (GOJ) has replied as follows.

2. The Bank's quick-disbursing loan which will be discussed at the Board on July 23 is
supplementary to the Gas Flaring Reduction project. For a decision to be made by GOJ the
original loan must be appraised. JExIm expects to receive a request from India when it sends a
mission for its own direct lending in late August or early September. If appraisal results in the
green light, it may be possible to sign the loan in October or November 1991. This arrangement
has already been agreed with the Government of India (GOI).

3. GOJ believes that it has already taken the following measures to assist India with its
current financial crisis.

(1) OECF: After the donor meeting on April 28, 1991, OECF disbursed
$150 million cofinancing with ADB's energy sector loan, and a $150 million
two-step loan to SIDBI, in addition to OECFs $150 million loan to SIDBI last
January. Since early this year OECF has committed and disbursed $450 million
in quick-disbursing loans. OECF will also send a mission to India to consider
additional loans in the very near future.

(2) Bank of Japan (BOJ): At the initiative of the Bank of Japan (strongly
encouraged by GOJ), BOJ has decided to extend $400 milion in bridge loans
jointly with the Bank of England (BOE). $220 million (BOJ $110 million, BOE
$110 million) was already disbursed on July 11, the remaining $180 million will
follow if GOI will transfer gold to London.

(3) JExIm: JExIm decided to disburse upfront the $100 million two-step untied loan
to IDBI. JExIm intends to finish the disbursement by the end of August, if the
necessary procedures go well.

(4) Commercial Banks: GOJ (MOF) has advised Japanese commercial banks not to
withdraw their deposits from India, and to accept the rollover of short-term
lending.

4. GOJ will strongly support the Bank's supplementary loan at the Board meeting on July
23, and may suggest that it is doing preparatory work for cofinancing. I do not believe we can
push Japan any further. According to Japanese sources in India, the country does not have strong
support from other bilateral donors.

cc: Messrs. Conable, Vergin, Shirazi, Niehuss, Chaffey

KKashiwaya:jed
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TO: Mr. M. A. Qureshi, OPNSV DECLASSIFIED

FROM: Koji Kashiwaya, CFSVP J
WB3GARCHIJVES

EXT.: 80809

SUBJECT: INDIA: Current Crisis

1. After our conversation this afternoon, I checked with the Japanese ED at
the IMF on the current situation. IMF is sending a mission to India, and will
discuss the issue tomorrow. There seems to be no critical issue after the Indian
devaluation. The IMF mission will return to Washington next week, after which a
document will be prepared for CCFF. The possibility of obtaining approval, at the
earliest, may be during the week of July 22.

2. The Bank of Japan (BOJ) and the Bank of England (BOE) have already
agreed to finance India with a total of $400 million. The IMF Managing Director
asked them to combine their financing with CCFF. In addition, BOJ has raised the
question about the delay of India's response to its detailed questionnaires. If CCFF
is available in the week of July 22, would it be possible for the Reserve Bank of
India (RBI) to get through the financial difficulty without any money from the
Bank, IMF and central banks? If not (unfortunately nobody can get the exact short-
term financial position of RBI), we should urgently ask GOI: (a) to persuade the
Managing Director to delink central bank loans from CCFF; (b) to ask RBI to
contact BOJ and BOE for quick disbursement of their loans. In this context, RBI
should respond quickly to questions raised by BOJ.

3. I asked the Region to convey this message to Mr. Vergin, who is now in
India.

4. As I told you, the critical issue at the moment is how to accelerate the
disbursement of BOYs and BOE's loans, possibly in conjunction with CCFF. The
$150 million quick disbursing portion of Gas Flaring Reduction Program and its
cofinancing will follow CCFF, and I already requested MOF to consider this
cofnancing favorably.

KK:lgv

cc: Messrs. Conable, Karaosmanoglu, Vergin, Ms. M. Haug
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Brief on India

Economic Update

1. India continues to face a critical external payments position, which has

been exacerbated by the delay in completing the elections, caused by the

assassination of former Prime Minister Rajiv Gandhi. Faced by the continued

withdrawal of short-term credit the country has started to liquidate the

government's holdings of "confiscated" gold by "swapping" about $200 million

worth of it. Also in the past few days Japan has released a fast-disbursing

loan of $150 million and is preparing another fast disbursing $150 million

dollar loan. Together with the import compression measures put in place in

March and April, these exceptional inflows have allowed India to increase its

foreign exchange reserves to about $1.5 billion (4 weeks of imports at their

reduced level) in early June, from about $1.2 - 1.3 billion a month earlier.

However, the non-resident deposits (about $10 billion) and the short-term debt

(about $4 billion) remain vulnerable, particularly if the election outcome is

perceived to lead to further political instability and equivocation on

stabilization and reform policies. In the meantime, the political uncertainty

continues to take its toll on economic decision making on a very broad front.

2. Given its large external and fiscal deficits and an external debt of

about $70 billion, India has no choice but to adjust in major respects. The

only real options are whether the adjustment takes place in the context of a

comprehensive program of stabilization and structural reform implemented with

Bank, Fund and bilateral financial assistance, or through a disorderly and

painful process entailing arrears and severe disruptions in economic activity.

Bank Assistance Strategy

3. The Bank's assistance strategy is to give the highest priority to

encouraging and supporting India to restore macroeconomic equilibrium as

rapidly as possible and to undertake bold, decisive structural reforms. Our

dialogue with GOI has been carried out on this basis and the caretaker

Government has in fact requested policy-based lending. It realizes that India

needs substantial resource flows from the Bank, from the Fund and from other

official sources in the near and medium term, in support of a program which

would be designed to promote growth and restore the country's creditworthiness

and access to international capital markets. GOI also understands that in the

absence of an adjustment program, creditworthiness considerations would lead

to a sharp reduction in Bank lending.

4. A clear understanding has been reached with the Government officials

that as soon as the newly-elected Government is in office, staff will begin

negotiations on a program which would be the basis for a series of SALs and

SECALs in parallel with the Fund. The preferred response by the Bank is to

start policy-based lending to India with a SAL which might be ready for Board

consideration in the fall (October/November). We would also propose to

prepare a series of fast-disbursing IDA operations to deal with the social

dimensions of adjustment. In helping India to design an adjustment program,
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we are working closely with the Fund Staff. Specifically we are discussing

how to divide our efforts to support the Government's overall adjustment

program. Discussions to date point to trade reform, industrial deregulation,
public enterprise reform and financial sector reform as the focal points for

our SAL and SECALs.

5. Meanwhile, however, India confronts an external liquidity crisis,
severed access to private capital markets, and dangerously low level of

reserves. To help Government cope with this perilous situation while
elections were scheduled, we convened an informal donors' in late April at the

time of the Interim/Development Committee meetings to review the situation

with selected donors and secure some immediate fast-disbursing assistance for

India. While a modest amount of such assistance totalling about $300 -400
million was secured, it also became clear that the amounts required to tide

the country over until a newly-elected Government could begin to address

itself to stabilization and reform would only be forthcoming if both Fund and

Bank were to participate in formulating and financing the desired interim,
emergency program. When further delays in the electoral process occurred as

the result of Rajiv Gandhi's assassination, we held a second informal meeting

with the G-10 Executive Directors to brief them on the new situation. The

general sense of the meeting was that:

Provided Government could take action on three fronts -- some further
stabilization measures acceptable to the Fund (such as a substantial

devaluation and/or further tightening of monetary policy), some modest

structural adjustment action, and mobilization of its gold reserves --
the Fund and Bank, with the Fund in the lead, would be prepared to
consider making a small contribution to the financing of the interim

emergency program in the firm expectation that this in turn would

trigger some further assistance from Japan and the other donors.

So far only the gold reserves have been mobilized by Government. However, it

is likely that the new Government soon after its installation will take

further meaningful actions. In that case we should be prepared to consider a

modest amount of fast-disbursing assistance possibly in the form of a fast-

disbursing supplement to the Gas Flaring Reduction Project (Board presentation

on June 25) which could be presented to the Board in July. Such Fund/Bank
action together with some fast-disbursing bilateral assistance, would create a

2-3 month "breathing space" which would also make for a more orderly
preparation of a GOI program. In turn this approach would also provide a

better setting for the India Consortium Meeting now scheduled to be held on or

about September 19-20.

Management of Exposure

6. India's total IBRD debt outstanding and disbursed as of May 31, 1991,

was $7.7 billion, representing 8.1Z of total IBRD exposure. Net IBRD

disbursements were $1020 million in FY90 and are expected to amount to $700

million in FY91. The committed but undisbursed volume of IBRD loans stands at

$7.3 billion as of May 31, 1991 (compared with only $3.6 billion in June

1984), reflecting average annual lending levels of about $2.2 billion during

FY87-89. Despite this large increase in the pipeline of undisbursed loan
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amounts, the increase in exposure over the next few years resulting from
disbursements out of the existing pipeline will decline significantly because

of (i) growing repayments; (ii) anticipated cancellations; (iii) impending
suspensions in the power sector; and (iv) the rapid depreciation of the rupee

which is resulting in lower US$ value of disbursements.

7. Over the period July - December 1991, disbursements from the existing
IBRD portfolio are expected to amount to about $400 million. An emergency
operation of $150 million, the first $250 million tranche of a (say) $500
million SAL, and initial disbursements for the routine establishment of

special accounts for newly-approved projects, could further increase the

exposure by about $500 million during the second half of this calendar year.
Repayments due to IBRD during the same period are projected at about $300
million, resulting in an estimated net increase in exposure of about $600
million during July - December 1991. During the same period, new IBRD FY92

commitments involving projects at an advanced stage of processing held up by
the Governmental hiatus could total $1.0 billion spread over four investment

loans. We would propose to pace these investment lending activities in such a

way that the IBRD investment lending preceding the commitment of the SAL does

not exceed $500 million.

8. The review of the CSP by the PC is currently scheduled for July 19. The

key recommendations of the draft CSP are reproduced in Attachment A.

Country Operations Division
India Department

June 12, 1991
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1. India is confronted with a balance of payments and fiscal crisis at a time

when it is also facing substantial social tensions and political instability.

Weakened by several years of excessively expansionary macroeconomic policy and
by the impacts of recent events in the Middle East, the external payments

position is particularly precarious, and requires concerted government action and

donor support. However, the Parliamentary elections are dominating the political

agenda for now, and there are no prospects for further decisive actions on the

economy before the installation of the new Government towards the end of June.

2. The Bank's interests, both its narrowly defined risk management interests

and its long standing commitment to India's economic development, call for a

flexible and supportive response to this volatile environment. India is at a

juncture where it has no choice but to adjust in major respects. The only real

options are whether this is done in the context of an orderly, growth-oriented

adjustment program with external financial support, or through a disorderly and

painful process that would leave the country cut off from international capital

markets for years to come and significantly reduce its growth.

3. The Bank's strategy should give highest priority to encouraging and

supporting India to restore macroeconomic equilibrium, accelerate structural

reforms, and regain access to private credit markets abroad. These reforms are

the keys to unleashing India's considerable untapped economic potential, and to

achievement of its longer-term poverty eradication goals. To these ends, we must

(i) sharpen the focus of our CESW and policy dialogue, (ii) maintain readiness

and headroom to undertake policy-based lending, in concert with the IMF and other

donors, if and when India chooses to proceed with a significant stabilization and

structural reform program, (iii) strengthen our support of efficiency-improving

sectoral reforms and institutional development in agriculture, infrastructure,

human resources and poverty alleviation through investment and sector lending

operations, and (iv) structure our lending strategy to manage risk and exposure

carefully in view of India's weakened creditworthiness.

I. Key Recommendations

4. The main elements of the strategy recommended by the Region on which senior

management guidance is sought are spelled out below.

5. The Bank should make a major effort to support forceful stabilization and

bold structural reform. The proposed strategy develops and maintains readiness

to support a comprehensive program of structural reforms with quick-disbursing

IBRD policy-based lending of about $1.0 billion per year for about four years

within an IBRD lending plan of about $2.0 billion annually. Given the large

external financing needs of India's stabilization cum reform program, this IBRD

program would have to be executed with major emphasis on its catalytic effects
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in concert with IMF and other donors. It would also entail major efforts to

restart India's stalled commercial borrowing program. The proposed use of quick
disbursing lending would push India's IBRD portfolio share somewhat above the
guideline level.

6. If structural reform or stabilization is inadequate, IBRD lending would

have to be reduced to as little as US$200 - 300 billion per annum, with a view

towards protecting the Bank's preferred creditor status and conserving headroom
for supporting stabilization and structural reform when and if undertaken by the
Government.

7. Our policy dialogue should aim to make private sector development and
orderly public sector retrenchment dominant elements of the adjustment program.
To that end, lending in industry and finance should be closely linked to policy
reform. Future lending in these sectors will be primarily policy based, or in
investment operations that have either a strong policy content (e.g., FILs) or
involve important public good externalities (e.g., industrial pollution control).

8. The Bank should support reforms to improve the targetting and increase the
cost-effectiveness of social services and enhance the poverty alleviation impact
of agricultural investments through regionally/state-focused IDA and blend
lending operations. The proposed strategy programs IDA resources for investments
in social sectors and for poverty-related agricultural investment projects. In
the adjustment scenario, fast disbursing IDA credits should be used to address
the social dimensions of adjustment.

9. The increase in disbursement percentages on existing projects authorized

under the Gulf Initiative should be extended beyond December 1991. This is
essential to orderly completion of projects addressing core development
priorities under the tight budgetary situation India faces.
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1. India continues to face a critical external payments position, which has

been exacerbated by the delay in completing the elections, caused by the

assassination of former Prime Minister Rajiv Gandhi. Faced by the continued

withdrawal of short-term credit the country has started to liquidate the

government's holdings of "confiscated" gold by "swapping" about $200 million

worth of it. Also in the past few days Japan has released a fast-disbursing

loan of $150 million and is preparing another fast disbursing $150 million

dollar loan. Together with the import compression measures put in place in

March and April, these exceptional inflows have allowed India to increase its

foreign exchange reserves to about $1.5 billion (4 weeks of imports at their

reduced level) in early June, from about $1.2 - 1.3 billion a month earlier.
However, the non-resident deposits (about $10 billion) and the short-term debt

(about $4 billion) remain vulnerable, particularly if the election outcome is

perceived to lead to further political instability and equivocation on

stabilization and reform policies. In the meantime, the political uncertainty

continues to take its toll on economic decision making on a very broad front.

2. Given its large external and fiscal deficits and an external debt of

about $70 billion, India has no choice but to adjust in major respects. The

only real options are whether the adjustment takes place in the context of a

comprehensive program of stabilization and structural reform implemented with

Bank, Fund and bilateral financial assistance, or through a disorderly and

painful process entailing arrears and severe disruptions in economic activity.

Bank Assistance Strategy

3. The Bank's assistance strategy is to give the highest priority to

encouraging and supporting India to restore macroeconomic equilibrium as

rapidly as possible and to undertake bold, decisive structural reforms. Our

dialogue with GOI has been carried out on this basis and the caretaker

Government has in fact requested policy-based lending. It realizes that India

needs substantial resource flows from the Bank, from the Fund and from other

official sources in the near and medium term, in support of a program which
would be designed to promote growth and restore the country's creditworthiness

and access to international capital markets. GOI also understands that in the

absence of an adjustment program, creditworthiness considerations would lead
to a sharp reduction in Bank lending.

4. A clear understanding has been reached with the Government officials
that as soon as the newly-elected Government is in office, staff will begin

negotiations on a program which would be the basis for a series of SALs and

SECALs in parallel with the Fund. The preferred response by the Bank is to

start policy-based lending to India with a SAL which might be ready for Board

consideration in the fall (October/November). We would also propose to

prepare a series of fast-disbursing IDA operations to deal with the social

dimensions of adjustment. In helping India to design an adjustment program,
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we are working closely with the Fund Staff. Specifically we are discussing
how to divide our efforts to support the Government's overall adjustment
program. Discussions to date point to trade reform, industrial deregulation,
public enterprise reform and financial sector reform as the focal points for
our SAL and SECALs.

5. Meanwhile, however, India confronts an external liquidity crisis,
severed access to private capital markets, and dangerously low level of
reserves. To help Government cope with this perilous situation while
elections were scheduled, we convened an informal donors' in late April at the
time of the Interim/Development Committee meetings to review the situation
with selected donors and secure some immediate fast-disbursing assistance for
India. While a modest amount of such assistance totalling about $300 -400
million was secured, it also became clear that the amounts required to tide
the country over until a newly-elected Government could begin to address
itself to stabilization and reform would only be forthcoming if both Fund and
Bank were to participate in formulating and financing the desired interim,
emergency program. When further delays in the electoral process occurred as
the result of Rajiv Gandhi's assassination, we held a second informal meeting
with the G-10 Executive Directors to brief them on the new situation. The
general sense of the meeting was that:

Provided Government could take action on three fronts -- some further
stabilization measures acceptable to the Fund (such as a substantial
devaluation and/or further tightening of monetary policy), some modest
structural adjustment action, and mobilization of its gold reserves --
the Fund and Bank, with the Fund in the lead, would be prepared to
consider making a small contribution to the financing of the interim
emergency program in the firm expectation that this in turn would
trigger some further assistance from Japan and the other donors.

So far only the gold reserves have been mobilized by Government. However, it
is likely that the new Government soon after its installation will take
further meaningful actions. In that case we should be prepared to consider a
modest amount of fast-disbursing assistance possibly in the form of a fast-
disbursing supplement to the Gas Flaring Reduction Project (Board presentation
on June 25) which could be presented to the Board in July. Such Fund/Bank
action together with some fast-disbursing bilateral assistance, would create a
2-3 month "breathing space" which would also make for a more orderly
preparation of a GOI program. In turn this approach would also provide a
better setting for the India Consortium Meeting now scheduled to be held on or

about September 19-20.

Management of Exposure

6. India's total IBRD debt outstanding and disbursed as of May 31, 1991,
was $7.7 billion, representing 8.1Z of total IBRD exposure. Net IBRD
disbursements were $1020 million in FY90 and are expected to amount to $700

million in FY91. The committed but undisbursed volume of IBRD loans stands at
$7.3 billion as of May 31, 1991 (compared with only $3.6 billion in June
1984), reflecting average annual lending levels of about $2.2 billion during

FY87-89. Despite this large increase in the pipeline of undisbursed loan
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amounts, the increase in exposure over the next few years resulting from
disbursements out of the existing pipeline will decline significantly because
of (i) growing repayments; (ii) anticipated cancellations; (iii) impending
suspensions in the power sector; and (iv) the rapid depreciation of the rupee
which is resulting in lower US$ value of disbursements.

7. Over the period July - December 1991, disbursements from the existing
IBRD portfolio are expected to amount to about $400 million. An emergency
operation of $150 million, the first $250 million tranche of a (say) $500
million SAL, and initial disbursements for the routine establishment of
special accounts for newly-approved projects, could further increase the
exposure by about $500 million during the second half of this calendar year.
Repayments due to IBRD during the same period are projected at about $300
million, resulting in an estimated net increase in exposure of about $600
million during July - December 1991. During the same period, new IBRD FY92
commitments involving projects at an advanced stage of processing held up by
the Governmental hiatus could total $1.0 billion spread over four investment
loans. We would propose to pace these investment lending activities in such a
way that the IBRD investment lending preceding the commitment of the SAL does
not exceed $500 million.

8. The review of the CSP by the PC is currently scheduled for July 19. The
key recommendations of the draft CSP are reproduced in Attachment A.

Country Operations Division
India Department

June 12, 1991
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1. India is confronted with a balance of payments and fiscal crisis at a time

when it is also facing substantial social tensions and political instability.

Weakened by several years of excessively expansionary macroeconomic policy and
by the impacts of recent events in the Middle East, the external payments

position is particularly precarious, and requires concerted government action and

donor support. However, the Parliamentary elections are dominating the political

agenda for now, and there are no prospects for further decisive actions on the

economy before the installation of the new Government towards the end of June.

2. The Bank's interests, both its narrowly defined risk management interests

and its long standing commitment to India's economic development, call for a

flexible and supportive response to this volatile environment. India is at a

juncture where it has no choice but to adjust in major respects. The only real
options are whether this is done in the context of an orderly, growth-oriented

adjustment program with external financial support, or through a disorderly and
painful process that would leave the country cut off from international capital

markets for years to come and significantly reduce its growth.

3. The Bank's strategy should give highest priority to encouraging and
supporting India to restore macroeconomic equilibrium, accelerate structural

reforms, and regain access to private credit markets abroad. These reforms are

the keys to unleashing India's considerable untapped economic potential, and to

achievement of its longer-term poverty eradication goals. To these ends, we must

(i) sharpen the focus of our CESW and policy dialogue, (ii) maintain readiness
and headroom to undertake policy-based lending, in concert with the IMF and other

donors, if and when India chooses to proceed with a significant stabilization and

structural reform program, (iii) strengthen our support of efficiency-improving
sectoral reforms and institutional development in agriculture, infrastructure,

human resources and poverty alleviation through investment and sector lending

operations, and (iv) structure our lending strategy to manage risk and exposure

carefully in view of India's weakened creditworthiness.

I. Key Recommendations

4. The main elements of the strategy recommended by the Region on which senior

management guidance is sought are spelled out below.

5. The Bank should make a major effort to support forceful stabilization and

bold structural reform. The proposed strategy develops and maintains readiness

to support a comprehensive program of structural reforms with quick-disbursing

IBRD policy-based lending of about $1.0 billion per year for about four years
within an IBRD lending plan of about $2.0 billion annually. Given the large

external financing needs of India's stabilization cum reform program, this IBRD
program would have to be executed with major emphasis on its catalytic effects
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in concert with IMF and other donors. It would also entail major efforts to
restart India's stalled commercial borrowing program. The proposed use of quick
disbursing lending would push India's IBRD portfolio share somewhat above the
guideline level.

6. If structural reform or stabilization is inadequate, IBRD lending would
have to be reduced to as little as US$200 - 300 billion per annum, with a view
towards protecting the Bank's preferred creditor status and conserving headroom
for supporting stabilization and structural reform when and if undertaken by the
Government.

7. Our policy dialogue should aim to make private sector development and
orderly public sector retrenchment dominant elements of the adjustment program.
To that end, lending in industry and finance should be closely linked to policy
reform. Future lending in these sectors will be primarily policy based, or in
investment operations that have either a strong policy content (e.g., FILs) or
involve important public good externalities (e.g., industrial pollution control).

8. The Bank should support reforms to improve the targetting and increase the
cost-effectiveness of social services and enhance the poverty alleviation impact
of agricultural investments through regionally/state-focused IDA and blend
lending operations. The proposed strategy programs IDA resources for investments
in social sectors and for poverty-related agricultural investment projects. In
the adjustment scenario, fast disbursing IDA credits should be used to address
the social dimensions of adjustment.

9. The increase in disbursement percentages on existing projects authorized
under the Gulf Initiative should be extended beyond December 1991. This is
essential to orderly completion of projects addressing core development
priorities under the tight budgetary situation India faces.
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OFFICE MEMORANDUM
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TO Mr. Wilfried P. Thalwitz, PRESV

FROM Michael WalX' DECVP

EXTENSION 38418

SUBJECT Informal PC on India, June 14th, 1991.

1. Discussion of a revised CSP is now likely to take place in mid-
July, after there is more clarity on the post-election situation. This
meeting is to review the short-run situation and decide on the Bank's
position in the next month. No major mission to discuss a program is
planned, but Heinz Vergin may visit India in the coming weeks.

2. In the OC we supported a strategy of working now on the design
of an effective program of stabilization and structural reform, so that the
Bank has a clear position for an incoming government. However, we had
problems with the position of the region (in the OC draft of the CSP) both
on the design of policy reform and proposed Bank strategy. These are
described in the attached note from Larry Summers to Mr. Qureshi.

-- On design, our main concerns were: first, that more substantial
fiscal adjustment than currently envisaged would be necessary for effective
stabilization; and second, that structural reform should be sequenced to
support the stabilization effort (with early action on quantitative
restrictions, subsidies via the financial system and broadening the VAT,
but later action on financial liberalization).

-- On Bank strategy, we advocated: first, differentiation of IDA as
well as IBRD total lending levels depending on the strength of the overall
program; second, smoother management of IBRD commitments to avoid a sharp
rise and fall in net transfers, since India's difficulties are not going to
be solved in a few years; and third, postponing a decision on the level and
composition of lending under the "intermediate" scenario of partial
adjustment until it is better specified and we are clearly facing that
situation.

3. The OC discussion (also attached) was broadly consistent with
our position, emphasizing the gravity of the current situation, the
necessity for strong fiscal adjustment, the costs of a "muddling through"
scenario and the desirability of a clearly graduated response from the Bank
group.

4. Subsequent to the OC we have worked out with the region a
program of analytical work that we are undertaking to support the design of
a stabilization and reform program. This focuses on macroeconomic and
fiscal management and covers both analysis of India and lessons of
international experience.

P-1866
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5. For this informal PC, I would recommend emphasizing the two
points in para 2: that it is in India's best interests for the Bank to take
a very strong position on the gravity and depth of the current crisis, its
links with the insolvency of the exchequer and to structural impediments to
growth. While any reform effort will take many years to implement, a major
initial adjustment, especially with respect to fiscal action, should be a
precondition for either adjustment support or sustaining large overall Bank
group support for India. This is the signal the Region should be giving to
an incoming government.

cc: Messrs. L. Summers; V. Rajagopalan; P. Isenman; A. Shakow
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TO: Mr. Moeen Qureshi

FROM: Lawrence H. Summers

EXTENSION: 33774

SUBJECT: Re: India Country Stratey, Paper

1. I welcome the development of three sharply differentiated

scenarios in response to the highly uncertain situation now faced in
India. However, I am not convinced the adjustment scenario as now laid

. - out is credible. In contrast to a common tendency to think of India as

unique, I believe international experience is highly relevant to the

current crisis. This experience indicates a stronger program will be

necessary. I hope that concern to maintain external confidence does not

in any way moderate the message the Bank gives as to the gravity of the

situation and the scale of policy action required.

2. The priority now should be to develop a coherent set of

recommendations for the adjustment scenario in the event a new government

comes in with a will for action. I would be happy to provide staff

support for this. This case would warrant both substantial IBRD and IDA

support. I found the intermediate scenario insufficiently well-specified

to comment on. While its probability may be higher than the adjustment

scenario, it would be preferable to revisit the situation later rather

than agree to any substantial support for this case now.

3. There are four areas where I believe the current adjustment

scenario needs modification.

(a) The pattern of macroeconomic adjustment. The projections

look too smooth... Successful adjusting countries usually have temporary

declines in investment and, to a lesser extent, output. An investment

decline helps smooth consumption and makes sense if the period of

transition is used to put in place policies that can underlay a

subsequent investment recovery. It can also bring valuable gains in

reduced import demand, that can be appropriately distributed between a

reduced current account deficit and higher consumption: a back-of-the-

envelope calculation suggests a decline of investment of 3 percent of GDP

could lead to a reduction in import demand of 0.9 percent of GDP.

(b) The scale of fiscal adjustment. ''The public accounts are a

major part of the macroeconomic crisis, but the proposed pace of

adjustment looks very modest by international standards. As the attached

note shows, successful adjustors, such as Malaysia, Mexico and Morocco,

moved much more decisively. Failed fiscal adjustment, as in Brazil,

leads either to accelerating inflation or repeated foreign exchange

crises. In addition, the design of fiscal adjustment places too much

emphasis on current spending. While reducing subsidies should have high

priority, more attention needs to be given to capital spending,

especially outside essential infrastructure (central government spending

for industrial investment is one percent of GOP, for example), and on

revenue increases, from both user charges and taxation. Our tax work

shows the potential strength of a VAT; broadening India's present VAT-
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type tax could be a promising area. Structural reforms would need to be

designed with attention to their fiscal impact.

(c) Structural reform. More work on design and sequencing is
needed here. India is more likely to pursue a path of fundamental reform

over an extended period, as in Indonesia, than a Mexico-style big bang.

However, Indonesia's experience is not one of overall gradualism, but of

a sequence of decisive actions in the most pressing areas. I expect the

priorities for early, decisive action in India would lie in the areas of

removal of import licensing (that is also a form of domestic control),

further deregulation of investment, especially for foreign investors, and

exchange rate action. More fundamental deregulation of the labor market,

relaxation of exit restrictions and privatization are also of great
importance, but may take more time to implement. While some tariff

adjustments may be necessary as quantitative controls are relaxed, a

broader tariff-reducing trade liberalization will be of lower priority in

India than a small open economy and can come later. In the financial

sector, early action to tackle losses due to directed credit and loan

forgiveness is urgently required, but financial liberalization could come

later, after the fiscal deficit comes down and the'product and labor

markets are in better shape. Such a sequence, if combined with early

fiscal action, is consistent with the results of.the RALs. Any -

adjustment loans should be designed in accordance with an appropriate

sequence of policy change.

(d) External finance. This looks too optimistic with respect

to private money--from banks and via NRIs. I am also very worried that

the dynamics of IBRD creditworthiness and portfolio considerations mean

we have three to four years of high positive net transfers followed by

significant negative net transfers. Every effort to raise concessional

inflows in the event of strong reform should be made--including

increasing or accelerating IDA flows--but a smoother path of non-

concessional money seems essential for a sustainable effort in what will

certainly be both a prolonged and uncertain process. This is likely to

imply a need for a lower current account deficit--and my above remarks on

imports and sharper fiscal deficit reduction are directly relevant to

this. While optimism on short-term foreign investment inflows would be

foolhardy, a couple of facts give some hope for the future: foreign

investment inflows to India were $1 bln in 1986-90, compared with $11 bln

for China, and the performance of the Bombay stock exchange prior to the

recent crisis would give heart to potential investors.

4. Finally, I-am fully aware of the need to manage any support for

policy action in a manner that is sensitive to India's political

circumstances. I would support as low-key approach as is feasible,

provided it is linked to strong policy action.

cc: Messrs. W. Thalwitz, E. Jaycox, A. Karaosmanoglu,

S. Husain, V. Rajagopalan, I. Shihata,

K. Kashiwaya, J. Wood, D. Bock, E. Grilli,

P. Isenman, H. Vergin, J. Khalilzadeh-Shirazi



Some International Experiences'with Fiscal Adjustment

The pace and scope of fiscal adjustment in some selected countries in

the aftermath of the debt crisis are shown in the attached graphs. The sharpest
adjustment was that of Mexico, which improved its primary balance by around 12

percent of GDP in just one year. Costa Rica also succeeded in reducing quickly

its public imbalance: the deficit of the overall public sector (including those
of the Central Bank and the publi enterprises, that accounted for most. of the

public imbalance) was cut by over 10 percent of GDP in only two years. In

Morocco, the adjustment was somewhat less dramatic, but still substantial (a

7 percent of GDP increase in the primary surplus in fourtyears). Moreover, these

three countries succeeded in maintaining the fiscal adjustment in later years.

In contrast, Brazil only managed to reduce its fiscal imbalance by less than

3 percentage points of GDP in 1981-85, made no further progress in later years,
and ran into increasing difficulties in terms of inflation and external

payments.

What is the experience of Asian countries ? Malaysia and Korea also

succeeded in adjusting their public finances in the early eighties. Malaysia
adjusted sharply, reducing its public deficit by 12 percent of GDP in three

years. Korea (whose public imbalance was much more modest than those of the

other countries in the figures) also adjusted quickly, cutting the public

deficit by 3 percent of GDP over just two years. As before, both countries have

succeeded in preserving their fiscal improvement.



Fiscal Adjustment in Selected Countries (Percent of GDP)

Mexico Morocco
5%- -2%-

-4%
0%-

-8%-
-5% -8%

-10%
-10%

-12%

-15%
-14%

1980 1981 -1982 1983 1984 1985 1980 -1SS1 1982 1983 1984 1985

Overall Surplus - Primary Surplus - Overall Surplus - Primary Surplus

Brazil Costa Rica
-2.5%- -4%-

-3.0% -%
-3.5%- 

-8%
-4.0%-

-10%-
-4.5%

-5.0% -12%-

-5.5%- -14%-

-7.0%-

-6.5%

-7.0% -18%

-7.5% 1980 1981 1982 1983 1984 1985 1980 1981 1982 1983 1984 1985

- Overall Surplus -- Overall Surp7uI

Korea Malaysia
-1.0%%

-1.5%- 4%

-2.0%- 8%

-2.5%-

-3.0%
-12%-

-3.5%
-14%-

-4.0%

-4.5% -16%

1980 1981 1982 1983 1984 1985 1980 1981 19 82 1983 1984 1985

-Overall SurpluFl Overall Surplu:



THE WORLD BANK

Operations Committee DECLASSIFIED

WBG ARCHIVES
INDIA

c,--3

COUNTRY STRATEGY APER I v

Postscript

95. The Operations Committee met on May 9, 1991, to consider the Country

Strategy Paper (CSP) for India. In a brief opening statement, the Region

noted that the economic situation had continued to deteriorate. The caretaker

government had acted to compress imports, contain speculative hoarding,

control the budget deficit and induce more repatriation of funds from abroad.

Still, the anticipated budget deficit was now worse and the foreign exchange

reserves were lower than when the CSP had been drafted. It was encouraging,

however, that the caretaker government, after consultations with the major

parties, had requested that the Bank initiate the preparation of a structural

adjustment loan. The subsequent discussion broadly followed the agenda

prepared by EAS.

96. In opening the discussion, the Chairman expressed his appreciation

of the Region's strategy for dealing with this important client who faced an

exceptionally difficult situation. To do justice to the strategy envisaged,

the Chairman felt that the CSP should convey even more directly the message

that the macro-economic situation was deteriorating rapidly, and pure and

simple stabilization measures would not suffice to restore India's

creditworthiness. Therefore, unless the Government undertakes, at the same

time, a strong structural adjustment program, which renews the confidence of

the Bank and India's other creditors, the Bank will have to reduce its

financial assistance. The Chairman also noted that the nature and

implications of the intermediate scenario was not fully spelled out in the

CSP. The new Government was bound to take immediate action to stabilize the

macroeconomic situation but it might stop short of the needed structural

reforms. Such a "muddling-through" scenario could have serious negative

consequences for future growth and creditworthiness of India. He was fully

aware that the Region was working hard to persuade the civil servants and the

main political parties to take strong structural measures in order to prevent

this outcome. The CSP should present the Region's strategy as clearly and

forcefully as the situation deserved.

97. Turning to the reform agenda, the Chairman stressed the importance

of strong fiscal adjustment. In containing the budget deficit, cutbacks

should apply not only to current expenditures but also to some capital

expenditures, especially in areas where the private sector could play a

greater role. He noted the need for enhanced revenues from user charges and a

broadening of the VAT. It was important, given the fiscal situation, that

reforms be designed and sequenced taking their impact on the budget into

account. In the subsequent discussion, several Committee members agreed on

the importance of cutting the budget deficit (at least in part to avoid a

surge in inflation) and noted that the fiscal adjustment outlined in the

"strong reform" scenario presented in the CSP might be more modest and gradual

than required by the current situation. The Region responded that the Central

Government deficit was expected to decline from 9.2 percent of GDP in 1990/91
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to 6.5 percent in 1991/92. The IMF representative noted that since one-third

of the 1991/92 fiscal year would pass before the new Government would be able

to act, this target implied some rather drastic expenditure cuts in the short

run. The Chairman, however, stressed the importance of bringing down

substantially the consolidated public sector deficit.

98. The Chairman agreed with the Region on the need for domestic

deregulation and liberalization of trade and direct foreign investments. 
He

added that the Bank should press for public sector retrenchment in areas where

private enterprises were likely to fill the void but warned against getting

into an ideological debate with the Government about privatization of state

enterprises. One member added that a more comprehensive program for

privatization might have a beneficial impact on the budget. There was a

general agreement among the Committee members, however, on the need for

drastic deregulation and internal liberalization of the economy. Another

member observed that the quality of governance appeared to be deteriorating,

indicating the need for a broader reform of the legal and administrative

frameworks.

99. One member recommended caution in the implementation of significant

tariff reductions. Such reforms appeared less urgent in India than in small

open economies. Given the size of the Indian economy, the Government's heavy

reliance on tariff revenues and the need to reduce the budget deficit, it

might be appropriate to delay the tariff reforms. A too rapid trade and

tariff reform might also put too much pressure on India's fragile balance of

payments. Internal deregulation was essential, trade liberalization could be

implemented later. The Region responded that the average tariff was 117

percent and, for capital goods it was a staggering 130 percent. Without being

able to import more cheaply, Indian enterprises--with their often obsolete and

inefficient equipment--cannot be competitive on the world markets and the

expected resumption in export and GDP growth will not materialize. Both

internal and external liberalization were needed. The Chairman noted that

demand management should help contain imports and stressed the importance of

continuing an active exchange rate policy in reducing the balance of payments

deficit.

100. The IMF representative reported that the Fund agree with the

approach taken in the CSP. However, the Fund was concerned about the shorter

term risks present in the economic and financial situation of India. A set of

strong emergency stabilization measures, supported by a convincing financing

package were urgently needed. The Government might have to use part of its

gold reserves to help meet India's external payments. The caretaker

government had failed to adopt all the required measures. Hopefully, the new

government would be able to take quick action.

101. The fragility of the present situation was also stressed by one

Committee member. He agreed that there was a risk that India might have to

default on some of its external. obligations and reschedule its debt. This

would dry up new commercial lending to India and make economic recovery

exceedingly difficult. Such an event could also have implications for the

World Bank's own credit rating. He added that some US$1,000 million in

external financing would be needed to avoid a financial crisis before an IMF

program could be approved in the fall. So far, bilateral donors had pledged

only half of it. To help fill the remaining gap, he suggested, that the Bank
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should do whatever it could--without jeopardizing its principles--to provide

some quick disbursing assistance.

102. In addressing the issue of IBRD lending volume and exposure, one

member noted that the political situation in India was fragile and the past

record of policy reform was mixed. The country was saddled with large
external and internal debt. Under these circumstances, would it really be

prudent for India to borrow very large amounts on commercial terms? IBRD was

highly exposed and this exposure was expected to increase. Another member

added that the "adjustment" scenario--under which India's creditworthiness

would be gradually restored--assumed a rather optimistic export growth. On

the first point, the Region responded that even under the high case scenario,

commercial debt was expected to grow considerably more slowly than it had

since the early 1980s. Addressing the second point, it noted that there had

been exchange rate and trade policy changes in recent years and, as a result,

exports had increased very rapidly. Given this record, the export projections

could not be regarded as too optimistic. One speaker noted that there were

significant downside risks and that the financing plan di d not appear to be

robust enough to absorb possible shocks or performance slippages. This point

was echoed by another member who observed that the experience from other

countries taught us that "things might get even worse before they get better."
In this connection, several speakers noted that the downside scenarios were

not fully spelled out in the CSP. Especially, what would happen if

stabilization was forceful but structural reforms only hesitant. The Region

responded that the volume of Bank lending it envisaged would depend largely on

the assessment of India's creditworthiness, with a maximum annual amount of

US$1.2 billion. Below this ceiling, the volume and composition of lending

would be determined by the extent of structural reforms and the availability

of quality projects. Indeed, this mode was already reflected in this year's

IBRD lending program which was likely to be in the range of US$600-1,000

million.

103. Several speakers felt that there was a strong need to keep IDA

lending volume tied to performance. The Region felt that the linkage should

not be carried too far, given the large investment needs presented in the

social sector and noted that even in the worst case scenario the donor

community would probably like to maintain substantive IDA lending flows in

order to help prevent deprivation. The Chairman noted, however, that IDA

lending had to be linked with performance.

104. Several members questioned the heavy reliance on IBRD funds for the

financing of adjustment operations. A different mix of lending instruments

should help improve India's debt profile. The Chairman said that

consideration should be given to providing a higher proportion of IDA

resources in the form of quick disbursing credits.

105. There was a general consensus that, as far as possible, India should

rely on concessional borrowings. It was acknowledged that even if India

undertook strong reforms, only small amounts of additional IDA funds could--

possibly--be made available. Similarly, adjusting disbursement percentages on

IDA credits were likely to have only a negligible impact. Given this

situation, one member proposed a more drastic approach: if India adopted a

strong adjustment program, management should be prepared.to go to the Board

and recommend that part of the large amounts of undisbursed IDA project



-4-

credits should be canceled and replaced with quick disbursing adjustment

credits. The Region cited policy objections to this approach.

106. Burden sharing issues were also raised by other speakers who noted

that most of the financing was expected to come from IBRD, IDA and IMF.

Indeed, in 1991 and 1992 around one-third of the financing--under the

adjustment scenario--was expected to come from the Bank. This kind of burden-

-and risk--sharing was not appropriate for the Bank. More support was needed

from both bilateral donors and regional development banks. The Chairman noted

that the Bank should push for more concessional aid in the Consortium, but he

doubted that large additional amounts would be forthcoming. He observed that

the Fund and India appeared to have ruled out the use of SAF and ESAF

resources for the financing of the stabilization program. The IMF

representative responded that the Fund presently envisaged a stand-by

arrangement for India since it could be prepared much more quickly. However,

if agreement could be reached on a multi-year program, the possibility of an

ESAF arrangement would be kept open.

107. In passing, one member expressed his surprise that, in a period when

India faced an economic crisis, the Region proposed to cut the manpower.

allocation for economic and sector work by 20 percent.

108. In summing-up, the Chairman endorsed the proposed strategy but

directed the Region to revise the CSP before it was submitted to the

President's Council for review. The CSP should present more clearly both the

strategy that the Region was pursuing to deal with the immediate liquidity

crisis, and the present efforts to get a "flying start" with the new

government. In particular, it should deal more fully with the downside risks

present in the full adjustment scenario and take into account the useful

comments and suggestions received during the meeting. Given the complexity of

the Indian situation, the Chairman encouraged the Committee members and others

to send additional comments directly to the Region.

109. The CSP should make clear that the situation had continued to

deteriorate and that this had required a fundamental reassessment of our

lending and country assistance strategy. Credit worthiness considerations

would lead to a major reduction in IBRD lending unless the Government

undertakes strong and credible structural reforms--in addition, of course, to

the appropriate stabilization measures. The paper should downplay the notion

that there are three discrete scenarios (or likely policy outcomes). Rather,

it should elucidate further the type of graduated response that the Bank

envisaged in case of a mixed policy performance. Thus, it should elaborate on

the implications of partial reforms, on both economic performance and Bank

lending. Finally, the CSP should dwell more on the fiscal aspects of the

relationship between the Federal and State Governments.

PLjung:vl
May 15, 1991



-5-

LIST OF PERSONS ATTENDING THE OPERATIONS COMMITTEE MEETING

INDIA - COUNTRY STRATEGY PAPER

THURSDAY, MAY 9, 1991

Operations Committee

Messrs. M.A. Qureshi (Chairman)
S. Husain (LACVP)
S. O'Brien (AFRVP)
A. Karaosmanoglu (ASIVP)
P. Hasan (EMNVP)
L. Summers (DECVP)
I. Shihata (LEGVP)
K. Kashiwaya (CFSVP)
D. J. Wood (FPRVP)

D. Bock (OPNSV)

Other Attendees

Messrs. E. Grilli (EAS)
P. Ljung (EAS)
A. Ray (EAS)

(Ms.) N. Okonjo-Iweala (OPNSV)
0. Yenal (ASIVP)
H. Vergin (AS4DR)
J. Khalilzadeh-Shirazi (AS4CO)
M. Gould [AS4IF]
R. Anderson (AS4CO)
A. Vorkink (LEGAS)
E. J. Stoutjesdijk (FRSDR)
H. Neiss (IMF)



THE WORLD BANK/IFC/MIGA

OFFICE MEMORANDUM
DATE: June 13, 1991

TO: Mr. Wilfried Thalwitz, PREsV

THROUGH: Mr. Frank Earwaker, Acting Chief, PRDRA

FROM: Mohsen Fardi, PRDRA

EXTENSION: 31263

SUBJECT: India - Country Strategy Paper

Regarding your meeting with Mr. Conable on June 14, 1991 on the
review of India's short-term situation, the Operations Committee,
restricted to senior management, reviewed the CSP on May 9, 1991.
Mr. Michael Walton (VPDEC) has provided you with a note on issues
discussed by the OC. Attached for your information are the PRDRA
briefing note for the OC meeting and a summary news dispatch on recent
development on the external finance situation.

attachments

cc: Messrs. Summers, Rajagopalan, Isenman, Shakow

bcc: .Messrs. Sandstrom/Khanna, .Liebenthal, Lamb, Walton, PRD Reviewers

Mfard/mf



INDIA SEEN COMING THROUGH FINANCIAL SQUEEZE

Reuter* reported from Basel that central bankers believe
India will manage to scrape through its current financial
crisis without halting foreign debt payments. The bankers,
attending the BIS annual meeting, said Governor of The
Reserve Bank of India S. Venkitaramanan told them he was
determined to maintain India's record of never having to
reschedule its debts. Venkitaramanan told bankers Germany
was expected to provide $125m soon, Britain $50m, and the
Netherlands $35m. Bankers said a BIS bridging loan was
also possible once India had agreed terms for IMF help.

The agency reported from New Delhi that Japan agreed
Tuesday to lend India $150m to help overcome the foreign
exchange shortage. A Japanese embassy statement said the
loan, the second such this year from Tokyo, demonstrates
Japan's firm support of India's efforts to tide over the
current difficulties.

Some banks that hold India's short-term debt of $4b-$5b
dollars had called in their loans but most were renewing
them, albeit at sharply higher interest rates.

The agency reported from Washington that IBRD Vice
President Attila Karaosmanoglu told reporters Monday that
India is facing one-of its most serious crises of recent
times. Although it has until now met its external
obligations, there are very major pressures on its balance of
payments, he said.

Diplomats said the country has asked the IMF and the
IBRD for a show of support in coming weeks to bolster
foreign confidence in its finances. So far both institutions
seem to be holding back, insisting that India first must carry
out economic reforms, they said. Karaosmanoglu denied
Indian press reports that the Bank is pressing India for a
22% devaluation of its currency. However, diplomats said
that the IMF has made a big currency devaluation a
precondition for a $220m loan.

Source: IMF Blue Sheet 6/11/91
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India

As you know, the situation in India continues to be very uncertain, but the
current speculation is that the elections will be completed in an orderly
fashion, and a Government will be formed before the end of June. Of course,
alternative scenarios are possible, particularly, if the Congress Party does
less well than expected. But, even if this scenario materializes,
negotiations with the IMF could start only in July and, if a decent reform
program is to be agreed, these would take some time. We, therefore, face two
problems:

(a) How to respond to the current external finance crisis, and;

(b) What our position should be on the longer-term.

Foreign exchange reserves are believed to be down to less than 30 days
requirements, and no funds are left to deal with any emergency. We are being
pressed by the Indians to consider contribution to a short-term program of
support as well as by the Japanese, who are prepared to make additional
financing available if others will contribute. And, if I understand
yesterday's comment at lunch correctly, the IMF will look to us for support if
they proceed with a Compensatory Financing Facility.

Mr. Utzumi will be in Washington next week, and he has been pressing the case
for Bank participation in a short-term program. I do not know whether he will
see you, but he certainly will press these views with the U.S. and others. It
is not that Japan has developed a sudden affinity for India but, as they make
clear in private conversation, Japanese commercial banks have the largest
exposure in India.

I would hope we would not be swayed by that argument, since the Bank has not
in the past been willing to provide short-term funding to avoid servicing of
commercial debt. Given the need for major structural changes in India, it
would be a mistake to proceed on this line of argument.
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So far, the Japanese commitment of $300 million has only been supported by the

U.K., which is arranging to draw forward disbursements out of their pipeline
of about $50 million. In my view, the IMF is the agency responsible for

providing short-term balance-of-payment support, if warranted. Early action

on their part, combined with more credible bilateral effort, might suffice to

bridge India to the end of August. We should also be clear that, under normal

circumstances, access to the CFF requires little by way of conditionality.

Our basic position ought to be that we cannot participate in the financing of

the short-term balance-of-payment problem. Although circumstances in India

are extraordinary, the only justification for providing any quick-disbursing

assistance from the Bank, as a component of an already prepared project, is if

we could agree on a significant liberalization, even if that is limited to a

single important area. For instance, liberalization of all deposits and

lending rates for non-agricultural borrowers would be such an important step.

This could be considered as a down-payment on a more comprehensive program

and, thus, justify a modest quick-disbursing component.

You should also be aware that we proposed to the Country Department an

increase in the deposits of project revolving funds. We had identified some

$100 million, which could be justified within present guidelines, but, using

what were narrow project grounds, this was reduced by the CD to $40 million.

If we wanted to, we could also temporarily extend the 4-month disbursement

equivalent to 6, in which case a total of $150-175 million could be made

available. But such an approach could not be public, and this would not help

with the Japanese package. But it would help India.

For the longer-term, it is absolutely fundamental that large-scale lending,

including adjustment loans, be based firmly on a comprehensive and consistent

domestic reform package. India is already close to the upper limit of our

concentration guideline. The scale of lending under consideration would raise

that to 12-13Z without assuming any change in portfolio behavior. But, if the

reform program permitted accelerated disbursements out of the project

pipeline, our exposure in India would rise to over 13Z.

This level of exposure will, inevitably, attract a good deal of attention,
which is not to say that that should inhibit our lending if the structural

program really holds our promise for a substantially increased growth in the

Indian economy and its exports, and an environment which could attract

external capital, particularly equity.

Given these circumstances, I think we need to be cautious in responding to the

immediate emergency situation, while being clear about the scope of adjustment

that must be undertaken quickly by the new Government. Not only am I
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concerned about an expanded exposure to India in the absence of a solid
program for reform, but also that an effort by Management to present loans of
this magnitude in the absence of such a program will eventually lead to strong
Board resistance and fuel the Board's interests in participating with
Management in this decision-making process.

Ernest Stern
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FROM: Koji Kashiwaya, Vice President, CFS
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SUBJECT: Financial Crisis in India

1. In order to avoid a possible financial crunch in India, senior people in the
Government of India (GOI) have been travelling the globe, since December 1990,
requesting extraordinary assistance to India.

2. The Japanese Government (GOJ) intends to help India out of her financial
difficulties and has requested joint action by the Bank and Fund. As you are aware, GOJ
wished to advance the donor meeting last March, but it was postponed due to the political
situation in India. Although the Fund disbursed $1.8 billion to India last March, it seems
that the Bank is unable to make a quick-disbursing loan for the time being. Based upon the
Bank's suggestion, GOJ would have originally liked to take joint action with the IFIs -- a
combination of GOI's commitment to IFIs on policy reform, and commitment of financial
support from IFIs, GOJ and other donors. The Ministry of Finance (MOF) was thinking
of cofinancing the Bank's adjustment loans, as advised by the Bank. With India sliding
into political inertia, however, there seemed to be little expectation that IFIs would take
action to help the country. Therefore, last April, GOJ indicated they would provide
$150 million in quick-disbursing cofinancing with ADB, in addition to OECF's
V30 billion SDBI loan last January.

3. At the informal donors' meeting held in Washington last month under the
chairmanship of Mr. Karaosmanoglu, informal pledges totalling approximately
$500 million were made by donors. However, it is uncertain whether, and how much, of
these commitments can be utilized for rescuing the current financial crunch. According to
India, the financial situation is further deteriorating with only $600 million usable reserves
by the end of this month.

4. During my stay in Japan during the week of May 13, Mr. Venkatraman, Governor
of the Reserve Bank of India and Mr. Heinz Vergin were in Japan to discuss various
measures to help India. MOF, (especially Mr. Utsumi) had thought of a concerted G-7
effort to press IFIs' facilities but recognized that IFIs are afraid of breaking established
procedures or stringent financial discipline, thus setting a precedent for the future. Thus,
GOJ had to pursue various possibilities and has concluded for the time being, based upon
our advice, that GOJ will accelerate disbursement procedures of OECF's cofinancing with
ADB and consider the additional $150 million SDBI loan. In addition if the Bank or Fund
is able to extend a quick-disbursing loan, it may be possible for JExIm to cofinance such a
loan. GOI is a little concerned about the possibility of GOJ delaying the procedures for
disbursement of ADB cofinancing. GOI has asked major commercial Japanese banks to
bridge this loan, but in vain.



- 2-

5. Based upon our advice on May 23, MOF has pledged $150 million cofinancing
with ADB, which will be disbursed by the end of May, and will pledge another
$150 million loan to SDBI, disbursements for which will start in the middle of June.

6. Mr. Venkatraman may also propose that the newly-elected Government use official
gold as collateral for short-term borrowing from official sources (e.g. Bank of Japan) or
commercial banks. It is uncertain whether commercial banks may lend to or deposit money
in India by using gold as collateral. The Bank of Japan (BOJ) cannot decide on this bridge
loan without strong support from MOF. Thus, after consulting with Mr. Vergin, I asked
MOF to consider favorably the possibility of BOJ and other central or commercial banks
extending short-term bridge loans to India, if India requests utilizing the gold as collateral.
(Since the use of gold as collateral is a politically sensitive election issue, Reserve Bank of
India does not wish to discuss this publicly).

7. There are many reasons for the financial difficulties in India -- the Gulf crisis,
collapse of bilateral trade with USSR, change of market perceptions towards India's
creditstanding aggravated by an uncertain domestic political situation. Reviewing India's
negotiations with donors and commercial banks in the past, I would like to emphasize two
points that may have broader implications.

(i) It is important for a relatively-indebted country like India to have a well-
established relationship with donors, especially a few major donors, in
order to be prepared to address future financial crises; and

(ii) IFIs, donors or creditor banks, as well as indebted debtors, may not be
fully aware of the costs of these financial crunches, and thus are complacent
in using or developing various fora or facilities to prevent them.

8. The first question reminds me of the Indonesian experience in 1986. After the
collapse of oil prices, the Indonesian Government requested quick disbursing assistance
from GOJ by using various facilities. GOJ eventually put in $900 million as a
JExIm/OECF loan, followed by syndicated loans by commercial banks. IGGI also held a
successful meeting, including financing of the local costs of multilateral and bilateral
donors' projects. It is important that GOJ and other donors develop mutually trusting
relations with India through frequent meetings This is indispensable for India in
overcoming her financial difficulties and restoring sustainable growth.

9. Until one year ago, many investment bankers and commercial banks rushed into
India to obtain a mandate for lending. They may not have informed the borrower of the
actual reactions of traditional investors who were concerned with the exposure to India, and
their behavior versus LDC financing. There is some tendency that such business interest
spoils the indebted borrowers and makes them overestimate their own creditstanding.
Thus, domestic political or economic events or a change in the market will suddenly
suspend normal lending, which may expose these countries to a financial crunch. In my
view a few borrowers are still susceptible to this kind of risk (e.g. Algeria, Hungary).

10. It is obvious from past and current experiences that the loss of confidence by
commercial banks, ECAs, or the private sector throws the LDCs into a financial crunch,
and that they retreat from lending to those countries after the rescheduling by those
countries. It has typically taken more than five years for the rescheduling countries to
regain their creditstanding from the markets (e.g. Turkey). The rescheduling countries,
even those who have performed well after DDSR, like Mexico and Chile still have to pay
very high margin (LIBOR plus 3-5%) for short-term borrowing from the markets. In the
past few years many relatively good performing countries have suddenly cut their normal
borrowing from the markets and asked donors, BIS banks, and commercial banks for
emergency type support without adequate preparation.
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11. In view of these episodes as well as the current problems in India, I believe that the
Bank should have a stronger capacity to advise and assist those countries near a financial
crisis. I propose that CFS develops with the Regions and other units a system of
providing advice to relatively-indebted countries on how to prevent possible financial
difficulties. CFS can utilize its daily contact with major donors and major banks.
Although this advice should be based upon debtors' request, and require experts from the
markets, the need for such services is likely to increase in view of the poor environment for
LDC financing in the 1990s.

cc: Messrs. Sandstrom,Vergin, Niehuss, Chaffey, Elwan, Rajasingham, Shilling

Ohashi, Brigish

KKashiwaya:jed



Country: INDIA Delegation: Mr. Y. SINHA, Minister of Finance
April 28 @ 5:00 pm Mr. S. VENKITARAMAN, Gov. Reserve Bank

Mr. S.P. SHUKLA, Finance Secretary

BACKGROUND
- External payments position is precarious (severed access to private capital

markets, declining Non-Resident Indian (NRI) deposits; some difficulty in
rolling over $4 billion short-term debt.) Requires concerted government action
and donor support to meet estimated unfinanced BOP gap of $3 billion over
April-September 1991.

- Government, committed to remaining current on debt-service, has taken several
measures to reduce import demand and encourage more timely repatriation of
export earnings. While generating foreign exchange savings, this will also lead
to industrial slowdown.

- End-March reserves estimated at $2-3 billion. Government thinks it can draw
down $1 billion during April-September.

- Requested selected members of Aid Consortium to provide financing of $1 billion.
Informal meeting today convened by Bank, if successful, may yield pledges of up
to $700 million of fast disbursing aid from bilateral donors. (France, Germany,
Japan, Netherlands, UK and US attending).

- Parliamentary elections scheduled for end-May are dominating the political
agenda for now. Limited prospects for decisive actions on the economy before
June-July.

- Earliest a Fund program can be envisaged is September.

POINTS TO MAKE TO DELEGATION
1. Commend authorities (particularly the Reserve Bank) for steps taken so far.

Urge further steps to prevent arrears on India's external payment obligations.

2. Urge speedy preparation of a stabilization and reform program so that new
government coming to power in June can act swiftly and decisively. Emphasize
that earliest possible presentation of suitable budget is needed to allow
multilateral agencies to come to India's help.

3. Inquire about outcome of today's informal donors meeting.

IF THE DELEGATION ASKS:

1. What the Bank can do to assist

YOU SHOULD INDICATE that we are prepared to support forceful stabilization
and bold structural reform. Level of support would depend upon quality of
program and Bank's own risk management concerns. In any case, given large
financing needs support would have to be in concert with IMF and other
donors.
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INDIA - BRIEFING NOTE FOR SENIOR MANAGEMENT MEETINGS

WITH THE INDIAN DELEGATION -- APRIL 28 AND 29, 1991

1. India continues to face an exceedingly difficult and deteriorating external

payments position. Its access to private capital markets is severed; non-

resident Indian deposits, an important foreign exchange source for the country,

are declining on a net basis; and some of India's US$4 billion short-term 
debt

is not being rolled over.

2. Recent Bank-Fund estimates indicate that between April to September 
1991

(the earliest a Fund program is envisaged), India 
has an unfinanced balance of

payments gap of $3 billion. In addition, short-term debt of about $1 billion

will fall due for a second rollover.

3. The authorities have committed themselves to remaining current on debt-

service obligations. Despite the hiatus created by the upcoming elections (May

20 onward), they have taken a number of steps to cope with the situation. The

more recent ones, announced on April 24, include: (i) an increase in the cash

margin requirements for "specific" license imports to 150% and for "open general'

license imports to 200%; (ii) a major increase in post-shipment export credit

interest rates for exporters who fail to remit their earnings within 90 days of

the expo' t date; (iii) introduction of a requirement that exporters can

henceforth obtain a share of their foreign exchange earnings 
for own use or for

sale at a premium only upon presenting proof of having remitted the proceeds.

These and earlier measures in the same vein, are expected to reduce import demand

and encourage more timely repatriation of export earnings. They will, of course,

also lead to a slowdown in the pace of industrial activity.

4. Assuming the above measures generate a foreign exchange 
savings of about

$1 billion over the period April - September, India will need $2 billion to

finance the remaining gap during April - September. The authorities have

suggested that they could draw down reserves by $1 billion (from $2.3 billion at

end-March), thus leaving a gap of $1 billion, which they have requested to be

financed by selected members of the Aid Consortium.

5. The Bank is convening an informal meeting of six bilateral donors (France,

Germany, Japan, Netherlands, U.K. and U.S.) on April 28 to consider India's near-

term economic management program and, if possible, to obtain pledges of

assistance. Provided that the GOI delegation with the support of 
Fund and Bank

staff can convince the donors that the actions taken to manage the immediate

liquidity crisis are sufficient and that the post-election Government will be in

a position to manage the crisis with despatch 
while also addressing the broader

agenda for stabilization and structural reforms, GOI may be able to obtain up to

$700 million of fast disbursing aid from the bilateral donors. Nevertheless, the

scenario outlined above is a precarious one, particularly in light of reports

that the reserves have already declined by $1 billion, and continued difficulties

in rolling over the short term debts.
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6. The authorities (particularly the Reserve Bank which bears the brunt of the

crisis management) should be commended for the steps they have taken and urged

to take further steps as needed to prevent arrears on their external payments

obligations. They should also be urged to speed up the preparation of a

stabilization and reform program so that the new government can act swiftly when

it comes to power in early June. Specifically it should be emphasized that

earliest possible presentation of a stabilization and reform budget is needed to

allow the multilateral agencies to come to India's help.

7. Attachment A, which is the summary of the India CSP, provides an overview

of our proposed assistance strategy for India beyond the immediate crisis. The

CSP has been approved by the Regional Management and will be discussed by the

Operations Committee on May 9.

8. The Indian Delegation is listed in Attachment B. The Finance Minister,

Mr. Yashwant Sinha, is standing for election from Patna (State of Bihar) under

the banner of Janata Dal (S).

Attachments

India Department
April 25, 1991
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INDIA

SUMMARY OF THE CSP

1. India is confronted with a balance of payments and fiscal crisis at a time

when it is also facing substantial social tensions and political instability.

Weakened by several years of excessively expansionary macroeconomic policy and

by the impacts of recent events in the Middle East, the external payments

position is particularly precarious, and requires concerted government action and

donor support. However, Parliamentary elections, scheduled for the end of May,

are dominating the political agenda for now, and the prospects for decisive

actions on the economy before June-July are limited.

2. The Bank's interests, both its narrowly defined risk management interests

and its long standing commitment to India's economic development, call for a

flexible and supportive response to this volatile environment. India is at a

juncture where it has no choice but to adjust. The only real options are whether

this is done in the context of an orderly, growth-oriented adjustment program

with external financial support, or through a disorderly and painful process that

would leave the country cut off from international capital markets for years to

come and significantly reduce its growth.

3. The Bank's strategy should give highest priority to encouraging and

supporting India to restore macroeconomic equilibrium, accelerate structural

reforms, and regain access to private credit markets abroad. These reforms are

the keys to unleashing India's considerable untapped economic potential, and to

achievement of its longer-term poverty eradication goals. To these ends, we must

(i) sharpen the focus of our CESW and policy dialogue, (ii) maintain readiness

and headroom to undertake policy-based lending, in concert with the IMF and other

donors, if and when India chooses to proceed with a significant structural reform

program, (iii) strengthen our support of efficiency-improving sectoral reforms

and institutional development in agriculture, infrastructure, human resources and

poverty alleviation through investment and sector lending operations, 
and (iv)

structure our lending strategy to manage risk and exposure carefully in view 
of

India's weakened creditworthiness.

I. Key Recommendations

4. The main elements of the strategy recommended by the Region on which senior

management guidance is sought are spelled out below.

5. The Bank should make a major effort to support forceful stabilization and

bold structural reform. The proposed strategy develops and maintains readiness

to support a comprehensive program of structural reforms with quick-disbursing

IBRD policy-based lending of about $1.0 billion per year for about four years

within an IBRD resource envelope of about $2.0 billion annually. Given the large

external financing needs of India's stabilization cum reform program, this I3RD
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program would have to be executed with major emphasis on its catalytic 
effects

in concert with IMF and other donors. It would also entail major efforts to

restart India's stalled commercial borrowing program. The proposed use of quick

disbursing lending would push India's IBRD portfolio share somewhat above the

guideline level.

6. If stabilization is forceful but a comprehensive structural reform program

is not undertaken, IBRD lending should be reduced to a maximum of $1.2 billion

annually. Lending up to this maximum would be determined by the extent of

structural reform undertaken, our assessment of the effect of that reform on

India's creditworthiness, and the availability of quality projects.

7. If stabilization is inadequate, IBRD lending would have to be reduced

further to a level consistent with protecting the Bank's preferred creditor

status and with conserving headroom for supporting stabilization and structural

reform when and if undertaken by the Government.

8. Our policy dialogue should aim to make private sector development and

orderly public sector retrenchment dominant elements of the adjustment program.

To that end, lending in industry and finance should be closely linked to policy

reform. Future lending in these sectors will be primarily policy based, or in

investment operations that have either a strong policy content (e.g., FILs) or

involve important public good externalities (e.g., industrial pollution control).

9. The Bank should support reforms to improve the targetting and increase the

cost-effectiveness of social services and enhance the poverty alleviation impact

of agricultural investments through regionally/state-focused IDA and blend

lending operations. The proposed strategy programs IDA resources for investments

in social sectors and for poverty-related agricultural investment projects. In

the adjustment scenario, fast disbursing IDA credits should be used to address

the social dimensions of adjustment. While the IDA operations will continue to

be subject to ordinary project-related conditionalities, no linkage of IDA

allocations to macroeconomic performance is proposed.

10. The increase in disbursement percentages on existing projects authorized

under the Gulf Initiative should be extended beyond December 1991. This is

essential to orderly completion of projects addressing core development

priorities under the tight budgetary situation India 
faces.
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LIST OF INDIAN DELEGATION

1. Hon. Yashwant Sinha

Minister of Finance

2. Mr. S. Venkitaramanan

Governor

Reserve Bank of India

3. Mr. S. P. Shukla
Finance Secretary

Ministry of Finance

4. Dr. C. Rangarajan

Deputy Governor

Reserve Bank of India

5. Dr. Deepak Nayyar
Secretary and Chief Economic Advisor

Ministry of Finance

6. Mr. J. L. Bajaj
Additional Secretary
Ministry of Finance

7. Mr. Navin Kumar

Private Secretary to Finance Minister

Ministry of Finance



DECLASSIED
THE WORLD BANK INTERNATIONAL FINANCE CORPORATION MIGA JA TFI01

JAN I ;r?01
Office Memorandum igmenfiir C6

DATE: April 12, 1991 (Sent by Mr. Kashiwava by fax)

TO: Messrs. B. B. Conable, M. A. Qureshi, A. Karaosmanoglu

FROM: Koji Kashiwaya, CFSVP

EXT.: 80809

SUBJECT: Assistance to India

1. On April 11, Mr. Sinha, Finance Minister of India, and Mr. Shukla, Permanent
Secretary, MOF, India, visited Mr. Hashimoto, Finance Minister of Japan and
Mr. Utsumi, Vice Minister, MOF, and requested emergency assistance to India.

2. Although India did not explain the details of the current financial difficulty,
Mr. Hashimoto replied that Japan was ready:

(a) to extend $150 Million of cofinancing with Asian Development Bank, and

(b) to consider the possibility of further assistance at an informal donors' meeting held
by the World Bank on the occasion of the Interim Committee, if India will:

(i) agree with the IMF and the World Bank on its own economic reforms, and

(ii) agree with other donors, including IFIs, to join the multilateral support for
India.

3. Mr. Sinha seemed a little disappointed that Japan did not commit a substantial
amount of assistance. The Japanese Government was a bit annoyed about the arrogant
attitude of the Indian Government who is overdemanding and never seems satisfied with
the cooperation extended to it.

4. Mr. Shukla later expressed and confirmed to Mr. Utsumi that:

(a) India is expressing its thanks to Japan's cofinancing with ADB the amount of
$150 Million;

(b) India wishes to pursue further assistance from Japan at the informal donors'
meeting late April; and

(c) Japan's aid should be extended in the context of multilateral support scheme for
India, in coordination with the World Bank and IMF.

5. In parallel, MOF-Japan advised major creditor banks (BOT, IBJ, Sanwa, Fuji,
Taiyo-Kobe-Mitsui) not to take a negative position toward their exposure to India for the
time being, e.g. the withdrawal of deposits, and to roll over short-term lending. So far,
Mr. Sinha requested only BOT to extend additional short-term lending to India.

6. It seems that the Japanese commercial banks understood the position of the
Japanese Government. and followed its advice.

cc: Messrs. J. M. Niehuss - o/r, H. Vergin, K. Ohashi - o/r/
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STRICTE D

March 25, 1

WBO ARCHMVS
Mr. Barber B. Conable

India - Foreign Exchange Crisis

India is facing an exceedingly difficult external payments position.

The situation has been deteriorating for sometime with foreign exchange
reserves continuing to decline, notwithstanding a drawing of $1.8 billion

from the Fund in late January. With the delay in the submission of the

budget for the fiscal year starting April 1, the resignation of Chandra

Shekar's government, and the paralysis in economic decision making until

after the general elections scheduled for late May, external confidence in

India is rapidly eroding and short-term credit lines are being reduced in

the major credit markets. While the Government is attempting to manage the

liquidity crisis primarily by sharply reducing imports, it is quite

possible that India will go into arrears on its external debt obligations.

Indeed, first cases of delayed payment are being reported. The Government

is approaching friendly donor governments for fast-disbursing aid but so

far without any results.

India's debt servicing obligations to IBRD and IDA are large (about

$1.66 billion in CY 1991 with $500 million due over the course of the next

four months). The Government has assured us that they will do their utmost

to remain current with their repayment obligations to IBRD/IDA. With our

net transfers being positive, their incentive to do so is strong.

We have implored the authorities to give very high priority to

preparing a bold program of stabilization and adjustment for the new

Government to consider and act upon with due haste. Clear evidence of

program preparation would allow Bank and Fund to reassure the credit

markets and make the point that nothing is gained by the commercial banks'

withdrawing credit from a Government poised for decisive action.

The Fund's Article IV consultation mission is now in the field and

Bank staff are participating in the discussions. We will take this

opportunity to once again reiterate to the officials the need for immediate

planning and forceful actions as soon as the new Government has taken

office. However, the immediate problem is to prevent a default before a

new Government can act to stabilize the situation. Thereafter, even with a

bold program of stabilization and reform, the magnitude of the crisis is

such that it will take time to restore access to new commercial credit.

Therefore, India's adjustment process in the first instance will have to be

supported by significant amounts of fast disbursing official assistance not

only from the Fund, but also from the Bank and bilateral donors. Our

planning and preparatory work is proceeding on this basis and we will keep

you informed.

Moeen A. Qureshi
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BRIEF FOR CONABLE-CAMDESSUS LUNCH MEETING
February 7, 1991

1. India

India, facing a major liquidity crisis, obtained some $1.8

billion in late January 1991 under the Fund's CCFF program and a first

tranche Standby. Discussions between the Government and the Fund on a

follow-up program are starting in the week of February 4, and Mr. Camdessus

may inquire about the possibilities of Bank adjustment support.

India's external payments position will remain fragile for some

time to come. Despite a more restrictive fiscal stance, it still faces

great uncertainties associated with the Middle East crisis, recession in

the US, and rapid changes in relationships with its European (east and

west) trading partners. The capital account outlook is also uncertain,

complicated by a debt service bunching in the mid-1990s associated with

debt contracted in the 1970s and 1980s, and with IMF repurchase obligations

following from the recently approved CCFF and Standby arrangements. At the

same time, private creditors have sharply curtailed India's access to

international capital markets and are likely to remain reticent about

increasing exposure to India until a balance of payments recovery is well

underway.

Should the topic arise, Mr. Conable may wish to emphasize that

stabilization based on fiscal restraint, while essential, will not alone

extricate India from its economic crisis. A program of structural reform

to improve the efficiency and competitiveness of the economy, carried out

in tandem with stabilization, is essential to achieving the export growth

required to support the future growth and development of the economy. In

broad terms, such a program would need to emphasize fiscal structure and

performance; trade liberalization; financial intermediation; public sector

enterprises; industrial regulation; and social sectors and safety nets.

In undertaking such a program, given the fragility of the

external payments situation over the next few years, India would have to be

exceedingly careful to finance this program in a way that recognizes the

inherent uncertainties in the timing and extent of the export supply
response. As much of the financing as possible should be long term, with a

substantial concessional component.

The Bank would be prepared to moblize bilateral concessional

support, and to come forward with a signficant volume of quick disbursing

policy based lending. The Bank is well-positioned by virtue of recently
completed sector work in finance, trade, and industrial regulation to

provide support in the structural reform areas outlined about. We believe
that IMF financing should take the form of an EFF to avoid exacerbating the

debt service bunching, and should leave India a reserve access cushion at

the Fund that could be called upon should the mid-Nineties be even more

difficult than now expected.

Bank-Fund working relationships on India are excellent. In the

coming months, efforts should be fully complementary, and a division of

labor worked out.
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2. Zambia

There are no pressing issues to raise with the IMF on Zambia at

this time, although the situation evolves on a daily basis, and may need a

further update. The earlier issue of how to close the financing gap in

1991, particularly the first quarter, has been solved by the "35/35/35"

plan, in which Zambia will draw down reserves by $35 million, the IMF will

defer payments in the first quarter by $35 million, and IDA will contribute

$35 million in the second tranche of the Economic Recovery Credit. Mr.

Conable might express appreciation for the IMF's help in reaching this

solution.

In proposing this solution to the financing plan, the IMF noted
that it was seeking a special payment arrangement, under which Zambia would

pay each month into an SDR account an amount sufficient to cover IMF debt

service, and the IMF would have authority to make withdrawals as payments

fell due. We have accepted this proposal on the understanding that the

Bank would have a similar arrangement for its debt service payments.

One issue Mr. Camdessus might raise is whether the IMF current

arrears (i.e., arrears accruing since the freeze date, less the $35 million

deferred) would actually be paid by the time of Bank Board presentation of

the Economic Recovery Credit. With respect to the Bank arrears in FY91, we

are expecting payment by the time of signature, not the time of Board

presentation. We propose similar treatment of the IMF current arrears.

If there are further developments on Zambia, we will provide an

update.

3. Mr. Camdessus' trip to Southern Africa

Mr. Conable should be aware that Mr. Camdessus is about to set

out on an extensive tour of countries in Southern Africa, including

Botswana, Zimbabwe, Zambia and Mozambique. We have no particular issue to

raise. Collaboration with the IMF in all these countries is good.

However, if Mr. Conable wishes briefing on Bank/IMF subjects in these

countries, we shall be happy to provide it.



THE WORLD BANK
Washington, DC. 20433

U.SA.

BARBER B. CONABLE
President

January 18, 1991

Dear Mr. Secretary:

I have learned of your appointment as Alternate

Governor for India on the Boards of 
Governors of The

World Bank Group. I realize this is incident to your

responsibilities in your own Government, 
but I hope you

will be in a position to actively participate 
in the

affairs of the Bank Group, as well.

The Executive Directors, Officers and 
Staff of

The World Bank Group believe very strongly in 
its develop-

ment mission and in the battle against 
poverty. We look

forward to working with you to make the Bank Group even

more effective during the coming years. 
Congratulations

on your appointment and thank 
you for your willingness to

take on this additional responsibility.

I look forward to meeting you in the near 
future,

and send my best personal wishes.

Sincerely,

Mr. S.P. Shukla
Finance Secretary

Ministry of Finance

North Block, Central Secretariat

New Delhi 110001
India

cc: Mr. Baijal
Mr. Vergin

Mr. Kassum

ETSanidad:jlk



"LEGRAMS-ECOFAIRS ';P9T No.1/90-FB.II

WTTff 4TWTT Government of India

f4- XNT&f; Ministry of Finance

(3TTff 1T44 fPT ) (Department of Economic Affairs)

ff Itfk/New Delhi,26th Dec. 1990.

The Secretary,
Internatiozal Ban: for Reconstruction
and Develop aent
1818-u Street, HW
Was' ington DC 20430
U.S.A.

Sir,

I a:.: directed to state that the Government of India have

under Article V, Section 2(a) of the Articles of Agreement of

International BanL for Reconstruction and Developments appointed

Shri S.P. Shukla, Secretary to the Government of India, 'inistry

of Finance, Department of Economic Affairs to be India's Alternatc

Governor on IBRD vice Dr. Binal Jalan with effect fron 17th Deae:a-

ber, 19DO.

DISTRIBUTION Yours faithfully,
TO- Executive Director

Executive Vice President, MIGA
Country Director, Bank
Investments Director, IFC (Hardeep'a Singh)
File Credential Director(FB)

E. T. Sanidad
FROM - SECRETARY'S DEPARTMENT



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

BARBER B. CONABLE
Presndent

January 9, 1991

Dear Mr. Minister:

I have learned of your appointment as Governor
for India on the Boards of Governors of The World Bank
Group. I realize this is incident to your responsibili-
ties in your own Government, but I hope you will be in a
position to actively participate in the affairs of the
Bank Group, as well.

The Executive Directors, Officers and Staff of
The World Bank Group believe very strongly in its develop-
ment mission and in the battle against poverty. We look
forward to working with you to make the Bank Group even
more effective during the coming years. Congratulations
on your appointment and thank you for your willingness to
take on this additional responsibility.

I look forward to meeting you in the near future,
and send my best personal wishes.

Sincerely,

His Excellency
Yashwant Sinha
Minister of Finance
Ministry of Finance
North Block, Central Secretariat
New Delhi 110 001, India

cc: Mr. Baijal
Mr. Vergin

Mr. Kassum

ETSanidad:jlk



WORLD BANK/INTERNATIONAL FINANCE CORPORATION

FFICE MEMORANDUM
Date January 4, 1990

To Mr T.T. Thahane, Vice President & Secretary

From P.V. Bhide, EDS12

Extension 81048

Subject India's Governor in the Bank

Government of India has informed that with effect from December 17,
1990, Mr Yashwant Sinha, Minister of Finance, Government of India, will be
India's Governor in Bank Group vice Mr Madhu Dandavate.

Official communication received from Government of India in this
regard is attached.

DISTRIBUTION

TO- Executive Director

Country Director, Bank
Investments Director, IFC
File Credential

E. T. Sanidad
FROM - SECRETARY 'S DEPARTMENT



T -E NO. F.1/44/90-FB.II
-TELEGRAMS- ECOFAIRS oTN.

4TTf WTT Government of India

fW-ff 4Tmz Ministry of Finance

(3Tfff WT4 f4WTIT ) (Department of Economic Affairs)

9i fkft/New Delhi, 17th December,
t990

The Secretary,
International Bank for
Reconstruction and Development,
1818-H Street '".W.
Washington D. , 2043

Sir,

I am directed to state that the Government of India

have under Article V Section 2(a) of the Articles of Agreement

of International Bank for Reconstruction and Development

appointed Shri Yashwant Sinha, MIinister of Finance, Government

of India to be India's Governor on IBRD with effect from

17th December, 1990 ;ge. Shri Madhu Dandavate.

Yo rs faithfully,

( A.K.KURAA )
Director (FB)



WORLD BANK OFFICE TRACKING SYSTEM
OFFICE OF THE PRESIDENT

Routing and Action Transmittal Sheet

TO: I DATE:
Mr. B Conable (E-1227) 12/12/90

SUBJECT:

Document From: A. Karaosmanoglu

To: bbc
Dated: 12/12/90 Reference No.: EXC901212001

Topic: INDIA - Primary Education

ACTION INSTRUCTIONS: j DUE DATE:

HANDLE
REVIEW AND RECOMMEND

XXX FOR YOUR INFORMATION
DISCUSS WITH

AS WE DISCUSSED

PREPARE RESPONSE FOR SIGNATURE

FOR YOUR FILES

RETURN TO
OTHER:

Remarks: NOTE: Mr. Karaosmanoglu's earlier memo of Sept. 26 is attached

tor reterence. (up)



THE WORLD BANK I IFC / MIGA

OFFICE MEMORANDUM
DATE: December 12, 1990

TO: Mr. Barber B. Conable

FROM: Attila Karaosmanoglu

EXTENSION: 81430

SUBJECT: INDIA - PRIMARY EDUCATION

1. This is a follow-up to the September 26, 1990 note we sent you

on the above subject where we informed you that we were supporting the

Government of India's (GOI) organization of a Seminar on Education for

All: Uttar Pradesh.

2. The seminar was held in New Delhi on November 6-9 and attended

by senior staff from the Population and Human Resources Department and

operational staff of the India Country Department. They have reported

that the Seminar was a success for several reasons:

(a) the seminar provided a country forum for Bank staff to stress

the institution's strong support for basic education as outlined

by you at the World Conference of Education for All, in Jomtein,

Thailand;

(b) Bank staff were exposed to a wide range of Indian educators and

learned to more fully appreciate GOI's approach to basic

education; and

(c) we were able to reach agreement with the GOI on the desired

outcomes of and on a timetable for an FY92 lending operation.

3. We expect that the proposed project would cover Basic Education

For All in Uttar Pradesh, a State whose population would rank it as the

sixth largest country in the world. The project would include support for

formal primary schooling, non-formal primary education, adult literacy and

post-literacy skill training. The GOI has emphasized, and we agree, that

all of the activities must be targetted primarily at disadvantaged people.

Specifically, the project would include special strategies to increase

access and participation of females, scheduled castes, and scheduled

tribes in basic education.

4. The Government has constituted a project preparation team and

begun preparation. Government has also asked for assistance with

preparation, mainly in the form of local and foreign expert services. We

have just received a Japan Grant for that purpose.
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5. Despite the fact that project preparation is beginning in
earnest, we expect the development of this project to remain very
sensitive. The India Department therefore, plans to manage project
development very carefully. We shall continue to keep you informed.

cc: Messrs/Mmes. Qureshi (OPNSV, o/r), Husain (Acting OPNSV),
Humphrey (AS4DR), Shirazi (AS4CO), Andonyadis, Odeh,
Sigl (AS4PW), Bredie, Segerstrom (ASTPH), Kraske,
Heaver (NDO), Hamilton, Haddad (PHRDR), Verspoor,
Middleton, Lockheed (PHREE), Heyneman (EMTPH),
Herz (PHRWD)

RCambridge/RSkolnik:swp
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: September 26, 1990

TO: Mr. Barber B. Conable

THROUGH: Mr. Moeen A. Qureshi P\

FROM: Attila Karaosmanoglu

EXTENSION: 81430

SUBJECT: INDIA - PRIMARY EDUCATION

1. This note informs you of recent progress in the development

of a Primary Education project in India.

2. The Government of India has now formally asked us to assist

in developing a Basic Education project. The proposed project would
increase access to primary schools, especially for girls and would also

improve the quality and efficiency of primary schooling. The proposed

project would also support non-formal programs for adult literacy and

post-literacy skill training.

3. The proposed operation is planned for ten districts in the

eastern part of the State of Uttar Pradesh. This is the most backward

area of the State with primary school enrollment and dropout rates above

the national average. Girl enrollments are abysmally low, and there is

a serious lack of trained teachers and school facilities. The adult

literacy rate is also well below the national average, while

unemployment and underemployment are endemic.

4. The proposed project is in our FY92 lending program. The

project preparation process will officially begin with a Workshop

organized by the Department of Education of the Ministry of Human
Resources Development and will be held in New Delhi from November 6-9.

5. We are assisting the Government in preparing this Workshop by

financing the travel costs of ten interntional experts and supplying

relevant Bank publications in the area of Basic Education. Several

senior PHR Sector Staff from the Bank will attend the Workshop.

6. We appreciate your interest in and support of this operation

and plan to keep you informed as further developments take place.

cc: Messrs. Humphrey (AS4DR), Shirazi (AS4CO), Sigl, Andonyadis

(AS4PW), Bredie, Segerstrom, Demetriou (ASTPH), Kraske

Heaver (NDO), Middleton, Verspoor (PHREE), Odeh (EM3PH)
Heyneman (EMTPH), Haddad (PHRDR)

Mms. Hamilton (P RDR), Herz (PHRWD)

RCambridge/RSkolnik/HVe in:swp



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: September 27, 1990

TO: Files

FROM: Jochen Krask*1 Chief of Mission, AS4ND

EXTENSION: 80340

SUBJECT: INDIA -- Mr. Conable's Meeting with the Annual Meetings Delegation

1. The Minister of Finance, Mr. M. Dandavate, called on Mr. Conable

on September 23. He was accompanied by Messrs. Jalan, Finance
Secretary, Deepak Nayyar, Chief Economic Advisor, J. Bajaj, Additional

Secretary (Economic Affairs), Kumar, Economic Minister, J. Baijal,
Executive Director, and P. Bhide, Advisor to the Executive Director. In

addition to Mr. Conable from the Bank side the meeting was attended by

Messrs. Qureshi, Karaosmanoglu, Vergin, Anupam Khanna, and Kraske.

2. Mr. Conable opened the meeting by welcoming the Indian delegation

to the Annual Meetings. He said he would be very interested to hear the

Minister's views on how India was expecting to deal with the two
principal economic problems: the large budget and balance of payments

deficit, and the impact of the current Gulf crisis.

3. The Finance Minister replied that the Government estimated the

impact of the Gulf crisis to add up to an additional cost in foreign

exchange of $2.4 billions for the next 12 months. This included the

impact of the increased oil price, assuming an average price of $25 per
barrel; it also included the impact on the flow of remittances and the

loss of important export markets. The Minister explained that in

response the Government was making additional efforts to increase export

earnings. There also will be special efforts to increase the

utilization of available aid resources. However, in addition the

Government was hoping to receive extra assistance both from the IMF and

the World Bank. The Minister suggested that a special facility to be

created by the IMF which he had proposed would be very helpful. As far

as the World Bank is concerned an increase in the ratio of cost of

projects covered by the World Bank would be very helpful. The Minister

continued by ensuring Mr. Conable that the Government stood firm in

dealing with the reduction of the large budget deficit. He considered

that the increase in the oil price had to be passed on in increased

gasoline and diesel prices. The recent four monthly budgetary review

which he had presented to the Parliament confirmed that this year's

budget deficit was substantially reduced as compared to last year's.

4. Mr. Jalan went further to elaborate that the Government had been

able to contain the balance of payment crisis; the level of foreign

exchange reserves at the end of August was higher than at the end of

August 1989. At the same time the Government had kept up its scheduled

payments to the IMF; $2.8 billion had been repaid to the IMF in the

course of the last year so that the total foreign exchange position of

the country had in fact significantly improved. He further explained

that the fiscal action taken by the Government on the revenue side and
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on the expenditure side was beginning to show results. To absorb the

additional cost resulting from the Gulf crisis the Government had
embarked on a strategy to increase exports, successful negotiations for

the additional export of iron ore, and software products had been
concluded with Japan. In addition, the Government was making
comprehensive efforts to step up aid disbursements. Mr. Jalan thought
that in addition to the measures taken by the Government it would be

helpful in expediting the utilization of the Bank/IDA pipeline of funds
if (i) the level of cost sharing could be increased, (ii) the time

required to restructure individual projects could be reduced, and (iii)
the utilization of IDA savings facilitated. Mr. Jalan said that he was
hopeful that on this basis additional disbursements to the tune of $400-
500 million might be generated in the next 12 months.

5. Mr. Conable assured the Indian delegation that the Bank was
willing to do what could be done to facilitate the use of the available
commitments, including the utilization of available savings, provided,
of course, India was taking care of expeditious project implementation.
He further emphasized the importance for the Government to look to the

IMF for additional assistance and enquired what the Government's view

was in this regard.

6. Mr. Jalan explained that at this point the Government was
exploring the possibility of assistance under the compensatory financing
facility. The possibility of further IMF assistance was not at present
considered although the Government was keeping an open mind and
considered further IMF assistance as one of the several available
options. Further, for the time being India was trying to solve the
pending problems and the impact of the Gulf crisis by relying on its own
efforts.

7. Mr. Qureshi also assured the Delegation that the Bank stood ready

to expedite disbursements; he felt that in view of the Gulf emergency,
there was good reason to provide some additional support in the form of
increasing the share of projects funded by the Bank. He stressed,
however, that this should not lead the Government to delay action in
carrying out the necessary restructuring of projects where appropriate.
He then referred to the change in the assessment of India's

creditworthiness which he had noted. He felt that a weakening of
India's creditworthiness was to a large extent based on the perception
in the capital markets that India's macro-economic problems were not
being addressed with sufficient vigor. He suggested that it was
important for the Government to change this perception and to spell out
more clearly what was being done to deal with the macro-economic
situation.

8. Mr. Conable expressed his pleasure and gratitude for the fact that
at last the Bank was getting involved in primary education. Likewise he
expressed his pleasure about the Government's decision to prepare a
National Forestry Action Plan in the context of Tropical Forestry Action
Planning. He felt it was important to demonstrate the Government's
determination to deal with environmental and resettlement issues and to
overcome some of the criticism and misunderstanding which had arisen,
especially in the context of the Narmada Project. He also referred to
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the fact that unresolved issues in the power sector have recently
attracted sharp criticism in the Board and required the Government's
urgent attention. Mr. Jalan assured Mr. Conable that the Government
shared the Bank's concern about the mobilization of resources; power
tariff revisions had recently taken place in all major states and the

amount of arrears owed by State electricity boards to NTPC and to other

central organizations, such as Indian Railways, and Coal India, was
being brought down through deductions from Central assistance to the

State Governments.

9. The meeting concluded with the Finance Minister reiterating his
hope that the Government could count on special assistance from the Bank
in the difficult circumstances which they were confronted as the result
of the recent oil crisis. Mr. Conable responded with assurances of

assistance emphasizing however that the burden of the required

stabilization and adjustment would have to be shouldered by the
Government.

JKraske:abk

cc: Messrs. Conable/Sandstrom/Khanna

Qureshi

Karaosmanoglu
India Management Team

New Delhi Office



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: September 27, 1990

TO: Files

FROM: Jochen Kraska Chief of Mission, AS4ND

EXTENSION: 80340

SUBJECT: INDIA -- Mr. Conable's Meeting with the Annual Meetings Delegation

1. The Minister of Finance, Mr. M. Dandavate, called on Mr. Conable
on September 23. He was accompanied by Messrs. Jalan, Finance
Secretary, Deepak Nayyar, Chief Economic Advisor, J. Bajaj, Additional
Secretary (Economic Affairs), Kumar, Economic Minister, J. Baijal,
Executive Director, and P. Bhide, Advisor to the Executive Director. In
addition to Mr. Conable from the Bank side the meeting was attended by
Messrs. Qureshi, Karaosmanoglu, Vergin, Anupam Khanna, and Kraske.

2. Mr. Conable opened the meeting by welcoming the Indian delegation
to the Annual Meetings. He said he would be very interested to hear the
Minister's views on how India was expecting to deal with the two
principal economic problems: the large budget and balance of payments
deficit, and the impact of the current Gulf crisis.

3. The Finance Minister replied that the Government estimated the
impact of the Gulf crisis to add up to an additional cost in foreign
exchange of $2.4 billions for the next 12 months. This included the
impact of the increased oil price, assuming an average price of $25 per
barrel; it also included the impact on the flow of remittances and the
loss of important export markets. The Minister explained that in
response the Government was making additional efforts to increase export
earnings. There also will be special efforts to increase the
utilization of available aid resources. However, in addition the
Government was hoping to receive extra assistance both from the IMF and
the World Bank. The Minister suggested that a special facility to be
created by the IMF which he had proposed would be very helpful. As far
as the World Bank is concerned an increase in the ratio of cost of
projects covered by the World Bank would be very helpful. The Minister
continued by ensuring Mr. Conable that the Government stood firm in
dealing with the reduction of the large budget deficit. He considered
that the increase in the oil price had to be passed on in increased
gasoline and diesel prices. The recent four monthly budgetary review
which he had presented to the Parliament confirmed that this year's
budget deficit was substantially reduced as compared to last year's.

4. Mr. Jalan went further to elaborate that the Government had been
able to contain the balance of payment crisis; the level of foreign
exchange reserves at the end of August was higher than at the end of
August 1989. At the same time the Government had kept up its scheduled
payments to the IMF; $2.8 billion had been repaid to the IMF in the
course of the last year so that the total foreign exchange position of
the country had in fact significantly improved. He further explained
that the fiscal action taken by the Government on the revenue side and
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on the expenditure side was beginning to show results. To absorb the

additional cost resulting from the Gulf crisis the Government had

embarked on a strategy to increase exports, successful negotiations for

the additional export of iron ore, and software products had been
concluded with Japan. In addition, the Government was making

comprehensive efforts to step up aid disbursements. Mr. Jalan thought

that in addition to the measures taken by the Government it would be

helpful in expediting the utilization of the Bank/IDA pipeline of funds
if (i) the level of cost sharing could be increased, (ii) the time

required to restructure individual projects could be reduced, and (iii)

the utilization of IDA savings facilitated. Mr. Jalan said that he was

hopeful that on this basis additional disbursements to the tune of $400-

500 million might be generated in the next 12 months.

5. Mr. Conable assured the Indian delegation that the Bank was
willing to do what could be done to facilitate the use of the available

commitments, including the utilization of available savings, provided,
of course, India was taking care of expeditious project implementation.

He further emphasized the importance for the Government to look to the

IMF for additional assistance and enquired what the Government's view

was in this regard.

6. Mr. Jalan explained that at this point the Government was
exploring the possibility of assistance under the compensatory financing

facility. The possibility of further IMF assistance was not at present

considered although the Government was keeping an open mind and

considered further IMF assistance as one of the several available

options. Further, for the time being India was trying to solve the

pending problems and the impact of the Gulf crisis by relying on its own

efforts.

7. Mr. Qureshi also assured the Delegation that the Bank stood ready

to expedite disbursements; he felt that in view of the Gulf emergency,
there was good reason to provide some additional support in the form of

increasing the share of projects funded by the Bank. He stressed,

however, that this should not lead the Government to delay action in

carrying out the necessary restructuring of projects where appropriate.

He then referred to the change in the assessment of India's

creditworthiness which he had noted. He felt that a weakening of

India's creditworthiness was to a large extent based on the perception

in the capital markets that India's macro-economic problems were not

being addressed with sufficient vigor. He suggested that it was

important for the Government to change this perception and to spell out

more clearly what was being done to deal with the macro-economic

situation.

8. Mr. Conable expressed his pleasure and gratitude for the fact that

at last the Bank was getting involved in primary education. Likewise he

expressed his pleasure about the Government's decision to prepare a

National Forestry Action Plan in the context of Tropical Forestry Action

Planning. He felt it was important to demonstrate the Government's

determination to deal with environmental and resettlement issues and to

overcome some of the criticism and misunderstanding which had arisen,

especially in the context of the Narmada Project. He also referred to
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the fact that unresolved issues in the power sector have recently
attracted sharp criticism in the Board and required the Government's
urgent attention. Mr. Jalan assured Mr. Conable that the Government
shared the Bank's concern about the mobilization of resources; power
tariff revisions had recently taken place in all major states and the
amount of arrears owed by State electricity boards to NTPC and to other

central organizations, such as Indian Railways, and Coal India, was
being brought down through deductions from Central assistance to the
State Governments.

9. The meeting concluded with the Finance Minister reiterating his
hope that the Government could count on special assistance from the Bank
in the difficult circumstances which they were confronted as the result
of the recent oil crisis. Mr. Conable responded with assurances of

assistance emphasizing however that the burden of the required
stabilization and adjustment would have to be shouldered by the
Government.

JKraske:abk

cc: Messrs. Conable/Sandstrom/Khanna

Qureshi

Karaosmanoglu
India Management Team
New Delhi Office



Country: INDIA Delegation: Mr. M. DANDAVATE, Minister of Finance
September 23 at 12:30 P.M. Mr. R.N. MALHOTRA, Gov. Reserve Bank

Mr. B. JALAN, Finance Secretary
Mr. Deepak NAYYAR, Chief Econ. Adv, MOF

BACKGROUND
- Major macro-economic balances urgently require correction. Consolidated budget

deficit has remained in 8-10Z of GDP range over the last three years, while
current account deficit has averaged 3Z of GDP.

- Export growth this year (14Z in $ terms) is below last year. Reserves down to
two months' imports.

- Real Government effort to restrain expenditures -- evidence of some success.
- Decisive action on stabilization and economic reforms hampered by political

weakness of coalition government and preoccupation with security issues.
- Gulf crisis compounds difficulties. Loss of remittances from 200,000 workers in

Iraq and Kuwait estimated at $300m annually. Substantial repatriation costs
also. Increased costs of oil imports estimated at $2 billion. Overall BOP
effect could exceed 10Z of exports or 1Z of GDP leading to significant slowdown
in growth.

POINTS TO MAKE TO DELEGATION
1. Acknowledge the difficulties faced by the Government due to the Gulf crisis.

repatriation and resettlement of workers, loss of remittances, export of goods
and services, and rise of oil import bill.

Bank trying to help both with emergency assistance and over the medium-term.

Ask delegation what steps are being taken to deal with the crisis.

2. Stress the urgency of economic stabilization and major reforms to sustain medium-
term growth. Three critical areas are the budget deficit, export development and
general economic policy reform.

Inquire how they plan to press ahead (which they must) without jeopardizing the
budget or the balance of payments.

3. Lending Program. Appreciate progress made in key areas of social development.
Personally pleased that Bank will work with Government in the Education For All
program emphasizing primary education. Growing involvement of IDA in such
activities and in agriculture strengthen India's case for the next replenishment.

For IBRD lending, stress our difficulty in continuing commitments with unresolved
sector policy issues (especially power and finance) and implementation problems
in other (e.g. highway, urban) sectors.

4. Environment, Forestry and Resettlement. Commend Government initiative in
preparing National Forestry Action Plan (TFAP). We want to work closely in
developing Environmental Action Plan (IDA-9 understanding). Finally, urge
Government to develop guidelines and improve resolution of resettlement issues
which are increasingly prominent.

IF THE DELEGATION MENTIONS:
1. IDA Savings

YOU SHOULD ASSURE the delegation that we are doing all we can. It would help
if project performance can be improved.

Moeen has your approval for his proposal on increased cost sharing.

Estimated GDP Growth: 4*VZ p.a. (19AG) FY90 Commitments: $1,940.4m
Lending Program: (FY91-92) $5,403m Disbursements: $1,991.65m



Update

INDIA

Stabilization

India's economic management faced a major stabilization task even before

the onset of the Middle East crisis. Macro imbalances, particularly the

public sector deficit, had grown to potentially unmanageable proportions. GOI

had undertaken, in its FY90/91 budget, to reduce its budget deficit by 1.4

percent of GDP. The increased oil import bill (about $2 billion for 12

months) and its associated fiscal cost call for more decisive actions on the

stabilization front. These would include:

* Containment of the fiscal deficit through expenditure control and
revenue measures (including pricing and cost recovery in the
public sector). The target of 1.4 percent of GDP reduction in the
deficit should not be relaxed and needs to be followed up by
similar reductions in the next two fiscal years;

* Passing on of increased petroleum prices to domestic consumers.
While India's petroleum prices (on the average) are broadly in

line with the new higher international prices, international price

increases must be passed on if the fiscal imbalance is to be

reduced and consumption of petroleum products curtailed to help
reduce the oil import bill; and

* Even with the adjustment of domestic oil prices and conservation
measures, India's current account deficit would widen this year.

An essential policy measure is a more aggressive depreciation of

the domestic currency which would strengthen export performance
and help reduce imports through the price mechanism. Coupled with

the above measures, a faster Rupee depreciation would send a
strong signal to the international capital markets that India is

intent on protecting its creditworthiness.



1990 ANNUAL MEETINGS

INDIA

SENIOR MANAGEMENT UPDATE (BULLET POINTS)

Impact of Oil Crisis

Based on IEC's scenario "B" we estimate that India's oil import bill
will increase by as much as $2 billion over the next 12 months in the absence
of major new conservation or substitution initiatives. In addition, India
faces the loss of remittances of about US$300 million per year from almost
200,000 workers located in Iraq and Kuwait at the onset of the crisis, as well
as the costs of their repatriation. The overall foreign exchange losses would
exceed 1OZ of exports and may amount to almost one per cent of GDP. Given
India's already weak balance of payments position and a very low level of
reserves, a substantial slowdown in GDP growth would ensue, unless India
obtains additional concessional assistance to facilitate its adjustment to
this latest shock. You should express the Bank's appreciation of the
difficulties faced by the Government in managing the situation, but you should
emphasize the importance of developing an economic plan to deal with the
emergency and to sustain medium term growth.

September 11, 1990



1990 ANNUAL MEETINGS BRIEF

INDIA September 23, 1990 at 12:30 P.M.

Meeting with: M. Dandavate, Minister of Finance
R.N. Malhotra, Governor, Reserve Bank of India
B. Jalan, Finance Secretary
Deepak Nayyar, Chief Economic Advisor, Ministry of Finance

Population: 830.7 m (1989); Estimated Growth Rate: 2.1 X (1989);

GNP per capita: $ 338.7 (1988)

(US$ million) (US$ million)
Total Comitments to FY90: 35,274.90 FY90 Commitments: 1,940.40

of which: Disbursements: 1,991.65
Bank (134 operations) 18,319.20 Amortization: 474.73
IDA (178 operations) 16,955.70
Total Undisbursed: 12,786.30
Lending Program FY91-92: 5,403.00

Average Projection
Summary Data 1985-89 1990

GDP growth 5.6 4.5 Aid Group Meeting: Consortium
Export growth 10.8 9.9 Last Meeting: 6/18-19/90
Import growth 7.2 5.7 IMF Status as of: August 1990
Current Acc. Balance Z GDP -2.9 -3.1 Article IV: Active
Gross Debt Service Ratio 26.5 26.0
Annual Inflation Rate 9.0 7.5

Background: India has entered the 90s with major macro-economic imbalances
which require urgent correction. The dual tasks of economic stabiliza-
tion and major reforms have been made more urgent and difficult by the oil
crisis. Over the next 12 months, the highest priority should be given
to: (a) reducing the budget deficit and developing and implementing a
contingency plan for dealing with both the budgetary and balance of
payments implications of the oil crisis; (b) intensifying export develop-
ment efforts; and (c) sustaining the momentum of economic policy reform.

Issues likely to be raised by Delegation

1. IDA Savings and Allocations

Issues to be raised by Bank Management

1. Stabilization and Economic Reform
2. Lending Program
3. Environment and R&R

Attachments

Five Year Lending Program: FY90-94 (FY90 actual)
Biographical Information
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Background

1. Indian has entered the 90s with major macro-economic imbalances which

require urgent correction. The consolidated (Centre and states) budget
deficit has remained in the range of 8Z to 10Z of GDP over the last three

years and the current account deficit has averaged almost 3Z of GDP. Since

1987, its foreign exchange reserves have declined by about US$3 billion; as of

July 31, 1990 gross reserves (excluding gold) totalled only US$3.7 billion,
less than 2 months of imports. Export growth this year (14Z in dollar terms)
is below last year's rate. The real effective depreciation of the rupee has
been slowed and the rupee/US dollar rate has been held stagnant. Over one-
half of India's exports are dollar denominated. The dual tasks of economic
stabilization and major reforms have been made more urgent and difficult by
the oil crisis. In the absence of major new energy conservation/substitution
and/or rationing measures, for each US$1 per barrel increase in the price of
oil, India's import bill would increase by about US$200 million per year, or
by about US$1.2 billion per year for a US$6 per barrel increase. On the
budgetary side, a parliamentary review of budget performance during the first
four months of the fiscal year has just been completed. Due to technical
difficulties of correcting for timing problems, this review is more important
for its symbolic value than for any hard conclusions about whether the budget
is on track. It does, however, suggest that the Government is making a real
effort to restrain expenditures. Data for the first months of the year on
money supply growth and roughly constant inflation despite significant
administered price increases also indicate that the Government's efforts may
be having some effect. Terrorist activity in Kashmir, Punjab and Assam, as
well as the political uncertainties faced by the multi-party coalition
government, compound the difficulties of dealing decisively with stabilization
and economic reform issues.

Issues Likely to be Raised by the Delegation

IDA Savings and Allocations

3. The Indians are likely to again raise concerns about the slow progress
in responding to their requests for utilizing IDA savings in ongoing projects
and the unacceptability of cancelling large amounts of committed IDA
resources. Substantial efforts have already been made to address this issue

through case-by-case restructuring of 14 projects in which performance-to-date
regarding essential covenants makes such action possible. However, it will be
extremely difficult to identify meaningful restructuring of individual

projects to absorb the significant additional savings expected to be realized

over the next few years. We have preliminarily estimated that at least US$700

million of committed IDA resources under our existing portfolio could remain
unutilized by the expected closing dates in the absence of additional

restructuring. You should assure the delegation that we are actively
exploring all possible approaches to keep these resources dedicated to India's

development efforts. You should seek the Government's close cooperation in

these efforts and urge the Indian authorities to work closely with the Bank to

improve the performance of the projects in which these prospective savings
have been identified. The delegation may also raise again the issue of
India's share in IDA allocations, including IDA reflows.
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Issues to be Raised by Management

Stabilization and Economic Reform Issues

3. You should stress that while recent developments in the Persian Gulf

make the tasks of stabilizing and reforming the economy more difficult, they

also make it all the more urgent. You should ask the Minister what steps the

Government is taking to deal with the serious consequences of increased oil

prices and reduced remittances. You should also emphasize the three critical

areas in which the Government needs to focus its efforts during this year.
First, it is essential that it succeed in reducing the budget deficit. In
this regard, you should commend the Government for meeting its commitment to a

four-monthly Parliamentary review of the budget, and for the evident effort it

has made to restrain expenditure growth. You should stress the importance of
maintaining this discipline throughout the year and the need for developing
and implementing a contingency plan for dealing with both the budgetary and
balance of payments implications of the oil crisis, should prices remain high.
Second, efforts to develop exports must be intensified. In this connection
maintaining the flexible exchange rate policy of previous years is
particularly important. Third, the hard-won momentum of economic policy

reform must not be lost. You should stress the importance of not rolling back
reforms previously taken, and pressing ahead with reforms that can be
undertaken without jeopardizing the budget or balance of payments.

Lending Program

5. You should commend the Government on the progress that has been made in

key areas of social development. You should also convey the Bank's

satisfaction that IDA has been invited to work with the Government in

developing a lending program in GOI's Education for All program with emphasis

on primary education. You may want to emphasize that the use of IDA funds in

agriculture coupled with the growing involvement of IDA in most of the other

key social programs will make a strong case for continued sizeable IDA

assistance for India in the next replenishment. With respect to IBRD lending,

however, you should convey the Bank's concern with the prevalence of

unresolved sector policy issues (particularly in power and finance) and of

implementation issues in areas such as highways and the urban sector which

undermine the quality of our ongoing and upcoming lending operations. You

should stress the difficulty of continuing to commit IBRD resources in these

areas in the absence of action to deal with sector policy issues and implement

lessons learned from ongoing operations.

Environmental and R&R issues

6. You should commend the Government's initiatives on the preparation of a

National Forestry Action Plan in the context of the global effort of Tropical

Forestry Action Planning (TFAP) and emphasize the Bank's new requirements,

under the IDA 9 understandings, for development of an Environmental Action

Plan. You should inform the delegation that we will be approaching India

about this in the near future and want to work closely with them on its

development. You should also express the Bank's concern on the increasing

prominence of R&R problems and urge the Government to follow up with its

development of guidelines to improve the resolution of resettlement problems.
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(US I MILLION)

COUNTRY OPERATIONS (NON-SECTOR) FY90 FY91 FY92 FY93 FY94 TRANSPORT AND ENERGY FY90 FY91 FY92 FY93 FY94
-------------------------------- ---- ---- ---- ---- ---- -------------------- ---- ---- ---- ---- ----

1 Priv Power Utils (TEC) 98
---- ---- ---- --- ---- 2 Northern Region Trans. 485

SUB-TOTAL 0 0 0 0 0 3 Regional Power Systems 375
4 Power Utils Eff Imp 265
6 Priv Power Util (BSES) 166

AGRICULTURE 6 Nat. Highways II 192
7 NTPC Gas-Based Gen 200

1 Watershed Dev.(Plains) 62 8 Offshore Gas UtIl'n 300
2 Watershed Dev.(HillIs) 88 9 Mini Hydro 70

3 Punjab Irrig. II 165 10 Railways Modern IV 800

4 Intog Horticulture (NWHR) 72 11 Baglihar Hydro 250

5 Dam Safety Assess A Rehab 250 12 Bombay Gas Distrb'n 125

8 Agric Devel (TN) 100 13 Port Modernization 250

7 AP Cyclone Emerg Recons 200 14 Power (Uniden) 250
8 Subernarekha Irr II (Orissa) 280 15 Coal Sector Efficiency 300
9 Narmada River Basin Dov I 150 16 Highways (Uniden) 200

10 Forestry I (Mahar) 150 17 Urban Trnspt Bombay 150
11 Inland Fisheries II 150
12 Kangsabati Modernization 200 SUB-TOTAL 583 1000 870 625 900

13 State Ag Devel II 100
14 Subernarekha Irr II (Bihar) 200 POPULATION AND HUMAN RESOURCES
15 Forestry II (WB) 150 -----
16 NABARD II 300 1 Hyderabad Water A Sew 90

17 Agric Devel III 200 2 TN Int Nutrition II 96

18 UP G'water/Lnd Dev 200 3 Technical Education I 260

19 Nat'l Water Man II 150 4 Popn Training (VII) 97
20 NCDC IV 150 5 ICDS I (Orissa A AP) 106

---- ---- ---- ---- ---- 6 Technical Education II 250

SUB-TOTAL 315 822 730 950 700 7 Rural Water Supply 90
8 ICDS II (Bihar 8 MP) 170
9 Population VIII 100
10 Primary Education 200

INDUSTRY AND FINANCE 11 Housing Finance II 200
1-TehnoogyDevlopent20012 Bombay Sewage Disposal 100

1 Technology Development 200 13 Health I

2 Cement Industry Restruct 300 14 Primary Educ II 200

3 Petrochemicals 245 15 Madras Water 200

4 Indust Pollution Control 250 16 Rural Water II 200

5 Indust Energy Conservation 250 17 Popn/Nutrition (Uniden) 20

6 Bagasse Paper Plant 150 18 Education (uniden) 200
7 Financial Interm/DFI 300 19 Rural Water III ISO

8 Capital Goods 200 -- ---- ----

9 Industrial PolIn Cont II 200 SUB-TOTAL 543 446 770 800 500

10 Technology Devel II 200
11 Steel Marketing 200 FY90 FY91 FY92 FY93 FY94

12 Financial Interm/CBs 300 -- -- -- -TA:
--- ------ -- --- TOTAL ALL SECTORS: 1940 2813 2820 2775 2800

SUB-TOTAL 500 745 450 400 700 2= -""": ="

of which: IBRD 1108 1907 1910 1865 1900
IDA 833 906 910 910 900

Number of Projects 11 14 15 14 14



ATTACHMENT 2

BIOGRAPHICAL INFORMATION

Professor Madhu Dandevate, Finance Minister (Governor, World Bank)

Professor Dandevate has served as Minister of Finance since December
1989. Prior to his election to the Lok Sabha, where he has represented the
same constituency since 1971, he was a professor of physics at the Siddartha
College of Arts and Science in Bombay. He served for two years as Railway
Minister under the first Janata Government. He led the Indian delegation at
the Interim Development Committee meetings in May.

Mr. R.N. Malhotra, Governor, Reserve Bank of India (Alternate Governor, IMF)

Mr. Malhotra has been Governor of the Reserve Bank since 1985. He
served as Executive Director of the IMF from 1982-85. He is a member of the
Indian Administrative Services and has served in many senior positions,
including Secretary of Finance. Mr. Malhotra has been a member of India's

delegation for five years.

Mr. Bimal Jalan, Finance Secretary (Alternate Governor, World Bank)

Mr. Jalan was Executive Director for India at the IMF from mid-1989
until December 1989 when he was appointed Finance Secretary. Previously, he
had been Secretary, Economic Affairs in the Finance Ministry. He was
influential in shaping India's economic policy in the early and mid-1980s as
Chief Economic Advisor in the Finance Ministry, favoring reduction in direct
controls over economic activity.

Mr. Deepak Nayyar, Chief Economic Advisor and Secretary, Economic Affairs,
Ministry of Finance

Mr. Nayyar, an academic who has held Chairs in Economics at Jawaharial

Nehru University and the Indian Institute of Management in Calcutta, was

appointed to his present position in July 1990. He had previously been
Economic Advisor, Ministry of Commerce when Mr. V.P. Singh was Commerce

Minister and Mr. Abid Hussain was Commerce Secretary. He was a Rhodes Scholar

and has a D.Phil from Oxford where he has also taught. His economic leanings
are left of center.
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1. Meeting Time and Place: Tuesday, September 25, 1990. at 3:30 PM,
Sheraton Washington Hotel, Room 5045.

2. Representing India:

Hon. Madhu Dandavate Minister of Finance
Mr. Bimal Jalan Finance Secretary
Mr. J. L. Bajaj Additional Secretary, Dept. of Economic Affairs
Mr. J. S. Baijal Executive Director, IBRD
Mr. Pradeep Bhide Adviser to the Executive Director
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Sir William Ryrie
Mr. Judhvir Parmar
Mr. Wilfried E. Kaffenberger
Mr. Jemal-ud-din Kassum
Mr. Daniel Adams
Mr. Athishdam Tharmaratnam
Mr. Mohan R. Wikramanayake
Mr. Khalid Mirza

4. Issues or Discussion Topics to be Raised by IFC:

o We appreciate the support shown for our operations by GOI and the
local institutions.

o We will continue to need their support as lending volume this year is
uncertain. We will be emphasizing equity.

o We are placing increased emphasis on mobilization: where B loans are
possible, we would appreciate GOI's clearance. (This would be a
change from the recent past.)

o MARUTI: We are encouraged by the prospect of extending significant
help to MARUTI's privately-owned component suppliers. However, one
issue we face is the shareholding structure of MARUTI: 60% GOI, 40%
SUZUKI.

- Apparently, GOI has agreed to divest, over a period, up to 9% to
employees thus reducing its percentage ownership to 51%. How
about divesting a further 11% to UTI?

- This would be good for the company (greater independence of
management) and good for GOI (cash from the sale).
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o IFC would like to be more actively involved in institution-building
investments in the financial sector, including venture capital,leasing, and financial services. However, the GOI appears to beapplying a net foreign exchange surplus requirement (foreign exchangeearnings to be a multiple of five times foreign exchange outflows) toallow foreign investment in the financial sector. This requirement
will severely limit IFC's activities in the financial sector.

o In the area of technical assistance, IFC would like to work with SEBIin providing advice on various aspects of capital markets development.

o IFC is also keen on promoting collective investment vehicles forforeign portfolio investment (e.g. country funds) and the access ofIndian industrial groups and financial institutions to theinternational capital markets.
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COUNTRY BRIEF
INDIA

A. Current Strategy and Work Program

1. Strategy of Asia II

a) Expansion of Operations

o In FY90, the Board approved a record $147 million, including $39
million in equity and $80 million in the power sector alone.
India is now fifth in IFC's country exposure list, with 7.1% of
held portfolio (up from 6.5% in FY89).

o However, the pipeline for this year looks weak mainly because
GOI is going slow on large capital intensive projects (such as
petrochemicals) and smaller projects can be easily financed by
the local institutions using ERAS funds.

o IFC's strategy is therefore to:

- focus on equity, particularly straight equity;

- give high priority to the very few large lending prospects
still moving whilst positioning ourselves in others for the
future; and

- explore further ways in which we might wholesale our funds.

b) Areas for Investment

o Equity: Our objective is to achieve a good mix of large equity
investments, both in greenfield projects and in the expanding
equity base of large industrial companies as well as in small
straight equity investments, particularly where transfer of
technology is involved. GOI is sensitive to our achieving a.
good mix and also to our holding period. Small equities will
largely be channeled through our $25 million arrangement with
ICICI. Larger equities, with an emphasis on straight equities
(acquired through the convertible debenture route) will be
handled directly from Washington.

o Power: We plan to conclude BSES ($50 million) with the Bank and
to work with the Government of Gujarat to promote a greenfield
electricity generating project. This is going to be difficult
and will take time as new regulations are needed and collecting
revenue from the State Electricity Board is a major problem.
However, if successful, it could pave the way for other such
projects in other states.



2

o Manufacturing: There appear to be no new large individual
lending prospects at this time. Instead, we are focusing on
developing a $50 million loan facility to be channeled through
MARUTI to help develop and expand its component suppliers.

o Shipping: We have been approached by a second shipping company
(VARUN) for both loan and equity. The sponsors appear to be
acceptable.

o Future Prospects: We are continuing to pursue broader

opportunities in the petrochemicals, steel making and ferrous
products sector and in general manufacturing, automobile
manufacturing, textiles and agri-business. However,
realistically, we expect these efforts to constitute more a
positioning for the future rather than to result in near-term
investment volume.

2. Strategy of CMD

o IFC would like to be more actively involved in institution-building
investments in the financial sector, including venture capital,

leasing, and financial services. However, the GOI appears to be

applying a net foreign exchange surplus requirement (foreign exchange
earnings to be a multiple of five times foreign exchange outflows) to
allow foreign investment in the financial sector. This requirement
will severely limit IFC's activities in the financial sector.

o In the area of technical assistance, IFC would like to work with SEBI
in providing advice on various aspects of capital markets development.

o IFC is also keen on promoting collective investment vehicles for
foreign portfolio investment (e.g. country funds) and the access of
Indian industrial groups and financial institutions to the
international capital markets.

o Until recently CMD's investments in India have mainly been in the

leasing and housing finance sectors. Lately, CMD has focused on the

development of a broad range of financial services in India and on

the growing Indian venture capital industry. CMD is currently
examining investment opportunities in a financial services company, a
venture capital fund and new India country funds. A rights issue in

the Housing Development Finance Corporation was approved in early
FY91; we are also considering a loan to expand HDFC activities.
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B. IFC's Project Approvals and Pipeline

1. Approvals (FY87-FY90) A/

Approvals
($ Million) FY87 FY88 FY89 FY90

Number of Projects 5 4 7 9
Loan 97.87 6.16 99.78 108.60
Equity 1.59 1.59 25.43 38.57
Total 99.46 7.75 125.21 147.17

i/ Includes transactions of Capital Markets Department and Energy Unit.

2. Last Year's Approvals (FY90) A/

Net IFC Investment Project
Approvals Loan Equity Total Cost Activity

($Million)

CESC Ltd. 20.10 0.00 20.10 92.20 Electricity distribution
Herdillia Oxides

& Electronics Ltd. 0.00 0.32 0.32 13.40 General manufacturing
India Lease Development Ltd. 3.50 0.44 3.94 13.37 Leasing
ICICI Equity 0.00 25.00 25.00 25.00 Equity line
Infrastructure Leasing

& Financial Services 15.00 1.95 16.95 16.95 Leasing
Mahindra & Mahindra Ltd. 10.00 6.37 16.37 212.00 Automobile manufacturing
Mahindra Ugine Steel Co.

Ltd. (MUSCO) 0.00 1.32 1.32 26.20 Steel/tourism
Tata Electric Companies (TEC) 60.00 0.00 60.00 273.70 Electricity generation/

distribution
Tata Keltron Ltd. 0.00 0.13 0.13 0.68 General manufacturing
Technology Development &

Information Company of India 0.00 2.87 2.87 60.00 Venture capital
Titan pre-emptive rights 0.00 0.17 0.17 9.10 General manufacturing

a/ Includes transactions of Capital Markets Department and Energy Unit
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3. This Year's Pipeline (FY91)

Net IFC Project
Project Investment Cost Activity

($ Million)

a) Asia II Investment Department

High Probability
Bihar Sponge Iron Ltd. 0.10 2.40 Rights issue (approved)
Triveni Pool Intairdril Ltd. 4.29 13.50 Oilfield development
Bombay Suburban Electricity

Supply Corporation 50.00 653.00 Electricity generation

Medium Probability
Mukand Aluminium 4.80 96.10 General manufacturing
Maruti Line 50.00 n.a Automobile manufacturing
Varun Shipping n.a 115.00 Shipping

Low Probability
K Synthetics 55.00 750.00 Petrochemicals

Nestle Foods 3.50 n.a Agri-business
ITC Agro-Tech 0.70 6.50 Agri-business
Essar n.a. 425.00 Iron ore pelletization
Kelloggs 5.40 35.00 Agri-business
Bharat Forge n.a n.a. Steel-making

Gujarat Power 55.00 600.00 Electricity generation
Gujarat Textiles n.a. n.a. Textiles
Gujarat Compressed Gas n.a. n.a. Gas autofuel
GSFC n.a. 600.00 Petrochemicals
Titan n.a. n.a. General manufacturing

b) Capital Markets Department

High Probability
Indus Venture Capital Fund 1.40 6.25 Venture capital
Alliance India Fund 5.00 100.00 Country fund

HDFC Rights Issue (approved) 0.44 23.85 Housing finance
HDFC Term Loan 50.00 200.00 Housing finance
UTI Country Fund 5.00 100.00 Country fund

Low Probability
Kotak Mahindra Finance 0.10 n.a Financial services
Godrej & Great Eastern 1.00 n.a. Financial services
Nicco Hambros 1.00 n.a. Financial services

Credit Capital Venture Fund 0.70 7.00 Venture capital
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C. Environment for IFC Activity

(Further details are given in Appendix 2)

o There has been an overall improvement in India's economic performance
during the 1980s, accompanied by similar improvements in the
investment climate and the performance of the private corporate
sector.

o In the last five years, the economy has come under increasing stress
from persistent fiscal and balance of payments deficits
(respectively, 10.7% and 3.3% of GDP in 1989/90) and a growing
external debt (total external debt of about US$63 billion in March
1990 and debt service ratio of about 27.3%).

- The risk that the public sector deficit (10.7% of GDP) will
continue to put upward pressure on prices and destabilize the
balance of payments is of considerable concern. The new
Government has acted to reduce the high fiscal deficit (through
the 1990/91 Budget) using a combination of additional taxation
and expenditure controls. Budget results for the first quarter
of 1990/91 indicate the measures are succeeding thus far.

- The steady increase in the current account deficit to over
US$8.8 billion in 1989/90 (from 1.7% of GDP in 1980/81 to 2.7%
in 1985/86 and to 3.3% in 1989/90), which was due largely to
increasing interest payments abroad and stagnating private
remittances, resulted in a large buildup of external debt.

- Much of the increase in external borrowing has been from private
creditors, and the share of public and publicly-guaranteed MLT
debt owed to commercial sources has risen from 24% in March 1985
to 41% in March 1990.

- Some hardening of terms on external commercial borrowings can be
expected in the first half of the year.

o Recent developments in the Middle East could have serious
consequences for India due to the direct effects on the balance of
payments, fiscal deficit and external debt of higher oil prices,
higher prices for other imported raw and intermediate materials and
reduced remittances.

- Gross imports of crude oil and petroleum products (26.03 million
mt in 1989/90) comprise about 24% of total crude oil and
petroleum product supplies and account for 17.8% of the total
import bill (total crude oil and petroleum products imports were
about $3.8 billion in 1989/90).

- Each $1.0/barrel increase in the international oil price
increases India's oil import bill by $237 million. Total
international reserves (minus gold) were $3.533 billion at
end-July 1990.
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- Austerity measures were in place prior to recent developments,
but India also drew down heavily on oil stocks to reduce imports
and save foreign exchange. Replenishing stocks may prove
difficult and expensive.

o In the short-term, India's major challenge is to sharply reduce the
high fiscal deficit and improve the external accounts. This may
prove doubly difficult given recent events in the Middle East and the
absence of a major adjustment program for the domestic economy.

- The 1990/91 Budget provides for a bold reduction (1.4% of GDP)
in the Central Government deficit (from 8.4% to 7.0% of GDP), to
be achieved by a combination of additional taxation effort and
expenditure constraint.

- On the balance of payments, preliminary targets call for a
decline in the current account deficit of 1.3% of GDP (from 3.3%
to 2.0% of GDP) by-1994/95; to be achieved by continued active
management of the exchange rate, fiscal restraint to consumers,
domestic demand and additional measures to encourage exports.

- In the short-run, GOI will attempt to supplement reserves by
exporting surplus wheat, non-basmati rice and iron ore (for
about US$500-700 million); adjusting the composition of imports;
and taking additional bilateral aid, if offered.

o There are no indications yet as to whether the Government will seek
balance of payments support through IMF arrangements or whether the
Bank is considering providing stabilization support (via quick
disbursing loans or accelerated disbursements).

o The effects of increased oil prices, reduced remittances (and NRI
deposits) and generally higher import prices will probably not be
reflected in growth performance until the latter part of FY91 and
early FY92. The budget and balance of payments situations will
continue to be difficult and the trade balance could deteriorate if
the economies of India's main trading partners slow down.

o The Government has indicated that large, capital intensive projects,
particularly those with large foreign exchange requirements, would
not be considered high priority, at least for the time being.

RIGale:glb
WP+286
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4. Issues or Discussion Topics to be Raised by IFC:

o We appreciate the support shown for our operations by GOI and the
local institutions.

o We will continue to need their support as lending volume this year is
uncertain. We will be emphasizing equity.

o We are placing increased emphasis on mobilization: where B loans are
possible, we would appreciate GOI's clearance. (This would be a
change from the recent past.)

o MARUTI: We are encouraged by the prospect of extending significant
help to MARUTI's privately-owned component suppliers. However, one
issue we face is the shareholding structure of MARUTI: 60% GOI, 40%
SUZUKI.

- Apparently, GOI has agreed to divest, over a period, up to 9% to
employees thus reducing its percentage ownership to 51%. How
about divesting a further 11% to UTI?

- This would be good for the company (greater independence of
management) and good for GOI (cash from the sale).
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o IFC would like to be more actively involved in institution-building
investments in the financial sector, including venture capital,
leasing, and financial services. However, the GOI appears to be
applying a net foreign exchange surplus requirement (foreign exchange
earnings to be a multiple of five times foreign exchange outflows) to
allow foreign investment in the financial sector. This requirement
will severely limit IFC's activities in the financial sector.

o In the area of technical assistance, IFC would like to work with SEBI
in providing advice on various aspects of capital markets development.

o IFC is also keen on promoting collective investment vehicles for
foreign portfolio investment (e.g. country funds) and the access of
Indian industrial groups and financial institutions to the
international capital markets.
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INDIA
STATEMENT OF IFC INVESTMENTS AS OF JUNE 30. 1990 Al

(US$ Million)

Total

Fiscal Original Investment IFC Holding Undis.

Year Obligor Business Equity Loan Total Equity Loan Total (Incl/Part.

1959 - Republic Forge Co. Steel for forging 0.00 1.50 1.50 0.00 0.00 0.00 0.00
1959 Kirloskar Oil Diesel engine 0.00 0.80 0.80 0.00 0.00 0.00 0.00

1960 Assam Sillimanite Refractory bricks 0.00 1.40 1.40 0.00 0.00 0.00 0.00

1961 K.S.B. Pumps Ltd. Pumps 0.00 0.20 0.20 0.00 0.00 0.00 0.00

1963/66 Precision Bearings India Ltd Bearings 0.40 0.60 1.00 0.00 0.00 0.00 0.00

1964 Fort Gloster Transmission 0.40 0.80 1.20 0.00 0.00 0.00 0.00

1964/ Mahindra Ugine Steel
75/79 Co. Ltd. Steel products 2.60 11.80 14.40 2.50 0.00 2.50 0.00

1964 Lakshmi Machine Works Textile machinery 0.30 1.00 1.30 0.00 0.00 0.00 0.00

1967 Jayshree Chemicals Chemicals 0.10 1.10 1.20 0.00 0.00 0.00 0.00

1967 Indian Explosives Fertilizers 2.90 8.60 11.50 0.00 0.00 0.00 0.00

1969 Zuari Agro Chemicals Fertilizers 3.80 15.10 18.90 0.00 0.00 0.00 0.00

1976/87 Escorts Ltd. Engine parts 0.00 15.60 15.60 0.00 0.00 0.00 0.00

1978/87 Housing Dev. Finance Corp. Capital markets 1.60 4.00 5.60 1.00 0.20 1.20 0.00

1980/82 Deepak Fertilizers &
Petrochemicals Chemicals 4.20 7.50 11.70 2.90 3.70 6.60 0.00

1981/86/
89 Tata Iron & Steel Steel manufacture 21.40 72.00 93.40 12.30 28.80 41.10 3.00

1981/89/Mahindra & Mahindra Ltd. Motor vehicles and
90 accessories 6.40 25.00 31.60 6.40 10.00 16.40 10.00

1981 Nagarjuna Steels Iron and steel 0.20 3.00 3.30 0.30 1.20 1.50 0.00

1981/86 Nagarjuna Signode Iron and steel 0.30 3.00 3.30 0.30 1.20 1.50 0.00

1981 Nagarjuna Coated Tubes Ltd. Iron and steel 0.20 1.50 1.70 0.30 1.50 1.80 0.00

1981 Coromandel Fert. Ltd, Cement and construction
materials 0.00 15.90 15.90 0.00 0.00 0.00 0.00

1982 Ashok Leyland Motor vehicles and
accessories 0.00 28.00 28.00 0.00 0.00 0.00 0.00

1982 India Equipment Leasing Money and capital mkts 0.30 2.50 2.80 0.30 0.00 0.30 0.10

1982 Bombay Dyeing Chemicals & petrochems 0.00 18.80 18.80 0.00 0.00 0.00 0.00

1982/87 Indian Rayon (I & II) Cement & construction
materials 0.00 14.60 14.60 0.00 4.00 4.00 0.00

1982 Bharat Forge Iron and steel 0.00 15.90 15.90 0.00 0.00 0.00 0.00

1984/86 Grasim Industries (I & II) Cement & construction
materials 0.00 16.00 16.00 0.00 0.00 0.00 0.00

1984 Modi Cement Cement & construction
materials 0.00 13.00 13.00 0.00 22.20 22.20 0.00

1985 India Lease Development Money and capital mkts 0.80 5.00 5.80 0.80 0.00 0.80 0.00

1985 Bajaj Auto Ltd. Motor vehicles and
accessories 0.00 23.90 23.90 0.00 0.00 0.00 0.00

1985 Bihar Sponge Iron and steel 0.60 15.20 15.80 0.60 16.60 17.20 0.00

1986 Larsen & Toubro Ltd. Cement & construction
materials 0.00 21.80 21.80 0.00 0.00 0.00 0.00

1986 Bajaj Tempo Ltd. Motor vehicles and
accessories 0.00 30.50 30.50 0.00 0.00 0.00 0.00

1986 Great Eastern Shipping
Corporation Ltd. Shipping 5.90 6.00 11.90 5.90 6.00 11.90 0.00

1986 WINCO Ltd. Food and food process 0.00 .4.70 4.70 0.00 0.00 0.00 0.00

1987 Gujarat Fusion Glass Sheet glass 1.70 7.50 9.20 0.00 0.00 0.00 0.00

1987 Gujarat Rural Housing Money and capital mkts 0.20 0.00 0.20 0.20 0.00 0.20 0.00

1987 Hero Honda Motor vehicles and
accessories 0.00 7.70 7.70 0.00 7.50 7.50 0.00

1987 Export-Import Bank Money and capital mkts 0.00 15.00 15.00 0.00 14.20 14.20 9.60

1987 Gujarat Narmada Valley Fert Fertilizers 0.00 38.00 38.00 0.00 39.20 39.20 18.20

1987/
88/89 Titan Watches Ltd. Watch manufacturing 0.60 21.80 22.40 0.60 20.60 21.20 1.40

1987 Hindustan Motors Ltd. Motor vehicles and
accessories 0.00 37.80 37.80 0.00 29.50 29.50 29.50

1988 Invel Motor vehicles and
accessories 1.00 0.00 1.00 1.00 0.00 1.00 0.00

1989 Keltron Utilities 0.40 0.00 0.40 0.40 0.00 0.40 0.00

1989 WTI Software services 0.20 0.00 0.20 0.40 0.00 0.40 0.00

1989 Gujarat State Fert. Co Ltd. Petrochemicals 0.00 29.50 29.50 0.00 30.00 30.00 22.40

1989 Ahmedabad Electricity Utilities 0.00 21.40 21.40 0.00 21.40 21.40 21.40

1989 Tata Electric Companies Utilities 0.00 42.70 42.70 0.00 42.70 42.70 42.70

1990 J. M. Share Money & capital mkts 0.40 0.00 0.40 0.40 0.00 0.40 0.40

1990 UCAL Fuel Systems Motor vehicles 0.60 0.00 0.60 0.60 0.00 0.60 0.00

57.50 627.60 685.10 37.10 299.60 336.70 158.70

V Including transactions of Capital Markets Department and Energy Unit.
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INDIA: Portfolio Movements-a/
June 30, 1990
(US$ millions)

FY86 FY87 FY88 FY89 FY90

1. Disbursed Portfolio

Beginning Balance 76.44 72.30 76.11 85.69 116.13

+ Disbursements 19.42 23.90 40.18 44.33 56.48

- Repayments 7.32 5.54 7.08 2.17 5.03

- Prepayments 22.79 22.28 23.15 3.70 0.43

- Investments Sold 1.85 0.03 0.06 1.90 9.17
- Write-offs 0.00 0.00 0.00 0.00 0.00

+ Currency Revaluation 8:40 7.76 (0.31) (6.09) 13.08
---------------------------------------

Ending Balance 72.30 76.11 85.68 116.14 171.06

2. Undisbursed Portfolio

Beginning Balance 33.65 72.41 151.90 100.98 130.83
+ Commitments 52.22 124.90 2.94 99.31 54.10

- Disbursements 19.42 23.90 40.18 44.33 56.48
- Cancellations 0.00 27.12 14.83 16.69 0.00
+ Currency Revaluation 5.96 4.68 2.09 (8.46) 19.93

Ending Balance 72.41 151.97 100.98 130.82 148.38

3. Held Portfolio

Beginning Balance 110.09 144.71 228.01 186.67 246.96

+ Commitments 52.22 124.90 2.94 99.31 54.10
- Repayments 7.32 5.54 7.08 2.17 5.03

- Prepayments 22.79 22.28 23.15 3.70 0.43

- Investments Sold 1.85 0.03 0.06 1.90 9.17
- Write-offs 0.00 0.00 0.00 0.00 0.00

- Cancellations 0.00 27.12 17.47 16.69 0.00

+ Currency Revaluation 14.36 12.44 1.78 (14.55) 33.01

Ending Balance 144.71 227.08 186.67 246.96 319.44

4. Held Portfolio as % of
IFC's Held Portfolio 6.06% 8.24% 5.53% 6.11% 6.72%

a/ Excluding transactions of Capital Markets Department and Energy Unit.
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INDIA: Portfolioa-
June 30, 1990
(US$ millions)

FY87 FY88 FY89 FY90

1. Loan Portfolio

Number of Companies 18 17 16 17

Amounts Held 221.1 175.0 212.3 285.3

Amounts Disbursed and Outstanding 69.9 75.7 92.2 136.9

Prepayment & Cancellations 49.4 38.0 20.4 0.4

Non-Accruing Loans
Number 1 1 1
Principal Outstanding 1.5 1.5 1.5 1.5
% of Loan Portfolio 2.1% 2.0% 1.6% 1.1%

Total Specific Provisions 0.0 0.0 0.4 0.8

2. Equity Portfolio

Number of Companies 8 10 10 14
Amounts Held 6.9 11.7 34.6 34.2

Amounts Disbursed and Outstanding 6.2 10.0 24.0 34.2
Dividend Income 0.3 0.4 0.9 0.6

Capital Gains 0.1 0.1 0.9 0.0

Specific Reserves 0.2 0.3 0.3 0.2

3. Approvals

Number of Projects 4 4 6 6

Loan 97.9 6.2 121.1 90.0

Equity 0.8 1.6 3.6 33.3
Total 98.6 7.8 124.7 123.3

A/ Excluding transactions of Capital Markets Department and Energy Unit.
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INDIA: Sectoral Distribution of Held Portfolio--'
June 30, 1990
(US$ Millions)

Equity &
Sector Loan Quasi-Equity Total Percentage

Automotive/Accessories 46.9 8.1 55.0 17.2
Capital Markets - - - -

Cement/Const. Material 22.2 - 22.2 7.0

Chemicals/Petrochemical 34.2 - 34.2 10.7
Development Financing - --

Energy 64.1 - 64.1 20.1
Fertilizers 43.0 2.8 45.8 14.3
Food & Agribusiness - - -
Industrial Equip./Mach. - 0.4 0.4 0.1
Iron & Steel 48.4 16.2 64.7 20.3
Manufacturing (other) 20.5 0.7 21.2 6.6
Mining - - -
Pulp, Paper & Timber - -

Services (other) - -
Shipping 6.0 5.9 11.9 3.7
Textiles -
Tourism - -

Total 285.3 34.2 319.4 100.0

a/ Excluding transactions of Capital Markets Department and Energy Unit.
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ECONOMIC DEVELOPMENTS AND PROSPECTS

o The Seventh Five-Year Plan (1985/86-89/90) ended in March 1990,
drawing to a close a decade of considerable economic achievement.
The overall improvement in India's economic performance durino the
1980s has been accompanied by a similar improvement in the investment
climate and in the performance of the private corporate sector.

- The improvement in the investment climate has been aided by the
relaxation and, in some cases, removal of price, distribution
and licensing controls, and reduction in corporate taxation.
Regulations governing the expansion, diversification and
modernization of MRTP and FERA companies were also relaxed and
procedures simplified.

- Private sector industrial companies fared extremely well during
1988/89 and 1989/90, following poor sales and absolute declines
during the preceding two years. The strong performance has
continued during the first quarter of 1990/91. For the
twelve-month period July 1989-June 1990, gross sales (a sample
of 956 companies) increased by 23% over the previous period and
net profits after tax increased by 52%.

- Capital issues increased consistently during the 1980s. They
absorbed nearly 22% of total net domestic savings in 1989,
against less than one percent in 1980. For the twelve-month
period ended June 1990, total capital flotations were 66% higher
(at Rs103.870 billion) than the previous twelve months.

- Stimulated by excellent corporate results, the share market
continued to experience buoyant conditions during 1989/90.
After dipping at election time (November 1989) to 180 (IFC
Emerging Markets Database), the market quickly recovered to end
the year at 200 (March 30, 1990). The Index was at 305 at the
end of the week of August 31, 1990.

o Results for the first quarter of 1990/91 (April-June) indicate that
investments by the private corporate sector may be slowing down
because of the political uncertainties and economic difficulties
facing the country. Total capital issues in the first quarter (Rs3.1
billion) were only 20% of capital issues in the first quarter of
1989/90 and 49% of capital issues in the first quarter of 1988/89.
The aggregate sanctions of the three leading term-lending
institutions -- IDBI, ICICI and IFCI -- declined by nearly 39% in the

first quarter of 1990/91 compared to the first quarter of 1989/90
(from Rs26.0 billion to Rsl6.0 billion). However, first quarter
results for industry as a whole show a significant rise in industrial
output and Assocham had predicted a significant improvement in the
sector's performance.
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o Notwithstanding the successes achieved during the decade, in the last
5 years there has been a buildup of stresses in India's macroeconomic
balances -- persistent fiscal and balance of payments deficits

(respectively, 10.7% and 3.3% of GDP in 1989/90) and a growing
external debt (total external debt of about US$63 billion in March
1990 and debt service ratio of about 27.3%).

- On public sector finances, current spending has outstripped the
impressive revenue raising efforts and as a result GOI has swung
from being a net saver to a dissaver, and the overall deficit
has risen from about 5% of the GDP at the end of the 1970s to an
average of 10.1% of GDP over 1985-90. The risk that the public
sector deficit (10.7% of GDP) will continue to put upward
pressure on prices and destabilize the balance of payments is of
considerable concern.

- There has been a steady increase in the current account deficit
from an average of about US$3.2 billion over 1980-85 to US$7.2
billion in 1985-90. This has largely been due to increasing
interest payments abroad and stagnating private remittances.
Gross foreign reserve losses during 1985-90 amounted to about
US$2.0 billion. Gross reserves (excluding gold) stood at

US$4.108 billion in March 1990 equivalent to less than two
months of imports. Reserves were US$3.533 billion at end-July
1990.

- The large current account deficits have resulted in a rapid
buildup of external debt. Total external debt outstanding and
disbursed amounted to US$63.011 billion at end March 1990

(comprising long-term debt of US$57.288 billion, IMF credit of
US$1.702 billion and net short-term capital of US$4.022
billion). Much of the increase in external borrowing has been
from private creditors, and the share of public and
publicly-guaranteed MLT debt owed to commercial sources has
risen from 24% in March 1985 to 41% in March 1990. The

Institute of International Finance reports a higher total DOD of
US$69.0 billion and debt service ratio of 37.6%. Both estimates
exclude debts owed the Soviet Union.

- These persistent stresses, combined with perceived political
uncertainty/instability have caused the world's capital markets
to reassess India's credit worthiness. Some hardening of terms
on external commercial borrowings can be expected in the first
half of the year.

o Recent developments in the Middle East could have serious
consequences for India due to the direct effects on the balance of
payments, fiscal deficit and external debt of higher oil prices,
higher prices for other imported raw and intermediate materials and
reduced remittances.
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- Gross imports of crude oil and petroleum products (26.03 million
mt in 1989/90) comprise about 24% of total crude oil and
petroleum product supplies and account for 17.8% of the total
import bill (total crude oil and petroleum products imports were
about $3.8 billion in 1989/90).

- India has rapidly developed its energy resources during the
1980s (in 1980/81, total petroleum imports were $6.7 billion or
42% of total imports and about 41% of total petroleum
supplies). If oil prices were to average $24/barrel over the
next 12 months, the increase in the import bill would be about
$1.9 billion, using up half of the available foreign exchange
reserves (reserves were $2.920 billion at July 31, 1990). Each
$1.0/barrel increase in the international oil price increases
India's oil import bill by $237 million.

- Proposed imports of'crude oil and petroleum products for 1990/91
were 18.0 million mt and 9.0 million mt, respetively. Of the
crude oil imports, 8.3 million mt (46%) were to have been
directly or indirectly sourced from Kuwait and Iraq. Of the
imported petroleum products, only 1.2 million mt (13%) were to
be sourced from Kuwait. No imports from Iraq were planned. New
term contracts have been concluded with Malaysia and Abu Dhabi
and supplies are being increased from Saudi Arabia and Indonesia.

- GOI has been attempting to curb consumption of petroleum
products in an effort to reduce oil imports and save foreign
exchange. Austerity measures were in place prior to recent
developments, but India also drew down heavily on oil stocks to
reduce imports and save foreign exchange. Replenishing stocks
may prove difficult and expensive.

o In the short-term, India's major challenge is to sharply reduce the
high fiscal deficit and improve the external accounts. This may
prove doubly difficult given recent events in the Middle East and the
absence of a major adjustment program for the domestic economy. A
lower fiscal deficit would help slow further deterioration in the
fragile balance of payments and reserves position and reduce
inflationary pressures. The 1990/91 Budget provides for a bold
reduction (1.4% of GDP) in the Central Government deficit (from 8.4%
to 7.0% of GDP), to be achieved by a combination of additional
taxation effort and expenditure constraint. The Government has
instituted a system of four-monthly Parliamentary Budget reviews, the
first of which was held on August 28, 1990. The Finance Minister
reported a reduction of Rs15.0 billion (12.8%) in the budget deficit
at the end of the first four months of the current financial year as
compared to the deficit in the same period of the preceding financial
year.
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- The Government also expects a reduction in the budget deficit to
reduce pressures on the balance of payments. Preliminary
targets call for a decline in the current account deficit of
1.3% of GDP (from 3.3% to 2.0% of GDP) by 1994/95; to be
achieved by continued active management of the exchange rate,
fiscal restraint to consumers, domestic demand and additional
measures to encourage exports. In the short run, GOI will
endeavor to shore-up (or brace) the balance of payments by:
one-off exports of surplus wheat and non-basmati rice (following
good monsoon harvests) and iron ore for approximately $500-$700
million; readjusting the composition of the current account
(i.e. "less imports of this and more of that"); and by taking
any additional bilateral aid offered as compensation for higher
oil prices (some is expected). GOI does not propose increasing
the administered price of petroleum products as yet, since
prices were increased in April 1990.

- There are no indications yet as to whether the Government will
seek balance of payments support through IMF arrangements or
whether the Bank is considering providing stabilization support
(via quick disbursing loans or accelerated disbursements).

o In the near term (1990/91), economic growth will be favorable at
around 5% due to good monsoons and hence a good performance from the

agriculture sector and a strong growth in industrial production. The
effects of increased oil prices, reduced remittances (and NRI

deposits) and generally higher import prices will probably not be
reflected in growth performance until the latter part of FY91 and

early FY92. The budget and balance of payments situations will
continue to be difficult and the trade balance could deteriorate if
the economies of India's main trading partners slow down. Higher
interest payments abroad and the need to maintain a modest cushion of
foreign exchange reserves suggest that the balance of payments will
come under severe pressure.

o The Government has been formulating its development strategies and
policies in the light of the current macroeconomic and structural
problems. The outlines of this strategy are contained in recently
issued documents, including: (i) the 1990/91 Central Government
Budget; (ii) the Three Year Import-Export Policy for 1990/91 -
92/93; (iii) the Approach to the Eighth Five-Year Plan; and (iv)

the Industrial Policy Paper. The Government's development objectives
remain those of earlier years, with heightened importance attached to
poverty alleviation and equity. However, it recognizes that
persistent fiscal and balance of payments problems, now exacerbated
by the effects of developments in the Middle East, and the legacy of
internal and external debt inherited from the 1980s will sharply
limit its options in the early 1990s. Moreover, the difficult

political environment in which the Government must operate suggests
that it may experience difficulties in implementing its economic
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policies. The Government has given priority to delineating policies
needed to stabilize the economy and to promote efficient, sustainable
growth. Macroeconomic policy will be significantly more restrictive
than in recent years, but the emphasis on growth through greater
efficiency and productivity that characterized the 1980s will
continue. The Approach Paper indicates a provisional GDP growth

. target of 5.5% for the Eighth Plan period, but all available evidence
suggests it will be difficult to achieve.

RIGale:glb
WP+286
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CAPITAL MARKETS DEPARTMENT

ANNUAL MEETING 1990

BRIEFING PAPER

INDIA

Investment Officers: R. Vish/S. Kapur/
K. Ahmed

Division Manager: K. Mirza

I. Background

Until recently CMD's investments in India have mainly been in the
leasing and housing finance sectors. Lately, CMD has focused on the
development of a broad range of financial services in India and on the

growing Indian venture capital industry. CMD invested in a private

housing finance company (HDFC) in 1978 and in a rural housing finance

company (GRUH Finance) in 1985. In 1987 CMD participated in the first
rights issue of shares by HDFC and intends to subscribe to its forthcoming
second rights issue. The Department has played a major role in developing
the leasing sector in India and has promoted two major leasing companies
(ILDL in Delhi and IEL in Madras). This year CMD participated in a second

round financing package to ILDL. An agency credit line of US$15 million
was signed in 1986, with Export-Import Bank of India as agent. In 1989,
CMD's equity participation in the first stock brokerage company able to
operate on all of India's stock exchanges was approved. Earlier this
year, the IFC Board approved CMD's investment in a venture capital fund
that will finance technology-based commercial ventures in India. In the
wake of the Government's measures to liberalize investment in
infrastructural projects, the IFC Board has recently approved CMD's
investment in a leasing and financial services company principally devoted
to financing infrastructural development projects.

II. Portfolio

(a) Name: Housing Development Finance Corporation
Limited (HDFC)

Equity Amount: US$1,001,000
Loan Amount: US$4,000,000 (US$400,000 outstanding)
Years Approved: 1978, 1987
Disbursement to Date: Fully disbursed
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Remarks

HDFC is a premier housing finance institution. Together with

adherence to prudential operating standards, HDFC has a track record
of high growth and increasing profitability. Later this year, HDFC
will undertake a sizeable increase in its share capital including a
rights issue for its existing shareholders, in which IFC's
participation (for approximately US$435,000) has recently been
approved. HDFC has consistently expanded its range of services by
introducing a host of innovative financial products and has promoted
several specialized institutions in the housing finance and
financial services sectors in India.

(b) Name: India Equipment Leasing Limited, Madras
.(IEL)

Equity Amount: US$354,000
Year Approved: 1986
Disbursement to Date: US$180,112

Remarks

IEL was originally licensed to engage in lease financing and
related activities. Because leasing became relatively less
attractive owing to a change in tax laws, the main thrust of the
Company's activity was later directed towards the hire purchase
business. However, as the regulatory authorities required the
Company to secure prior specific-approval to engage in this
activity, the Company had to cease hire - purchase financing in
April, 1988. Following the successful outcome of a dialogue with
the regulatory authorities IEL has recommenced hire - purchase
operations from October, 1989. The setback in its operations in the
years 1988-89 and 1989-90 has resulted in a decline in the net
income of IEL. The Company is also beginning to experience some
arrears problems as regards which its management is taking remedial
action and building-up reserves. The Company also plans to
diversify its operations and augment its capital resources.

(c) Name: India Lease Development Limited, Delhi
(ILDL)

Equity Amount: US$352,000
Year Approved: 1984
Disbursement to Date: Fully disbursed



APPENDIX INDIA: 3
Page 3 of 6

Remarks

ILDL has been very successful, both in terms of profitability and
growth of its operations since it was established in late 1987. To meet
the funding requirements of ILDL's rapidly expanding business, recently a
second round financing package was provided for the company by its main
lenders. IFC participated in this financing package by subscribing to a
rights issue of Convertible Debentures and providing a loan of US$3.5
million. The Company anticipates rapid business expansion over the next
three years and also intends to significantly diversify its operations.

(d) Name: Gujarat Rural Housing Finance
Corporation Ltd. (GRUH)

Equity Amount: US$195,000
Year Approved: 1985
Disbursement to Date: Fully disbursed

Remarks

GRUH was established as India's first rural housing finance
institution to extend financing mainly to low income house purchasers.
The Company commenced business in January 1988 and has since developed to
a modest, though profitable level of operations. GRUH has progressed in
raising resources from institutional sources, but it still needs to
mobilize a significant level of funding from commercial sources to meet
its envisaged lending objectives and service its target market
effectively.

(e) Name: Export-Import Bank of India
Loan Amount: US$14.7 million
Year Approved: 1986
Disbursement to Date: US$5.3 million (approximately)

Remarks

Though the agency credit line was approved in 1986, it did not
become operational until late 1987 due to delays in securing various
necessary government approvals. The line is moving more slowly than
expected partly because of competitive funding available from other
financial institutions which are able to provide risk cover at lower than
market determined rates. The disbursement program of the line has picked

up recently after IFC restructured the pricing and other terms of the
credit to the benefit of the sub-borrowers; full disbursement is expected
by October 1991.

(f) Name: J.M. Share & Stock Brokers Private Ltd.
(JSB)

Equity Amount: US$444,000
Year Approved: 1989
Disbursement to Date: None
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Remarks

JSB has experienced problems in acquiring corporate membership of
the Bombay Stock Exchange and it now appears unlikely that the project
will proceed as envisaged.

(g) Name: TDICI-Managed Venture Capital Fund
(VECAUS-II)

Equity Amount: US$3,125,000
Year Approved: 1990
Disbursement to Date: None

Remarks

VECAUS-II is a closed-end fund which is expected to provide risk
capital financing for high risk technology-based private enterprises in
India. The fund will be launched shortly and its promoters plan to
secure a listing of the fund's units in the fourth year after its launch.

(h) Name: Infrastructure Leasing and and Financial
Services Limited (ILFS)

Equity Amount: US$2,000,000
Loan Amount: US$15,000,000
Year Approved: 1990
Disbursement to date: None

ILFS is an equipment leasing and financial services company
principally involved in structuring and participating in the financing of
large infrastructural projects in India. The Company commenced

operations in May 1988 and has been highly successful in developing its
operations and mobilizing resources. It has been profitable since its
first year of operations. The principal sponsor of ILFS is a
nationalized commercial bank which has a 51% shareholding in the
Company. The recently approved IFC investments are expected to lead the
way to an increase in the level of private sector ownership of ILFS
shares and in general to broaden its shareholder base.

III. Pipeline (FY91 Priority Projects)

(a) Kotak Mahindra Finance Co.

Kotak Mahindra is a financial services company in the business of
bill discounting which is expected to broaden its activities to factoring
and trading in corporate commercial paper, bonds, foreign exchange and
stock markets. The Government's approval for IFC's investment is awaited.
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(b) Indus Venture Capital Fund

Indus Venture Capital Fund is proposed to be a two-tier venture
capital operation based in Western India. The fund will be approximately
US$12 million in size. It will be managed by a new management company
headed by the former Chairman of Hindustan Lever Limited. IFC is

proposing to invest in both the fund and the management company, subject
to final approval by IFC's board.

(c) Alliance India Fund

A new country fund for US$100 million is being developed with
Alliance Capital Management of New York to invest in listed and unlisted
securities (up to 35%). The fund probably will be incorporated in
Holland. The local fund manager is currently being selected. IFC has
been approached to be the co lead placement agent.

(d) India Investment Fund

IFC has long been in discussion with Unit Trust of India (UTI)
regarding a US$50-100 million fund which would primarily invest in listed
securities. UTI now appears to be ready to address the concerns raised
by IFC regarding management arrangements for the fund. IFC is expected
to co-manage the placement of the fund and also make a small investment.

IV. Business Prospects and Promotional Efforts

Underwriting of International Securities Issues - IFC has been in
touch with several leading Indian corporations to discuss prospects for
international securities issues based on straight debt and convertible
issues.

Venture Capital - IFC is continuing discussions in relation to
further venture capital projects, primarily through specialised funds
sponsored by private sector groups.

. IFC is also exploring other investment opportunities including a
term loan to HDFC, and has been asked to participate in a few financial
services projects.

V. Technical Assistance Activities

In 1986 IFC participated in the India Credit and Capital Markets
Study led by the World Bank, reviewing the operations of the corporate
securities markets. Partly as a result of the findings of the study, a
consultant was sent to assist the Bombay Stock Exchange to modernize and

computerize its operations. The consultant's report has been circulated
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to the Bombay Stock Exchange, the Government, and other key members of
the financial community. In addition, discussions have taken place with
various financial institutions regarding possible IFC assistance in the
establishment of a central depositary. IFC has also offered to assist
the Government in its efforts to develop an OTC market. CMD has been
assisting the Securities and Exchange Board of India (SEBI) on an ongoing
basis in many areas since its inception. CMD participated in the World
Bank mission to promote venture capital operations in India and in the
World Bank Financial Sector Review mission to India in the fall of 1989.



INDIA

MIGA - ANNUAL MEETINGS BRIEFS

The following issues related to MIGA, which you may wish to raise
in your meetings with delegations. In summary:

(a) Non-member countries would be encouraged to sign and/or ratify
the MIGA Convention;

(b) Some countries would be asked to complete their subscription
payments promptly; and

(c) Other countries would be asked to give favorable considerations
to facilitate MIGA operations.

India

Has not signed the Convention. Last May I met with a number of
Indian officials in New Delhi at ADB's Annual Meeting but their attitude
were still very cautious. You might want to mention that the Indian
investors would benefit from India's membership to MIGA.
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FROM: R. Grimshaw, Chief, ASTAG

EXTN: 76227

SUBJECT: Mission to Asia - May 25 - July 4, 1990
Back to Office Report

INDIA

1. I visited India from May 29 to June 6 and met with staff of the Central
Soil and Water Conservation Research and Training Institute (Dehra Dun), Watershed
Management Directorate (Uttar Pradesh), Upper Ganga Canal Project, and scientists
researching into vegetative conservation systems under the Banks' ongoing
watershed development project in south India.

2. Central Soil and Water Conservation Research and Training Institute.
This is a large research center with a number of out reach operational research
programs. In the past the Institute concenterated mainly on "engineered"
conservation practices; but recently has broadened out in researching into biological
systems. The institute is now comparing Vetiver and other vegetative barriers with
graded bunds, terraces, etc. The results are not yet conclusive but indicate
comparable results between systems. The Vetiver hedges appears to improve over
time (as you would expect) through increased density and filtering capability. It
seems quite evident that research results under the rather 'sterile' and micro
conditions of a research center are not replicable under farmer conditions. Research
relating to soil and moisture conservation needs to be done under farm conditions
involving a minimum of 5 hectares in order to capture the total impact (including
management) of the technologies under test. Under such conditions soil and moisture
losses, particularly when using engineered systems, are generally much higher than
research station trials.

3. Watershed Management Directorate. This Directorate, located at Dehra
Dun, has responsibility for a number of projects including the Bank financed "Hill
Watershed Project" located in the foot hills of the Himalayas in Uttar Pradesh. There
appears to have been a significant improvement in the implementation of the project
and in the general attitude and comprehensive approach of the project staff. The
project was orginally designed primarily as a reafforestion program (80% of project
investment for forestry). From the outset of implementation it was quite clearly an
agricultural (farmer) project, but managed by foresters. Thus the conflict in appioavh
and attitudes that surfaced in the early years. More recently under the leadership of
Dr. Verma (now working for NDO) the agriculture aspects have been fully
recognized. Farmer involvement has increased significantly due mainly to the
identification of appropriate technologies. The most important have been the
introduction of high yielding'wheat varieties (procured from the University of
Pantnagar and then multiplied by farmer's insitu), and fodder crops such as birseem.
One of the wheat varieties VL 616 from Almora is yielding 2-1/2 times other local
varieties. Pigeon pea is also a popular crop as its stalks can be used for fuel. The use
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of Vetiver grass for soil conservation is now being applied on y= steep slopes and
its impact needs close monitoring. Farmers have accepted Vetiver more readily as
they appreciate its fodder value, particularly under dry conditions. A lesson to be
learnt from this project is that the offering of a 'menu' of technologies to farmers is
essential for project success, and greater efforts are needed in identifying suitable
technologies for inclusion in that 'menu.'

4. The project has introduced improved designs of stoves which are
reported to be much more acceptable to women due to an improved chimney that does
not leak smoke into the house. Fuel species such as shrubs (Dodonia s..) are now
being tested and appear to grow well as hedge rows.

5. I was pleased to meet project staff who had started with the project in
1984. These people are now much more confident and have greater credibility now
that they have technologies that are in demand and are acceptable to farmers.

6. Although the introduction of Vetiver hedges has been slow we can
expect an acceleration in their use since the fodder value has been recognized. Also
Vetiver nurseries are now totally in the hands of the farmers; with farmers receiving
appropriate benefits from Vetiver sales. Establishment of Vetiver hedges has also
improved by planting in February/March (taking advantage of winter rain) resulting in
good establishment prior to the main monsoon rains in July/August/September. Next
year is likely to be fairly important for Vetiver expansion.

7. Upper Ganga Canal Proiect I visited the parallel canal under
construction from Km 6 to Km 36. This section includes major construction and
design works including a new aquaduct at Solani and a 10 to 12 meter high approach
embankment in the same area. My overall impression was that the work on the canal
is of high quality both in design and construction. The quality control is excellent.
Compaction standards are being met and the production of high quality clay tiles
(made under a mechanized system) is resulting in a first class lined canal. I was
interested to see a simple method of water curing the mortar between the tiles. This
was done by constructing a small (20 cm wide) water channels along the top lip of the
canal and siphoning water from this channel to the lining - the result, a very even and
continuous spread of water over the side slope lining. The U.P. Irrigation
Department has demonstrated quite clearly that high quality work is obtainable in
India, given the commitment by engineers and contractors.

8. Chilla Hdel Canal: This canal (not financed by the Bank) diverts the
dry season flow of the Ganga River at Rishikesh through a hydel cannel (25,000
cusec. capacity) and returns the flow just upstream of Hardwar through a power
station at Cheetal. It is an interesting scheme and well constructed. At one point the
canal passes over a 7 km fill section. Embankment erosion problems are severe.
Vetiver conservation systems are being tested on this section.

9. Review of Vetiver Hedge Technology in India. I met with Mir Mustafa
Hussain (Andhra Pradesh Agricultural. University), Dr. Bharad (University of
Arcola-Maharashtra) and Dr. Hedge (Agricultural University of Karnataka -
Bangalore) to review research progress relating to Vetiver grass hedges. Research is
being carried out under varying conditions and comparisons are difficult. However,
it is fairly evident from three years of results that as a vegetative barrier Vetiver grass
has to be ranked high in comparison with other grasses and techniques. In nearly
every case Vetiver was as good or better than other technologies - and particularly
over time it appears that Vetiver improves significantly, whereas other vegetative
systems deteriorate. This is due to the fact that Vetiver is continuously increasing its
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density - where as for example, leuceana loses its density over time as stems become
larger and fewer. Because of this at Arcola research in leuceana hedges is being
discontinued.

10. If the other benefits of Vetiver are taken into account (such as longevity,
sterility, drought, tolerance, fodder, mulch, thatch, windbreak) the overall benefit of
Vetiver grass has to outweigh other species and systems. I was given the latest
research data from the three Universities. This data will be analyzed and reported in
the next Vetiver newsletter. The following points of interest were noted:

- In Karnataka 'striga' (which is commonly associated with sorghum
crops) has been reported to be associated with Vetiver. However, it
was generally agreed that striga was probably present in the fields
before Vetiver was introduced and that to date no direct relationship
between Vetiver and Striga could be confirmed. Dr. Bharad will
follow up on this potential problem.;

- Soil losses in Karnataka are significantly reduced when using
Vetiver hedges as compared to earth bunds (1.8 tons per hectare
compared with 4.5 tons/ha respectively);

- In Karnataka 1 meter of Vetiver hedge produces approx 1 kg of
fodder per running meter of hedge. This would be equivalent to
about 20tons/ha. This data needs further examination.

- Planting time appears to be very important for assuring a good
hedge. If planted in July (beginning of monsoon) with hills of 10-
15 cm apart with 3 slips per hill an effective hedge can be
established in the first year. Gap filling must be carried out.
Extension staff need to monitor gap filling requirements.

- In Andhra Pradesh the best gully control system using vetiver grass
is to plant Vetiver in a 'V' shape line with the point of the 'V'
pointing up stream. This reduces wash outs in the center of the
young Vetiver hedge.

- In Maharashtra the work at Arcola University and on the Manoli
Watershed is probably the most complete and best reflects real live
conditions. Dr. Bharad has about 80 ha. of the University farm
fully under Vetiver hedge conservation and he intends to use this
area for intensive monitoring of run off and soil loss measurement
and the determination of the need (if any) for special measures (if
necessary) to deal with surplus run off at the discharge end of the
catchment.

- In Maharashtra Vetiver is being used very successfully in some trial
irrigated areas as a means for "natural" land levelling. On the
shallow black soils of Maharashtra, land levelling causes serious
disturbance to the top soil (you may remember the long and tedious
discussions we conducted over land levelling issues relating to
MCIP III), and is expensive. It has been demonstrated that using
Vetiver hedges on the contour and controlling water flow with small
inter hedge irrigation perimeters, low cost and effective irrigation
can be maintained. Future work needs to be initiated in this area as
it could have considerable implication to the traditionally difficult
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south Indian black (Vertisol) soil management under irrigation
systems;

- The Vetiver hedge technology must be fully integrated with Indian's
extension system as a key technology. Special demonstration and
training sessions are required.

11. Dr. Sampath (Commissioner of Agriculture), who attended the meeting,
has now cleared the proposed Institute of Development Studies (University of
Sussex.) proposal to carry out socio economic studies with farmers using Vetiver
grass in Karnataka. The study requires some additional refinement (including cost
reduction) after which ASTAG will present it to the Bank's Research Committee with
a request for funding.

12. I met with Mr. Shenoi (Acting Secretary of Agriculture). He indicated
that GOI is now close to giving official support country wide, for vegetative hedge
technologies and he sees the need for large country wide campaign to expand the
technology. Like wise Mr. Chitale (Water Resource Secretary) will support its
introduction in the irrigation sector.

13. In Delhi, I visited the National Bureau of Plant Genetic Resources
(NBPGR) which falls under ICAR, and is located at Pusa. I met with the Director,
Dr. R.S. Rana, and discussed some aspects of the identification of Vetiver genetic
material. To date NBPGR has collected Vetiver from more than 100 different sites
and is now receiving specimen from overseas. In the longer term NBPGR could
have an important role in identifying Vetiver cultivars that are suitable to specific
climatic and soil conditions. Funding by UNDP or USAID to expand the Bureau's
collection and to carryout further genetic and physiological studies (including fertility
studies) would be of significant value, not only to India, but worldwide.

14. I briefly met with Mr. Chitale. I suggested the need for a nation wide
approach to data collection in the water resource sector to improve the allocation of
water and design and management of water systems. Mr. Chitale suggested three
areas of data collection:

- measurement of catchment hydrology;

- measurement for flood; and

- measurement of water flows within India's large irrigation systems.
Mr. Chitale tended to focus on the latter. Given time, I think he
would like to discuss this further and I suggest that AS4AG writes
to him setting out a detail, the scope and need for better automated
data collection. If agreeable to Mr. Wijnand ASTAG will prepare a
draft letter. Eventually an improved data collection program could
be developed under a Bank loan. I got the impression that there is
still confusion in many peoples' minds on the level of automation in
canal system management and what specifically are the options and
levels that would best suit the needs of India. Automated irrigation
systems management should not be confused with automated
hydromet.
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MALAYSIA

15. I visited Malaysia from June 6 to June 8 to meet with Dr. P. K.Yoon, of the Rubber Research Institute, Mr. Guha of Agricultural Research andAdvisory Bureau (ARAB - private company), and Golden Hope Plantations. -
Research and Development (formerly, Harrison Malaysian Plantations)

16. Mr. P. C. Yoon. who is the head of the Plant Science Department ofthe Rubber Research Institute has since early 1989 been working in his spare time onthe propagation of Vetiver grass. With the support of the Director of RRI and fundsfrom the plantation industry, he has done a remarkable job in little more than 12months. Using a number of techniques he has vegetatively reproduced Vetiver (inpots) within a three month cycle -- with an average multiplication rate of 15. Thus,under Malaysian climatic conditions (12 month growing season), he has been able toreproduce some 50,000 plants from a single stem within a period of one year. Hehas achieved this through careful selection of culms and the use of slow releasefertilizers. Malaysia conditions of high humidity are ideal for this type of propagationand infield transplanting can be done virtually throughout the year.
17. He has also carried out interesting shade tolerant studies that shows that,under ve heavy rubber shade, Vetiver growth is significantly retarded. However,when the shade is removed there is a near immediate response to light and within twomonths the vigour and growth of the grass is as good as the non shaded control. Theconclusion is that Vetiver can be used in flexible farming systems and its growth canif necessary be managed by shade. (This explains the vigorous regrowth of Vetiverfollowing jungle clearing in Trinidad as reported by Greenfield).

18. Finally Dr. Yoon has carried out some experiments testing the toleranceof Vetiver when sprayed with herbicides containing paraguat. The result showed thatVetiver, although 'burnt' by paraquat, survived.

19. Dr. Yoon is currently improving propagation techniques includinglayering, stem cuttings, and culm selection (he finds very high coefficients ofvariation between the growth rates of different culms. He has been able to selectculms for vigour and has reduced the c.v. from over 100% to less than 30%. Thiswill give him a population of plants that will provide more meaningful researchresults.

20. Dr. Yoon is now turning to on farm development of Vetiver. He iscurrently working with some 21 interested private farmers/estates (who are providingthe materials for his research) There is a high demand to participate in his program -but numbers are constrained by the availablility of planting material. He is alsoworking with an engmieering company to protect the embankments of the KualaLumpur - Seremban Highway currently afflicted with major embankment slippagesand erosion. He also intends applying the technology to garbage and minerehabilitation. He has found an interesting technique for digging Vetiver grass innurseries, using an oil palm harvesting knife (knife on long pole), which cuts theVetiver roots and provides leverage at the same time. Dr. Yoon has kept meticulousrecords of his work and these will be available later in the year. I believe Dr. Yoon'sresearch and observations will prove invaluable for accelerating the propagation rateof Vetiver Grass.
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AgricultraJ Research and Advisory Bureau
21. Following a report by Mr. Yeow (ASTAG), that Dr. Guha of ARABhad developed a revolutionary tapping technique for rubber, I visited this privately
owned company The company, Particularly Dr. Guha, has a reputation for highquality professional work in the agricultural sector, and is a key company in Malaysiafor soi and leaf analysis as well as carrying out mandatory testing of rubber quality.
22. The results of 20 years of research by Dr. Guha into improved rubbertapping techniques appear on the suiface quite remarkable and is achieving vei higyield increases (more than double) at half the tapping cost. The technique invey igh
the application of a stimulant (chemical content not available - currently beingpatented) two days before tapping. The stimulant is applied through a valv e fixed to aplastic - 30x30 cm - panel stuck to the trunk of the tree. Taping involves puncturingthe bark at a single point and inserting a 3" inch tube (116ppg mtes utltundof the tube terminates in a covered 2 litre "tapping cup". The latex flows for twodays. The tree is rested for 5 days and the cycle is then repeated. Turgo pressure inthe latex vessels remains at a high (normal level) throughout - din contrast toconventional tapping where the turgo pressure is reduced significantly.

23. The system is comparable to the release of milk through a tiny hole of amother's breast. Myself, and other ASTAG tree crop staff are the first to see this
technique. As of mid June, a number of Malaysian companies will be invited, underlicence, to paticipate in commercial trials.

24. The potential latex extraction per ha for rubber has been estimated byTempleton (ASTAG)to be about 9 ,00kg/ha. Current commercial yields are in theorder of 2,000-3,000 kg/ha. Dr. Guha's system raises yields to as much as 6,000kg/ha. In discussion with Yoon and others in Malaysia the question remains whethersuch yields can be sustained - even so the method reduces tapping from twice weeklyto once weekly - an event of major significance to the rubber industry. Apart fromyield and tapping interval benefits the system reduces the risk of damage to the treethat often occurs under conventional tapping, and allows dirt and rain free latex to becollecte The system might be ideal for small holders. ASTAG tree crop staff willreport further on the new system and its implications. ARAB data is attached.
Golden Hope Planatations

25. I made a short visit to the Research Development Department of GoldenHope Plantations located at the Prang Behar Research Station. Mr. Teoh Cheng Hai,the Director of R & D was my host. Golden Hope has a wide range of researchactivities and has been one of Malaysia's key rubber development centers since the1920's, the PB series of Rubber Clones were developed by the company. Currentlyresearch is focussing on improving quality of rubber, oil palm and other products inorder to maintain the company's competitive position in world markets. Thecompany is also woring on crop diversification into Guava, passion fruit, cocoa andother perennial tree crops, as well as identifying rubber clones that have goodpotential in the timber trade, where rubber has the potential to substitute for the lowvalue tropical hard woods. The company has carried out some excellent fieldresearch in adopting controled droplet application of herbicides -- and themechanization of ODA. The company is also initiating a Vetiver research programboth for soil and moisture conservation and industrial (oil) use.

26. Following my brief visit to Malaysia, the overall impression I got wasof stagnating research at RRI compared with vigorous and proactive research in the



-7-

Private sector. Further investigations and studies of research in Malaysia might turnup some interesting comparisons and lessons.

LM~
27. 1 visited Laos from June 10 to June 15 under terms of reference fromMrs. Donna Dowsett-Coirolo. My mission was a technical review of the proposedwatershed development area located near Luang Prabang.

28. My visit was associated with a larger review of a possible Bank
financed Project relating to the ongoing TFAP effort with which the Bank is currentlyassociated- The investment requirements should mainly relate to agriculturaldevelopment -- most of the natural forests within the watershed have been destroyedand the land use changed. Under the new use most of the land falls under quite awell managed traditional five year bush fallow. At this time I doubt if we can addSignificantly to the upland production as it is both complex and difficult to access. Ifthe Bank dfos getiled wiptha project there will be a need for a careful study ofthe area and for detailed preparation work involving amongst others the review ofsociological aspects. My report to Yves Wong is attached at Annex 2.

29. I visited Fujian, Jiangxi and Sichuan Provinces from June 15 to June30, and had wrap up meetings with RMC, MOA and MWR in Beijing prior todeparture.

Vetiver Grass

30. Anne 3 sets out my review of the Vetiver program for the threeprovinces. Generally results are good, and following the October 1989 workshop aseries of research and demonstration plots are being established. The officialsinvolved are committed and pretty convinced that the technology is sound and that itwill be of significant benefit to south China (where we have no doubts of itssurvival). More attention needs to be given to methods of accelerated nurserypropagation and correct application of technology in the field. All of the Provinceswant to incorporate Vetiver as a key soil and moisture conservation technology in anyfuture project.

Eragrduction

31. Following my visit to Beijing in March 1990, arrangements were madewith CAAS to work with the Red Soil Project on the introduction of Amaranthas sD.asafodder. Two varieties in particular Kl 12, and R102 (ex Rodale ResearchCenter) have shown good results and out yield the local varieties by as much as fivetimes. It looks exciting and may turn out to be one of the key fodders for the future,(note leaf protein 22-27% - stem protein 15%). Amaranthus could replace about 30%of the pig concentrate ration. It has also been fed successfully to fish! Anotherfodder which shows good promise in Fujian is Mung bean - also string bean.
32. AICAR (Australia) is undertaking some joint work on nitrogen fixinglegumes and improved grasses with the Fujian Academy of Science and the FujianRed Soils Project. They are testing some 60 varieties. To date it would seem thatMA Q .R is the only legumne of any potential.
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33. I am of the general opinion that the farmers are looking for high volume,high quality forages, such as Mung Bean and Amaranthus (fodder sorghum isanother possibility). Both are annuals and provide flexibility in planting and landuse. I think we will find that the grasses (if identified) will have an application
mainly on the non arable areas where farmers can better tolerate perennial forage.They just do not have enough arable land for the latter - and in any case are lookingfor flexibility in choice - green manure or fodder.

34. The Bank's involvement in the introduction of high yielding fodder(Amaranthus) to the red soils project under scores the current technical transferweaknesses in China's agriculture. Professors Yue Shaoxian and Sun Honglianghave since 1982 undertaken some excellent research and testing of the newAmaranthus varieties, D= it seems that the officials I met with in the three provincesknew nothing about that work. Currently 26000 ha of improved forage amaranth isunder cultivation in north China.

Soil Fertility

35. China's red soils are well known for their low fertility, high acidity andaluminium toxicity. As a result, available phosphates are very low, and unlessfertility is improved crop production is limited, and yet when farmed properly highyields can be obtained from a wide variety of crops. It appears that the pig is one ofthe keys to improving the fertility cycle. Under the Red Soils Project Livestock - andpig s in particular are an important production component. Because the pig has to befed concentrates that are purchased externally to the red soils, there is a resultant net
import of nutrients - a bi product being pig manure. It is this pig manure that fuelsthe fertility cycle and allows many crops to be grown (some of which are fed to thepigs). Pig manure is preferred to inorganic fertilizers and clearly releases its nutrients- phosphate in particulary - more slowly. The wide spread use of human manure isalso very important. It would be worth while investigating this fertility cycle in moredetail as it might provide us with some clues for the development of similar soilselsewhere. In order to achieve high yields integrated crops and livestock are essentialfor many of our projects in China. I also consider that we should do a lot more topromote a greater use of human manure in some of the other countries we work in.This is quite feasible and socially acceptable if linked with dry compost latrine design(for example NGO groups in Nepal and Kenya are promoting such systems).

Red Soils Proiect

36. I continue to be impressed by the production components of the redsoils project. The level of crop productivity is good and farmer incomes havesubstantially improved due to project actions. The first project in Jiangxi hasdeveloped 270,000 mu (18,000 ha) of arable land, settled 9,000 specialized householders involving the resettlement of 50,000 people in total. Socio-economic studiescarried out by Jiangxi ADC show per capita income increasing from Yuan 486 fortraditional farmers to Yuan 702 for project specialized farmers. Voluntary settledfarmers taking advantage of project infrastructure have increased their per capitaincome to Yuan 608. From what I can understand, this income data is based on themain enterprises grown by the project, i.e. citrus, juice, pigs etc., and do not includea diverse range of annual field crops such as groundnut, maize, water melon, sweetpotatoe, soya bean etc. The final evaluation of the project should include the benefitsfrom this production.

37. Overall the infrastructure has served a useful role, but the quality couldhave been better, and the phasing of construction to coincide with settlement of
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farmers would have helped. The project authorities recognize the shortfalls in thisarea. The agroprocessing components need careful analysis as to their utility andfuture capacities. They are hardly completed and therefore an assessment will bedificult.

38. The Red Soils Project is a classic integrated agricultural developmentproject that has been successful because of the successful combination of a number ofcritical factors.

(a) Institutional competency and good management. At Prefecture andCounty level the Chinese have a competent administration with adequate
safeguards to ensure accountability. (This administrative ability is basedon over a thousand years of administrative experience.) The quality ofmanagers are on the whole good. Infact a number of them would makegood Bank staff members if they could speak English;

(b) Recognition of the need for adequate infrastructure - roads, electricityand irnigation/domestic water supplies;

(c) Land tenure - the land tenure system, particularly in Jiangxi wherefamily farms dominate, provides adequate incentives for farmerinvestments. Farmers have leases for up to 50 years; leases can betransferred to children on the death of the parent; improvements can besold to new lessees if the lease is transferred. Even in Fujian - undercollective and state farms long-term contracts are made with farmers thatprovide the necessary incentives and safeguards. In most parts of theworld the current tenure practices under the red soils project would berecognized as modern and forward looking in comparison to manydeveloping countries where tenure systems are traditional, lackincentives for investment, and are often deliberately biased against thesmall farmer,

(d) Agricultural Credit - is key to the development of the red soils. Thedemand for credit remains high, and the availability of credit limits therate of growth of the development of the red soils.
(e) Crop/livestock production flexibility. Although farmers have beenencouraged to invest in key crops such as citrus, tea, juice, etc., there isplenty of flexibility - particularly in the annual crops, and under thespecialized household system of Jiangxi farmers are freer to make soundeconomic choices.

39. Both the Provincial governments of Jiangxi and Fujian are extremelyanxious to have the Bank assist in a follow up project to further accelerate the
development of the red soils. The potential is immense, for example, in Jiangxi alonethere are 1.33 m. ha of cultivable red soils. The ongoing project developed only18,000 ha or just over 1%. of this total.

Red Soil Land Development Proiect (Phase H)
40. The Ministry of Agriculture is supporting the development of anexpanded program for red soils development based on the success of Phase I. Theproposed project would include Fujian and Jiangxi, as well as Zhejiang, Guangxi and
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Hunan'-. The project would incorporate typical phase I investments as well as take
account of some of the lessons learned under phase I. These would include:

(a) diversification into other perennial crops apart from citrus;

(b) expand livestock (pigs, cattle and ducks);

(c) develop sericulture non toxic cotton and tobacco;

(d) give special attention to environmental aspects including soil and
moisture conservation; afforestation of contiguous non arable land - (in
Jiangxi this could be done by farmers); strengthen farmer contracts
(leases) to include some environmental/sustainable agricultural
covenants such as use of wind breaks, contour farming, soil and water
conservation;

(e) provide for better phasing of infrastructure and improvement in quality
of construction;

(f) provision of a larger volume of agricultural credit; and

(g) improvement in research and technical transfer.

41. The project would impact on the poverty group which currently has anaverage per capita land holding of .95 mu - equivalent to less than 1/2 ha per farmfamily. Under the project, specialized family farmers would receive 2 ha of landeach.

42. Both Fujian and Jiangxi Provinces are starting work on the preparationof the second project. These Provinces together with the three new ones will needassistance; and preparation may take some time if properly done (the participatingprovinces are keen to prepare the project well). I suggest that UNDP funds aresought for preparation including funds to cover both foreign and local consultants. Anear full time foreign consultant should be hired, who has good experience in projectpreparation, to work with MOA and to assist all the provinces in formatting theproject and ensuring consistency and provision of general planning and technicalguidance. At this time, I would not recommend a large FAO/CP mission, but ratherthe hiring of individual short term consultants to focus on specific aspects. These
might include 2.:

Sericulture specialists (Chinese - 2)
Agro-forestry (Foreign/Chinese)
Forage specialist (Chinese/Foreign)
Soil & moisture cons. (Foreign/Chinese)
Livestock specialist (Chinese/Foreign)
Soil fertility specialist (Foreign/Chinese)
Technology transfer (Foreign)

Agro industries (Foreign)
Financial specialist (Chinese/Foreign)

- Other Provinces may also be included such as Guangdong and Guizou.
- Approximately 30 man months of foreign consultants and 60 man months of Chineseconsultants.
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43. Preparation of Phase II should start in earnest in the fall of 1990. MOAshould be responsible overall for ensuring adequate preparation and the hiring ofconsultants. Note the Provinces will require special funding assistance from UNDPto carry out project preparation work.

44. SPC has not yet approved the project. Following this visit to Fujian andJiangxi, where I was accompanied by M. Zheng Hu of MOA, and the subsequentmeetings held in Beijing with MOA/MWR/SPC, I believe MOA can prepare a conceptpaper that should satisfy SPC. This will be done after MOA has held a joint
workshop (MOA and Provincial participants) in late July. Annex 4 sets out a shortconcept paper that reflects current views.

45. s This project has been under discussion for some time. Iunderstand a proportion of the funds would be for the rehabilitation of the Min Jiangirrigation system (China's oldest). During my visit to Chengdu, I discussed brieflythe proposed project with Mr. Wang, Chief of the Soil and Moisture ConservationBureau. The Bureau is very active in catchment protection of the Upper Yangtze. Heis keen for Bank participation in Watershed protection and is anxious to promotevetiver technology for catchment stabilization. (He reckons to have 3000 mu ofnursery established by 1992 giving protection for 150,000 mu per annum.) I wouldsuggest a MWR managed project comprising irrigation rehabilitation and catchmentconservation could prove an effective approach and one which would meet theBank's special emphasis on the environmental and poverty alleviation.
46. Ie meetings that I attended in Beijing were straightforward, and therewas little disagreement. The following points emerged:

(i) It was agreed with MWR that the second red soils project would be theresponsibility of the MOA;

(ii) SPC seem to understand the concept of the project, but would like toknow the rationale with regard to grain production and or substitution,also the project's impact on the production of edible oils; and
(iii) Although MWR has conceded responsibility to the MOA it would stilllike Bank support to finance a soil and moisture conservation project. Isuggested the first step might be the inclusion of a pilot soil and waterconservation component in the Sichuan ADP to test out some of the keypolicy issues including that of local funding and foreign exchange debtservicing. I think most people were agreeable that Sichuan shouldinclude a watershed component following the lines of the currentcomprehensive approach to soil and moisture conservation.

47. Mr. Deshpande should follow up and in particular make arrangementsfor UNDP funding for project preparation.

NGO - World Conference - Tokyo - July 1- July 4 - Grass RootsApproach to Development

48. The objective of the conference, jointly sponsored by the Club of Romeand the Sasakawa Peace Foundation, was to help NGO's from Japan find a place in the
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development process. I'm doubtful if the conference helped the Japanese, but it wasuseful for me to meet a large number of participating NGO's from Latin America,
Africa and Asia as well as NGO's from Northern countries. There was a conspicuouslack of NGO's from Europe other than France and Switzerland!

49. Probably the most important conclusions that I drew from theconference were:

(a) Although the Bank came in for some battering over dams and T&V thereis a growing perception that the Bank is working better with NGO's andthat NGO's want to work with the Bank. Also some of the reforms thatthe Bank has engineered, i.e., the deregulation of pumps for irrigationin Bangladesh, has greatly helped NGO's to work more effectively;
(b) There is a growing awareness by NGO's that NGO's have to work withGovernment and that a better managed Government can provideinfrastructure and other support to allow NGO's to work moreeffectively;

(c) The need to improve rural communications is very important - localizedradio stations etc. to allow specific interaction at local levels should beencouraged (politically difficult);

(d) Some NGO's from the south would benefit enormously from northernNGO's assisting in the training of southern NGO staff. Is there a rolefor the Bank here? Quality not quantity should be encouraged;
(e) Technology aspects are becoming very important in NGO operationsand NGO's are searching for good technology and people with relevantexperience. Networking of technology by NGO's at all levels should begiven high priority. Could the Bank do something in this area? Ifnothing else we ought to find ways of disseminating our vast store oftechnical knowledge and country by country experience to NGO's andother agencies. The impact could be very significant.

(f) NGO groups seem to be very successful in dealing with women'sissues. One group in Bangladesh only works with women and hasdeveloped credit and other programs to allow women to own andoperate tube wells and pumps;

(g) Suggestions were made for establishing NGO trust funds from whichregular annual revenues could be released for NGO work in specificcountries. Could the Bank foster this approach? Such trust funds onceestablished would also act as equity for additional commercial funding.I remember a fund was established by a London based financing groupin the 1960's for farmer credit in Zimbabwe. It was very successful.
(h) There is a need to link agriculture and health together. Particularly in thearea of pathogenically safe latrines, biogas and human manure. SomeNGO's in Thailand and Kenya are working in this area. Why can't theBank develop similar programs? and

(i) As northern NGO's tend toward rhetoric; southern NGO's arebecoming more active and pragmatic.
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50. Contrary to previous views I was very impressed with some of the
work being done by 'local' NGO groups in Asia. Some are managing large
programs that effect up to 70,000 families. They are sinking tube wells, training
women, carrying out micro watershed development, promoting and implementing
rural water and health schemes and running family planning programs. All at a very
much lower cost (sometimes eight times lower) than what it costs Government.
Some NGO's are upgrading their staff in areas of management and technology. One
NGO allocates 15% of its budget to staff training!

51. The Bank should on a country by country basis better identify NGO
groups and then hold some "informal," rhetoric-free, workshops with the objective of
really identifying common objectives, issues, and technologies. Such workshops
could lead to much greater NGO/Bank cooperation and would also lead to a greater
involvement by NGO's in Bank projects.

52. Finally at a political level I have the impression that NGO antagonism
towards the Bank is engineered by Northern NGO's for all sorts of reasons
including ideology, environment, vested interests and ignorance. The local NGO's
are a lot more pragmatic and have a much better understanding of the limitations
under which we all work than do the northern NGO's. This was made blatantly clear
at the conference.

Attachments

cc: M/M Karaosmanoglu, Wiehen, Ritchie, Asanuma, Kaji, Burki, Vergin,
Cheetham, Helman, Dowsett, Goldberg, Wijnand, Cole, Davis, Barghouti, Baxter,
Van der Lugt, Deshpande, Wong, Van de Poll, Wiens, McGarry, Peberdy, ASTAG
staff
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THE WORLD BANKANTERNATIONAL PINANCE CORPORATION

OFFICE MEMORANDUM

DATE: June 20,1990 Annex 2

TO: Mr. Yves Wong, AS2AG

FROM: Richard G. Grimshaw, Chief, ASTAG

EXTN: 76227

SUBJECT: TFAP - Luang Prabang Watershed Area

1. I spent three days in the proposed Watershed area - ex FAO/UNDP
area. At the beginning of my mission I was briefed by the Vice Minister and I
debriefed him and Carol Long, UNDP, prior to my departure.

2. Basically the Government strategy of intensifying investment in the
irrigated areas in order to relieve upland pressure makes sense; and it is about the only
agricultural activity that can be made on a reasonable scale for the short and medium
term. Dealing with the upland areas is going to be much slower, more complex and
there are no quick fixes - not even Vetiver! (although it may have a role to play).

3. The watershed area comprises steep hills interspersed with sharply
incised valleys with, in most cases, minimal areas for irrigation. Except where the
valleys fan out near the Mekong most of the irrigable areas are very small pockets
along stream banks, etc. The largest area proposed for development is probably not
much more than 100 ha. Access is in many instances is almost non existent. Access
to the Lao Sung who live on the top of the hills ja non existent. The Lao Sung
comprise 9% of the population and I doubt that until access is provided little can be
done for them or for the forest they are reported to destroy.

4. The Lao Lung are the bottom land irrigators but are encroaching on the
Lao Tung who farm the middle slopes. This pressure is pushing the whole lot
further up the hills onto very steep slopes. I guess a strategy should be to stabilize
the lower slopes - reduce shifting cultivation (bush fallow) in these areas, and
reafforest, on an ownership basis, the steep slopes.

5. The Lao Tung bush fallow (five years approximately) is a pretty good
system. One year cropping followed by four years of fallow to restore fertility and
suppress the Imperata grass. It's going to be quite a job changing the system, and
I'm surprised at the speed of revegetation that takes place during the bush fallow
period. Upland rice is the main crop and any form of intensification without some
protection will increase soil erosion and fertility losses. Thus we have to tread
carefully. The FAO/UNDP project was a disaster from the soil conservation point of
view - no more terraces!! and the project really has not done anything tangible though
this could have been partly due to the expatriate leadership at the time.

6. Some simple research has been carried out to see what crops will grow
on these soils. Pineapples appear popular - groundnuts, maize, soyabean is being
introduced. I would like to see a much stronger research effort made to test out every
possible perennial (lumber and fruit) crop, and other enterprises (fishery, silk worm
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1 etc.) and really find out what is possible and what is not. A commercial research
group such as Harrison Malaysia Ltd (now Golden Hope Plantations) might provide
the type of aggressive research that is required.

7. The Lao Tung are pretty traditional people and I doubt if they will
change very quickly. EEC and Lao/Swedish Cooperation are starting a program in
the area (more about this later) and the latter will do specific research on steep land
agriculture.

8. What I saw of forestry was not that impressive. There are a number of
problems. First livestock. Any plantation has to be fenced off to keep cattle from
damaging trees or crops. Secondly, species selection - mainly teak - grows like a
weed here. More work needs to be done on other species. Thirdly. nursr
technology. Seed selection is virtually non existant and nursery practices including
culling look weak to me. Also there are at 1= three organizations having
nurseries - bit confusing for people like me. Anyway I'm sure Ajit Banerjee has
dealt with this issue.

9. Irrigation. I visited a number of irrigation sites. We need Charlie
Gunasekara's involvement. Right up his street. All small scale. One or two small
reservoir sites looked quite good to me. With some imagination we could do a lot to
provide supplementary irrigation to rainfed paddy and perhaps some for the dry
season as well. My guess is that supplementary irrigation would enable earlier
nursery development, which would mean earlier main crop and more residual
moisture for some sort of second crop. Also there are opportunities for many simple
weirs in the small streams to provide pumped supplementary crop water.

10. PrLect Strategy. If I had a free hand I would go for the following:

Phase I: (A)

- Irrigation intensification in low land paddy areas.

- Access roads to Lao Tung areas and village water supplies for Lao
Tung.

- Research improvement.

- Forest nursery development.

- Start on some agro-forestry work on steep areas. Maybe in exchange
for tenure (ownership) Lao Tung might be prepared to grow trees
instead of rice.

Phase I (B)

- Demonstration and testing. New crops and systems - such as Vetiver,
etc. I'm not sure if we need to put much effort into "extension" for the
Lao Tung at this time since there is not much to extend What is needed
is research and practical demonstration that could be done by the same
personnel. Extension in irrigated rice areas could be useful, although I

Silk might be interesting since there is already a hand loom industry in all the villages.
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wouldn't bank on that either. As most of the simple rice technologies
seem to spread on their own.

Phase II (in about 5 - 8 years time)

- Intensive efforts in Lao Tung areas assuming improved farm systems
can be demonstrated and are successful.

Consraints

11. I believe the Laos are underestimating administrative, technical and
staffimg constraints. Just how much can Luang Prabang Province absorb. From
what I can gather EEC project has bagged most of the best staff1 !

12. Provincial or National Proiec. The Vice Minister wants a nationally
managed project. This may conflict with Provincial authorities. EEC can give you
some guidance here. One option might be for National Government to take
responsibility for relatively one off shot investments such as roads, village water
suplies, irrigation, etc. and leave provincial governemnt (after strenghtening) with
the day-to-day services such as forest nurseries, extension, research, etc.

13. Commitment by Laos. I found the Laos a bit "laid back" - nicest of
people but have they the "umph" to make the changes and then sustain them?

14. Relationship with other agencies, EEC, FAO, Swedes, etc. We need to
be careful that we don't duplicate or compete - or have too many project management
units in the same area.

15. You should meet with Andrew Jenkins, EEC Project Director, Luang
Prabang. He is good and cooperative and will let you have what ever data they have.
I strongly suggest that the FAO group who follow you do not trample all over the
EEC. EEC may give the Bank a very good lead in.

16. You should also see Jean-Paul Boulanger of EEC. He is their
agronomist and knows the Lao very well and knows the Lao Tung and their
capabilities. He is already frightened of the scale of the EEC (5 million $) project!!!

17. You should meet with Bill Leacock of the Lao/Swedish Forestry
Cooperation Project - Ajit will love him! He has lots of experience and seems to talk,
good sense.

18. On your visit to Luang Probang get Jim Smyle to take a look at the area
to the West of the Mekong (Thai side). He will need to ride a motorcycle. But I get
the impression that it is much more degraded than the East side; and may need a
different approach to development. Ajit should look into social/farm/forestry
progress to date - and what tenure options may be possible.

19. I didn't really appreciate until I got back here today that a full FAO/CP
team is arriving here after you. I hope there may be some overlap between Ajit/Jim
and the team. Also hope that FAO team have some sensible people on it. Frankly it
is too soon for preparation - more identification is necessary - in fact EEC could
provide much of the data required through remote sensing (SPOT) and other land use
and socio economic studies. Analysis needs to be done on the road program, more
designs are needed for irrigation, and generally a greater time than normal will be
required for project preparation, if the job is to be done properly. So don't rush it!
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Politics

20. I understand from Carol Long that FAO is a bit of a dirty word around
here. Also our own reputation as project designers and implementors is not too good
either!!

21. I feel uneasy about the choice of Luang Prabang. Why hasn't the Bank
been asked to deal with one of the other Provinces which does not have EEC or
others operating in. Maybe some perfectly good reason, but you might like to probe.

Vetiver

22. Last but not least! I have given Jean Paul Boulanger about 50 slips of
Vetiver (from India). He has planted them in a nursery and will multiply them. (Dr.
P.K. Yoon in Malaysia can get 50,000 from one slip in one year!) We have
identified Vetiver in Laos. It is called NHA FEK and we know it is in Bolikhamray,
Vientiane, and XliengKhuang Provinces. It also may be across the river from Luang
Probang. EEC and Swedish project are very interested in Vetiver. We need to find a
way of getting some of the NHA FEK to Luang Probang for testing. The Vice
Minister is just about convinced Anyway we have got them started - not much for Jim
Smyle to do on Vetiver at this time. He should concentrate on other conservation
aspects. Monsieur Kampene of the Forestry Department (Vientiane) is very interested
- (he knows the grass from his youth) and so is Sompang.

23. I'm sure Vetiver will grow extremely well, and will work like a dream -
but we must test and demonstrate first. Most other grasses are useless - as they will
not stand the dry season here - and/or because they become weeds.
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CHINA
VETIVER GRASS PROGRAM

1. I visited Jiangxi, Fujian and Sichuan Provinces to review China's Vetiver grass
program. I also delivered about 1,000 slips of Vetiver grass - 'farmer selected' cultivar from
India. These were cleared through quarantine at Guangzhou and were planted near Nanchang.

2. The China program is progressing well and those involved are committed and
generally convinced that the technology is sound. The following comments and observations
cover the three provinces.

(i) All the 1989 plantings look good. The grass stopped growing near the end
of November 1989 and started to grow again in early March 1990 when
temperatures reached 14oC. Most Vetiver clumps have well over 50 tillers -
some more than 100. During May and June rapid growth occurred and the
1989 plantings look healthy and strong;

(ii) In all provinces nursery expansion has been considerable and selection of
nursery sites have been carried out with more care. The best results .
regarding tillering and ease of digging are on the sandy loam soils. In one
county alone in Sichuan officials have identified suitable areas along a major
river for more than 3,000 mu of nurseries;

(iii) Pig manure, night soil and inorganic fertilizers are applied to nurseries at
various rates and the results are quite good. In some instances it would be
possible to split the nursery material by the end of June and expand the
nurseries by 10-15 fold using the split planting material. In any event most
nurseries will be doubled in planting intensity. Under good conditions it
would seem feasible to get 100-200 tillers per original planting station per
year;

(iv) The young shoots of Vetiver grass have been fed to pigs
buffalo, cattle, ducks and fish;

(v) As in India farmers are initially slow to respond to Vetiver grass
technology, hence it has not always been planted correctly. Small
demonstrations of good hedges are essential if farmers are to take up the
system. In Fujian where State and collective farms predominate it has been
relatively easy to establish good hedges since farmers are not initially
involved in the decision to plant hedges and are not responsible for planting;

(vi) In Fujian a number of interesting experiments are being conducted on
slopes of over 50% including comparison of different types of fertilizer
applications. From visual observations lime had no impact and organic
manures (pig manure and rape seed cake) were significantly better than
inorganic fertilizer (urea and super phosphate);
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(vii) The Fujian Soil Conservation Bureau has established an excellent
demonstration on 90 mu (6 ha) of steep (26% slope), non arable land.
Digging simple 20 cm x 20 cm ditches on the contour (10 cm x 20 cm
would have been better) and applying pig manure, have resulted in excellent
hedges, and already even though not fully formed, runoff has been reduced
by at least 100% as compared to the non treated area. Chestnut trees have
been planted between the Vetiver hedge lines;

(viii) In Jiangxi a useful experiment has been carried out in a gullied area
comparing Vetiver contour hedges with other grasses such as Bao Mao
grass (Saccharum sp), Panicum sp., and Cynodon dactylon. On appalling
soils (the 'A and 'B' horizons have been eroded away), compared to the
other grasses, Vetiver had established well. Both these experiments need
following up;

(ix) In Sichuan at at least 6 soil conservation stations Vetiver has been planted
on runoff plots on slopes up to 50%. These plots will be measured for five
years;

(x) In Fujian on 25% slopes cost of protection was Y30 per mu or Y450
(US$100) per ha. Using pig manure the cost increased to Y80 per mu.
Even so this still remains less than 25% of the cost of terracing under
similar conditions;

(xi) In Fujian Vetiver has been planted on sand dunes to aid stabilization - but to
date no feedback has been received;

(xii) During the first year project officials estimated approximately 100 kg of leaf
cut per mu. In the second year this has increased to 450 kg/mu per cut (a
possible 3 cuts). This is equivalent to 6,750 kg/ha per cut - not bad for a
simple hedge. The forage cut is currently estimated to be worth - in
equivalent rice straw - 150 yuan per mu. These fooder output estimates are
equivalent to Indian estimates;

(xiii) On more than one occasion it was noticed that by 'hilling up' Vetiver grass
clumps the number of tillers increased substantially;

(xiv) As in India better selected nursery material gives a higher survival rate.
Particularly when planted on sandy loam soils;

(xv) Stem borer needs further investigation. In Fujian only 1% of the Vetiver
was effected, and that not seriously. Jiangxi will carry out further
investigations;

(xvi) In most cases where Vetiver was planted under shade it either grew slowly
or did not grow at all. It will, however, survive shade if the shade
developes aft= the establishment of Vetiver,

(xvii) A picture is starting to emerge on Vetiver's cold tolerance Growth has been
slow at 1,780 meters altitude, particularly this year in Sichuan when April
was a cold month. At this time I see little point in establishing Vetiver in
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extended beyond that latitude;

3. There is a growing demand for Vetiver grass by the Soil and Moisture
Conservation Bureaus for further trials and demonstrations. It was good to see, particularly in
Fujian, how the Agricultural and Conservation people were working very closely together. In
Sichuan the Institute of Mountain Disasters and Environment and the Conservation Bureau are also
working closely together. The Conservation Bureau in Sichuan is proposing to establish 3,000 mu
of nurseries by 1992.

4. Future constraints to the Vetiver program will include lack of specific
funding proposals, and initial slow uptake by farmers. With regard to the latter it is essential to
quickly demonstrate complete hedges and their impact on soil and moisture conservation and the
economic benefits from the by products, i.e., forage, mulch, paper, etc. While farmer uptake may
be slow I forsee accelerated uptake by the Conservation Bureaus for use of Vetiver on non arable
lands.
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CHINA
RED SOILS LAND DEVELOPMENT PROJECT - PHASE II

CONCEPT PAPER

The Red Soils of South China cover an area of 218 million ha mainly south of the
Yangtze River. Within Jiangxi Province alone there are 1.33 million ha of cultivable red soils
presently not cultivated. In addition there are substantial areas of non cultivable red soils that have
potential for forestry and fodder production. The Red Soils cover at least six provinces, and form
an important part of the Yangtze River basin. As such their management both from a production
and an environmental aspect will be important to the long term basin water characteristics and
stability. Because the same areas are topographically fragmented and difficult to farm, farm sizes
are small - less than 1 mu (1/15 ha) per capita and support some of the poorest rural people in
China.

The Red Soils generally under present conditions, are of low fertility but have a
high annual rainfall of 1,200-1,700 mm. The area also combines semi tropical conditions in the
summer and semi temperate conditions in the winter. As a consequence the agricultural potential
for the red soils is considerable if fertility can be improved and then sustained. Already the first
phase of the Red Soil Project in Jiangxi and Fujian Provinces has demonstrated a very diverse
agricultural potential including pigs, cattle, ducks, geese, fishery, citrus, tea, jute, China fir, slash
pine, Paulownia, and annual crops such as maize, rice, sweet potatoes, groundnuts, soya beans,
water melon, tobacco, and mulberry (silkworm). A large range of vegetables are also produced by
farmers. Fodder crops and green manures have also been demonstrated to be profitable.

Thus the Red Soils areas have good potential, and with production mainly
dependent on rainfall the area could produce a wide range of marketable products at relatively low
costs of production in comparison to the irrigated areas. If proper investments are made for
infrastructure, production and agroindustry, provinces such as Jiangxi, could eventually
consolidate their positions as critically important provinces in China's overall agricultural program.

However, the long term potential of the red soils has been limited by past
destruction of its forest resources by demands from industry and rural populations. As a result
major reafforestation efforts are required and soil and moisture conservation is essential if current
fertility declines are to be arrested and eventually reversed.

The development of the red soils also has to contribute to China's plans for
increased grain and edible oils. This is possible in a number of ways including: improvement of
rice production in the lowland areas that form part of the red soils; increased production of feed
grains such as maize that can substitute for rice in annual feed rations; production of green fodders
to reduce the demand on rice particularly in the pig industry; expansion of annual oil seeds such as
soya bean, non toxic cotton and others.

The red soils area also coincides with some of China's poorest areas where per
capita incomes are often below poverty levels of Y200 per capita. Often the poorest counties are
closely linked with the most degraded and poorly serviced areas.
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The first phase project has been very successful and since its inception in 1987 per
capita incomes have increased over traditional farmers by nearly 40% (Yuan 456 to Yuan 702). A
remarkable achievement.

A number of important lessons have been learnt during the first phase, these
include:

- the need to diversify into a wide range of perennial and annual crops;

- the critical role of livestock, particularly pigs, in the maintenance and
improvement of soil fertility;

- the importance of soil and moisture conservation;

- the importance of wind breaks;

- the impact of farmer contracts as incentives for investment;

- the importance of infrastructure, particularly roads;

- the critical importance of agricultural credit;

- the need for further improvement in the focus of research, technology transfer
and training of farmers; and

- the need to involve farmers in the development of adjoining non arable lands
for forestry and forage purposes.

The Proposed Second Phase Red Soil Land Development Project

Detailed plans have not yet been prepared. However taking into account the lessons
from the first phase the proposed project would:

(i) give priority to a sustainable and diversified agricultural system with well
balanced livestock and crop components. Apart from existing crop enterprises
Jiangxi intends to extend the production of mulberry, tobacco, non toxic cotton,
diversified fruit, improvement in low yielding rice, pigs, ducks, cattle and
chickens. Fujian would extend its production into lychee, apricot, longren as
well as continuing with the development and rehabilitation of fruit orchards and
tea;

(ii) livestock development (critical to soil fertility maintanance) and contingent
fodder production would receive priority attention;

(iii) non arable land production for timber and perennial nuts such as chestnut, tea
oil, forage and fuel;

(iv) application to both arable and non arable lands of soil and moisture
conservation techniques using where possible low cost vegetative hedge
systems such as Vetiver grass;
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(v) improved infrastructure particularly road access, electricity and water (human
and irrigation). Under Phase II efforts would be made to promote better quality
construction and more appropriate phasing to match the requirements of the
settlers;

(vi) provision of better technology to farmers through better extension services,
demonstrations and research;

(vii) provision of adequate agricultural credit to support farmers' investments in
arable and non arable lands;

(viii) biogas development for farm energy supplies (substitute for wood fuels);

(ix) expansion of (and priority for) wind breaks; and

(x) agro processing investments where relevant.

The project would provide special focus on environmental/production linkages; this
would manifest itself through better onfarm conservation, and special off-farm (non arable)
investments in soil and moisture conservation. Including gully/wasteland rehabilitation,
construction of small check dams, and conservation forestry. These latter activities would be
focussed in some of the very poor and degraded parts of the Provinces.

Organization. In each Province the respective ADC's would be responsible for
managing the key components. They would work closely with the Bureaus of Agricultural and
Soil and Moisture Conservation. Some special funds would be made available to strengthen these
Bureaus where necessary.

Project Cost. Preliminary estimates in Fujian result in a total project cost of
US$84 million. One could imagine Jiangxi investments being at least as much or more. The other
Provinces would probably be less since they would be new to the program. A Bank loan of $150-
200 million could be anticipated.

Issues. There are a number of issues that need to be addressed during the
preparation of the project. These include:

(i) the availablity of local funds;

(ii) the availability of a sustained flow of agricultural credit specific to the red
soils program;

(iii) a review of alternative approaches in order to accelerate the development of
the red soils. The current rate of development in Jiangxi of just over 1%
over four years is clearly inadequate;

(iv) the need to improve services to volunteer settlers and to accelerate their
settlement. These farmers are associated with formal specialized
households and have shown to benefit from the project. Can more
volunteer farmers be encouraged to settle on vacant land? And what
services should be provided?
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(v) how can technology transfer be improved?

(vi) how can research be better funded in order to support new and practical
research efforts that will accelerate agricultural production in the project
area?

(vii) share of World Bank lending. Since the project has important
environmental and poverty alleviation activities, and the need to accelerate
the rate of development is important, there is a case for the Bank to lend a
greater proportion of the total cost. A case needs to be made on these
grounds;

(viii) is it possible to include some environmental covenants relating to soil
conservation, wind breaks and other good farming practices in farmer
contract licenses? and

(ix) what will be the role of MOA as the coordinating agency, and how can the
executing agencies at Provincial level be better coordinated?

Other issues will undoubtedly emerge from the Project Completion Report of the
Phase I Red Soils Project that is currently being prepared by the project authorities.



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: May 29, 1990

TO: Mr. Moeen A. Qureshi, OPNSV

FROM: Koji Kashiwaya, CFSVP

EXTENSION: 80809

SUBJECT: (ThHA). Objections to India dam project (Bank's cofinancing project with

OECF raised at the House of Councilors in Japan

According to the official record of debates on the captioned

project held at the House of Councilors Budget Committee in April and May,

which we received recently, the Japanese Government (Foreign Minister)

responded to a question raised by a member of the opposition party who had
requested the suspension of any further cofinancing loans to the project so

that the Japanese Government will conduct an investigation and make a

political decision after cautiously considering the situation there.

The major points of the Committee's objections were:

(i) No in-depth survey on the resettlement problem was conducted

by GOJ/OECF when Japanese ODA was committed for the project
and Japanese judgement and its follow-up has been dependant

upon -the World Bank. GOJ/OECF should conduct an independent

survey and make its own judgement even in the case of

cofinancing with the World Bank.

(ii) Considering the serious situation of the project in India,

further cofinancing should not be made and also GOJ should

pressure the Bank to suspend the loan.

While this problem was questioned at the Upper House, the National

Broadcasting (NHK) and the Japanese press reported it sensationally as a

good case of an environment issue criticizing irresponsible judgement of

Japanese aid for this project and insufficient follow-up of the World Bank

on the resettlement program in India. In my conversations with GOJ (MOF,

MOFA) and OECF it was considered that GOJ cannot help but suspend further

cofinancing and this project is not included in the Japanese aid program to

India for this fiscal year (April 90-March 91).

cc: Ms. M. Haug, EXC
Messrs. Karaosmanoglu, ASIVP

Vergin, AS4DR

Aguirre-Sacasa, EXTDR

Ohashi/Taylor/Hatano/Shimazaki, CFS

THatano:mo



WORLD BANK OTS SYSTEM
OFFICE OF THE PRESIDENT

CORRESPONDENCE DATE : 90/05/23 DUE DATE : 00/00/00
LOG NUMBER : 900524003 FROM : Mr. Karaosmanoglu
SUBJECT : Meeting with the new Indian Ambassador to Washington

Friday, May 25, 1990 at 11:45 a.m.
OFFICE ASSIGNED TO FOR ACTION Mr. B. Conable (E-1227)

ACTION:
APPROVED
PLEASE HANDLE
FOR YOUR INFORMATION
FOR YOUR REVIEW AND RECOMMENDATION

FOR THE FILES
PLEASE DISCUSS WITH

PLEASE PREPARE RESPONSE FOR SIGNATURE
AS WE DISCUSSED

RETURN TO

COMMENTS
cc: Mrs. Haug



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: May 23, 1990

TO: Mr. Barber B. Conable

THROUGH: Moeen A. Qureshi

FROM: Attila Karaosmanoglu

EXTENSION: 80332

SUBJECT: Mr. Conable's Meeting with the new

Indian Ambassador to Washington

I attach a background briefing note for your meeting with the
new Indian Ambassador to Washington, His Excellency, Mr. Abid Hussain on
Friday, May 25 at 11:45 a.m. I will join this meeting.

Attachment

STalbot:zj



MR. CONABLE

MEETING WITH THE NEW INDIAN AMBASSADOR TO WASHINGTON

HIS EXCELLENCY, MR. ABID HUSSAIN

Friday, May 25 at 11:45am

Mr. Hussain was formerly India's Commerce Secretary and more recently a
Member of the Planning Commission. In his tenure at the Commerce Ministry, he

was the chairman of the Committe on Trade Policies which presented its report

(known as the Hussain Report on Trade Policies) in December 1984. The report

called for a major reform of the export incentives regime with the objective

of overcoming constraints on export performance arising from the highly

protective import regime and domestic tax system. It also called for

rationalization of the import regime with the objective of making the

transition from import substitution per se to efficient import substitution.

Mr. Hussain was instrumental in initiating the first phase of this

reform process through the introduction of India's first three year Import-

Export Policy Statement in 1985. He has continued to be a key proponent of

liberalization of India's trade regime in his tenure as Member of the Planning

Commission.

He has also been active in chairing a number of Government Committees on

issues such as Financial Sector Reform and the Textiles industry.





The World Bank/IFC/MIGA

OF F I CE ME MOR AND UM

DATE: 21-May-1990 04:48am

TO: Marianne Haug ( MARIANNE HAUG )

FROM: Lutz Halfmann, TOK ( LUTZ HALFMANN )

EXT.:

SUBJECT: Protest Against the Bank

In the absence of Mr. Kemmochi and Mrs. Sato I saw a group of about 20

demonstrators who were expressing their objections against the Narmada Dam

project in India. Earlier the group had expressed its opposition vis-a-vis is

istry of Finance. I accepted a letter (in Japanese) addressed to Mr. Conable

with copy to Mr. Shiratori and promised to forward it to Washington.

Contrary to what would probably have happened elsewhere, the group was not

confrontationaL. The speak of the group, Mr. Tanaka, explained that now also

a "Green Movement" was developing in Japan and that they were also against the

way how the Japanese ODA was handled. I remarked that in this respect the World

Bank was not the addressee. The answer was, that the Japanese ODA bureaucracy

was hiding behind the Bank. The group apparently was under the impression that

the Tokyo office had a policy impact on the Bank's Lending. I explained the

function which is quite different from a regular field office but that in any

event policies were set in Washington and not in field offices. Upon a question,

I also explained that none of the Bank's (Yen) borrowings were tied to any

particular project and that consequently the Tokyo Office was not involved in

any way with a project, including the one in question. The group then requested

some information material on the Bank and I handed them some Annual Reports and

a brochure on the Bank. We will send the letter and some other material left

by the group by separate mail.

P-qards,

Lutz Halfmann

CC: Francisco Aguirre-Sacasa ( FRANCISCO AGUIRRE-SACASA )



SUMMARY OF DEVELOPMENTS ON NARMADA DAM
PROJECT

Controversy over the massive Nar- showed up, much higher than expec-
mada dam project in central India is tations.
heating up both at home and in Japan, Since then, two prominent televi-
where much of the money is coming sion stations showed specials on Nar-
from. mada, including NHK, and there have

So far only one project has started been articles in the local press and
out of a total planned construction of letters to the editor.
30 major dams, 135 medium-sized Foreign MinisterTaro Nakayama told
dams and more than 3,000 small dams the House of Councilors Budget Com-
which could take 50 years to com- mittee on May 11 that they are consid-
plete. ering a political decision on this prob-

It has been estimated that 350,000 lem after getting a grip on the situ-
hectares of rich forest land and ation.
200,000 hectares of fertile farmland Prime Minister Toshiki Kaifu said
will be destroyed from flooding and Japan's official development assis-
over one million residents will be dis- tance (ODA) is meaningless if it is not
placed. appreciated in recipient countries.

Nearly 2,500 people, saying they The World Bank, currently reapprais-
would drown rather than move from ing the project, must decide by June
their homes, protested in New Delhi 30 whether to continue its credits, and
on May 14 against plans to build a Japan could influence that decision.
dam that would submerge thousands The World Bank approved 450 million
of villages. dollar loan in 1985.

"We will not allow our land to be Japan's OECF, in charge of ODA
taken from us," they shouted. "For us, along with four ministries, has com-
it is a question of our land, our food, mitted 2.85 billion yen in loans for the
our homes. Where will we go? We are initial funding.
prepared to drown, but we will not Japan is also the second biggest
leave our homes," said one villager. contributor of captial to the World Bank.

A spokesman for the demonstra- Japanese banks have provided
tors said the protests would continue loans and Japanese companies have
until Prime Minister Vishwanath Pratap been awarded contracts.
Singh cancelled plans for the dam. Vibeke Laroi

Awareness over the issue is in-
creasing in Japan. The first step was
the Narmadadam symposium held on
April 21 during which some 500 people
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Translation by Friends of the Earth Japan

Consider the local people's voice on ODA

There is great controversy from the viewpoint of environmental destrudon over the constrntdon of a dam in
India that is being assisted by Japan

TAgqndian gqverrnent has primary resporgibility for this project, but Japan should also carefully consider
the opinion of local people

Ap international symposium was held in Tokyoon the environmental impact of the construction of dams in
theNarmada valley in west India in which both Japanese and overseas students participated along with
W4i6ohmentalists frin ldia and the USA, a professors froti Japanese univeitites; and Diet members jbined

tie discussions. The! project involves the construction of over 3000 dams for hydroelectricity production
ahd irrigdtion. Loans from the World Bank and Japan's Overseas Economic Cooperation Fund (OECFytive

,been provided for the core dam of1he project, which hasibeen uner donstruptio sirce119$7. Nower,
there is no area suitable for the resettlement of those who will hve.to be relocqtg byJbeAam andserious
environment destruction is foreseen. Local citizens have carried out large scale demobhdations and hunger
strikes to protest the dam construction. In the symposium the lack of responsibility on the part of those
providing the loans such as the World Bank ignores its own. quidelines for local partigipation and
enWronrmental protection and the Japanese govement and 0ECF did not carry but their own sa Vbyd
just followed the World Bank's studies. After a r-evaluation of the project, the.Wordanwarned-th00lhe
loans would be suspended until the resettlemerit problems are solved. Japan, which i's the second largest
contributor to the World Bank, must make stl4that the Executive Board insists on its guidelines beir1g
folowed Therig japproach should be for Japan to to carry out its own survey-eve" if the loan is being
provided jointlywith the World Bank. If there is no capacity to carry out such surv ys, then the loan should
be postponed or staff must be increased to carry them out.

The Japanese Government's attitude towards the symposium is also questionable. The Indian G6verrnent
sent a representative from its Tobyb Embassy, however the Japanese Governmenf*(#dflbht 9efd aty
representative, in, spite of being invitedby the organizers. The representative from t4QelndIan Govemment
just gave a one-sided' statement on the beneffts of the dam construction. However, it is still a rather positive
attitude on their part to attend a symposium organized by opponents of the project. The Ministry o Foreign
Affairs has prepared a cartoon textbqok on ODA for Japanese high school students andthe symposm
ivould have been a good chance for them to distribute it and educate the many young partciparf atibut
development assistance. .

An Indian environmentalist at theslympi6sum stated that 60% of ODA gbes back to the codritries makind the
loans. In the Narmada dam project the value of hydroelectric power eqipment purchased 1romapanese
manufacturers so far is ten times the'. amount that Japan has provided in loans, so there is doubt among the
eitizeris of develobin' conhtries about who is really meant to benefit from the ODA provided by t66
advanced countries. If a Japanese Government agency, such as the Foreign Ministry, can ausw r.such---.
doubts, it will be a real education for everyone.

n coptrast to the government bureaucracy, several members of the Diet attendeadthe symposium.
However, the Japanese Diet is much less concerned about ODA than the US Congress. The Japanese Diet
iust'rfleet therwishes of the symposium participants to seriously address these issues.
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Objections o Idi dam'.Y.
may halt ldoanex$4nion h

Japan May not exted addi- River in Gujarat state, west-
tional-.yen loans for a contro- er India, ha been mounting
versial dam construction pro- because some 100,000 people
ject in India; Foreign Minis- will be displaced by the dam's
ter Taro Nakayama sug -cnstruction.
gested Fridays. The World Bank appproved

Nakayama told the House *a $450 million loan for the pro-
*of Councilors Budget Commit- ject in -1985 and Japan also
tee that the government-will promisedy2.85 illionin
make 'a political decision on loans for hydroelectric power
the question after considering generating equipmentt in the
carefully the situation there. same year.
*Prime Minister Toshiki-

Kaifu said Japan's official de- Soviet threatwaning:-
velopment assistance is Theheti ite regt.
meaningless if its not appreci- in the Asia-Pacific rgion isated in recipient countries. H. receding, Forei Uniste
said he. will instruct minis-. TaroNakayama said Friday.tries to pay greater attention,
to possible environmental de- It ashe ir tm
struction 'when objections' 7Nakayama has officially *ac-
arise over projects receivingt mowem S iede a reduced Soviet'

against the Sardthrea in the region . rean i

Japanese assistance.. inrtheregion
Kaifu and Nakayama were.. But h told the' Hlouse' of

replying to questions by Osa- Councilors Budget. Committee
mu Yatabe, 'Japan Socialist that. J apan and the United
Party member. .. .. States share the view that the

Yatabe said the movement Soviet :military presence rin
against the Sardar- Sarovar -the region remains, a"-big
dam, spanning the Narmada threat. *.
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RE b1U L, vo-w(l!
Join our demonstration calling for Reform of Japan's ODA policy and a

halt to the Narmada Dam Project in India.

(iZ- * 12 ;Ct ?fi 0)ftL e **A. ) A t--t t

:k *A X 6931 EtZ M tA -- 6 h%6 190 tt 1 e
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tL T U 9 3 . Japanese ODA funds and the Word Bank
are funding a major dam in India which will cause vast
environmental destruction and displacement of up tq 1
million people. We are calling for reform of ODA in general
and halting of this project's funding in particular.
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WORLD BANK OTS SYSTEM
OFFICE OF THE PRESIDENT

CORRESPONDENCE DATE : 90/04/25 DUE DATE : 00/00/00
LOG NUMBER : 900425002 , FROM : Mr. Qureshi
SUBJECT : Indian Maps in World Bank - used in the Board Reports.

OFFICE ASSIGNED TO FOR ACTION . B. Conable (E-1227)

ACTION:
APPROVED
PLEASE HANDLE

k1/ FOR YOUR INFORMATION
FOR YOUR REVIEW AND RECOMMENDATION
FOR THE FILES
PLEASE DISCUSS WITH
PLEASE PREPARE RESPONS R SIGNATURE
AS WE DISCUSSED-
RETURN TO C

COMMENTS



The World Bank
Washington, D.C. 20433

U.S.A.

MOEEN A. QURESHI
Senior Vice President, Operations

April 25, 1990

Mr. Conable

I just wanted you to be aware that during the past week, the
Indian Director, Mr. Baijal, had approached me, in some agitation, to
complain that the country maps being used in the Board Reports on
Indian Projects were truncated in such a way as to exclude the area
encompassing Jammu and Kashmir. He said that a question had been
raised in the Parliament on this issue and he needed to send an
immediate response.

I had not been aware of the problem. Upon investigation, I
found that there was an internal Bank Management decision in 1985,
apparently following complaints by China and Pakistan about the manner
in which disputed territories were shown on Indian maps, to show a
truncated version of the Indian map which excluded the disputed
territories both in the North and the East. This procedure had been
followed consistently since 1985. I informed Mr. Baijal about this.
He then asked that we should stop using country maps in upcoming Board
documentation on India because otherwise the Government would be
embarassed, and it would appear that the Bank was deliberately
excluding Kashimir fram its maps. He had no problems with the use of
project area maps which we should continue to produce in accordance
with existing procedures. I told him that I had no objection to the
course that he suggested, at least for the time being, provided that,
if other Directors such as Paul Ariman inquired about this matter, I
would have to say that the country map had been excluded specifically
at the request of the Indian Executive Director. I also asked him to
send me a note, which he has done (attached).

Attachments

cc: Mr. Karaosmanoglu
Mr. Vergin
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION DECLASSIIM )ENTIAL

OFFICE MEMORANDUM JAN 18 2011
WBGARCHI

DATE: April 19, 1990

TO: Mr. Daniel R tchie, AS4CO

FROM: Heinz Vergin AS4DR

SUBJECT: India Country Maps and Board Documents

In light of the issues which have arisen over the India country

maps which we are currently using in the Board documentation, Mr.

Baijal has requested that, for the time being, we do not use country

maps in upcoming Board documentation. This request does not extend to

the use of project area maps which we should continue to produce in

adherence to the existing protocols. Mr. Qureshi concurs with this

request and has asked Mr. Baijal to make his request in writing.

Regarding the Board documentation for the Integrated Watershed

Development (Plains) and the Cement Industry Restructuring Projects

which are ready for release to the Board and which present the project

information in the context of country maps, it has been decided to

release these documents without maps. We will be working with the

Office of the Indian Executive Director to field any questions which

the omission of maps in these documents may be raising in the Board.

cc: Messrs. Qureshi
Thahane

Kaji
Vorkink

bcc: Mr. Baijal

P-1 867
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FORM NO. 1599
(8-80) THE WORLD BANK

DATE
ROUTING SLIP 3/29/90

OFFICE OF THE SENIOR VICE PRESIDENT, OPERATIONS

NAME ROOM NO.

Mr. A. Khanna

To Handle Note and File
Appropriate Disposition Note and Return
Approval Prepare Reply
Comment X Per Our Conversation
Full Report Recommendation
Information Signature
Initial Send On

REMARKS

FROM
H. Vergin



The World Bank
Washington, D.C. 20433

U.S.A.

MOEEN A. QURESHI
Senior Vice President, Operations

March 29, 1990

(Dictated by
telephone)

Mr. Vergin

Heinz:

Please inform Mr. Conable about the
tentative IDA allocations that I have made,
subject to his approval.



IDA-8 LENDING PROGRAM

FY88 ACTUAL FY89 ACTUAL FY90 REVISED PLAN a/ FY88-90 TOTAL

AMOUNT % OF AMOUNT % OF AMOUNT % OF AMOUNT % OF
(SDRm) TOTAL (SDRm) TOTAL (SDRm) TOTAL (SDRm) TOTAL

AFRICA TOTAL 1642.0 49.8% 1790.0 47.9% 2126.0 47.3% 5558.0 48.2%

(Original Plan) (1,440.0) ( 45.0%) (1,998.0) ( 47.5%) (2,200.0) ( 49.4%) (5,638.0) ( 47.6%)

ASIA TOTAL 1412.1 42.8% 1645.8 44.0% 2026.0 45.1% 5083.9 44.1%

(Original Plan) (1,495.0) ( 46.7%) (1,919.0) ( 45.7%) (1,900.0) ( 42.7%) (5,314.0) ( 44.8%)

Of Which:
CHINA 464.7 14.1% 384.6 10.3% 773.0 b/ 17.2% 1622.3 14.1%

(Original Plan) (465.0) ( 14.5%) (590.0) ( 14.0%) (600.0)c/( 13.5%) (1,655.0) ( 14.0%)

INDIA 535.0 16.2% 680.0 18.2% 644.4 14.4% 1859.4 16.1%

(Original Plan) (535.0) ( 16.7%) (680.0) ( 16.2%) (644.0) ( 14.5%) (1,859.0) ( 15.7%)

SUB-TOTAL
CHINA & INDIA 999.7 30.3% 1064.6 28.5% 1417.4 31.6% 3481.7 30.2%

(Original Plan) (1,000.0) ( 31.3%) (1,270.0) ( 30.2%) (1,244.0) ( 28.0%) (3,514.0) ( 29.6%)

BANGLADESH 167.6 5.1% 325.8 8.7% 456.1 10.2% 949.5 8.2%

(Original Plan) (328.0) ( 10.3%) (415.0' ( 9.9%) (416.0) ( 9.3%) (1,159.0) ( 9.8%)

EMENA 165.1 5.0% 196.2 5.2% 193.0 4.3% 554.3 4.8%

(Original Plan) (180.0) C 5.6%) (177.0) ( 4.2%) (200.0) ( 4.5%) (557.0) ( 4.7%)

Of Which:
PAKISTAN 138.6 4.2% 155.5 4.2% 158.0 3.5% 452.1 3.9%

(Original Plan) - - - - -

LAC 81.3 2.5% 106.1 2.8% 145.0 3.2% 332.4 2.9%

(Original Plan) (85.0) ( 2.7%) (109.0) ( 2.6%) (150.0) ( 3.4%) (344.0) ( 2.9%)

TOTAL IDA 3300.5 100.0% 3738.1 100.0% 4490.0 100.0% 11528.6 100.0%

(Original Plan) (3,200.0) (100.0%) (4,203.0) (100.0%) (4,450.0) (100.0%) (11,853.0) (100.0%)

Memo Item:
FY90 Total Commitment
Authority (as of end-February): 4489.0

a/ Reflects loss in total commitment authority from SDR 4643 million as of end-June 1989 to SDR 4489
million as of end-February 1990, with corresponding adjustments to regional allocations.

b/ Calculated on the basis of a total China program of SDR 800 million (SDR 600 million for FY90 plus
SDR 200 million deferred from FY89), adjusted for loss in total commitment authority.

c/ Excludes SDR 200 million of deferred FY89 IDA credits. OPNSV
28-Mar-90

Filename: IDA8-E5



CHII FY90 LENDING PROPOSAL

----------------------------------------------------------------------------------------------------------------------------------------------------

Scenario I I , Scenario II I Scenario III

Prop. ---------------------------------------------------------------------------------------|

Project Name Board ----------- S Million----------------------8 Million---------------------S Million----------

Date Bank IDA Total I Bank IDA Total | Bank IDA Total

------------------------------- ------------------- ------------------------------------- -------------------------------------I

N. China Earthquake Recons. 02/08/90A 30.0 30.0 I 30.0 30.0 I 30.0 30.0

Jiangxi Agric. Dev. 02/27/90 60.0 80.0 I 60.0 80.0 I 60.0 60.0 |

Jiangsu Prov. Top. 03/20/90 100.0 50.0 150.0 I 100.0 50.0 150.0 I 100.0 50.0 160.0 I
Medium Size Cities 04/17/90 79.4 80.8 180.2 I 79.4 80.8 180.2 I 79.4 80.8 160.2 I
Mid Yangtze Ag. Dev. 04/24/90 64.0 64.0 I 64.0 64.0 64.0 64.0 I
Rural Ind'l. Tech. 05/15/90 50.0 60.0 110.0 I 50.0 60.0 110.0 I 50.0 60.0 110.0 I
Yanshi Thermal 05/29/90 180.0 180.0 I 180.0 180.0 I 180.0 180.0

National Afforestation 06/19/90 270.0 270.0 I 270.0 270.0 I 270.0 270.0

----------------------------------------------------------- I
Total (8) 409.4 614.8 1024.2

----------------------------------------------------------- I
Blend Ratio (40:80)

Shanghai Ind'l.Dev. 04/17/90 150.0 150.0 I 150.0 150.0
Tech. Coop. Cr. III 04/24/90 30.0 30.0 I 30.0 30.0

Liaoning Urban Infra. 05/22/90 72.5 72.5 I 72.5 72.5

Rural Credit IV (ABC) 05/29/90 275.0 275.0 I 275.0 275.0

---------------------------------------------------------------------------------------------I
Total (12) 481.9 794.8 1276.7

Blend Ratio (38:62)
---------------------------------------------------------------------------------------------I

Vocat./Tech. Training 04/17/90 50.0 50.0
Hebei Agric. Devt. 05/29/90 150.0 150.0

----------------------------------------------------------------------------------------------------------------------------- I
Total (14) 481.9 1269.8 1751.7

Blend Ratio (28:73)
---------------------------------------------------------------------------------------------------------------------------------------------I
Updated: 03/16/90
OT:
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Mr. Conable

Meeting with Mr. Madhu Dandavate, India's Minister of Finance

Monday, May 7, 1990 at 2:30 pm

The meeting will provide an opportunity to follow up on your recent
meeting in New Delhi. Since then the budget has been presented to Parliament
and the new Export-Import Policy has been announced. You should convey to the
Minister that the Bank endorses the overall thrust of the budget, although you
might add that it leaves much still to be accomplished in tackling the deficit
and the balance of payments situation. You should stress the importance of
reaching the budget targets (which imply a reduction in the budget deficit
from 8.4 to 7Z) and reducing the current account deficit.

There has been some progress in terms of the Ministry of Education's
receptivity to Bank involvement in primary education, but the nature and
timing of this involvement have still to be worked out. You should again
stress the importance of primary education in human resource development
(especially for young girls) and emphasize the Bank's willingness to assist
the Government in this area.

You might also remind the Minister that in the power sector we have
three projects (for a total of $850 million IBRD) still to go to the Board
this fiscal year, each of which faces continuing uncertainties arising from
delays in addressing outstanding issues. These issues include action on the
unacceptably high arrears/accounts receivable of two major Central power
utilities - NTPC and NHPC, and clearance by the Central Electricity Authority
and environmental clearance for the Tata Electric private sector power
project.



Mr. Conable's Meeting With Indian Finance Minister Dandavate

Additional Background Material

Budget Deficit

Driven by rapidly increasing Government consumption, the public sector

deficit during the late 1980s averaged about 8.9Z of GDP, 1.6 percentage

points of GDP more per year than during the first half of the decade. This

led to pressure on the balance of payments, with public sector external debt

roughly doubling since 1984/85 and gross international reserves falling

sharply. By the end of 1989/90, reserves were only $4.1 billion (excluding

gold), about 2 months of import coverage, their lowest level in both absolute

and relative terms during the 1980s. The current account deficit reached 3.3Z

of GDP in 1988/89 and 1989/90.

The Government has taken an important first step to deal with its fiscal

and balance of payments problems in its strict 1990/91 Central Government

budget. This budget provides for a substantial reduction (from 8.4Z to 7.OZ

of GDP) in the Central Government deficit (total borrowing requirement)
relative to the 1989/90 revised budget estimate. This is to be achieved by

additional tax effort (0.5Z of GDP), and restraint of current and capital

expenditures (0.4Z and 0.5Z of GDP, respectively). The budgeted increase in

the tax ratio is based primarily on increased customs tariff rates on selected

products (mainly crude petroleum) and, to a lesser extent, increases in excise

tax rates and in effective taxation of corporate incomes. On the expenditure

side, the budget programs reductions in nominal outlays for food, fertilizer

and interest rate subsidies and continues the restraint on capital outlays

that characterized the 1988/89 budget.

If the budget targets envisioned in the 1990/91 budget are achieved and

are complemented by corresponding fiscal discipline at the state and public

enterprise levels, balance of payment pressures should be reduced

significantly. However, the budgets of the last three years (1987/88 -
1989/90), each of which projected reduced deficit ratios, have foundered for

lack of adequate expenditure control. The expenditure targets contained in

the 1990/91 budget are similarly ambitious and may also prove difficult to

meet. Food and fertilizer subsidies will be politically difficult to curtail

and efforts to shift a larger share of the burden for financing public sector

enterprises' investment to the enterprises themselves have so far achieved

modest results.

FY90 IBRD Lending Program

We have four FY90 IBRD operations, three in the power sector and one in

industry, which have not yet gone to the Board and for which there are

outstanding actions to be taken by GOI which could result in their slippage

out of the fiscal year. The total lending volume affected is $1.095 billion.

The projects and the key issues are summarized below:

Regional Power Systems ($375m):

The project would assist the National Thermal Power Corporation (NTPC)

in the implementation of a portion of its generation/transmission plan.



Negotiations took place in December 19-9. A condition of Board

presentation is a downpayment on the reduction of arrears owed to NTPC

by State Electricity Boards. Satisfactory action is still awaited.

Northern Region Power Transmission ($420m):

The project would finance construction of transmission lines and related

substations to link hydro schemes in the northern region to the rest of

the transmission system. Negotiations have now been scheduled for mid-

May. The main issue is reduction of the high level of accounts

receivable for the National Hydroelectric Power Corporation (NHPC).

Initial progress has been made in reduzing the arrears, but we still

need to reach satisfactory understandings at negotiations about further

actions to be taken.

Private Power Utilities I ($75m):

The project would finance (jointly with IFC) additional generating

capacity and associated transmission for the private sector Tata

Electric Company. Negotiations are scheduled to begin May 21, but we

are still awaiting: (a) project clearance from the Central Electricity

Authority (CEA), which has concerns about the scale/phasing of the

project, and (b) the environmental clearance.

Petrochemicals ($245m):

The project would support expansion of the Maharashtra petrochemicals

complex (the first phase of which was financed by an earlier IBRD

project), and associated subsector investments. Negotiations were

completed in December 1989, but we are still awaiting, as Board

conditions, the receipt of a letter confirming feedstock pricing and the

environmental clearance for debottlenecking investments at the feedstock

supply plant.
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: March 28, 1990

TO: Mr. Barber B. Conable

FROM: Attila Karaosmanoglu

EXTENSION: 72283

SUBJECT: INDIA - Overview of the 1990/91 Budget

1. As discussed with the Minister of Finance, Prof. Madhu

Dandavate during your recent visit to India, the Government presented

its budget for 1990/91 to the Parliament on March 19. The budget and

its customary accompanying speech were eagerly awaited as the first

concrete indications of the new government's economic policies. Coming

against the background of an increasingly fragile macroeconomic

situation, potentially very costly campaign promises and uncertainty

about the government's commitment to economic reform, the budget comes

as something of a relief.

2. Following an alarming increase in the fiscal deficit to 8.4%

of GDP in 1989/90, the new budget calls for a decline to 7.0%. This

reduction, equivalent to 1.4% of GDP, is to be accomplished by a modest

increase in the tax ratio (0.2% of GDP) and a significant reduction of

expenditures (1.2% of GDP).

3. Optimism about the budget must be tempered with caution. The

three previous budgets also called for a reduction of the deficit but in

each case the Government was unable to hold the line on its current

outlays. Moreover, the new budget provides only modest appropriations

for two of the Government's potentially most costly campaign promises --

write-off of small overdue agricultural loans and new employment

guarantees. It remains to be seen whether the cost of these politically

popular initiatives can be limited. In addition, much of the

expenditure restraint depends on improvement in the financial

performance of public enterprises. This will require sharp increases in

administered prices down the line (postal, telephone and rail rates have

already been raised). Reductions of food and fertilizer subsidies have

also been targeted before, but without success. Promised increases in

agricultural procurement prices and the coming on stream of new, high-

cost fertilizer production cast doubt on the Government's ability to

hold the line of these outlays.

4. There are further concerns about the way the budget deficit

is to be reduced. The rise in budgetary revenues will come largely from

increases in indirect taxes, including excise taxes and import duties,

and elimination of tax incentives under the corporate income tax. At

the same time, the base of the personal income tax will be further

eroded by increased exemptions (already relatively quite high) which

will knock a million of the 4 million taxpayers (of a population of

about 820 million) off the roles. In addition, the decline in

expenditures will come largely from holding down the growth of public

investment; non-defense capital outlays will remain constant in nominal
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terms, while defense outlays continue to rise. Finally, the budget

continues to include considerable "tax tinkering, " selective tax

concessions and duty increases designed to protect or otherwise favor

particular industries.

5. On a more positive note, as evidence of its seriousness about

keeping expenditures and the deficit from creeping beyond budgetary

ceilings, the Minister of Finance has called for a mid-year budget

review and promised to keep Parliament and the nation informed about

actual performance.

6. The budget speech does not contain any new economic reform

initiatives. It does, however, suggest that the essential thrust of

policy will be unchanged in that it "will place greater reliance on

general, non-discretionary, fiscal and financial instruments and will

reduce the role of adhoc discretionary physical controls." This could

be interpreted to mean that the gradual delicensing and deregulation of

domestic industry can be expected to continue. It might also signal

some further relaxation of quantitative restrictions on imports in favor

of tariffs. Whether, and at what pace, the reform process continues

remains to be seen. Clearer indications will be available when the

Government issues its Long Term Fiscal and Policy paper and its new

three-year Export-Import Policy in April.

7. In sum, the budget provides some grounds for cautious

optimism about the future of the Indian economy. We do have questions

about whether budgetary targets can be completely achieved and are

concerned about the real decline in investment expenditures (with its

potential impact on disbursements) and the absence of a clear commitment

to a higher growth path. At the same time, it seems to represent a

genuine effort to moderate some campaign promises and bring the deficit

under control. In the area of economic reform, only time will tell

whether the positive sentiments expressed in the budget speech will be

translated into action. We are just completing our annual Country

Economic Memorandum discussion which is scheduled for mid-April. This

will provide us with an early opportunity for further discussion of

economic policy with government officials and for re-evaluation of our

country strategy.

cc: Messrs. Qureshi (o/r), Yenal, Vergin, Ritchie, Kraske, Humphrey,

McCarthy, Wijnand, Gould, Skolnik

DGreene:zj



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: March 16, 1990

TO: Files

FROM: Daniel Ritchie, Acting Dis 4 . AS4

EXTENSION: 76953

SUBJECT: INDIA - Meeting of Mr. Conable with the
Prime Minister, V. P. Singh

1. Mr. Conable met the Prime Minister of India, Mr. V.P. Singh

in New Delhi on March 13, 1990. Present from the Government were

Messrs. Jalan (Secretary, Finance), Desmukh (Secretary, Prime Minister's

Office), Ahluwalia (Special Secretary, Economics), Bajaj (Additional

Secretary, DEA), Desai (Economic Adviser, DEA) and Baijal (Executive

Director for India). Messrs. Karaosmanoglu, Kraske, Ritchie and Khanna

were present from the Bank.

2. The Prime Minister said he had been looking forward to

renewing his acquaintance with Mr. Conable, and reminded him that at

their last meeting (when he was Minister of Finance) Mr. Conable had

been preoccupied with the Bank's capital increase.

3. Mr. Conable remembered that at the time Mr. Singh himself had

been concerned about tax reform. He had realized then that Mr. Singh

was a reformer, which had been borne out by his initiative in pushing

forward the economic liberalization process.

Liberalization and Deregulation

4. Mr. Conable indicated that the continued liberalization of

the Indian economy was essential if India was to take its rightful place

as a major participant in the global economy. India's level of

professional sophistication and entrepreneurial talent far exceeded most

developing countries, and wise leadership will help ensure the

realization of the country's potential.

5. The Prime Minister confirmed that the atmosphere for change

had evolved considerably over the past 10 years. There was a growing

consensus that the role of government should be less intrusive. There

would be continuing action to reduce regulation, licensing and quotas,

in favor of other measures such as financial instruments. This process

of reducing government involvement might not be heralded, but will

continue.

6. Mr. Conable applauded this continued direction. He said

that, among other things, over-regulation discourages small scale

enterprise, and actually helps large business which can better cope

through its battery of lawyers and accountants.
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Future Priorities

7. The Prime Minister indicated that his government will stress

employment generation and poverty alleviation in the context of

continued growth and industrialization. He hoped to see a greater

integration of agriculture and industry, with more agro-industry,

processing and small industries based away from major cities.

8. Mr. Conable expressed the Bank's full support to these

priorities and offered our continued assistance in these areas.

Environmental Protection

9. Mr. Conable noted that there was a nexus between poverty,

population growth and environmental degradation. He underlined the

Bank's strong concern for reversing global environmental deterioration,

and mentioned the Bank's new requirements for environmental assessment

of projects with a major environmental impact.

10. The Prime Minister indicated that India had become very

conscious of the need to protect and enhance the environment. There was

a real urgency for action to rehabilitate the Himalayan watershed and

control industrial and urban pollution. He noted that all major

projects now required environmental clearance.

Primary Education

11. Mr. Conable described briefly the Education for All

Conference which he had just attended in Thailand. Primary education

was a key to improved lives for the poor and for poor women in

particular. Better education leads to better family planning, improved

family health, increased income devoted to the family and better

prospects for future education of children.

12. He said that apart from an agricultural education project

almost 20 years ago and a Vocational Education project in FY89, India

had not borrowed from the Bank for education. He had expressed our

interest in supporting primary education to Mr. Rajiv Gandhi two years

ago who had been supportive. However, there had been resistance in the

Ministry of Education. He said he hoped the Bank would be able to

support the government's priorities for education generally, and primary

education in particular.

13. The Prime Minister indicated that there was a felt demand for

education in India's villages. Their first priority was inevitably

water, followed by schools and roads. He said he hoped we could work

our something together on general education.

Fiscal Imbalances

14. Turning to the macroeconomic situation, Mr. Conable said he

knew the Government was facing considerable fiscal pressures and he

wished the Prime Minister well in dealing with these critical problems.

"We'll need your best wishes," the Prime Minister said.
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15. Mr. Singh indicated that he was hoping to find some mechanism

to help ensure greater financial discipline. The fiscal situation could

not be allowed to get out of hand, and some mechanism to enforce

restraint might be very helpful. He had apparently asked the Planning

Commission to suggest a device.

16. Mr. Conable cautioned about adopting any device comparable to

the Graham-Rudman Bill in the U.S. "You can't underestimate the

ingenuity of the political mind to get around such constraints," Mr.

Conable said, "there is no substitute for the will to govern."

Impact of Eastern Europe

17. Mr. Conable indicated that there had been concerns expressed

to him that developments in Eastern Europe might diminish attention, and

aid flows, to developing countries. He reassured the Prime Minister

that Eastern Europe's needs would not be at the expense of other Bank

lending. The IBRD was growing so there need not be a zero sum game for

Bank funds. Moreover, India continued to be a major IDA borrower.

18. He went on to stress that the private sector was especially

interested in Eastern Europe, sensing that there was pent up consumer

demand. This might well divert private capital from developing

countries. Consequently, India would have to work much harder to

attract foreign direct investment.

19. The Prime Minister expressed his appreciation that the Bank

Group would not be cutting back its support because of developments in

Eastern Europe. If India's attach on poverty is to succeed, continued

major economic assistance will be necessary.

Poverty Focus

20. Mr. Conable ended the meeting by reiterating the Bank's full

support for the Government's emphasis on poverty alleviation, and

pledged the Institution's full effort to support the Government's

renewed focus.

21. Subsequently, at dinner a number of more project-related

issues were discussed including the need for resolution of the

resettlement issue on the Narmada project in Maharashtra (the Prime

Minister is also Environment Minister and would have to approve any

release of forest land for resettlement), and the need for action to

reverse the severe financial deterioration in the power sector.

Disbursement performance was also reviewed.

cc: Messrs. Conable, Karaosmanoglu, Kraske, Khanna, Vergin. Humphrey,

Greene, McCarthy, Wijnand, Gould, Skolnik

DRitchie:zj
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-GOVERNMENT OF INDIA

-NEW DELHI, INDIA

-ATTN: MR. V.P. SINGH

BT

WASHINGTON D.C. 20-DEC-1989

DEAR PRIME MINISTER, ON BEHALF OF THE STAFF OF THE WORLD BANK AND

IFC, I SEND YOU OUR WARMEST CONGRATULATIONS ON YOUR APPOINTMENT. WE

IN THE WORLD BANK TAKE PRIDE IN OUR CONTINUING ASSOCIATION WITH THE

GOVERNMENT OF INDIA IN ITS EFFORTS TO IMPROVE THE COUNTRY'S ECONOMIC

DEVELOPMENT.

INDIA HAS ALREADY ACHIEVED MUCH SUCCESS IN THESE EFFORTS, BUT CLEARLY

MANY CHALLENGES REMAIN. I TAKE THIS OPPORTUNITY TO PLEDGE THE

FULLEST COOPERATION OF THE WORLD BANK IN THE ENDEAVORS OF THE

GOVERNMENT TO DEAL WITH THESE CHALLENGES.
WITH WARMEST REGARDS, BARBER B. CONABLE, PRESIDENT, WORLD BANK.
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International Finance Corporation
Washington, D.C. 20433

U.S.A.

Sir WILLIAM RYRIE
Executive Vice President

February 26, 1990

Mr. Barber B. Conable

SUBJECT: India

Since I was in India for four days last week, you might like a short
note with my impressions.

Unfortunately state elections were in progress and almost all
Ministers were out of New Delhi so most of my talking was done with
Secretaries -- that is, apart from the business community whom I met
particularly in Bombay but also in Delhi.

I cannot comment usefully on the general economic policies which the
government seems likely to follow, but I was left with clear impressions on
two other points.

First, if the prevailing opinion is correct, the government appears
to be more stable than I had thought before arriving. One does not know what
is really going on inside, but leading financial people and businessmen as
well as civil servants seem to think that the ministerial team was working
pretty well and will stick together for some time. Of course this depends
partly on the state elections which are taking place tomorrow, but if (as
seems possible) the Congress Party suffers another serious defeat then the
government at the center will be strengthened.

Second, on the industrial front there seem to be almost universal
agreement that policies of liberalization would continue to be pursued by this
government, even though the Janata Dal contains many people who come from a
strongly socialist background. Most people in Bombay spoke optimistically and
seemed to be persisting with plans for investment. However, on foreign
investment, I did not get any indication that the government would be more
liberal -- if anything, perhaps, the reverse, because we had signs that there
is resistance to foreign investment in the financial sector, an area where a
number of foreign banks and others are showing an interest in setting up
companies in India. Of course this is a pity. I am sure India could attract
several times the amount of foreign investment it now gets if they would open
the doors and Bombay could become an international financial center of some
importance.

However, things could be much worse. V.P. Singh, despite the
antagonism he aroused through his "raids" on companies when he was Minister of
Finance, is held in some regard by the business community because he is
credited with having initiated the policies of liberalization and deregulation
and was responsible for making the first cuts in the marginal rate of income
tax which has been reduced from 97-1/2% to 50% (although it still bites at a
very low income).



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

BARBER B. CONABLE
President

January 10, 1990

Mr. J.S. Baijal

Thank you for your note of December 20, 1989 clarifying India's

expenditures on defense and education during the past decade. This is helpful

in our understanding expenditure patterns by government as a whole, at both

the central and state level.

As you will recall, the Development News item of last September was

quoting a Sunday Times piece which incorrectly interpreted data from the 1989

WDR. At no time did the World Bank or I make such a comparison. The WDR

presents central government expenditure only, and not total expenditures by

government at all levels.

While it is reassuring to see from your data that total defense and

education expenditures were roughly comparable during the past decade, it is

also true that India's total expenditures on primary education are low

relative to other levels of education. As you know, we have begun to support

technical and vocational education and training in India, and we continue to

hope that we may be able to assist in expanding primary education. We count

on your support in this effort.

L~JKAe



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: September 25, 1989

TO: Files

FROM: Daniel Ritchie, Chief, AS4CO

EXTENSION: 76953

SUBJECT: INDIA - Mr. Conable's meeting with Indian Delegation

September 24, 1989

1. Mr. Conable met with the Indian Finance Minister, S.B. Chavan, and

the Indian delegation to the Annual Meetings on Sunday, September 24, 1989.

A list of attendees is attached.

Macroeconomic Performance

2. The Finance Minister began by reviewing recent economic

developments. The favorable monsoon may enable India to reach its

foodgrain production target of 175m tons. Overall economic growth may

reach 5.5 percent, after an almost 10 percent growth last year. Industrial

output may grow by about 8 percent. Inflation will remain in single

digits. On the balance of payments front, there was some depletion of

reserves (to 45 days equivalent of imports, according to Mr. Desai, the

Economic Advisor), but the Government was confident it could rebuild

reserves to a comfortable level next year. The underlying economic

strength and export growth should facilitate the process.

3. The Minister also indicated that important steps had been taken

during the past year to strengthen India's poverty program. A special

employment scheme had been introduced which channeled resource directly to

the local level (panchayat raj's) rather than through the states. This

should reduce fund misuse considerably, the Minister said. Special

emphasis was also now being given to girl's education. The Minister asked

for the Bank's support in these efforts.

Poverty Alleviation

4. Mr. Conable responded that the Bank was anxious to support India's

poverty alleviation effort. For us to help finance the targetted poverty

schemes, they would have to meet certain standards of efficiency and

effectiveness. (At the conclusion of the meeting, Mr. Karaosmanoglu

promised that the Bank staff and Indian authorities would be examining the

possibilities and would need to show flexibility and imagination in

reaching agreements on what is to be done.)

Project Savings

5. The Minister asked for further action on project savings,

including consideration of possible criteria for using savings for priority

development activities beyond the scope of the original project. Mr.

Conable replied that we would certainly continue to take action on projects

within existing guidelines (to expand project scope and increase
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disbursement percentages). The reallocations, however, had to remain
within the IDA allocation ceiling. Mr. Qureshi added that it would be
inadvisable to raise policy issues on IDA savings at the present time,
given the proximity of IDA-9 negotiations. Mr. Karaosmanoglu also
indicated that current guidelines require savings to be used within the
original project concept and only for projects proceeding satisfactorily.
We would continue to work with the Indian authorities along these lines.

Disbursement Performance

6. Mr. Conable expressed disappointment that the commendable
disbursement performance of FY89 was not being continued this year. He
warned that high levels of undisbursed IBRD and IDA funds might lead people
to believe that India did not need additional IDA.

7. The Minister replied that he had asked the Finance Secretary
personally to review with the states project implementation experience, and
identify ways of speeding disbursements. For its part, the central
government was now passing through to the states 100 percent of the
external assistance received in priority sectors.

Policy Framework Papers

8. Mr. Chavan enquired about the proposal in the IDA-9 negotiations
to require policy framework papers for all IDA recipients, whether or not
they have adjustment programs in place. He indicated that there were
regular discussions between Indian authorities and the Bank on
macroeconomic policy directions. The informal advice and support from the

Bank was useful and the Government had been proceeding along the lines
recommended by the Bank. However, any process which would commit
government formally would not be acceptable to India and could be
counterproductive for the liberalization process.

9. Mr. Conable replied that this matter was being discussed among the

IDA deputies. He had tried to prevent polarization on this issue. He

urged the Minister to speak to his colleagues during the Annual Meetings
and press his government's view. (The Minister indicated that both India

and China shared the position and would make their views known). Mr.

Conable added that the overall outcome on IDA-9 was not yet known, as the

U.S. had not yet taken a firm position on the size of the replenishment.

He hoped the Minister would also press for a replenishment at least as

large in real terms as IDA-8, and also press for a final decision at the

November meeting of IDA Deputies in Kyoto, Japan.

Cleared with and cc: Mr. Alisbah

cc: Messrs. Qureshi, Karaosmanoglu, India Management Team
Ms. Haug

DRitchie:ns
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COUNTRY: INDIA DELEGATION:
Mr. S.B. Chavan, Minister of Finance
Mr. R.N. Malhotra, Governor, Reserve Bank

Sunday, 9/24 @ 6:15 Mr. G.K. Arora, Finance Secretary

BACKGROUND
- Economy has continued to perform well; good monsoons the last two years have

helped it rebound sharply after the 1987 drought.
- Private investment is increasing and inflation remains at 8%.
- Government budget deficit remains worrisomely high.
- Other big worry is the trade and current account deficit. Continued fall in

reserves might lead to negotiations with Fund and Bank by year-end.
- National elections are due before the year-end. Congress party is weakened

but could win with reduced majority.

POINTS TO BE MADE TO THE DELEGATION
Disbursements: Unsatisfactory disbursement ratio of 18% overall (14% for IDA).
- India can ill afford to have $13 billion sitting undisbursed.
- Bank cannot continue to lend indefinitely at present levels if it only adds

to the undisbursed pool. Serious progress imperative in coming year.

Power Sector Finances: Serious Financial Problem exists in the power sector.
An acceptable action plan is needed for further processing of future NTPC or
NHPC loans and to forestall suspension of disbursements.

IF DELEGATION MENTIONS...
IDA Savings:About a dozen projects with likely savings of $500 million due to
exchange rate adjustment and lower inflation than forecast at appraisal.
Government has requested extension of closing dates and increases in
disbursement percentages.

YOU SHOULD INDICATE that we have increased disbursement percentages and/or
modified project scope for five of these projects.
- We are prepared to consider other proposals but do not favor just

increasing disbursement percentage.
- We are prepared to move more promptly now after having resolved

internal policy questions.
- IDA to be seen as an entitlement program poses risks to the

replenishment process.

Poverty Alleviation and support for India's two major targetted programs.
YOU MAY RESPOND that Bank is already involved significantly in India's
overall poverty effort through various activities.
- In our judgement the two schemes currently are not efficient or

effective enough but could become eligible for Bank support with
significant improvements in targetting, administration and policies.

IDA9 and Reflows
YOU MAY INDICATE that IDA-9 negotiations are still underway.

Support for Trade Reform
YOU MAY INDICATE THAT we stand ready now to assist in a significant trade
reform program and will be ready in early 1990 to discuss specific details.

FY89 Commitments: $3,037 million GDP Growth: 5.5% (1989); 5.8% (84-88)
Disbursements : $2,359 million Lending Program (FY90-91): $5.4 bn.
Amortization : $ 380 million
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INDIA

SENIOR MANAGEMENT UPDATE (BULLET POINTS)

Power Sector Finances

In addition to the serious problem of the National Thermal Power
Corporation, the National Hydroelectric Power Corporation (NHPC) is also
facing problems of arrears. We have asked NHPC for an acceptable action
plan as a pre-condition to further processing of any future loans; one is
planned for FY90. You may wish to emphasize the importance of receiving
actions plans for both NTPC and NHPC to improve their resource
mobilitation.

September 13, 1989



1989 ANNUAL MEETING

BRIEFING NOTE ON IFC FOR MR. CONABLE'S MEETING WITH THE INDIAN DELEGATION

o Last year, IFC approvals reached a record high of US$125.2 Million,

including about US$16 Million in equity. We very much appreciate the

encouragement the Government has provided to IFC, which has helped make

this possible.

o We in the Bank Group would like to see IFC take an increasing share of the

Bank Group's assistance to the Indian private sector in the future.

o IFC and the Government have discussed a target commitment level for this

year of US$200 Million, but clearly IFC can, and should do more. IFC

proposes expanding and diversifying its loan, equity and Capital Markets

activities, as well as commencing fee-based advisory services.

Petrochemicals and power look promising.

o In order for IFC to reach these larger commitment levels, we will need the

continuing support of the Government and the Indian Financial Institutions.

o I sincerely hope that with your personal support these objectives can be

achieved so that India will benefit from a larger share of IFC's worldwide

activities.



1989 ANNUAL MEETINGS BRIEF

INDIA September 24, 1989 6:15

Meeting with: S.B. Chavan, Minister of Finance
R.N. Malhotra, Governor, Reserve Bank of India

G.K. Arora, Finance Secretary

Population: 814 m (1988); Estimated Growth Rate: 9.0 Z (1988);

GNP per capita: $ 333.0 (1988)

- - IBRD IDA Total

(US$ million) (US$ million)

Total Commitments to date: 33,334.5 FY89 Commitments: 2136.3 900.3 3036.6

of which: Disbursements: 1739.0 620.3 2359.3

Bank (124 operations) 17,211.2 Amortization: 379.6 379.6

IDA (177 operations) 16,123.3

Total Undisbursed: 13,037.0

Lending Program FY90-91: 5,377.0

Average Projection

Summary Data 1984-88 1989

GDP growth 5.8 5.5 I Aid Group Meeting: Consortium
Export growth 6.5 9.3 Last Meeting: 6/19-20/89

Import growth 6.2 5.4 Next Meeting: June 1990

Current Acc. Balance I GDP -2.1 -2.2 | IMF Status: August 1989

Gross Debt Service Ratio 23.6 24.1 I Article IV: Active

Annual Inflation Rate 8.0 8.0 |

Background: India's economy continues to perform well despite worrisome

deficits in the balance of payments and the government budget. A

continued fall in reserves might lead to negotiations with the IMF and

the Bank by the end of the year. The outcome of the National elections,

to be held by the end of 1989, is uncertain.

Issues likely to be raised by Delegation

1. IDA Savings
2. Poverty Alleviation
3. IDA-9 Reflows
4. Support for Trade Reform/Industrial Liberalization

Issues to be raised by Bank Management

1. Disbursements
2. Power Sector Finances

Attachments

Five Year Lending Program: FY89-93 (FY89 actual)

Biographical Information
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Background

1. India's economy continues to perform well despite worrisome deficits in the

balance of payments and the government budget. Good monsoons this year and last have

produced a sharp rebound in the economy from the severe 1987 drought. GDP growth is

estimated at about 9Z in 1988/89 and projected at over 5Z in 1989/90. Indications are

that private investment is increasing rapidly. Inflation remains at about 8Z

(consumer prices). The Government's deficit has risen from about 5Z of GDP at the end

of the 1970s to 8.4Z in 1988/89. However, a tighter budget for 1989/90 plans for a

reduction to 7Z of GDP in 1989/90. The trade and current account deficits also remain
high and worsened somewhat in 1988/89. Management of the exchange rate regime
remained satisfactory, encouraging exports, but continuing high levels of protection

on intermediate and capital goods work in the opposite direction. Gross international
reserves in foreign exchange declined by $1.4 billion in 1988/89 and fell another $0.8
billion between March and July 1989. International reserves are still adequate;
foreign exchange reserves are equivalent to 2.3 months of imports and gold represents

another 2.5 months of imports. Nonetheless, a continued fall in reserves might lead

to negotiations with the IMF and the Bank for adjustment assistance. This would

probably not occur until after the national elections which will be held before the

end of calendar year 1989. The Congress party approaches the election in a generally

weakened position. Although current speculation is that Congress will win the next

election with a much reduced majority in Parliament, the outcome is far from certain.

Whatever the outcome, it is unlikely to effect significantly the process of

liberalization and opening up of the economy, which has widespread support both in

congress and the key opposition groups.

Issues Likely to be Raised By Delegation

IDA Savings

2. The Indians are likely to complain about the Bank's slow response to their

request for utilizing savings in ongoing projects. There are about a dozen projects

with satisfactory implementation which are likely to have savings of about $500

million, due largely to faster depreciation of the rupee and lower inflation rates

than forecast at appraisal. The Government has requested extensions of closing dates

for these projects and increases in disbursement percentages. Their request raised

substantive policy questions regarding the use of savings and the retroactive

application of changes in disbursement percentages, which have now been resolved

within the Bank. You should indicate that we have increased disbursement percentages

and/or modified the project scope for five of these projects. You should also

indicate we are prepared to consider proposals for other projects, but that the Bank

and Government will need to work together to expand or modify project scope rather

than just increase disbursement percentages, since the objective is not just to use up

the savings but to achieve broad project objectives. We are prepared to move much

more promptly now that we have resolved the policy questions internally. You should

emphasize that for IDA to be seen as an "entitlement program" could affect the

replenishment process--a risk the Bank and India cannot take.

Poverty Alleviation

3. The delegation may also ask about the Bank's intentions regarding support for

India's two major targeted poverty alleviation programs, which were discussed at last

year's Annual Meeting. You should stress two points. First, the Bank is already

involved significantly in India's overall poverty program, through growth-enhancing

investments, support to social sector programs in health, nutrition, certain types of

education, and in the coming year, in rural water supply and rainfed agriculture, and
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in major analytical work (the 1989 CEM on poverty and a major study of women in
development to be discussed with Government in October). Second, in our judgement,
the two major anti-poverty schemes (a credit program for self employment and a rural

works program) are not currently efficient or effective enough to warrant Bank

support. However, with significant improvements in targeting, administration and

policies, they could be eligible for Bank financing. You may wish to ask the
delegation whether, after the elections, there would be scope for changing these
programs to improve their targeting, increase incentives to the banking system to lend
and to beneficiaries to repay and otherwise enhance their effectiveness. You can
indicate that we have specific proposals which we are prepared to discuss, if there is
scope for change.

IDA-9 and Reflows

4. The delegation is likely to ask about developments in the IDA-9 negotiations
and their implications for India. They will also press for a larger share of IDA
reflows, even though in FY89-90 India receives a larger share (about 20Z) than its
IDA-8 allocation (about 16-17%).

Support for Trade Reform/Industrial Liberalization

5. After the election the Government may come to the Bank for major support for
its trade and industrial liberalization programs. We are currently working on a major
trade reform analysis to support policy lending in this area. Please indicate that we
stand ready to assist in a significant trade reform program, and will be ready early

in 1990 to discuss specific strategies, tariff and QR adjustments and accompanying
macroeconomic policy requirements.

Issues to be Raised by Management

Disbursements

6. Although disbursements in absolute terms reached a record level of almost
$2.4 billion in FY88, this still represents a less than satisfactory disbursement
ratio of 18% overall and a disturbingly low ratio of 14% for IDA. With significant

losses in foreign exchange, India can ill-afford to have $13 billion in IBRD and IDA

funds sitting undisbursed. This was also a major concern among donors at the June

Consortium Meeting in Paris, during which the Government pledged to make serious

efforts to improve project implementation and disbursement performance generally.

Unfortunately, disbursements on Bank Group projects in July 1989 fell to a five year
low for the month and the prospects for August are even worse. You should stress that

the Bank cannot continue to lend indefinitely at present levels if it only serves to

enlarge the undisbursed pool of funds, and that serious progress must be made in the

coming year.

Power Sector Finances

7. There are serious financial problems in the power sector. Most immediately,

the National Thermal Power Corporation (NTPC) is not in compliance with an important

financial covenant on arrears, which, in turn, has negative consequences in its

financial health and investment program. NTPC has agreed to prepare an action plan

for dealing with its arrears problem (which is growing) by end September 1989. Please

underline that an acceptable action plan is a pre-condition to further processing of

any future NTPC loans (one of which is planned for FY90) and would forestall possible

suspension of disbursements on ongoing NTPC loans, totalling $1.2 billion. Given the

size of the investment needs for the power sector in the next decade, improved

resource mobilization is essential for effective development.



J11; INDIA: FIVE iAR LENDING PPOGFAM (FY99 - Fr3j ATTACHMENT

(US I MILLION)

COUNTRY OPERATIONS (NON-SECTOR) FY89 FY90 FY91 FY92 FY93 TRANSPORT AND ENERGY F139 F"00 FY91 FY92 FY7q

I Poverty I 200 1 Nathpa Thakri Hydro 4a5
2 Singrauli Environment 200 2 Maharashtra Power 40
3 Poverty AI 200 3 State Roads I 50
4 Maharashtra Environment 11) 4 Petroleum Transport 740

-- --- --- -- --- 5 Nat. Highways II 250
SUB-TOTAL 0 400 200 110 6 Northern Region Trans. 400

7 NTPC Power 30
9 Power Finance Corporation 200

AGRICULTURE 9 Private Utilities Power 200
10 Container Transport 100

1 Upper Krishna Irrigation II 325 11 Bihar Power 300
2 National Seeds III 150 12 Railways Modernization IV 250
3 National SeriCulture 177 13 Bombay Gas Development 250
4 Watershed Dev.(Plains) 100 14 U.P. Power II 350
5 Watershed Dev.(Hills) 100 15 National Highways III 200
6 Temperate Horticulture 125 16 Port Modernization 200

7 Pnja Irig.II 0---- ---- ---- ---- --7 Punjil Irrig. HI0
8 Kan;. iti Modernization 200 SUB-TOTAL 1475 950 500 800 750
9 National Dam Safety Prog 200
10 Tasil Nadu Tank Rehab 175
11 Inland Fisheries II 200 POPULATION AND HUMAN RESOURCES
12 Tropical Horticulture 100-------------------------
13 Agric Devel (TN) 100 1 Vocational Training I 280
14 NABARD II '00 2 Family Welfare Training 125
15 NARP III 100 3 Karnataka Urban 150
16 Subernarekha 150 4 Hyderabad Water & Sewerage 112
17 Nat. Water Mgat. II 150 5 Nutrition II 100
18 Haryana Irrig. 200 Technical Education 1 250
19 Agr Devel II (Maharashtra) 100 7 Population Training (VII) 150

S Kerala Urban 100
-- --- ---- ---- --- Rural Water Supply 100

SUB-TOTAL 652 625 775 600 600 1A Tachnical Education II 100
1 culation vIli 100

, H.P. Urban & Feg. 'evelop. 210
INDUSTRY AND FINANCE 1U Nutrition III 110
-------------------- atina elter 100

I Export Development 295 15 4aharashtra Urban 1')
2 Electronics 210 16 Hous Finance ii
3 Technology Development 200 17 Second Boibay Transport
4 Petrochemicals 240 12 ;roiar# Education
5 2nd Cement Industry 250 ---
6 Agro-Industry Exports 150 !SV-TTAL 405 762 00 410 70*
7 Indust. Energy Conservation 225
8 Capital Goods 150
9 Industrial Pollution Control 250 ,*S9 FY90 F 91 FY32 F930

10 Industrial Finance II 250
11 Industrial Restructuring 350 TOTAL ALL SECTORS: 3036 3027 2350 2660 30)
12 Export Development II 350 =" == "" == ===

13 State Development 200 of which: IBRO 2136 2161 1439 1750 2150
--- ---- ---- -- -- IDA 900 866 911 910 910

SUB-TOTAL 505 690 175 650 900
Number of Projects 11 15 14 15 15



ATTACHMENT 2

BIOGRAPHICAL INFORMATION

Mr. S.B. Chavan, Finance Minister (Governor, World Bank)

Mr. Chavan became Minister of Finance in June, 1988. Prior to
becoming Finance Minister, Mr. Chavan was Chief Minister of Maharashtra, a
position he held from 1986-88; he also served as Chief Minister from
1975-77. Mr. Chavan has held a number of Central Government positions
including Minister of Home Affairs (1985-6), Minister for Defense (1984),
Minister of Planning and Deputy Chairman, Planning Commission (1981-84).
He led the Indian delegation at last year's annual meeting.

Mr. R.N. Malhotra, Governor, Reserve Bank of India (Alternate Governor,
IMF)

Mr. Malhotra has been Governor of the Reserve Bank since 1985. He
served as Executive Director of the IMF from 1982-85. He is a member of

the Indian Administrative Services and has served in many senior positions
including Secretary of Finance. From 1970-75, he was fiscal advisor at the
IMF in Indonesia, Tanzania, and Washington (on secondment from the
government). Mr. Malhotra has been a member of India's delegation for four

years.

Mr. G.K. Arora, Finance Secretary (Alternate Governor, World Bank)

Mr. Arora took over as Finance Secretary in March 1989. Before
that he was Secretary in the Ministry of Information and Broadcasting, a

job he was specifically assigned to improve the image of Rajiv Gandhi and

the Congress Party. He is a key figure in the Gandhi government and enjoys

the trust of the Prime Minister. Even as Finance Secretary, he has been

involved in high level discussions on international matters with China, the

USSR and Pakistan. He is considered somewhat leftist in his economic
views. During the 1980s, Mr. Arora served in the Ministry of Finance,

handling relations with the Bank and IMF. He was a member of the Indian

team which finalized the IMF loan.



September 18, 1989

Mr. Conable

Barber -

India

I just want to emphasize the issue at stake in regard to India.

India has been doing some liberalization; its growth rate is marginally
better than in the past; its export performance similarly is better; and the
private sector shows real signs of dynamism. No one would dispute these

achievements.

However, it also is true that India remains a highly regulated economy with a

massive role for the public sector. This is unlikely to change soon, despite
the fact that the public sector absorbs huge amounts of savings to finance
its losses.

The current plan, like its predecessor, is very ambitious. It was supposed
to be financed, in part, by substantial improvements in domestic savings,

largely in the public sector. Current estimates are that these public
savings will be about half of the estimate.

It should, therefore, be no surprise that the current account deficit is

under pressure. India has tried to substitute foreign savings for domestic
ones with only limited success. Nonetheless, its debt service ratio, which
was 8Z in 1980, is 31% now.

It is simply not true that all the CSP proposes is an increase in $260

million for FY90. The original FY90 program was $1.8 billion, not $1.9
billion, and lending in the preceding two fiscal years was increased by 10%
each year. These $300 million per year increments make a substantial
difference over time.

India traditionally has been used by the Bank as a country which can absorb
almost any amount of lending, and it is prepared to do so. Consequently, as
the fiscal year progresses, the lending volume for India increases. I do not
believe that we can realistically expect to continue this forever. We are
already more than straining our concentration limit and our exposure

guidelines. It will be difficult to cut back, and the longer we wait and the
higher level we reach, the more difficult it will be. While I do not believe
there is a serious prospect of policy-based lending to India, the fact that

if there were, we have to consider a portion of such lending additional to

the proposed lending volume, adds to these concerns. Implicit in the present
strategy is no room for flexibility in the future.

A lending level to India, limited to $1.9 billion for FY90, will have no
impact on their balance-of-payment position. It would begin, at least, to
signal to India that the program of annual increments to the base lending

program must come to an end.

Ernest Stern



WORLD BANK OTS SYSTEM
OFFICE OF THE PRESIDENT

CORRESPONDENCE DATE : 89/10/13 DUE DATE : 00/00/00
LOG NUMBER : 891013038 FROM : Mr. 'shi
SUBJECT : Request from IFC: the Bank to come ba into the project and

finance the gap re: Tata Electric P oject in India.
OFFICE ASSIGNED TO FOR ACTION Mr. B. nable (E-1227)

ACTION:
APPROVED
PLEASE HANDLE
FOR YOUR INFORMATION
FOR YOUR REVIEW A*N-RECOMMENDATON-
FOR THE FILES
PLEASE DISCUSS WITH
PLEASE PREPARE RESPONSE FOR SIGNATURE
AS WE DISCUSSXD /
RETURN TO D i

COMMENTS



The World Bank
Washington, D.C. 20433

U.S.A.

MOEEN A. QURESHI
Senior Vice President, Operations

October 13, 1989

Mr. Conable:

You will recall Bill Ryrie's concerns that World Bank
operations and activities tended to inhibit IFC in certain countries.
You may also recall my assertion that I would not like the Bank to do
anything that IFC was prepared to do. I had also asked Bill whether
there was any project in the Bank's pipeline that IFC wished to do. He
told me that IFC would like to do the Tata Electric Project which was
currently in the Bank's pipeline. Pursuant to my instructions, Bilsel
Alisbah told the Indians that we would not be prepared to do this
project, and that IFC will put together the financing for them.

I now have a request that IFC would like the Bank to came back
into the project and finance the gap. Although it is somewhat awkward
at this time, I am prepared that the Bank should step back into this
project. I wanted you to see this, as a reflection of the fact that we
are trying our level best to get IFC involved whereever it is possible
to do so.

Attachment



THE WORLD BANK/ INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: October 12, 1989

TO: Mr. Bils 1 Alisbah, AS4DR

FROM: Jemal-ud $n Kassum, Director, CS2

EXTENSION: 37723

SUBJECT: INDIA: Tata Electric Companies (TEC)

Following further discussions with the client, represented by

Mr. Manaktala, Vice Chairman, in Washington last week, this is to confirm

our interest in working with the Bank to meet the company's financial

requirements for the next phase of its investment program. This program,

comprising essentially the Bhira Pump Storage project and the 100 mw

combined cycle plant is expected to cost on the order of $160-210 million.

Our intention, as discussed with Mr. Manaktala, is to consider

providing the largest possible commitment for IFC's own account, namely an

additional loan of $50 million (which would raise IFC's total exposure to

the Company to about $85 million, including the first IFC loan). This

loan financing could then be supplemented by Bank financing for the

balance of the Company's requirements, with the aim of meeting the

Company's timetable which calls for early appraisal and financial

commitments by May 1990.

cw: Mr. Parmar

cc: Mr. Ryrie

JKassum:mmb

P-1867



September 21, 1989

Mrs. Marianne Haug,

Re: Proposed Letter to Minister of India

Please note that:

1. The Bank and IDA did in a few cases make loans/credits to
regional and subregional banks. These were made for on-lending
to certain governments which guaranteed repayment (or provided
other security obligations).

2. There is no record in the Bank or IDA of any precedent for
funding a country's contribution to another international
organization through a Bank/IDA loan/credit.

3. Borrowing from commercial sources by the International Tin
Council (without the guarantee of its members) has led to
problems which are yet to be resolved. The council failed to pay
its creditors and both the Council and its members are being sued
before courts in the UK.

Ibrahim F.I. Shihata



WORLD BANK/IMF ' INDIA CLUB

ell

April 28, 1989

Mr. Barber B. Conable

President
World Bank

1818 H Street, N.W.

Washington, D. C. 20433

Dear Mr. Conable,

The Bank/Fund India Club has organized an "India Food

Festival" in the World Bank cafeteria and, on behalf of our

membership, I extend a cordial invitation to you to join us.

The objective of the India Food Festival is to provide

an opportunity for all Bank/Fund staff to sample a selection of

Indian cuisine at normal cafeteria prices. All the arrangements

are being made through Marriotts (with some of our members

overseeing the special catering, of course!). Marriotts have

been extremely cooperative in putting this together.

The India Food Festival is scheduled at the "D"
cafeteria on Friday, May 12, 1989, from 12:30 to 2:30 p.m. We

would be greatly honored by your presence and would be specially

delighted if Mrs. Conable could join this occasion as well.

We look forward to your coming. I do hope you can fit

this into your schedule.

CD. C.Rao

AlA



The World Bank/IMF India Club
and World Bank Food Services

Proudly Present

INDIAN FOOD FESTIVAL

Authentic Indian Cuisine
at Affordable Prices

0 Cafeteria and Main Complex Patio
Friday, May 12. 1989
11:30 a.m. to 2:30 p.m.

Special #1 CURRY COMBINATION PLATE $4.95
Chicken Curry

Vegetable Curry
Vegetable Pilaf

Long Grain Basmati Rice with Green Peas, Carrots, and Green Beans

Paratha
Griddle-Fried indian Bread Made from Wheat Flour

Special #2 INDIAN CREPE $3.95
Masala Dosa

Rice Crepe Stuffed with Herbed Potatoes and Onions,
Creamy Freah Coconot Chotney

Sambar
Dal Soup with Mixed Vegetables

ACCOMPANIMENTS TO BOTH SPECIALS INCLUDE
Papad: Crispy Dal Wafers and Achar:Sour and Hot Pickle

DESSERT $0.75
Gulab Jamun: Fried Indian Pastry in Rose Flavored Syrup

INDIAN DRINK $0.75
Lassi: Two varieties of Yogurt Shake - Sweet (Rose Flavored) or Salty

SPECIAL ATTRACTIONS (Courtesy Air India)
Drawing for Prizes at 2:30 p.m. in D Cafeteria
INDIAN COOK BOOKS... BRIEFCASES, ETC.

WIN .... WIN.. WIN.
Complete Entry Form available at D Cafeteria Cashier on May 12



Lunch with the India Group

Mr. Ayer will meet Mr. and Mrs. Conable in room E1227 at 1 p.m.

The Conables will be garlanded on arrival at the D Cafeteria.

He will reserve three places at a "community table" so that the
Conables will not have to search for a seat--that way, the Conables meet
and chat to random others at a community table.

Mr. Ayer suggested that the lines might be very long and,
therefore, the Conable's would have their plates brought to them. Expenses
are covered by the India Club.



April 13, 1989

Dear Mr. Secretary:

I have learned of your appointment as Alternate

Governor for India on the Board of Governors of The World
Bank. I realize this is incident to your responsibili-

ties in your own Government, but I hope you will be in a

position actively to participate in the affairs of the

Bank, as well.

The Executive Directors, Officers and Staff of
The World Bank believe very strongly in its development

mission and in the battle against poverty. We look
forward to working with you to make the Bank even more

effective during the coming years. Congratulations on
your appointment and thank you for your willingness to
take on this additional responsibility.

It was a pleasure meeting you last week.

Best personal wishes,

Sincerely,

(Signed) Barber B. Conable

Barber A. Conable

Mr. G. K. Arora
Finance Secretary
Ministry of Finance
Department of Economic Affairs
North Block, Central Secretariat
New Delhi 110 001, India

cc: Mr. Rao Sahib
Mr. Alisbah
Mr. Kassum

ETanidad: jlk



TELEGRAMS-ECOFAIRS Gr NO. 1/6/89oFB II

W~f "WT Government of India

WEi 4VTfzr Ministry of Finance

(Tf* WT4 'WT'r) (Department of Economic Affairs)

1t fkift /New Delhi, March 31, 19 89

The Secretary,
International Bank for Reconstruction

and Development,
1818- H Street, NW
washington DC 20433
U. S. A.

Sir,

I am directed to state that the Government
of India have under Article V, Section 2(a) of the
Articles of Agreement of International Bank for
Reconstruction and Development appointed
Shri G.K. Arera, Secretary to the Government of
India, inistry of Finance, Department of Economic
Affairs to be India' s Alternate Governor on IBRD

vice Shri S. Venkitaramanan with effect from
21st March, 1989.

Yours faithfully,

(G.P. Joshi)
Deputy Secretary to the Goveentment of India

DISTRIBUTION

TO- Executive Director
Country Director, Bank
Investments Director, IFC
File Credential

E. T. Sanidad
FROM - SECRETARY'S CEPARTMENT



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: April 6, 1989

TO: Files

FROM: Daniel Ritchie, Chief, AS4CO

EXTENSION: 76943

SUBJECT: India - Finance Minister Meeting with Mr. Conable

1. The Indian Finance Minister, Mr. Chavan, met with 
Mr. Conable on

April 4, 1989. Also present from India were Messrs. Arora, 
Desai,

Ahluwalia, Bajaj, Krishna, Rao Sahib and Bhide. From the Bank, Messrs.

Qureshi, Karaosmanoglu, Alisbah, Ritchie, Stanton 
and Ms. Haug attended.

Economic Developments

2. Mr. Chavan described India's satisfactory economic 
performance of

the past year. Cereal production may reach 175 million tons, 
a record for

India. Industry grew by about 9%, exports (in dollar terms) by 15%,

imports by 13.5%. The 1989/90 budget will reduce the central 
government

budget deficit by about 1.5 percent of GDP 
through a combination of

increased revenues and restrained expenditures, particularly 
in defense

spending which will decline in nominal terms. At the same time development

expenditures will increase by 20 percent. 
Industrial liberalization is

continuing, although Mr. Chavan felt there won't be substantial 
further

changes in the coming year.

3. On debt management, Mr. Chavan said in response 
to Mr. Conable's

question that India does not anticipate 
going to Fund to help deal with

current pressures on the balance of payments. He said that there will be

continued stress this year, but he was confident that India will 
manage

without recourse to the Fund, or to the Bank for quick disbursing

assistance.

4. Mr. Conable noted the strong improvement in IBRD 
disbursements in

the current year, but disappointing performance 
on IDA credits. Mr. Chavan

cited the problems of counterpart funding, especially in the social sector,

but indicated that the 1989/90 budget had announced a 100% pass 
through

formula for multilateral project, loans to the states (compared to 70% at

present). This should ease the funding problem and 
improve implementation

performance.

Bank Support to Wage Employment Schemes and Girls Education

5. Mr. Chavan stressed the importance of female education 
and

targetted anti-poverty programs in India's development 
effort, and urged

the Bank to support such efforts. Mr. Conable and Mr. Qureshi underlined

the Bank's strong interest in these areas. Mr. Qureshi noted that we were

examining how we might best be associated with the 
poverty alleviation

effort, but emphasized the importance of developing 
together an overall

framework and strategy while simultaneously undertaking 
specific projects.
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6. Mr. Alisbah stressed the need for the Finance Ministry's active

support for Bank involvement in primary education. Mr. Chavan said he was

giving it his active support by taking the initiative 
to raise it with Mr.

Conable.

IDA

7. Mr. Chavan noted the decline in India's IDA share, and the

significant hardening of the IBRD/IDA blend in the past few 
years. He

asked what India might expect in the next IDA replenishment. Mr. Conable

said it was too early to tell what the outcome will be, but he hoped there

would be more IDA for Asia in IDA-9. He felt there would probably not be a

clear sense of the size and burden-sharing arrangements until the Annual

Meetings in September. He also noted that any additional share of Asia

would also need to recognize the needs of countries other than India,

including Bangladesh, Burma and possibly other claimants.

Brady Plan

8. Mr. Conable reassured the Finance Minister that however the "Brady

Plan" evolved operationally, there was no intention to divert resources

from the Bank's continuing global responsibilities. It was too early tQ

tell whether or how good performers such as India might have access to the

Brady Plan facilities.

Mr. Rao Sahib

9. In closing, Mr. Conable expressed his special appreciation for Mr.

Rao Sahib's service on the Board.

Cleared with and cc: Mr. Alisbah

cc: Messrs./Mmes. Cota'ble, Qureshi, Karaosmanoglu, Haug, Hamilton,

India Mgmnt Team

DRitchie:ns



April 5, 1989

Dear Mr. Director-General:

I have learned of your appointment as Alternate
Governor for Israel on the Board of Governors of The
World Bank. I realise this is incident to your
responsibilities in your own Government, but I hope you
will be in a position actively to participate in the
affairs of the Bank, as well.

The Executive Directors, Officers and Staff of
The World Bank believe very strongly in its development
mission and in the battle against poverty. We look
forward to working with you to make the Bank even more
effective during the coming years. Congratulations on
your appointment and thank you for your willingness to
take on this additional responsibility.

I look forward to meeting you in the near
future, and send my best personal wishes.

Sincerely,

Barber B. Conable

Mr. Yaacov Lifshitz

Director-General
Ministry of Finance
P. 0. Box 883
1 Kaplan Street, Hakirya
Jerusalem 91008, Israel

cc: Mr. Arlman
Mr. Lari
Mr. Gustafson

FTSanidad: jlk
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GOOD DAY

MARCH 30, 1989

TO: WORLDBANK WASHINGTON

ATTENTION: MR. T.T. THAHANE, THE SECRETARY

DEAR MR. THAHANE.

BY VIRTUE OF THE AUTHORITY VESTED IN ME UNDER
SECTION 71 OF THE BANK OF ISRAEL LAW, I HAVE THE HONOUR
TO ADVISE YOU OF THE APPOINTMENT OF MR. YAACOV LIFSHITZ,
DIRECTOR-GENERAL OF THE MINISTRY OF FINANCE, AS ALTERNATE
GOVERNOR FOR ISRAEL IN THE WORLDBANK TO REPLACE
MR. VICTOR MEDINA.

YOURS SINCERELY,

MICHAEL BRUNO
GOVERNOR, BANK OF TSRAEL

DISTRIBUTION

TO- Executive Director

25215 iSRBK 46A" Country Director, Bank

Investments Director, IFC
File Credential

03300555 E. T. Sanidad

FROM - SECRETARY'S CEPARTMENT
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WORLD BANK OTS SYSTEM
DFFICE OF THE PRESIDENT

: 89/03/28 DUE DATE : 00/00/00
)001 FROM : Mr. Greene (MAQ)

bubJEUT : BRIEFING: Meeting w/Mr. S.B. Chavan, Minister of Finance, India
on Monday, April 3, 1989 at 4:00 pm.

OFFICE ASSIGNED TO FOR ACTION : Mr. B. Conable (E-1227)

ACTION:
APPROVED
PLEASE HANDLE
FOR YOUR INFORMATION
FOR YOUR REVIEW AND RECOMMENDATION
FOR THE FILES
PLEASE DISCUSS WITH
PLEASE PREPARE RESPONSE FOR SIGNATURE
AS WE DISCUSSED
RETURN TO

COMMENTS :cc: Mrs. Haug, JVolk (follow file)



THE WORLD BANK/ INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Date: March 27, 1989

To: Mr. Barber B. Conable

Through: Mr. Moeen Qureshi

From: David Greene, Acting Director, AS4DRY -

Subject: INDIA - Visit of Finance Minister

1. You are scheduled to meet with the Minister of Finance, S.B.

Chavan, at 4 p.m. on Monday, April 3 in your office. He will be

accompanied by the new Finance Secretary G.K. Arora, the Chief Economic
Adviser Nitin Desai, Joint Secretary of the Department of Economic Affairs,
Ministry of Finance J.L. Bajaj, and Mr. Rao Sahib. Mr. Alisbah will also

be present.

2. Mr. Arora, who replaced Mr. Venkitaramanan, whom you met on

March 10, is one of Prime Minister Gandhi's closest economic advisers. He

knows the Bank well, having been Joint Secretary in the Department of

Economic Affairs (Mr. Bajaj now holds that position) in the early 1980s.

He is also scheduled to meet with Messrs. Qureshi, Stern, Hopper, and

Karaosmanoglu during his visit.

3. You may recall you last met with the Minister of Finance at the

last Annual Meeting in Berlin. A copy of Mr. Alisbah's note on that

meeting is attached.

4. The Indian delegation is likely to be interested in discussing

the issue of prospective savings from ongoing IDA projects and the

negotiating strategy for IDA-9. You may recall that the savings issue

basically involves India's concern about the disposition of several hundred

million dollars in savings expected to be realized from projects with

current closing dates up to December 30, 1991. Most of these savings have

arisen because IDA projects in India have a high local cost component and

the rupee has depreciated significantly more than anticipated at appraisal.

In addition, in some cases procurement has been possible at lower costs

than those estimated at appraisal.

5. The position we have taken so far with the Indians is that some

of the savings can be deployed under existing procedures to finance

expanded project activities that are consistent with the original project

description. In other instances we may have to propose reformulating

projects, or increasing disbursement percentages. In any even, we are

examining this on a case-by-case basis and would suggest that you inform

the Indians that the Region is looking into the matter with sympathetic

consideration but that there may be limits to how much we can do.

6. With respect to IDA-9, the Indian officials will undoubtedly

express their long-standing concern about the decline in their IDA share

and the continuing need for external concessional assistance, particularly

to help finance anti-poverty and environmental programs. In past

P-1867



discussions, senior managers have explained the background of the 30% limit

placed on the combined India/China share during the IDA-8 period. In FY88

the allocation to India was SDR 535 million while that to China was SDR 425

million. In FY89, the respective allocations, including reflows, are SDR

680 million and SDR 560 million.

Attachment

cc: Messrs. Karaosmanoglu, Yenal (ASIVP); Alisbah, Greene,
Humphrey (AS4DR); Blinkhorn (AS4CO); Kraske (NDO);
India Department Division Chiefs

TBlinkhorn:caz



THE WORLD BANK /INTERNA TIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: October 5, 1988

TO: Files

FROM: Bil sbah

SUBJECT: INDIA - Delegation Meeting with Mr. Conable
Monday, September 26, 1988: West Berlin

1. The India delegation met with Mr. Conable on September 26. The
India Delegation consisted of:

Hon. S.B. Chavan, Minister of Finance
Mr. S. Venkitaramanan, Finance Secretary
Mr. R.N. Malhotra, Governor, Reserve Bank of India
Mr. M. Ahluwalia, Special Secretary to the P.M.
Mr. J.L. Bajaj, Joint Secretary,

Department of Economic Affairs
Dr. Bimal Jalan, Chief Economic Adviser
Mr. Rao Sahib, Executive Director
Mr. Pradeep Bhide, Adviser to the ED

The Bank was represented by Messrs. Qureshi, Karaosmanoglu,
Vergin, Baudon, Alisbah and Ms. Haug.

2. Mr. Conable opened the meeting by drawing attention to the fact
that India is not only the Bank's largest borrower but also its oldest
partner. He asked the Minister about his concerns.

3. The Minister raised two concerns. One had to do with a difficult
balance of payments position and the other with the continuing decline in
India's IDA share.

4. The Minister pointed out that the current year is shaping up as a
good year with a good monsoon contributing to what was likely to result in
an 8 to 1OZ GNP growth rate. Exports were also continuing to grow fast at
around 25Z. However, the Government's liberalization policy combined with
repayments due to the IMF and the IBRD were putting strong pressure on the
balance of payments despite the flexible exchange rate policy pursued by
the Government. Hence to protect the economic reform process and sustain
an adequate level of investment, the Government would look to the Bank to
provide some quick disbursing assistance.

5. Mr. Conable expressed satisfaction with the good growth
prospects. He pointed out that in a number of countries the Bank is
supporting the reform process through trade policy loans. The Bank would
be prepared to do so in India as well. However, he had been under the
impression that in India there were political difficulties in becoming
involved in policy-based lending. Such loans took note of past reforms but
they also had to entail some uderstandings on the nature of things to come.

P 91 7



-2-

6. In the ensuing discussion the Minister and the Secretary of
Finance emphasized the importance and significance of what the Government
has already done to liberalize imports and to improve competitiveness in
the economy. They underlined that the process would continue and they
sounded prepared to convey this to the Bank in a suitable form.

7. Mr. Conable indicated that Mr. Qureshi and the Region would
follow up on this discussion.

8. ' On IDA, the Minister called attention to the hardening blend of
Bank Group assistance and urged a reversal of this trend. Mr. Conable
indicated that this is a subject that needs to be pursued in the context of
IDA replenishment negotiations now underway. His main concern was to
increase the absolute level of IDA available to developing countries and to
India.

9. Mr. Conable then touched on the issue of floods in Bangladesh and
the need to explore regional solutions. Mr. Qureshi explained that he has
already discussed the subject with the delegation. He would follow up
during his visit. Mr. Venkitaramanan said that President Ershad of
Bangladesh would be visiting India next Tuesday and that the subject was
bound to come up during this visit. He once again emphasized the
importance of seeking solutions through bilateral discussions.1/

10. Mr. Venkitaramanan welcomed the Bank's increased emphasis on
poverty alleviation. He reported the suggestion made the previous day to
Mr. Qureshi for the Bank to associate itself with some of India's special
poverty alleviation programs. He also referred specifically to the
Maharashtra Employment Guarantee Scheme with which his Minister, as
previous Chief Minister of Maharashtra, is very familiar. Mr. Conable
expressed the hope that we would be able to find common ground to assist
and learn from India's extensive experience in this field.

11. Finally, Mr. Conable emphasized the importance he attaches to
primary education - "the great equalizer". He continued to hope that the
Bank could assist in this all-important sector.

cc: Messrs. Conable, Qureshi, Karaosmanoglu, Yenal, Vergin, Baudon;
Ms. Haug

India Management Team

BAlisbah:rb

1/ This subject also came up at the breakfast that Mr. Qureshi hosted for
the Indian delegation on Monday, October 26. Mr. Venkitaramanan
explained that in 1979 India had raised with Bangladesh the possibility
of building dams in India to alleviate flooding in Bangladesh. At the
time, Bangladesh had taken the position that dams upstream would not be
of help. Mr. Venkitaramanan indicated that the earlier offer still
stood. He also offered to make this earlier document available to us.
I have requested it.



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: March 24, 1989

TO: Mr. Attila Karaosmanoglu, VP, Asia Region

FROM: Daniel Ritchie, Acting Director, India Department

EXTENSION: 76953

SUBJECT: INDIA - Visit of Finance Minister

1. The Indian Finance Minister, Mr. S.B. Chavan, is scheduled to meet

with you at 11 a.m. on Thursday, March 30, 1989 in your office. He will be

accompanied by Mr. G.K. Arora, who has replaced Mr. Venkitaramanan as

Finance Secretary; Chief Economic Advisor Nitin Desai, J.L. Bajaj of the

Department of Economic Affairs, Messrs. Rao Sahib and Bhide. David Greene,

who will be acting Director next week, will join the meeting.

2. The Finance Minister is meeting with Mr. Conable on Monday,

April 3 at 4 p.m. Messrs. Arora and Desai are scheduled to meet with

Mr. Stern at 3 p.m. on April 3, and with Mr. Qureshi at 5 p.m. that same

day. Mr. Desai is scheduled to meet with Mr. Hopper at 3 p.m. on March 30.

3. This will be Mr. Arora's first visit to the Bank as Finance

Secretary. He is from Uttar Pradesh and joined the Indian Administrative

Service in 1957. He knows the Bank well, having served as DEA Joint

Secretary (Mr. Bajaj's current position) from 1981-83. Subsequently, he

served as additional secretary, then special secretary in the Prime

Minister's office. For the last eight months or so, he has been secretary

of Information and Broadcasting. He is known to be one of Mr. Gandhi's

closest economic advisers.

Project Savings

4. The delegation will be interested in the Bank's position on

project savings, particularly from IDA projects. You briefed Mr. Qureshi

on this matter on March 9 (copy of memo attached) and attached a more

detailed discussion by Mr. Alisbah (ref. his memo to you of March 8, copy

attached). Although we have not heard formally from Mr. Qureshi's office

to date, Mr. Ducksoo Lee indicated verbally that the approach outlined in

Mr. Alisbah's memo seemed sensible. In the meantime, we are taking steps

to extend closing dates of several agriculture projects and will be seeking

SVPOP approval to increase disbursement percentages. Also, we are

considering restructuring proposals for two population projects in order to

use expected Credit savings. A note summarizing your discussion with

Mr. Venkitaramanan on this subject on March 8 is attached (ref. my memo of

March 9).

Sardar Sarovar (Narmada)

5. A serious issue is now emerging on one of the two Narmada projects

-- Water Delivery and Drainage. The current closing date is March 31,

1989. However, the project is about two years behind schedule for several
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reasons including delays in forest and environment clearance. About $125

million remains undisbursed from the Credit amount. The Government has

requested a two-year extension of the closing date and an increase in the

disbursement percentage for civil works. We responded that we would prefer

to await the results of an April supervision mission before taking a

decision. In the meantime, Mr. Alisbah reports from Delhi that a new

problem has developed in resettlement. It concerns the use of degraded

forest land to resettle displaced persons; the Government had indicated

earlier that it would be prepared to release such land, provided 
that the

State Government concerned designated an equivalent amount of non-forest

land elsewhere in the state as forest land and transferred it to the

jurisdiction of the Forest Department. The Government now seems to be

backing away from that position, stating that there are strong

environmental lobbies against any use of forest lands for resettlement.

Government officials in Delhi told Mr. Alisbah that they should be able to

resolve the problem in about three months, particularly in the case of

tribals who have no other land option. However, since this issue is so

critical and because there are other outstanding issues (i.e., poor

management of construction works) we feel we have no other choice but to

notify the Government that we intend to suspend disbursements 
on both

Narmada projects unless the major outstanding issues are resolved

satisfactorily by the time the April supervision mission completes 
its

work. We are preparing a note to Mr. Qureshi recommending this course 
of

action and also that no formal action on the closing date of the Water

Delivery project be taken pending the April review. Mr. Alisbah has

discussed this with Mr. Bajaj but you should emphasize to the delegation

the severity of the situation and the fact that we may suspend.

ERAS (Foreign Exchange Administration Scheme)

6. The delegation will be interested in the Bank's position on ERAS,

since two important proposed projects are linked to it -- Export

Development (FY89) and Electronics (FY90 S). The current situation is

outlined in my memorandum of March 21 to Mr. Qureshi (copy attached). In

summary, while a number of details remain to be discussed, the Government's

revised scheme appears to satisfy the criteria that we have regarded as

essential and we are therefore proceeding to negotiate the Export

Development project. You should be aware that IFC continues to have some

reservations about aspects of the scheme, but as of today they had not

formally reacted.

Lending Program

7. An updated status report on the FY89-91S lending program is

attached, although we do not expect that this will come up during your

meeting since we will have separate meetings with Mr. Bajaj. However, you

may wish to note a few points:

(a) Environment: The department's strategy report has just been

issued in yellow cover and will be discussed within the Bank

in early April. Although it is mainly an internal Bank

document, it has been discussed informally with Mr. Bajaj and

his DEA colleagues, as well as with officials in the Ministry
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of Environment and Forests. We will want to move ahead now

with preparation of the first Environment project, focussing

mainly on pollution problems in the Singrauli region but also

assistance to address industrial pollution in the state of

Maharashtra. We also want to engage the Indians in a more

serious dialogue on strategies and programs to deal with

deforestation and loss of vegetative cover (one of the

country's most critical environmental problems),

institutional strengthening for natural resource management

at the central level and in a few key states such as

Maharashtra, selected ESW tasks and greater coordination with

bilateral donors. It would be helpful if you could

underscore the importance of this effort; you should also

note that Mr. Piddington is planning to make his first visit

to India as Environment Department director around end-April.

(b) Power Sector. Although. you have expressed your concerns

about the poor financial condition of the sector on several

occasions, it would be useful to mention them again,

especially in view of Mr. Arora's presence. Specifically,

you should welcome the proposed visit later this year of

Mr. Bami, managing director of NTPC, to discuss an action

plan to deal with NTPC arrears; Mr. Alisbah suggested such a

visit when he met with power sector officials recently in

Delhi.

Other Issues

8. You may wish to discuss possible donor issues for the India

Consortium meeting in Paris on June 19, 20. We have indications from some

donors of interest in (a) how India is handling its public sector deficit;

and (b) strategies to deal with the most serious environmental problems.

You may also wish to discuss India's views about the IDA-9 deliberations.

9. Attached for your information is a note summarizing your last

meeting with Finance Minister Chavan in Delhi.

Attachments (6)

cc: Messrs. Alisbah, Kraske, Yenal, Humphrey, Greene, McCarthy, Gould,

Skolnik, Wijnand

TBlinkhorn:zj



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: March 9, 1989

TO: Mr. Moeen A. Qureshi

FROM: Attila Karaosmanoglu

EXTENSION: 76953

SUBJECT: Project Savings

1. On Wednesday, the Indian Secretary of Finance, Mr. Venkitaramanan,

raised with me the issue of projected savings on 
projects in India. For

several reasons, including the steady depreciation of the rupee, it appears

that there will be significant savings of up to $800 million 
on projects

closing over the next two years. Most of the projected savings are IDA

funds.

2. In the attached memo, the India Department has made a proposal for

dealing with the savings question. I endorse the proposed approach.

(Ducksoo Lee has a copy of the memo).

3. Essentially, we propose looking at each project 
on its merits,

cancelling unused balances of poorly performing projects, and adjusting the

project scope or modifying disbursement percentages 
on others as

appropriate. We expect to seek your approval very 
shortly for changes in 2

or 3 projects, and several others are likely to be forthcoming 
over the

next few months.

4. Even after such adjustments, there is still likely to be savings

on IDA operations of $200 - $300 million. This is a significant amount of

concessional funds which the Government of India naturally 
does not wish to

lose (particularly since it results, in part, from following a more

aggressive exchange rate policy).

5. The Finance Secretary requested our assistance 
in redirecting

these potential savings into high priority 
activities such as environmental

rehabilitation or poverty alleviation. The India Department has suggested

a way of "recycling" such savings which raises broader 
policy questions.

6. I would appreciate your views on the general 
approach outlined in

the attached memo and your specific reaction 
to the treatment of the

residual IDA savings. Since Mr. Alisbah and I will be away for 
the next

two weeks, Messrs. Asanuma and Ritchie are prepared 
to meet at your

convenience.

cc: Messrs. Asanuma, Ducksoo Lee, India Management Team

DRitchie:ns



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: March 8, 1989

TO: Mr. Attila Karaosmanoglu, Acting 
SVPOP

FROM: Bilse r74$ah, Country Director, India

EXTENSION: 73592

SUBJECT: INDIA - Visit of Finance Secretary

1. As you know, Messrs. Venkitaramanan and Bajaj are arriving this

week and a meeting has been set with Mr. Conable for 
4 p.m. on Friday,

March 10 (ref. my memo to Mr. Conable, copy attached). A meeting has also

been requested with Mr. Hopper and yourself.

2. Although this is in part a farewell visit by Mr. Venkitaramanan,

since he is leaving his post at the end of the month, the Indians have

indicated that they would like to raise with us the issue 
of project

savings as well as the Exchange Rate Administration 
Scheme (ERAS). On the

latter, we understand that they will have 
a modified proposal to discuss,

although we do not yet have any details. We are preparing a separate note

on ERAS. We will want to discuss with them several operational 
matters and

the implications of the new budget presented 
on February 28 (copy of

Mr. Hanson's summary telex attached). 
Also attached for information is a

copy of a minute about your last 
meeting with Mr. Venkitaramanan in Delhi

on January 31.

Project Savings

3. The essential issue here, as we have discussed, is how to respor

to the Indian concern about the disposition 
of several hundred million

dollars in savings, particularly IDA savings, expected to be realized

ongoing projects with current closing dates 
up to December 30, 1991. V-

rough calculations indicate that these 
savings could total about US$gOO

million -- $700 million IDA and $200 million IBRD. 
Most of these savino

have arisen because of the depreciation of the rupee in recent years, 1

was not anticipated at the time the projects 
were appraised. In additi,>

in some cases, procurement has been possible at lower costs than those

estimated at the time of appraisal.

4. Mr. Venkitaramanan referred to the issue in his February 24,

letter to you (copy attached) in which he transmitted separate

communications on seven irrigation projects 
that are about to close,

requesting that closing dates be extended so that anticipated saving,

be used. The issue also came up in Delhi during your January 20 me-

with Finance Minister Chavan (a copy of the 
minute is attached). At

time you suggested three steps to deal 
with the problem: (a) identit.

precise amount of savings likely to be forthcoming over the next two

three years to the extent possible, and try to find areas for additi

expenditure within the scope 
of the projects concerned, to which the

savings could be directed; (b) prepare justification for other uses

savings, if necessary; and (c) Government, through its Executive Dit-

should work to mobilize support at 
the Board for sympathetic considerA

of proposals to use the savings.
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5. We are in the process of refining our calculations about 
the

precise magnitude of the savings. In the meantime, we have disaggregated

the issue into four components and seek your 
concurrence to deal with each

as noted below. This approach has been discussed and 
agreed in a general

way with the Legal Department 
(Mr. Vorkink). Certain criteria would have

to be met, of course, before we could consider exercising any 
of these

components: (a) satisfactory implementation of the project; 
(b) acceptable

rate of return; (c) no major covenants being violated; (d) in the event of

problems, a time-bound, remedial action plan; and (e) satisfactory

arrangements for counterpart funds. The four components are as follows:

(a) Expanded Project Coverage. According to existing Bank

policy, savings due to exchange rate changes, efficient

procurement, over-estimation of contingencies, 
etc. are

ordinarily cancelled. This policy is to be reaffirmed

through a new OMS. However, such savings may be used for

financing additional items of the project, provided the

project is being implemented satisfactorily, 
the additional

items are consistent with the project description 
and/or the

items meant to be financed initially were 
constrained because

of lack of funds. (Time slice-type projects would fit into

this category.) In such cases the Regional Vice President

has the authority to approve use of savings for such purpose.

We are now attempting to identify precisely those projects

that might fall into this category.

(b) Increased Financing Share. Under certain circumstances, the

Bank can increase its percentage of project financing. These

circumstances could include sectors in which the currently

approved level of financing -- i.e., up to 70% for human

resource development projects and those 
projects with direct

poverty alleviation effects in 
agriculture and other sectors

-- is higher than the level that prevailed when the projects

were originally approved (in irrigation, for example, the

level previously had been about 50%). The SVPOP would have

to approve increases in disbursement 
percentages. We believe

that many of the projects with projected savings will 
fall

into these first two categories and will require a combined

approach.

(c) Special Cases. There may be unusual circumstances, 
unforseen

at appraisal or approval stages 
and largely beyond the

control of project authorities, that could justify

reformulation of projects in order to better achieve mutua..

agreed sectoral objectives. One such case may be the

Maharashtra Composite Irrigation III project; the Bombay

Water Supply pro.ject is another. Again, the SVPOP and th-

Board would have to approve any material change in proje-

scope or financing.
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(d The Rest. A number of projects with anticipated savings

totalling perhaps as much as $200 million could fall outside

the above three categories. In these instances we have only

two options. One would be to wait until nearer 
the end of

the project and cancel. The other option would be to work

out an arrangement with the Government 
under which it would

request early cancellation on 
the understanding that we would

earmark these funds for a project of special emphasis --

i.e., environment or poverty alleviation. 
This would

probably mean bringing the Board 
into the picture since it

would entail reserving some of these "reflows" for India. If

the case is well made, this would be defensible. The savings

arise in part because Government has pursued 
an appropriate

exchange rate policy. Also, in some cases our own project

cost calculations were either inaccurate or 
overly

conservative.
1 In a sense the second option would not 

be

strictly earmarking since we are, and have been, cancelling a

number of projects in which there have been significant

savings.

6. I would be grateful for your reaction to the above approach. If

you agree, we should tell the Indians that the region 
is prepared to

respond positively on the issue of projects falling into 
the first category

(para. 4 (a)), that we will recommend the approach on the second 
category

(para. 4 (b)) to Mr. Qureshi and that we will have 
to take up categories

three and four with the SVPOP and the 
Board.

Attachments (5)

cc: Messrs. D. Lee, Wiehen, Yenal, Humphrey, Ritchie, Kraske, Greene,

Vorkink, Fernando, Gould, McCarthy, Wijnand, Skolnik

TBlinkhorn:zj

1/ This occurred in those cases in which we 
did not take any rupee

depreciation into account or set contingencies too high.



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: March 9, 1989

TO: Files

FROM: Daniel Ritchie, Chief, AS4CO

EXTENSION: 76953

SUBJECT: Finance Secretary's Visit

Mr. Venkitaramanan, Finance Secretary of India, visited Mr.

Karaosmanoglu on March 8. In addition to saying farewell as he leaves

office at the end of March, Mr. Venkitaramanan reviewed the following

matters.

1989/90 Budget

1. Mr. Venkitaramanan described the budget presented to the

Parliament last week as tough and conservative, and not 
"populist" as some

had suggested. It constrains spending especially defensive expenditures,

increases revenues by Rs. 4000-5000 crores, continues domestic

liberalization and increases attention to poverty alleviation. 
He

acknowledged that two areas had not been seriously touched: 
import duties

and subsidies. Mr. Karaosmanoglu indicated that restraint on defense

spending was particularly important given concerns which 
had recently been

expressed to him from certain IDA donors on this subject.

Project Savings

2. Mr. Venkitaramanan raised the issue of projected project savings

and asked whether it would be possible to use these 
savings for alternative

priority activities. Mr. Karaosmanoglu indicated that we should 
examine

the question both on a project-by-project 
basis and on a more general

level. Certain project modifications could be made with his 
approval (such

as expanding the project scope), others with Mr. Qureshi's approval (such

as changing disbursement percentages). Even after these adjustments, there

are still likely to be significant savings, raising broader policy

questions and eventually involving the Board. 
Under these circumstances,

the best approach would be the following:

a. The India Department and DEA should continue and complete

their analyses of project savings on a project-by-project 
basis;

where necessary and appropriate we can extend 
closing dates to

enable this work to be completed.

b. Some projects cannot reasonably be extended or modified, 
and

funds will need to be 'cancelled (Mr. Bajaj 
said this would be no

problem for IBRD projects).
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c. Other projects can be modified, and we should process these

on a case-by-case basis.

d. In addition, provided there are likely to 
be significant

savings after these previous actions are 
taken, we could then

raise the broader policy question of using 
these residual funds

for other high priority activities (Mr. Venkitaramanan suggested

in this connection an environmental "superfund" and the new wage

employment scheme announced in the budget 
speech).

NTPC Arrears

3. Mr. Venkitaramanan raised the question of arrears 
to NTPC from

SEB's. (The question had been discussed earlier with 
Mr. Bajaj, since the

arrears rate violated covenants of several ongoing 
NTPC projects). Mr.

Venkitaramanan repeated several of the arguments put forward 
by Mr. Bajaj:

the arrears are large but NTPC is nevertheless earning more 
than 10 percent

return; SEB's are challenging the amount of the arrears, 
arguing that the

tariffs charged are too high (since NTPC is operating more 
efficiently than

forecast); NTPC could go to arbitration which 
would take a long time to

resolve and should be avoided; and, specifically in the case of the

forthcoming NTPC project (Farakka), the SEB beneficiaries are not the 
worst

offenders.

4. Mr. Karaosmanoglu cited the Nathpa Jhakri discussion 
at the Board

and the concerns expressed about the size of our commitment to power in

India, the large undisbursed balance, the slow pace of reform in financial

performance and our growing fear that 
the power sector was heading for a

financial crisis. Messrs. Venkitaramanan and Bajaj acknowledged 
that there

must be greater financial discipline particularly 
among SEB's. In that

connection, Mr. Bajaj indicated that SEB's would not be supported from

bilateral aid projects, which are significantly 
more expensive than 1GB-

procured power plants. (A hymn to ICB followed).

Procurement

5. Mr. Venkitaramanan briefly mentioned a gas 
turbine procurement

problem (The "Kawas" project) in which a joint venture of three 
firms had

rebid in the project and increased its price 
by 70 percent over the

original bid. Since these firms were the world's major suppliers 
of gas

turbines (which aren't manufactured in 
India), there was some suspicion of

collusion.

cc: Mr. Karaosmanoglu
India Management Team

DRitchie:ns



THE WORLD BANK /INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: March 21, 1989

TO: Mr. Moeen A. Qureshi

THROUGH: Mr. Shinji Asanuma, Acting Vice President, AS

FROM: Daniel Ritchie, Acting Director, AS4

EXTENSION: 76953

SUBJECT: INDIA: Foreign Exchange Risk Administration Scheme (ERAS)

1. In Mr. Alisbah's memorandum, dated November 16, 1988,

covering the Final Executive Summary for the Export Development

Project, he indicated that the Government had announced its

intention to introduce a Foreign Exchange Risk Administration

Scheme to cover the foreign borrowings of the three national

development finance institutions (DFIs). At that time, you

indicated that you would like to be kept informed of developments,

particularly if there were any differences of opinion with IFC.

Negotiations are scheduled to begin on March 27, 1989, and the

purpose of this memorandum is to: (a) inform you of recent

developments and (b) alert you to the fact that our discussions

with IFC staff indicate that IFC is likely to have reservations

about the ERAS scheme and may write to you separately about their

concerns.
2. We have just received a copy of the draft circular

establishing ERAS, which is to be issued by the Banking Department

soon, which indicates that the ERAS scheme will be basically

consistent with what is outlined in the Appraisal Report for the

Export Development Project (a copy of the relevant paragraphs is

attached for your reference). While there are a number of details

remaining to be discussed, the Government's ERAS scheme appears to

satisfy to a large extent the criteria that we have regarded as

essential: (i) the mechanism for setting rates should be

transparent and avoid subsidies; (ii) the scheme should provide

for an adequate spread for the DFIs and not expose them to an

open-ended foreign exchange risk; and (iii) the coverage of the

scheme should be broad. IFC is likely to have reservations about

points (i) and (iii) above.

3. With respect to the rate, it has been agreed that a

committee consisting of the representatives of the Government, the

Reserve Bank and the DFIs will meet quarterly (rather than semi-

annually as originally proposed) to set the rate. The basic

principle is that the ERAS rate is to be set at a level that

ensures that the ERAS scheme is financially self sustaining or, in

other words, covers the foreign exchange and interest rate risks

and avoids subsidies to final users. The draft circular also

makes it clear that the Government will provide funds if the ERAS

Fund incurs deficits (thus protecting the DFIs from bearing the

foreign exchange risk), but that the Government would recoup these

advances when the Fund runs a surplus. IFC is concerned that

their arrangement will, de facto, result in a long term subsidy.

The scheme as originally proposed would have had an initial
P-1967
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adjustable rate of 14% and a cap rate 
on individual subloans of

16.5%, which compares to a fixed relending rate of 14% under the

previous Bank loan, the Industrial Finance Project (Loan 2928-IN).

We have suggested that both the ERAS and cap rates 
be higher than

the originally proposed levels given the rapid 
depreciation in the

rupee which has taken place in the last 
year or two. We do not

yet know to what extent the Government 
will do this as the ERAS

Committee will not meet until next month. However, we believe

that the initial rate is not the key issue, and that the 
most

important point is that a system of adjustable 
rupee rates is

being put in place for the first time in India 
with the intention

of relating the lending rates to the real costs of foreign

exchange. The setting of initial ERAS and cap rates, satisfactory

to the Bank, will be a condition of Board presentation. The loan

documents also provide for periodic consultation between 
the

Government and Bank in the subsequent setting of the rate. 
We

would also need to explore during negotiations the relationship

between the ERAS and other rupee loans to assure ourselves 
that

ERAS loans will, in fact, have a market in periods when ERAS rates

might be significantly higher than rates for 
normal domestic

currency loans.

4. With respect to coverage, the major question relates to

IFC. As is indicated above and discussed in Mr. Karaosmanoglu's

memorandum of May 9, 1988, the ERAS scheme applies to all foreign

borrowings of the DFIs, but not to direct foreign borrowings of

private enterprises. The Government has indicated in our most

recent discussions their openness to having the DFIs explore with

IFC how the scheme might be extended to cover agency lines of IFC,

although no specifics have yet emanated from earlier discussions

on this subject. IFC had earlier opposed the ERAS scheme on the

grounds that it discouraged direct foreign borrowing by 
the

private sector and gave preference to government guaranteed

credits retailed through the local financial institutions. 
It is

true that the Indian Government has, as part of its foreign

exchange management program, limited direct foreign borrowing by

the private sector to more creditworthy borrowers, 
although even

with such controls outstanding unguaranteed private foreign

borrowing by the private sector loans amount of US$3 billion,

about 7.5% of total outstanding foreign debt. The Government

believes that relying heavily on the development finance

institutions to borrow abroad and relend to the private sector has

important advantages in terms of avoiding 
uncontrolled and

indiscriminate private sector borrowing that has been 
a problem in

some countries and utilizing the relatively capable Indian

financial institutions to appraise projects for which foreign

borrowing is required. In this regard, I agree very much with the

view expressed in your memorandum to Mr. Karaosmanoglu, 
dated

February 8, 1988, that the Government should be free to make

internal arrangements for foreign exchange risk management 
that

are not inconsistent with our policies and objectives. 
While we

have been supportive of the Government extending this 
arrangement

to direct foreign lenders, I do not believe that 
we should insist

on this. We will, however, suggest to the Government that they

extend subsequently foreign exchange risk coverage to 
other than

DFI borrowers if initial experience with the scheme 
proves

favorable.
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5. While it will certainly be possible to 
question various

elements of the scheme, we believe that 
it represents a

constructive solution to the problem of foreign 
exchange

management and substantial improvement 
over the arrangements in

previous loans, which relied on fixed interest 
rates and a

considerably lower premium for the foreign 
exchange cover. We

plan to proceed with negotiations 
on the basis described above.

Attachment

Cleared with & cc: Messrs. Alisbah, Ritchie, Humphrey,
Aksoy, Newport.

cc: Messrs. Karaosmanoglu, Wiehen, Yenal, Blinkhorn, Siraj,

Kassum, Tharmaratnam, Levy, Raghavan.

MGould:njd:cbm



THE WORLD BAN/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE January 31, 1989

TO Files

FROM William Byrd, AS4ND

SUBJECT Mr. Karaosmanoalu's Meeting with Finance Minister 
S.. Chavan

1. Mr. Karaosmanoglu met with Mr. Chavan as scheduled at 3:15 p.m. on January

20th. Also present at the meeting from the Finance Ministry were Mr. S.

Venkitaramalan, Finance Secretary, Nitin Desai, Chief Economic Advisor, J.L.

Bajaj, and V.S. Oberoi. On the World Bank side Messrs. Kraske, Ritchie, andByrd

attended.

2. At the outset Mr. Karaosmanoglu stated that India 
may achieve the highest

growth rate in its history this year, which raised 
a question in his mind: How

can the country achieve a better balance and maintain a higher 
growth path in

the future? Though high growth this year has been due in part to the 
recovery

of agriculture from the drought, nevertheless performance during the drought was

itself commendable. The key question is how to ensure that growth can be

maintained, unconstrained by balance 
of payments or inflationary pressures.

3. Mr. Chavan suggested that it may be premature to say that India is on a

higher growth path; there is no room for complacency. In particular, the impact

of the drought will be felt for several years, not only in the 
year in which it

occurred. There is a need to replenish stocks, for example.

4. Mr. Karaosmanoglu questioned the need for a big run-up in public food

stocks, given the large stocks already built up in private (farmers and traders)

hands. Mr. Chavan replied that public stocks need to be replenished because the

stocks in private hands might be used to exploit the poor. One additional good

crop is needed, to build up a safety reserve.

5. Mr. Karaosmanoglu reported on his talks with 
industrialists. They felt

that despite depreciation of the 
rupee, there were still not enough incentives

to export in the system. Mr. Chavan agreed. Domestic demand is definitely

there. In order to encourage exports, it is necessary to discourage domestic

supply. There are nov some sectors, like engineering goods and chemicals, where

domestic competition has heated 
up and it may be slightly more attractive to

export than to sell on the domestic market. 
Two-wheelers are another example.

So the situation in this respect is 
improving, though there are many 

industries

in which the domestic market is still 
far too attractive. Another problem may

be that changes in the price index may not adequately reflect domestic inflation,

meaning that real depreciation has been less 
than thought.

1



However, the additional mileage from price changes (i.e. depreciation) may be

limited. We need to encourage market development, advertising, quality

improvement, etc.

6. Mr. Karaosmanoglu expressed a wish to know what three or four key new

things will be done in the next six months 
to one year to increase exports and

to improve macro balance. Mr. Chavan replied that though the balance of payments

situation is not very good, India is still focussing on becoming 
competitive in

international markets, which entails increasing imports. Mr. Chavan personally

would prefer to see a reduction in imports, but the 
Government has not clamped

down on imports, in the interest of encouraging exports.

7. Mr. Karaosmanoglu noted that revenues depend a great deal 
on tariffs, so

a sudden reduction in tariffs would put additional strains on the budgetary

balance. This is a constraint hindering trade liberalization. He suggested

that to improve the budgetary situation, subsidies would have to be reduced.

Mr. Chavan stated that the budget is now 
being negotiated; he would like to see

a reduction in the deficit, but he was not sure to what extent he would succeed.

Mr. Karaosmafloglu pointed out that even holding the real value of the deficit

to last year's level would be an accomplishment, 
since it would mean a decline

in the deficit as a percentage of GDP. Mr. Desai noted that net borrowing from

the central bank has already declined as a percentage of GDP. Mr. Karaosmanoglu

reiterated that in India, an inflationary surge driven by budget deficits may

be late in coming, as has occurred in other countries, but very hard to control

once it happens. Mr. Venkitaramanan agreed that India should reduce the revenue

deficit; but reductions in subsidies, 
interest payments, etc. will be political

decisions.

8. Mr. Karaosmanoglu returned to the questions of industrial deregulation

and trade reform. Hr. Venkitaramanan replied that deregulation 
is continuing

and will not be affected by the upcoming elections. The real question relates

to the pace of deregulation. The fear is one of a rise in imports without

commensurate export growth.. Mr. Karaosmanoglu reiterated the need for import

liberalization; India's high level of protection is depriving it of its due

share of international trate. However, India is moving on the right track.

hr. Venkitaramanan agreed that the system 
needs to be overhauled. For instance,

many industries have negative effective rates 
of protection, which discourages

them from exporting.

9. Mr. Chavan raised some issues related 
to Bank operations. He had held a

discussion with Mr. Conable on utilizing IDA reflows. tr. Conable had told him

that IDA reflows would be used for poverty alleviation and family planning

purposes. Mr. Karaosmanoglu replied that the Board has agreed 
that IDA reflows

can be utilized and, implicitly, that the percentage distribution of reflows will

not strictly follow that for current IDA funds. So it is hoped that India will

get a somewhat higher share of IDA reflows than its share in the current IDA

replenishment. But India needs to push in the upcoming IDA discussions 
for a

better share. In February Mr. Karaosmanoglu will be making a presentation 
to

the IDA Deputies on IDA needs in Asia.

10. Mr. Chavan pointed out that the poverty alleviation programme in Ind4.a

will be very big. There will be a need for large amounts 
of money, which due

2



to the nature of the activities would have to be concessional assistance. He

would like to see more World Bank money for primary education, especially women's

education. Mr. Karaosmanoglu noted that poverty alleviation activities also

would be required to carry adequate economic rates of return.

11. Mr. Chavan's second point concerned the large savings on many projects

due to exchange rate changes, which meant that 
India would not be able to fully

utilize some of the loans. This is a concern particularly in the case of IDA

credits. Mr. Karaosmanoglu suggested three steps to deal with the problem: 
(1)

identify the precise amount of savings likely to be forthcoming over the next

2-3 years to the extent possible, and try to find areas for additional

expenditure within the scope of the projects concerned, to which the savings

could be directed; (2) prepare justification for other uses of the savings, 
if

necessary; and (3) the Indian Executive Director 
has to make a strong pitch for

utilizing savings and mobilize support at the Board for this. Mr. Karaosmanoglu

stated that the Bank would positively support 
this effort, and that both sides

should push.

cc: Messrs: Karaosmanoglu (ASIVP), Alisbah, 
Humphrey, Greene (AS4DR);

Ritchie: (AS4CO; Wijnand (AS4AG); Gould (AS4IF) McCarthy (AS4TE);

Skolnik (AS4FW); Kraske (NDO).
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WORLD BANK OTS SYSTEM
OFFICE OF THE PRESIDENT

CORRESPONDENCE DATE : 89/03/08 DUE DATE : 00/00/00
LOG NUMBER : 890308018 FROM : Mr. Alisbah (AK)
SUBJECT : BRIEFING: Mtg. with India's Finance Secretary, Mr. Venkitaramanan

on Friday, March 10, 1989.
OFFICE ASSIGNED TO FOR ACTION : Mr. B. Conable (E-1227)

ACTION:
APPROVED
PLEASE HANDLE
FOR YOUR INFORMATION
FOR YOUR REVIEW AND RECOMMENDATION
FOR THE FILES
PLEASE DISCUSS WITH
PLEASE PREPARE RESPONSE FOR SIGNATURE
AS WE DISCUSSED
RETURN TO

COMMENTS :cc: Mrs. Haug, JV (follow file)



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: March 8, 1989

TO: Mr. Barber B. Conable

THROUGH: Attila Karaosmanoglu, Acting SVPOP /<

FROM: Bilse ah, Country Director, India

EXTENSION: 73592

SUBJECT: INDIA - Visit of Finance Secretary

1. You are scheduled to meet with India's Finance Secretary,

Mr. S. Venkitaramanan, at 4 p.m. on Friday, March 10, 1989. He will be

joined by Mr. J.L. Bajaj, Joint Secretary in the Ministry of Finance. I

will also join the meeting.

2. This is mainly a courtesy visit and a farewell since

Mr. Venkitaramanan, who has been Finance Secretary for the last four years,

is leaving his post at the end of March. His next assignment is uncertain

as yet. However, his replacement has been named -- Mr. G. Arora -- and he

and Finance Minister, Mr. Chavan, will visit the Bank in early April at the

time of the Development Committee meeting which will be held on April 4.

3. You may recall that Mr. Venkitaramanan has been a good friend of

the Bank over the years; in fact, he worked in the old Population, Health

and Nutrition Department from 1974-77.

4. Meetings have also been scheduled with Messrs. Hopper and

Karaosmanoglu. One issue that may come up concerns prospective savings

from ongoing projects. The issue basically involves India's concern about

the disposition of several hundred million dollars in savings, particularly

IDA savings, expected to be realized from ongoing projects with current

closing dates up to December 30, 1991. Very rough calculations indicate

that these savings could total about US$900 million -- $700 million IDA and

$200 million IBRD. Most of the savings have arisen because IDA projects in

India have a high local cost component and because the rupee has

depreciated significantly more than anticipated at appraisal. In addition,

in some cases, procurement has been possible at lower costs than those

estimated at the time of appraisal. Some of the savings can be deployed

under existing procedures to finance expanded project activities that are

consistent with the original project description. The disposition of the

rest will require consideration by senior management and possibly the

Board. We are looking into this more carefully before making specific

recommendations. I suggest you respond by saying that you are aware that

the region is looking into the matter, that you are certain that their case

will get sympathetic consideration but that there may be limits to how much

we can do.



cc: Messrs. Qureshi (o/r) (SVPOP); Kraske (AS4ND), Humphrey, Ritchie,

Gould, Wijnand, McCarthy, Skolnik, Greene (AS4)

TBlinkhorn:zj



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: March 8, 1989

TO: Mr. Barber B. Conable

THROUGH: Attila Karaosmanoglu, Acting SVPOP/X

FROM: Bilsejr )4 ah, Country Director, India

EXTENSION: 73592

SUBJECT: INDIA - Visit of Finance Secretary

1. You are scheduled to meet with India's Finance Secretary,

Mr. S. Venkitaramanan, at 4 p.m. on Friday, March 10, 1989. He will be

joined by Mr. J.L. Bajaj, Joint Secretary in the Ministry of Finance. I

will also join the meeting.

2. This is mainly a courtesy visit and a farewell since

Mr. Venkitaramanan, who has been Finance Secretary for the last four years,

is leaving his post at the end of March. His next assignment is uncertain

as yet. However, his replacement has been named -- Mr. G. Arora -- and he

and Finance Minister, Mr. Chavan, will visit the Bank in early April at the

time of the Development Committee meeting which will be held on April 4.

3. You may recall that Mr. Venkitaramanan has been a good friend of

the Bank over the years; in fact, he worked in the old Population, Health

and Nutrition Department from 1974-77.

4. Meetings have also been scheduled with Messrs. Hopper and

Karaosmanoglu. One issue that may come up concerns prospective savings

from ongoing projects. The issue basically involves India's concern about

the disposition of several hundred million dollars in savings, particularly

IDA savings, expected to be realized from ongoing projects with current

closing dates up to December 30, 1991. Very rough calculations indicate

that these savings could total about US$900 million -- $700 million IDA and

$200 million IBRD. Most of the savings have arisen because IDA projects in

India have a high local cost component and because the rupee has

depreciated significantly more than anticipated at appraisal. In addition,

in some cases, procurement has been possible at lower costs than those

estimated at the time of appraisal. Some of the savings can be deployed

under existing procedures to finance expanded project activities that are

consistent with the original project description. The disposition of the

rest will require consideration by senior management and possibly the

Board. We are looking into this more carefully before making specific

recommendations. I suggest you respond by saying that you are aware that

the region is looking into the matter, that you are certain that their case

will get sympathetic consideration but that there may be limits to how much

we can do.



cc: Messrs. Qureshi (o/r) (SVPOP); Kraske (AS4ND), Humphrey, Ritchie,

Gould, Wijnand, McCarthy, Skolnik, Greene (AS4)
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The World Bank
Washington, D.C. 20433

U.S.A.

Office of the President

January 30, 1989

Mr. Judhvir Parmar

Re: India - TISCO

In addition to the information provided to Mr. Conable, he
has three additional requests.

(a) A list of (i) actual ex-factory prices for steel which
TISCO expects for major steel products, net of taxes and
levies; (ii) existing export prices by major exporters
including. so-called dumping prices; and (iii) our
calculations of CIF prices of imports to India.

(b) A brief of the protective environment of the Indian
steel sector, including taxes, quantitative restrictions
or other qualitative factors.

(c) He wanted you to address in the last section how IFC is
planning to address the protective trade environment for
steel in India when "selling" IFC involvement.

Ma a Haug
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WORLD BANK OTS SYSTEM
OFFICE OF THE PRESIDENT

CORRESPONDENCE DATE : 89/01/31 DUE DATE : 00/00/00
LOG NUMBER : 890131013 FROM : Mr. Judhvir Parmar
SUBJECT : INDIA - TISCO

OFFICE ASSIGNED TO FOR ACTION : " r. B. Conable (E-1227)

ACTION:
APPROVED
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FOR YOUR REVIEW ANOE- E N4IZ~ZIFOR THE FILES
PLEASE DISCUSS WITH
PLEASE PREPARE RESPONSE FOR __IGNATURE

AS WE DISCUSSED
RETURN TO
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THE WOL ) HANK IN TERNATIONAL H INANCE CORPORATION

OFFICE MEMORANDUM

DATE: January 31, 1989

TO: Mr. Barber Conably

FROM: Judhvir Parmar

EXTENSION: 30385

SUBJECT: INDIA - TISCO

The following is my response to the points raised in Marianne
Haug's memo of January 30:

(a) Comparison of TISCO's ex-factory prices with FOB and CIF prices

ITEM FOB OCEAN HANDLING CIF TISCO
PRICE FREIGHT & SERVICE INDIAN EX-WORKSY'

CHARGES PORTS

(US$/mt: Rs15.00 = US1.00)

BLOOMS & SLABS 270 ' 40 20 330 209
BILLETS & SQUARES 260b2 40 20 320 229
MERCHANT BARS, JAPAN 385Y 35 20 440 )
MERCHANT BAR, EUROPE 4209/ 40 20 480 ) 279
RODS, EUROPE 3509/ 40 20 410 )
RODS, JAPAN 315!/ 35 20 370 )
STRUCTURAL SECTIONS, JAPAN 4004/ 35 20 455 ) 343
STRUCTURAL SECTIONS, EUROPE 460-4 90Y/ 40 20 520 )
HEAVY PLATES, EUROPE 480 -490S/ 40 20 540 ) 439
PLATES, JAPAN 460/ 35 20 515 )
GALVANIZED SHEETS, JAPAN 680Y/ 35 20 735 497
GALVANIZED SHEETS, EUROPE 6604/ 30 20 720 497

Spot, FOB, Northern Europe, December 1988
b/ Spot, FOB, Europe, December 1988
S/ FOB Japan, December 1988
_y FOB Europe, December 1988
e/ Exclusive of all taxes and levies

P-1 867



-2-

(b) Protective Environment

The Indian protection system in steel includes quantitative

restrictions as well as tariffs.

Quantitative Restrictions: Imports of steel products are constrained

in volume terms through a system that allows (1) the import of some items

- generally steel products for which there is a large supply gap - only

through the canalizing agency and (2) the import of other products by way

of so called Open General Licenses (OGL) or Limited Permissible Licenses

(LPL). Products under OGL are generally not produced locally, while

products under LPL involve products for which there is a moderate

shortfall in supply.

With the general move towards liberalization, steel imports have

nearly tripled over the past 3 years to 1.9 million mt. This primarily

reflects a large increase in non-canalized imports which accounted for

60% of total imports on average in the last two years.

Tariffs: The present tariff schedule consists of (1) basic ad valorem

customs duties applied to the CIF price and (ii) auxiliary duties applied

to the CIF price The present tariffs applicable to products equivalent

to the bulk of Tisco's products vary between 30% and 85%.

(c) "Selling" IFC's Involvement

There are several factors that both support and warrant IFC's

continuing involvement with TISCO, despite the existence of a "protective

trade environment":

(i) TISCO is the only private sector integrated producer in an industry

which is dominated by the less efficient public sector. It has a

good profit record and has high capacity utilization rates;

(ii) TISCO's entire production is sold domestically. India's exports

are negligible amounting to 43,000 mt in FY88. India has always

been a net importer of steel products and will remain so in the

longer-term. The supply deficit is projected to reach 7-9 million

mt by the year 2000;

(iii) TISCO does not receive any subsidies on the inputs, production nor

marketing of its steel products. In fact it suffers penalties in

view of the high duties prevailing on imported equipment;

(iv) TISCO's steel products are competitive internationally. Its

production cost falls within the cost range of the most efficient

producers in Europe and Japan. The main reasons for TISCO's

competitiveness are that it produces virtually all its raw

materials and energy requirements at competitive costs and operates

at maximum capacity;
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(v) The industrial, regulatory and trade policy environments imposed on

the steel sector, are broadly the same as those for the other

industrial sectors in India. However, TISCO does not use any of
the protection afforded the steel industry by import duties. After

adjusting for taxes and other levies, the prices realized by TISCO

are well below current CIF prices of equivalent imports and would

continue to be lower even with significant softening of

international steel prices. While TISCO operates in a protected
trade environment, it neither needs nor benefits from this

protection;

(vi) India's overall economic policy environment is undergoing
liberalization. A series of important initiatives in industry,
trade, public finance and fiscal policy has been undertaken in

recent years. In its Import and Export policies for 1985-88 and
1988-91, the Government has adopted measures to ease restrictions

on imports. These have included selective import duty reductions
and rationalization of tariffs on machinery imports. The

Government has also improved export promotion measures and
incentives to facilitate access of exporters to imported inputs.

It is expected that this process will continue and the trade regime
will become more open over time.

2990Y/20-22
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THE WORLD BANK! INTERNATIONAL FINANCE CORPORATION -

OFFICE MEMORANDUM

DATE: January 27, 1989

TO: Mr. Barber B. Conable

FROM: Judhvir Parmar, CIOVP

EXTENSION: 30385

SUBJECT: INDIA - TISCO

1. During our meeting yesterday, you asked me to provide you

with a note outlining why we felt that IFC's support was appropriate

for TISCO's modernization program and its issuance of securities in

the international markets.

2. The case for IFC's support to TISCO rests on the premise that

India should encourage internationally competitive, private entities

to manufacture goods in the domestic market. TISCO meets the

requirement of this premise. It is internationally competitive. It

is private and by improving its efficiency, resources are released for

other purposes. Without modernization TISCO's efficiency will suffer.

3. IFC's support for TISCO's international securities issue is

based on the premise that IFC's catalytic role will tangibly help

Indian companies to enter international capital markets. This access

to a new source of funds will be an important diversification to

India's resource mobilization efforts. Because the Government and

TISCO have full confidence in IFC, IFC will be an effective advisor on

key decisions which will have to be taken by the Government and TISCO

concerning the securities issue. IFC's presence will give confidence

to the international underwriters and to the ultimate buyers of the

TISCO securities.

International Competitiveness

4. When assessing the competitiveness of Indian steel, a

distinction should be made between the Steel Authority of India

(SAIL), the public sector steel company which dominates the sector

with 60% of the national output and TISCO, which is the only private

sector integrated steel producer in the country with a 14% market

share. While SAIL has been only marginally profitable in the past few

years because of low capacity utilization rates and high conversion

costs, TISCO has consistently operated at maximum production capacity

and generated adequate profits as a result of which it is regarded as

one of the blue chip companies on the Indian stock exchange.

P-1867
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5. There are two ways of assessing TISCO's competitiveness. The
first is to examine the prices TISCO receives for steel ex-factory as
compared to international prices. Prices paid by Indian consumers for
steel are high by international standards due to the imposition of
taxes and levies which comprise between 20-35% of the final consumer
prices. However, comparison of prices received by TISCO ex-factory
for its major steel products net of taxes and levies with CIF prices
of equivalent imports shows that TISCO's prices are equivalent to or
lower than international prices. This means that nominal rates of
protection are close to zero or negative and that the high taxes and
duties placed on imported steel products are not necessary as far as
TISCO is concerned.

6. The second way to judge TISCO's efficiency is to examine the
components of TISCO's cost structure and thereby get a feel for its
cost efficiency. The main reasons for TISCO's cost competitiveness
are:

(a) the availability and proximity of domestic reserves of
relatively high grade iron ore, coal and all other raw
materials for steel making;

(b) almost fully integrated steel-making operations, which range
from coal and iron ore mining to steel rolling, with TISCO
producing virtually all its raw materials and energy
requirements;

(c) the availability of an abundant, skilled labor force at
relatively low wage rates;

(d) high capacity utilization rates due to careful maintenance
and sound management;

(e) a strong project implementation capability. TISCO has
completed virtually all its major capital expenditure
programs without significant delay or cost coverrun which has
been achieved through thorough project preparation, realistic
planning, strict budgetary controls and tight control over
key activities, including equipment manufacturing which is
partly undertaken in-house;

(f) a well-developed local capital goods and engineering industry
with substantial experience in steel making; and

(g) good labor relations and a generally efficient and responsive
management.
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7. Partially offsetting disadvantages are: (a) high ash content
in Indian coal; and (b) parts of TISCO's plant are old and require
high levels of maintenance.

8. The reason why TISCO does not have a modern plant with

up-to-date technology is that it has not been able, until a few years
ago, to obtain Government approval for major capital expenditure
programs and expansion because the Government wished to maintain or
increase the public sector production of steel. It is important to
note that TISCO's cost structure is what it is today because part of
its facilities were modernized in the past few years, twice with IFC's
financial assistance and this modernization effort needs to be
sustained. The current modernization program is the next step in the
continuing long-term program. TISCO needs to improve its efficiency
in hot metal production which is critical to steel making. TISCO
proposes to acquire a 1 million MT blast furnace for which it has
requested IFC financing of up to $22 million equivalent by loan and
equity. This new blast furnace would replace two old furnaces and the
incremental increase in hot metal would be only about 300,000 MT.
TISCO plans to acquire the blast furnace which is in crates in
Portugal at a very attractive price which will permit TISCO to save
approximately 65% in engineering and equipment costs. The furnace
will improve the efficiency of hot metal production by lowering coke
consumption by about 24% from the present consumption level of the
existing furnaces.

9. Our assessment indicates that TISCO's capital expenditure
programs will maintain TISCO's international competitiveness.

International Securities Issue by TISCO

10. As part of its ongoing capital market development effort, IFC
actively supports access from member country capital markets to the
world markets. This work has until recently taken the form of IFC
sponsored, underwritten and/or placed portfolio investment funds ($1.3
billion in equity to date). More recently we have identified
opportunities for supporting high quality companies and financial
institutions in selected countries to gain similar access. Such
operations would increase investment flows through entirely private
channels for self-liquidating private sector investments. In the case
of India, IFC has an opportunity to sponsor development of an entirely
new source of funding. Financing for such investments is now funded
by Government borrowings through its DFI's, perpetuating heavy
reliance on public sector intermediation for large, strong private
sector companies. In India, we have an opportunity to replace such
arrangements with an entirely private sector channel. What we are
seeking is a flagship operation with high probability of success which
would have a strong demonstration effect for similar transactions to
follow.
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11. Both the Government and TISCO have confidence in IFC and both

have a strong desire for IFC's involvement in all phases of planning

this issue, including the choice of market in which offering is to be

made, the choice of instrument to be offered and its terms, selection

of lead underwriter, etc. IFC would play a key catalytic role in the

underwriting. This would be the Government's first step in permitting

Indian companies access to international capital markets. The

Government wishes to take all steps to ensure that this offering is a

success and is done on as fine terms as possible because it would set

the benchmark for other companies to follow.

12. We believe our presence in the underwriting would give

comfort to the other underwriters which would be selected and to the

subscribers to the securities offered. Our "umbrella" would be even

more important in the first Indian offering than was the case for,

say, the first Korea Fund offering.

13. As to IFC's profile in the underwriting this can be adjusted

according to your perception of the political circumstances at that

time. In any event, we would only be taking an underwriting exposure

of 10% to 15% of the issue after the co-lead underwriters have sold

down.

JParmar:bs
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November 30, 1988

For: Marianne Haug

Meeting with Mr. Venkitaramanan
Finance Secretary of India

I understand Mr. Conable will be seeing Mr. Venkitaramanan later
today.

During the past two days, the Finance Secretary has been
discussing with us the following:

(1) Trade Policy Loan - During the Annual Meetings the Indian
delegation had expressed interest in a quick disbursing trade policy loan
to help finance its import liberalization and export promotion program.
This week the Finance Secretary has indicated his continued interest in
Bank support, but cautioned that in this coming election year it may not be
possible to move forward with major trade liberalization and macroeconomic
adjustment reforms which could justify a Bank loan. Consequently, he has
three requests: (i) to continue with the analytical work which could
eventually form the basis of a loan package; (ii) to devote full attention
to the ongoing lending program and not be diverted by the prospects for a
policy-based loan, and (iii) to consider including some quick disbursing
project components in forthcoming industrial projects (petrochemicals and
electronics). We have reassured Mr. Venkitaramanan on these points, while
cautioning him that any quick-disbursing project components would have to
be justified on strictly project grounds, and not on general balance of
payments support. Therefore, the amounts, if any would be limited.

(2) Poverty alleviation - Mr. Venkitaramanan has reiterated his
interest in Bank support for India's poverty programs, especially its major
employment generation schemes. He was reassured yesterday by Messrs.
Qureshi and Fischer that the Bank did not have any "theological" objections
to supporting such schemes (which would still have to be justified on
efficiency and development effectiveness grounds). We are currently
analyzing the three major anti-poverty programs and expect to make
recommendations in the next 6-8 weeks. In our discussions, we have also
agreed to accelerate the processing of a number of other projects which are
designed primarily to alleviate poverty - these include a major rural water
supply scheme and two nutrition projects. Therefore, Mr. Conable can be
quite forthcoming in saying that we will be responsive to India's request.

In addition, Mr. Conable may want to discuss with Mr.
Venkitaramanan the forthcoming dinner in Montreal with the Indian Commerce
Minister, Dinish Singh. The Minister is a conservative on trade matters,
and Mr. Venkitaramanan may have some useful insights regarding India's
trade policies, its positions in the Uruguay Round discussions and Mr.
Singh's personal views on these matters.

Daniel Ritchie

cc: Messrs. Karaosmanoglu (ASIVP); Alisbah (AS4DR)



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: August 29, 1988

TO: Mr. Barber B. Conable

THROUGH: Moeen A. Qureshi KM
FROM: Bilse,! 4bah, Director, India Department

EXTENSION: 73592

SUBJECT: India - Proposed Meeting with Ms. Ela Bhatt

1. You may recall from your visit to India last November a very

dynamic member of Parliament, Ela R. Bhatt. She had a breakfast meeting

with Mrs. Conable shortly after you arrived in Delhi.

2. Ms. Bhatt, a lawyer by training and a trade unionist, is one of

the major advocates for women's rights in India. She founded the Self-

Employed Women's Association (SEWA), which works to improve working

conditions for thousands of women laborers, petty traders, home-based

producers. For the last 18 months she has been Chairman of the National

Committee on Self-Employed Women, which has just produced a comprehensive

report, presented to the Prime Minister last month, dealing with a variety

of women's issues. A copy is attached.

3. Ms. Bhatt plans to visit Washington from September 16-20, 1988

and has asked to meet with you (ref. her recent letter, copy attached). We

recommend that you try to meet with Ms. Bhatt and also suggest that if it

is convenient Mrs. Conable consider hosting a luncheon. If this can be

accommodated in your schedules we will make necessary arrangements.

Attachment

cc: Messrs. Karaosmanoglu (ASIVP), Rajagopalan (VPPRE), Kraske (NDO)

Humphrey, Ritchie, Skolnik (AS4)

TBlinkhorn:zj
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FL a. ATT
MEMVBER OF PARLIAMENT 90, Lqortn' Avenue..

( RAJYA $AMHA) NOW D*lhi,

l.B.1988

Dear Xr. Conable,

EnClosed ple* find a copy of the report of ths
Commission on Self "n1oY0. Women of which I was the

I hope it w411 be Usefil to your office. Your
conmwents, if any, wiIl be most precious for us.

I am visiting Washington du ing 16th to 20th
lefor that . will b' i N

a In New York, for few days. My contact
will bO Womehs World Banking Offic9 in Now York.

Please do coVey V'best wl hes and kindest regards
to Mrs. Conabl.

With regards,

I Yours sincerely,
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Mrs. Conable's Luncheon for Ela Bhatt

Monday, September 19, 1988

Participants

Mrs. Conable (Host)

Ms. Ela Bhatt

Visvanathan Rajagopalan, VP, PRE

Bilsel Alisbah, Director, AS4

Daniel Ritchie, Chief, AS4CO

Barbara Herz, Chief, PHRWD

Richard Skolnik, Chief, AS4PW

Anthony Measham, Chief, PHRHN

Marianne Haug, Assistant to President, EXC

Allan Berg, Nutrition Adviser, PHRDR

P. V. Bhide, Advisor, EDS12

Gotz Schreiber, Senior Economist, PHRWD

Ellen Schaengold, Country Officer, AS4CO
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1988 ANNUAL MEETINGS BRIEF

INDIA September 25, 1988

Meeting with: S.B. Chavan, Minister of Finance
R.N. Malhotra, Governor, Reserve Bank of India
S. Venkitaramanan, Finance Secretary

Population: 800 m (1987); Estimated Growth Rate: 2.1 X (1987);

GNP per capita: $ 302.74 (1987)

(US$ million) (US$ million)
Total Commitments to date: 30,297.90 FY88 Conmnitments: 2,972.20

of which: Disbursements: 2,225.44
Bank (114 operations) 15,074.90 Amortization: 519.95
IDA (176 operations) 15,223.00
Total Undisbursed: 12,137.45
Lending Program FY89-90: 5,233.00

Average Projection
Summary Data FY1983-87 FY1988

GDP growth 4.1 7.2 I Aid Group Meeting: Consortium
Export growth 6.5 6.7 Last Meeting: 6/20-21/88
Import growth 4.5 5.3 IMF Status as of: August 1988
Current Acc. Balance Z GDP -1.7 -1.6 Art. IV: Active
Gross Debt Service Ratio 17.4 24.1 I
Annual Inflation Rate 8.0 7.0 I

Background: Through adroit economic management and the onset of
excellent rains in June 1988, India has recovered well from the severe
drought of last year. However, excessive reserve losses in May-June
1988 are reason for concern. There are signs that the opposition
parties may be uniting to challenge the Gandhi Government in the next
election.

Issues likely to be raised by Delegation

1. IDA availability
2. Quick disbursing policy lending

Issues to be raised by Bank Management

1. Poverty Alleviation
2. Environment
3. Lending Strategy for the Industrial Sector
4. Nepal Multipurpose Projects
5. Disbursements

Attachments:

Five Year Lending Program FY88-91 (FY88 actual)
Biographical Information
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: April 11, 1988

TO: Mr. Barber B. Conable

Mr. Moeen A. Qureshi

THROUGH: Attila Karaosmanoglu, VP, Asia Region

FROM: Bils 6 0 ah, Country Director, India

SUBJECT: INDIA - Meeting with Finance Minister Tiwari;

Thursday, April 14, 1988, at 6 p.m.

1. India's Finance Minister, Mr. N. D. Tiwari, who is here this week

for the Development/Interim Committee meetings, is scheduled to meet with

both of you in Mr. Conable's office at 6 p.m. on Thursday, April 14. He

will be accompanied by Mr. Rao Sahib and possibly some other

representatives of the Indian delegation. I will also join you.

2. Both of you met with the Finance Minister during last year's

Annual Meeting (ref. my memorandum of September 30, 1987, copy attached).

Mr. Conable met with him at several points during the visit to India last

November (ref. Mr. Waide's note of December 8, 1987 on one of the meetings,

copy attached). A biographical note about the Minister is also attached.

3. We understand that the Minister will want to (a) explain to you

the broad thrust of Indian economic policy as reflected in the latest

budget; (b) welcome your emphasis in poverty alleviation and (c) discuss

India's need for increased concessional assistance. There are several

dimensions to the latter issue, as noted below. By way of background, IDA

lending to India has declined from SDR 1,983 million in FY79/80 to about

SDR 650 million in FY85/86 and has been further reduced to SDR 550 million

in FY87 and SDR 535 million in FY88. The specific concerns expected to be

mentioned by the Finance Minister, and suggested responses, include the

following:

(a) Parity with China: Indian officials have consistently

expressed concern about further erosion of their IDA share as

a consequence of possible future increases of China's share.

Response: During the 1987 Annual Meeting discussion,

Mr. Qureshi carefully explained the background of the 30%

limit placed on the combined India/China share during the

IDA-8 period. He also pointed out that in FY88 the

allocation to India is SDR 535 million while that to China is

SDR 425 million. He indicated that in dollar terms the

allocation to India during IDA-8 would not fall, but he also

acknowledged that China was pressing strongly for parity with

India. Mr. Qureshi did not make any promises about what

would happen in FY89 and FY90 (i.e., whether parity would be

achieved or whether India would continue to maintain a slight

edge). He did, however, promise that any future changes

would be totally transparent to India and would be discussed

with the Government. Since then, Mr. Conable has indicated

P-1 867
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to the Chinese, during his recent visit, that China would
become the largest IDA borrower in the next several years.
The Indians undoubtedly would not wish to see this happen, so
we will need to consider carefully how best to handle this
with the Government representatives.

(b) Poverty Alleviation: India has also emphasized that more
concessional assistance will be needed if the country is to
increase its efforts to alleviate poverty. On a number of
occasions, authorities have raised the question of IDA
reflows, pointing out that these are primarily from India, and
have asked whether these reflows could be targetted for India
for poverty alleviation activities.

Response: Poverty alleviation is a key objective of Bank's
overall assistance effort in India and it will receive new
emphasis in the next five years through increased work on
human resource development, key areas of agriculture and
initiatives to help poorer women, among others. As you know,
the Bank-wide Poverty Task Force has just issued its draft
report, which, among other things, recommends use of IDA
reflows (which are projected to rise from $227 million in FY90
to about $510 million in FY95) for a Special Poverty Fund.
Since the report has not been discussed by the Policy
Committee, it may be premature to mention any details, but you
may wish to indicate that the Bank is exploring a number of
ways to increase its support for poverty alleviation.

(c) FY88 IDA Allocation: As noted above, the IDA allocation for
FY88 is SDR 535 million (US$712 million at the current conver-
sion rate). Of this, some $360 million have already been
approved by the Board for the Dairy and Drought projects. The
rest is targetted for three projects in the human resources
and agriculture areas. However, because of some delays in
getting certain Indian states to take necessary steps to
process a proposed Seeds project, there is some concern by
Indian officials that the project will slip out of FY88 and
India will lose its full allocation. They suggest that if
this is to happen, the Bank should be prepared to allocate the
IDA funds that would have gone for Seeds to an infrastructure
project (e.g., power) that has a better chance of being con-
sidered this fiscal year and for which only IBRD financing has
been earmarked.

Response: We prefer to continue to allocate scarce IDA
resources for poverty alleviation (including certain agricul-
ture subsectors), social sectors and human resource develop-
ment rather than for industry or infrastructure. There are
options in the current FY88 Lending Program for adjusting
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lending amounts and composition so that the full IDA alloca-
tion for India this fiscal year (SDR 535 million) will be
absorbed. Specifically, the Tamil Nadu Urban project, which
is scheduled for Board consideration in June, now shows an
IBRD/IDA blend and could legitimately become a full IDA
project. With a slight increase in the share of IDA funding
of project costs (to about 65%) the remaining IDA funds could
be fully absorbed.

(d) Project Closing, Cancellation: We are in the process of
terminating a power project (Indira Sarovar) and two irriga-
tion (Madhya Pradesh Medium and Orissa Irrigation). In the
case of the latter two, the closing dates have passed and
overall performance to date does not warrant consideration of
extensions. A total of about US$50 million in IDA funding
remains undisbursed in the two projects. The Indian officials
may propose that such amounts be retained for India and retar-
getted for other useful purposes. In the case of the Indira
Sarovar Power project, a loan of $157.4 million and a Special
Fund Credit of SDR 134.4 million were approved in May 1984 1/
and the project became effective in November 7, 1985.
However, project implementation has been held up for about two
and a half years because of failure of the Government to
provide the required forest clearance. The main issue was
whether the reafforestation plan could exactly reproduce the
forest lost to the project. The project will inundate some
5500 hectares of forest. An initial plan was prepared but GOI
ordered a review of that plan after project appraisal. Owing
to differences of opinion between the Center and the State on
the quality of the plan and to political complications, the
government has not been able to give necessary clearances,
after more than two years. We feel we have no other recourse
but to terminate our involvement in this project.

Response: Each of these project issues involves some very
difficult and sensitive considerations. Perhaps more perplex-
ing is the case of Indira Sarovar, where the problem is not
"non-performance" in a traditional sense. Instead, the issue
relates to a concern about protection of an environmental
resource, forests, a concern we share. However, we feel
sufficient time has bee given to resolve this matter and the
unresolved situation should not be allowed to continue.

1/ Owing to a shortfall in the Special Fund, IDA made available SDR
12.4 million.
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On the two irrigation projects, we have bent over backwards to
work with project officials on a variety of issues --
resettlement, proper planning and implementation of works,
etc. -- but their response has consistently been inadequate
and the implementation record very poor. We feel we have no
other recourse but to allow the projects to close, even though
there will be some undisbursed IDA funds. The Indians are
likely to press for extensions of the closing dates for both
projects, to ensure the completion and to protect IDA funds.
While the Bank has generally been very accommodating on exten-
sion of closing dates in India, particularly where there is
evidence that project authorities are making best efforts and
when circumstances beyond their control are largely respon-
sible for delays, we believe there is no reasonable justifica-
tion for our continued involvement in these two projects.

Attachments (3)

cc: Messrs. Kraske (NDO); Wiehen (ASIVP); Golan (ASTDR); Ritchie,
Greene, McCarthy, Skolnik, Lafourcade, Gould (AS4);

Ms. Haug (EXC)
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E CRID BANK 'PNATC\AL \NANCE CORPCPAT;ON

OFFICE NiEMORANDUM
DATE. September 30 , 1987

TO Files

FROM: Bilsel Alis

EXTENSION: 7-3592

SUBJECT Mr. Conable's Meeting with the Minister of Finance

1. The Minister of Finance for India, Mr. Tiwari and Mr. Conable
met on Saturday, September 26, 1987. The Indian Delegation consisted
of the Minister, Messrs. Rao Sahib, Venkitaraman, Bajaj and Vasudev.
The Bank's representatives included Messrs. Qureshi, Karaosmanoglu,
Waide, Ms. Haug and myself.

2. Much of the discussion was taken up by the drought situation.
The Minister expressed appreciation on behalf of the Prime Minister for
Mr. Conable's letter of concern and offer of help. He outlined both the
magnitude of the drought and the Government's programs for helping those
affected by it. The Government estimated that 30% of the present crop
will be lost. There was also a serious shortage of drinking water and
fodder. Power generation and the next crop would also be affected.
Fortunately, thanks to the successful agricultural policies of the
Government, there were significant stocks of food grains. Nevertheless,
the drought would have a serious impact on the balance of payments as
well as on the budget. To minimize the budgetary impact of the drought,
the Government had just announced additional revenue measures.

3. In context of this discussion, Mr. Qureshi inquired what
impact the drought would have on the policies of the Government to open
up the economy and increase competition through increased imports.
Mr. Venkitaraman responded that the drought would put pressure on these
policies and would strengthen the hand of vested interests which oppose
such liberalization. However, he indicated it was the Government's
policy to continue the process and to avoid any reversal. This, however,
would require adequate foreign exchange resources. In this context, the
Bank's proposed assistance to alleviate the impact of the drought would
be very much welcomed.

4. Mr. Conable reaffirmed the Bank's desire to assist India in
this period of difficulty.

5. Other subjects discussed included:

(i) The undisbursed pipeline. Mr. Conable called attention to the
growing size of the undisbursed pipeline in India. He indicated
that it was important, bcth for the Bank and for India, to speed
up the utilization of resources already committed. The
Government representatives indicated that they share this con-
cern and are working with the Bank on specific measures. They
pointed out that some improvement in the rate of disbursements
is already visible. The Minister explained that some of the
disbursement problems are attributable to India being a
democratic society in which resettlement or land acquisition



Files - 2 - September 30, 1987

problems often cause unforeseen delays in project

Implementation.

(ii) India's IDA share. The Minister and the Indian Delegation

expressed concern that India's IDA share continued to decline.

Given the size of the population and the magnitude of the

poverty problem, concessional aid has an important role to

play. Mr. Conable indicated that unfortunately, the total

availability of IDA is limited and that there are other

claimants. Nevertheless, he also indicated sympathy for the

Government's concern. (This subject was much more

extensively discussed on Monday, September 28 with the Indian

Delegation at Mr. Qureshi's breakfast. See Mr. Ritchie's

memorandum to Files of September 30.)

(iii) Poverty Alleviation. Mr. Conable and Mr. Qureshi both referred

to the emphasis that would be placed in Mr. Conable's speech

and in consequent actions, on the elimination of the worse

forms of absolute poverty by the year 2000. They pointed out

that this objective has been adopted very much with India in

mind, and is based on India's own objectives. They indicated

that we look forward to working with the Government to realize

this objective.

(iv) Mr. Conable's visit to India. Both the Minister and Mr. Conable

indicated that, they looked forward to this visit which would

provide an opportunity for Mr. Conable to better appreciate the

development of challenge facing India.

cc: Messrs. Qureshi, Karaosmanoglu, Waide

India Division Chiefs

BAlisbah:ia
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PFFICE NENORAND LJ

Dates December 8, 1987

To: Mr Bilsel Alisbah, AS4DR

Froa3 E. Bevan Waide, NDO *

Subjects Notes on r Co ' it to Indiat Novesber 4-9, 1987

Mr Conable arrived from Pakistan On Nednesday evening, November4, accOepanid by his wife, Charlotte. They were warmly greeted by theFinance Secretary, Mr Venkitarasanan and. sub sequently flown by airforce
plane to Agra, where the party was received by yr Ammar Rizl, a Ministerin the U.P. government. The full Itinerary is attached. After a thoroughprogram of visits to historical sites, a roadside village and a leather
factory producing unfashionable footwear items for the Soviet market, theparty returned to Delhi the next day. There wert no discussions ofparticular importance during this part of the trip. At the dinner inDelhi for Mr and Mrs Conable that evening, hosteA by Mr Narayan Datt
Tiwart Finance Minister, the Minister was thoughtful and war in hisgreetings, as was Hr Conable in his response, and this set a fine tone forthe ensuing meetings.

Friday, November 6, saw the mein discussions with 601 ministers.The Einane NInist said that the drought was having a serious impactbut, despite significant releases of funds for drought assistance and foredible oil importst the seventh five year plin would be virtually fullyfunded. He hoped that there would be no further diminution in IDA flowsin the future, or in India's share of IDA, IDA being critical for progressin poverty alleviation in india. He hoped that IDA r tflows, phichrorerising, would be used for India's benefit,

Mr Conable made a number of supportive remarks about India'sperformance and stressed that he would continue to give public support forIndia's efforts. In private, hosever, he hoped there would be a frankdialog based on the Banks studies and the experience of others. He hopedthis dialog could extend into the fields of poverty alleviation andeducation.

The Finance Minister shared and .elcomed Nr Conable's stress oneducation, and noted that the Pr- 'Minister had taken the initiative,early in his term, for a policy reviw. It was. essential that India moveaway from the philosophy, first articulated by Lord Macaulay in 1932,under which the civil service was subservient to colonial needs andstressed conformity by clerks and lower level white collar officials.Educational stress must be put on vocational training and work flexibility-- with which Mr Conable very such agreed. Mr Conable indicated that hewould like to be able to support tchnicel training in urban and ruralareas and also hoped it would be possible for the Bank to help improverates of literacy.
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ary the Finance Secretary had again reiterated his point about the

Pressure of mission., by stressing his hope that a drought loan could

shortly be Agreed, that disbursements 
Could be accelerattd, 

and that the

lank' Speed of response would be enhanced by the reorganisation.



ATTACHMENT 2

BIOGRAPHICAL INFORMATION

Mr. N.D. Tiwari, Finance Minister (Governor, World Bank)

Mr. Tiwari became Minister of Finance in July 1987. Prior to that
time he held the post of Minister of Foreign Affairs (September 1986 to
July 1987) and Minister of Industries (1981-84). Mr. Tiwari has had a
long, distinguished career in Indian politics. He is from Uttar Pradesh,
the same state as the Nehru family, and was active in state politics from
an early age. During the 1970s he served as Chief Minister from 1976-77
and held various ministerial portfolios in the state government; he was
elected to the lower house of parliament in 1980. In 1984, he was asked
by the Prime Minister to return to Uttar Pradesh as Chief Minister and
remained there until his appointment as Minister of Foreign Affairs in
1986.



THE WORLD HANK INTFRNATLONAL HNANCE CORPORATION

OFFICE MEMORANDUM
DATE : April 18, 1988

TO : Files

FROM : Daniel Ritchie, Chief, AS4CO

SUBJECT : INDIA - Meeting of Minister of Finance
with Mr. Conable

1. The Indian Minister of Finance Mr. N.D. Tiwari met with
Mr. Conable on April 14. Also present from India were Messrs. Bimal Jalan
and J.L. Bajaj, G.D. Mehrotra from the Department of Economic Affairs, New
Delhi, and Messrs. Rao Sahib and Vasudev from the Executive Director's
Office. Ms. Haug and Messrs. Stanton, Alisbah and Ritchie attended from
the Bank.

Economic Performance

2. Mr. Tiwari reported on India's recent economic performance.
Despite the drought, overall growth during 1987/88 had been about 1-2%.
Cereal output had declined by 10-15 million tons, but this had been offset
by vigorous growth in industry (9%). Exports had grown by 25 percent.
Government had raised $3.5 billion in additional revenues to meet the
added costs of the drought, and inflation had been controlled.

3. Mr. Conable congratulated the Minister on the performance of the
economy, and urged continuation of the industrial liberalization and
export promotion processes. Mr. Tiwari indicated that in his February
budget submission and in the trade reform message he issued in March,
there were number of innovations and further steps toward liberalization.

IDA Share

4. Turning to the Bank's program, Mr. Tiwari congratulated Mr.
Conable on the results of the GCI effort. He thanked the Bank for its
continued active support in lending, which would reach $2.8 billion this
year. At the same time, he expressed India's concern over its falling IDA
share. Mr. Conable indicated that there were so many competing claims on

IDA, it was difficult to satisfy all of them fully.

Cost of Bank Funds

5. Mr. Tiwari also expressed concern about the cost of Bank funds,
and the increased obligations incurred by India because of the currency

mix of the debt. India owed $2 billion more because of the appreciation
of these currencies against the dollar. He indicated that Parliament had
expressly requested he raise this issue with Mr. Conable. Mr. Conable
indicated that the Board was about to consider some relief measures,

including elimination of commitment fees for IDA and liberalization of
IBRD terms.

P-18
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Poverty Alleviation

6. Mr. Tiwari enquired about the Bank's future intentions in poverty
alleviation, and whether IDA reflows could be used for financing poverty-
related activities. Mr. Conable indicated that this would be considered
in the context of the Poverty Task Force report (which was recommending a
Poverty Fund).

Lending Activities

7. Mr. Conable stressed the importance the Bank placed on education.
Mr. Tiwari indicated that the Government welcomed Bank involvement in
vocational training. He mentioned the major effort underway to improve
primary education through Operation Blackboard. Mr. Conable indicated he
had advised the Prime Minister, Mr. Gandhi, that we were prepared to
support education expansion. Mr. Tiwari promised to discuss with the

Prime Minister what else the Bank might be asked to do in the education

sector.

8. Mr. Conable also offered the Bank's support to Regional develop-

ment projects. Mr. Bajaj indicated that agreements had now been reached
with Nepal on the proposed Karnali project. The Canadians would be

financing the feasibility study.

9. Mr. Conable concluded the meeting by reiterating the importance he

placed on effective collaboration between India and the Bank.

Cleared with and cc: Mr. Alisbah

cc: Messrs. Conable, Stanton, Karaosmanoglu, Ms. Haug, India Division Chiefs

DRitchie:ns



THE WORLD BANK INTFRNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE : April 18, 1988

TO : Files

FROM : Daniel Ritchie, Chief, AS4CO

SUBJECT : INDIA - Meeting of Minister of Finance
with Mr. Conable

1. The Indian Minister of Finance Mr. N.D. Tiwari met with
Mr. Conable on April 14. Also present from India were Messrs. Bimal Jalan
and J.L. Bajaj, G.D. Mehrotra from the Department of Economic Affairs, New
Delhi, and Messrs. Rao Sahib and Vasudev from the Executive Director's
Office. Ms. Haug and Messrs. Stanton, Alisbah and Ritchie attended from
the Bank.

Economic Performance

2. Mr. Tiwari reported on India's recent economic performance.
Despite the drought, overall growth during 1987/88 had been about 1-2%.
Cereal output had declined by 10-15 million tons, but this had been offset
by vigorous growth in industry (9%). Exports had grown by 25 percent.
Government had raised $3.5 billion in additional revenues to meet the
added costs of the drought, and inflation had been controlled.

3. Mr. Conable congratulated the Minister on the performance of the
economy, and urged continuation of the industrial liberalization and
export promotion processes. Mr. Tiwari indicated that in his February
budget submission and in the trade reform message he issued in March,
there were number of innovations and further steps toward liberalization.

IDA Share

4. Turning to the Bank's program, Mr. Tiwari congratulated Mr.
Conable on the results of the GCI effort. He thanked the Bank for its
continued active support in lending, which would reach $2.8 billion this
year. At the same time, he expressed India's concern over its falling IDA
share. Mr. Conable indicated that there were so many competing claims on
IDA, it was difficult to satisfy all of them fully.

Cost of Bank Funds

5. Mr. Tiwari also expressed concern about the cost of Bank funds,
and the increased obligations incurred by India because of the currency
mix of the debt. India owed $2 billion more because of the appreciation
of these currencies against the dollar. He indicated that Parliament had
expressly requested he raise this issue with Mr. Conable. Mr. Conable
indicated that the Board was about to consider some relief measures,
including elimination of commitment fees for IDA and liberalization of
IBRD terms.

P- 18
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Poverty Alleviation

6. Mr. Tiwari enquired about the Bank's future intentions in poverty
alleviation, and whether IDA reflows could be used for financing poverty-
related activities. Mr. Conable indicated that this would be considered
in the context of the Poverty Task Force report (which was recommending a
Poverty Fund).

Lending Activities

7. Mr. Conable stressed the importance the Bank placed on education.
Mr. Tiwari indicated that the Government welcomed Bank involvement in
vocational training. He mentioned the major effort underway to improve
primary education through Operation Blackboard. Mr. Conable indicated he
had advised the Prime Minister, Mr. Gandhi, that we were prepared to
support education expansion. Mr. Tiwari promised to discuss with the

Prime Minister what else the Bank might be asked to do in the education
sector.

8. Mr. Conable also offered the Bank's support to Regional develop-

ment projects. Mr. Bajaj indicated that agreements had now been reached
with Nepal on the proposed Karnali project. The Canadians would be

financing the feasibility study.

9. Mr. Conable concluded the meeting by reiterating the importance he

placed on effective collaboration between India and the Bank.

Cleared with and cc: Mr. Alisbah

cc: Messrs. Conable, Stanton, Karaosmanoglu, Ms. Haug, India Division Chiefs

DRitchie:ns
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: March 4, 1988

TO: Mr. Barber B. Conable, EXC (Through Mr. Moeen A. Qureshi, SVPOP)

FROM: Attila Karaosmanoglu, ASIVP*

SUBJECT: INDIA - Technical Assistance to the Steel Industry under the
Industrial Finance and Technical Assistance Project

1. In response to your request to Mr. Alisbah, I am writing to provide
you with background information on Bank assistance to the Steel Industry
under the proposed project, which is scheduled for Board consideration of
the Executive Directors on March 29. Under the proposed project, the Bank
would provide:

a) US$310 million to be relent to the Industrial Development
Bank of India Limited (IDBI) and the Industrial Credit and
Investment Corporation of India Limited (ICICI) to finance
their multi-purpose industrial credit programs; and

b) US$50 million to the Steel Authority of India Limited (SAIL)
to finance technical assistance needed to support the
restructuring of the steel industry. The technical assis-
tance loan would finance the following five studies:
Corporate Planning, Environmental Management, Training,
Fertilizer Distribution System and the Rehabilitation of an
Alloy Steel Plant. The technical assistance loan would
finance training, consultant services, and techncial assist-
ance related equipment. The technical assistance related
equipment includes $18.2 million for polution monitoring
equipment needed to estimate the requirements for future
investments in control equipment, US$5 million for equipment
needed to support training programs and US$8.2 million needed
to support the fertilizer distribution study through trial

evaluation of equipment for material handling and packaging.

2. Recognizing the central importance of steel in improving the over-
all efficiency of the industrial sector in India, the Bank undertook a study
of the steel sector which culminated in Report No. 6599-IN, India Steel
Sector Strategy Report, dated July 27, 1987. The study concluded that while
the price of steel is high and the quality low by international standards,
much of the problem could be remedied through effective efforts to restruc-
ture the assets and rationalize the management of the steel industry.
Following the completion of the Report, it was our intention to fund a steel

sector restructuring program in India through a series of three loans
financing the physical rehabilitation of plant and equipment and supporting

P-1867
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major adjustments in the policy framework. Following your decision in March
1987, the Bank informed the Government of India that it would not be able to
finance a major restructuring effort in the steel sector. The Government of
India strenuously objected to this decision feeling that the Bank could play
an important part in helping to rehabilitate this crucial subsector. The
Government as a compromise requested the Bank to finance a technical assis-
tance effort in the context of one of our other industrial projects. We
asked for Mr. Qureshi's views in Mr. Alisbah's memorandum, dated June 6,
1987, and he agreed that we could proceed on this basis provided that (i)
the India Authorities would be prepared to accept technical assistance in
lieu of any direct steel financing; and (ii) any hardware components be an
integral part of the technical assistance effort rather than modernization
of steel plant and equipment. The technical assistance component of the
proposed project satisfies these requirements and those in Mr. Stern's
earlier instructions for Bank Investment in Steel contained in his memoran-
dum of March 18, 1987.

3. In explaining the component to the United States and other
Executive Directors, the above background and the following additional
points may be relevant:

a) The Indian Government has made substantial investments
in the steel industry, which has assets amounting to
Rs.70 billion (US$5.4 billion). Recent imports of steel
amount to about 1-2 million tons per year(mtpy), represent-
ing an annual import bill of US$300-600 million. Demand
is projected to rise from the present production level of
9 mtpy to 24 mtpy by the year 2000, implying that India must
either double its domestic capacity, or face a steel import
bill of US$3 billion per year. While India has the potential
to produce steel efficiently, the existing assets will have
to be rehabilitated and operated better in order to realize
this objective. The availability of low cost quality steel
would provide benefits throughout the economy contributing
to a lowering of overall industrial production cost. Thus,
rehabilitation of the steel industry is a major development
priority.

b) India will remain a net importer of steel for many years to
come and the Government's restructuring program focusses
entirely on the rehabilitation of existing assets. India is
thus not likely in the forseeable future to be a threat to
the U.S. or other export markets.

c) About 80% of large scale production of steel comes from the
public sector steel company, SAIL, and rehabilitation of
its assets and operations is the logical place to begin the
effort to modernize the industry. SAIL has excellent
senior management and is being given greater autonomy in its
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operations. Privatization is not an immediate option and
not a realistic objective for this technical assistance loan,
which would focus on enabling SAIL to improve its management
efficency and to implement its restructuring program. Had we
proceeded with a major involvement in the sector, as originally
envisaged, we would have been able to pursue privatization as
a medium term objective.

4. I hope the above information is helpful in dealing with questions
on this subject. Please let us know whether we can be of further
assistance.

cc: Mrs. Haug
Ms. Maguire

MAGould/cbm



WORLD BANK OTS SYSTEM

OFFICE OF THE PRESIDENT

CORRESPONDANCE DATE : 87/09/22 DUE DATE : 00/00/00
LOG NUMBER : 870925025 FROM : Mr. Gandhi, Prime Miu,

SUBJECT : INDIA--The Drought Situation in India and how the Bank

can be most Responsive

OFFICE ASSIGNED TO FOR ACTION Mr. M. Qureshi (E-1241) I 04V

ACTION:

APPROVED
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FOR YOUR INFORMATION

FOR YOUR REVIEW AND RECOMMENDATION

FOR THE FILES

PLEASE DISCUSS WITH
PLEASE PREPARE RESPONSE FOR SIGNATURE
AS WE DISCUSSED

RETURN TO

COMMENTS The Letter's contents will be discussed at the Bilateral
Meeting during the Annual Meetings. Date: 9/27 at 4:30
cc:

- M AP



PRIME MINISTER

New Delhi
September 22, 1987

Dear Mr. Conable,

Thank you for your letter of August 31. I appreciate your

expression of concern on the drought situation and the offer of help

from the World Bank.

The drought is indeed exceptionally severe, and affects more

than half the country. It will have an adverse effect on agricultural

production and rural incomes and employment. Fortunately, the economy

is in a strong position to meet this challenge. Large scale rural works

programmes have been launched which will provide employment while

also strengthening water management and conservation capability. We

are also making a concerted effort to maximise production from the

winter crop. While stocks of foodgrains are comfortable, we will need

to import additional quantities of essential items such as edible oils

and pulses. Our objective is to manage the situation while simultaneously

protecting investment levels and maintaining the tempo of development

in the economy.

You will be meeting the Finance Minister in Washington at the

time of the Annual Meetings and he will apprise you of the details of our

.... 2
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strategy for managing the drought. He will also discuss with you further

ways in which the World Bank can best support the development effort

in India in this difficult situation.

Yours sincerely,

Mr. Barber B. Conable,
President,
The World Bank,
Washington D.C. 20433
U.S.A.



THE WORLD BANK/ INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: September 25, 1987

TO: Mr. Barber Conable, President

THROUGH: Mr. Moeen Qureshi, SVP

FROM: Attila Karaosmanoglu, VP, ASI

SUBJECT: INDIA - Drought Assistance

1. You and Mr. Qureshi are meeting the India Delegation on Sunday,

September 27. Bank support for the drought rehabilitation effort is on

the agenda.

2. As you know, Mr. Gandhi has responded positively to your offer

of Bank support. He indicated in his letter of September 22 that the

Finance Minister will (i) apprise you of the details of the strategy for

managing the drought; and (ii) discuss ways in which the Bank can best

support "the development effort" in this difficult situation.

3. Mr. Gandhi's letter also says that the Government's objective

"is to manage the situation while simultaneously protecting investment

levels and maintaining the tempo of development in the economy."

4. In your meeting with the Minister, Mr. Tiwari, you should stress

that the Bank fully endorses this objective and stands ready to assist

in a significant way. You should also ask him to provide explicit indica-

tions of how the Government plans to achieve this objective.

5. You should ask the Minister to provide the Bank with a statement

of the Government's plans for continuing the economic adjustment process

which has been underway for some time, particularly in the areas of export

policy, trade policy and industrial regulation.

6. To help protect investment levels, we are prepared to adjust

some of our projects under implementation to increase disbursements and

reallocate funds to urgent drought-related needs. This might yield up to

$200 million over the next 12 to 18 months.

7. To help maintain the tempo of development, we are also willing

to consider financing a free standing balance-of-payments support

loan/credit of about $300 million. The basic objective would be to enable

the Government to maintain the pace and direction of economic reform, in

particular to avoid tightening of restrictions on imports and reimposing

domestic regulatory controls.

8. You may wish to stress that this quick response by the Bank

should also be used as an opportunity to consider together longer-term

P-1 867
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drought amelioration measures, especially now with the publication of a

National Water Policy. The Bank is ready to intensify its involvement in

rainfed agricultural development: watershed management, research and

extension, soil and moisture conservation programs, etc.

9. The major point to be emphasized is the rationale of this

project to help sustain the Government's program of economic policy chan-

ges during a very difficult time.

cc: Messrs. Alisbah (AS4DR); Dubey (EAS); India Division Chiefs

STalbot:caz



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

BARBER B. CONABLE
President

August 31, 1987

Dear Mr. Prime Minister,

As reports on India's severe drought reach us, we are increasingly
concerned, as I know you are, that the consequences of this disaster
threaten both India's economy and the welfare of its people..

At a time of such acute difficulty for India, I want you to knowthat the World Bank stands ready to do all we can to help your Government
overcome the losses from this destructive drought.

Although the World Bank's role as a development institution limitsin some ways our potential response to a natural disaster, we are preparedon an urgent basis to determine how we might directly support potential
drought rehabilitation measures, such as in the agricultural sector wherethe World Bank and India have collaborated so fruitfully over the years.In addition, we could explore ways to help India ensure that adequate
financial resources are available for development purposes.

I have asked my staff to consider how we might offer assistance inthese areas. Let me assure you that a team of World Bank staff could
leave for India on short notice to determine with your Government the
support the World Bank might provide.

We look forward to working with you and your Government closely
both during this critical period and into the future.

Sincerely yours,

His Excellency
Rajiv Gandhi
Prime Minister
Government of India
New Delhi, India

cc: Messrs. Qureshi, Karaosmanoglu, Alisbah
Ms. Haug



August 24, 1987

Dear Mr. Minister:

It is indeed good to know that you have

been appointed Governor for India on the Board of

Covernors of The World Bank. Congratulationst

The Executive Directors, officers and Staff

join me in extending to you a warm welcome. We look

forward to your participation in the affairs of the

Bank.

On a personal note, I hope to have the

opportunity of greeting you here in Washington at

the time of the Annual Meetings.

Sincerely,

Barber B. Conable

The Honourable

Narayan Dutt Tivari
Minister of Finance
Ministry of Finance
North Block, Central Secretariat
New Delhi 110 001, India

cc: Mr. Rao Sahib
Mr. Alisbah
Mr. Kaffenberger

ETSanidad:jlk



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE August 4, 1987

TO Mr. T.T. Thahane, Vice President and Secretgg 4 2:
FROM C.M. Vasudev, EDS12 OEEsiE

EXTENSION 75403

SUBJECT Governor and Alternate for India in the Bank Group

Government of India have intimated that with effect from

31st July 1987 Mr. Narayan Dutt Tiwari, Finance Minister, wil be

India's Governor in Bank Group in place of Mr. S. Venkitaramanan,

Finance Secretary. From the same date, Mr. S. Venkitaramanan

will be Alternate Governor for Bank Group.

Government of India have also intimated that official

intimation to Bank and Gazette Notification are being issued.

DISTRIBUTION

TO- Executive Director
Country Director, Bank
Investments Director, IFC
File Credential

E. T. Sanidad
FROM - SECRETARY'S DEPARTMENT
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THE WORLD BANK
Washington, D.C. 20433

U.S.A.

BARBER B. CONABLE
President

July 30, 1987

Dear Mr. Ambassador:

Thank you for the message from Ambassador N. Krishnan,
Special Envoy of Prime Minister Rajiv Gandhi for Africa. I would
be grateful if you would be so kind to transmit the attached
reply to Ambassador Krishnan.

With best regards.

Sincerely,

His Excellency

P. K. Kaul

The Ambassador of India
Embassy of India
2107 Massachusetts Ave., N.W.
Washington, D.C., 20008

Enclosure



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

BARBER B. CONABLE
President

July 30, 1987

Dear Mr. Ambassador:

Ambassador Kaul has kindly transmitted your message inviting the
World Bank to nominate a representative to attend the meeting of the Africa
Fund Committee in New Delhi on August 4-7. I am pleased to inform you that
Harold W. Messenger, Chief of Country Operations for our Southern Africa
Department, will represent the Bank at the meeting. As I informed Minister
Tiwari by letter dated April 29, 1987, the World Bank very much supports
the objectives of the Africa Fund and is prepared to cooperate in ensuring
that these important financial resources are used effectively to assist the
African states to achieve economic independence. Please accept my best
wishes for a successful meeting.

Sincerely yours,

His Excellency
N. Krishnan
Special Envoy of Prime Minister Rajiv Gandhi

for Africa
Ministry of External Affairs
Government of India
New Delhi, India



THE WORLD BANK! INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: July 20, 1987

TO: Distributi n

FROM: ThomasC nhkhorn, Acting Chief, AS4CO

SUBJECT: India - Election of New President

1. We have just learned from the New Delhi Office that
Mr. R. Venkataraman, Vice President of India since 1984, has been elected
eighth President of India. He will be sworn in and take office on
July 25.

2. Since Mr. Venkataraman has had close links with the Bank in the
past, the Delhi office proposed that the President send a message of
congratulations. After consulting with Ms. Haug in Mr. Conable's office,
it was decided to send the attached telex out from the India division
under Mr. Conable's name since he will not be back in the office until
next Monday.

3. Mr. Venkataraman, who is 77, was a member of the Planning
Commission from 1967-71 and was involved in various aspects of the Bank's
work in India. Subsequently, he was Finance Minister in Mrs. Gandhi's
cabinet (1980-82) and served as Governor of the World Bank from 1980-83.
A lawyer and labor leader, he is very highly respected and regarded as a
specialist in economic affairs.

Attachment

cc: Mr. Qureshi; Ms. Haug

Distribution

Messrs. Karaosmanoglu (o/r), Kaji, Yenal, Alisbah (o/r), Ritchie (o/r),
Skolnik, Gould, McCarthy, Lafourcade, Kraske, Mrs. McLaughlin,
India Division Staff

TBlinkhorn:zj
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WORLDBANK MSS

ZCZC 34CC0026 S4CS0046

WDIAL

REF : AS4CO

OINFO

-SUBJECT: ELECTION OF PRESIDENT

-DRAFTED BY: TBLINKHORN:ZJ EXT 32264

-AUTHORIZED BY: THOMAS BLINKHORN

-CC: MR. RAO SAHIB (EDS)

iBRDNEW

-INTBAFRAD 7 NEW DELHI7 INDIA

-ATTN: MR. BEVAN WAIDE

BT

WASHINGTON, D.C. JULY 20, 1987

FOR BEVAN WAIDE. GRATEFUL IF YOU COULD TRANSMIT THE FOLLOWING
TELEX TO MR. VENKATARAMAN ON BEHALF OF MR. CONABLE.
DUOTE ON BEHALF OF THE WORLD BANK .MAY I EXTEND WARMEST
CONGRATULATIONS ON YOUR ELECTION AS PRESIDENT OF INDIA. YOUR
PAST ASSOCIATION WITH THE BANK AND MANY OF ITS ACTIVITIES IS WELL
REMEMBERED HERE AND WE WISH YOU EVERY SUCCESS IN YOUR NEW
POSITION UNQUOTE.

BEST REGARDS, BARBER CONABLE, PRESIDENT, INTBAFRAD.

=07201646

IN DROPCOPY OF:S4CR
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: June 12, 1987

TO: Files

FROM: Thomas linkhorn, SCPO, ASAIN

SUBJECT: INDIA - Visit of Government Official

1. On Monday, June 8, 1987, Mr. S. Venkitaramanan, Finance

Secretary to the Government of India met with Mr. Qureshi and then
Mr. Conable. The Finance Secretary was accompanied by Mr. Rao Sahib and
Mr. Vasudev. Messrs. Karaosmanoglu, Alisbah and myself attended both
meetings; Mr. Baudon was in the meeting with Mr. Qureshi and Mrs. Haug
with Mr. Conable.

Meeting with Mr. Qureshi

2. The Finance Secretary opened the discussions by emphasizing the
importance India attaches to the annual India Consortium meetings. He
noted that India's was the first consultative group convened by the Bank
and that the President of the Bank chaired the first meeting. He then
expressed the Government's wish that the level of Bank/IDA lending could
be maintained about the FY87 total (US$2.8 billion), explaining that
commitments of this magnitude, together with increased external flows from
other sources, were critically needed to help maintain a sustainable
balance of payments position during a difficult transition period as the
Government moves ahead with industrial and trade reforms. He stated that
a careful plan for the mobilization and transfer of resources to India was
needed.

3. With respect to the Bank's role, Mr. Venkitaramanan said we
needed to examine the most appropriate vehicles for future lending --
whether the traditional project approach, or non-project mode or a com-
bination of the two. He intimated that the Government was not averse to
considering some form of understanding with the Bank about the broad
directions of policy reform efforts. However, he stressed the need for
delicacy in the conduct of this kind of dialogue because any hint publicly
that the Government was undertaking, or even contemplating, policy change
at the behest of the Bank would be damaging and counter-productive, given
India's political sensitivities concerning national sovereignty. He
specifically mentioned the following areas in which the Government was
interested in Bank assistance.

(a) Electronics: Foreign financing needed to purchase com-
ponents to facilitate reform programs. (Bank sector report
on electronics recently completed.) Lending operation might
involve combination traditional project approach plus fast
disbursing component in support of policy actions taken or

P-1867
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underway. Japan is interested in collaboration. One pos-

sible interesting feature: Women's employment generation
through village cooperatives. (Note: There is an
Electronics project in the program for FY89(S).

(b) Automotive: Bank assistance needed to deal with many
problems in this field. Movement on reform of "entry"

policies may be difficult since policy changes already taken

are having an adverse impact on some firms and resistance is

growing to further change. The Government is still willing

to explore areas of collaboration with the Bank; possibly a

lending operation through the Industrial Credit and

Investment Corporation of India (ICICI). (Note: Automotive

project is in the current Lending Program as a FY88

reserve.)

(c) Technology: Several special task forces have studied issues
relating to improvement of India's technology base; Bank

report also issued recently with recommendations for policy
reform. Export oriented program might be explored, again

through ICICI. (Note: Technology Development project in

program for FY89.)

(d) Steel: The Government appreciates difficulties of Bank
involvement in this subsector but since it is so critical to

industry generally, would it not be possible to consider,

say a project to improve steel distribution systems within

India?

(e) Poverty Alleviation: The Government wants continued Bank
involvement in sectors such as population, nutrition, and

possibly new interventions in training and primary
education.

(f) Power, Infrastructure: Continued Bank involvement also

desired in these areas.

4. Mr. Qureshi, in response, reaffirmed the Bank's highest emphasis

and importance to the India Consortium. With respect to future lending,

he stated that in addition to the traditional projects in key sectors we

needed to explore opportunities for sector-type loans in support of broad

policy reform. This approach was desirable because, among other reasons,

it would permit us to move more quickly, disburse funds faster and cut

down on bureaucracy on both sides. He acknowledged that to date we have

not perfected the appropriate instrument for this kind of lending, given

the sensitivities that the Finance Secretary mentioned (ref. para 3).

However, he wanted the India operations division to give this priority in

its future work program.
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5. Mr. Qureshi emphasized, however, that whatever appropriate

lending instrument (or instruments) were developed, it was important to
make the program as non-controversial as we can. Life is too short to

waste efforts on trying to change obviously intractable situations, he
said. While not prejudging the merits of the Secretary's suggestion on
steel (ref. para 3(d) there could be formidable problems on our side so we

should perhaps concentrate efforts in other areas.

6. The Bank would hope to be able to assist programs to improve
India's export performance, and to the extent that we can support policies

and programs in place, or about to be initiated, we would prefer to take

that route. However, there could be skeptics in the Board about this

approach and we need to explore new ways of informing the Executive
Directors and others about the reform policies already underway in India,
as well as those contemplated. Mr. Qureshi wondered whether the progress
made thus far in the electronics subsector might not lend itself to a

special paper that could be circulated to the Board. This would be

presented as India's program, not the Bank's or one influenced by the
Bank, and it could have a salutary effect to the extent of broadening
understanding about the country's problems and what it is doing to resolve

them.

7. Mr. Venkitaramanan agreed that "perceptions" about India, inside

and outside the country, were critically important and had to be handled
with great care. He cited an instance of a coal price increase in India

associated with a Bank lending operation. As a result of a Bank telex

inquiring about status of the increase news apparently was leaked to the

press in India, causing a public furor and resulting in a delay in the

agreed increase as well as removal of a key manager in the coal sector.
He said that there seemed to be an impression outside India that the Bank

has been too "soft" in its relationships with the country. This is

patently wrong, he said, and is based on lack of knowledge or misun-

derstanding about the relationship. He emphasized the "partnership"
aspect of the relationship.

8. Mr. Qureshi suggested that it may be possible to mobilize within

India the vested interests for change; these could then work with external

friends of India (e.g., Japan) to build support for long-term reform
programs.

9. He stressed, however, that poverty oriented programs are very

important and that the Bank would be prepared to do more to assist India

in these areas, particularly with rapidly disbursing lending operations.

Poverty-oriented operations are important in helping to make the case for

maintaining or increasing levels of IDA assistance to India.
Mr. Karaosmanoglu noted that some success was being achieved in Indonesia

with these approaches and cited lending operations in support or urban

services and trade policy. The Finance Secretary agreed that India wanted
Bank assistance and mentioned specifically urban and rural poverty
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alleviation as well as primary education. He added that the Bank may have

to accelerate its decision making processes and Mr. Qureshi invited him

to bring to his (Qureshi's) personal attention instances of where the Bank

is unduly slow.

Meetings with Mr. Conable

10. The subsequent meeting with Mr. Conable generally followed the

same pattern, with the Finance Secretary stressing the importance of the

India Consortium, the need for high levels of external financing, espe-

cially of a fast disbursing type. He also stated that India would do

whatever it could to help ensure the success of the Bank's reorganization.

11. Mr. Conable stated that India's economy is capable of faster

growth but a more efficient industrial sector was key to achieving that

goal. He said the Bank would try to find ways to help increase financial

flows to India in support of worthwhile programs.

12. Mr. Venkitaramanan said that India was looking cautiously but

carefully at the opportunities for wider access to private capital

markets, especially in Japan, and noted that it was sometimes possible to

obtain more attractive financing packages there than are available from

the Bank or other multilateral lenders. He mentioned that the Prime

Minister was chairing a special cabinet committee on exports and repeated

the Government's interest in Bank assistance in the automotive, elec-

tronics and technology areas. He also mentioned the need to deal aggres-

sively with the disbursement problem. Mr. Conable agreed and said he

thought there were obstacles on both sides (Government and Bank). The

Finance Secretary noted that the "Indian bureaucracy can be killing" but

also said that there was a need for improvement in Bank procedures; he

cited alleged delinquencies and inordinate delays by the Bank in approving

bidding documents for civil works in an Orissa project (Upper Indravati

Power) which he said had slowed implementation by more than two years.

13. Mr. Conable, in closing, said he looked forward to visiting India

later this year.

cleared with and cc: Mr. Alisbah

cc: Messrs. Qureshi, Karaosmanoglu, Ritchie, Waide, Greene, Yenal,

Lafourcade, Gould, Skolnik, McCarthy, Baudon, India Division staff

Mrs. Haug

TBlinkhorn:zj



THE WORL) HANK INT[ RNA TIONAL FINANCL CORPORA TION

OFFICE MEMORANDUM
DATE June 8, 1987

TO Mr. Barber B. Conable

FROM Moeen A. Qureshi

E XTENSION 73665

SUBSC( INDIA: Your meeting today with Mr. Venkitaramanan

On Friday I sent you a briefing note for this meeting prepared
in the Region, which I had not had the opportunity to review myself. I
was keen that you should have it over the weekend.

There is one issue mentioned in that note on which I suggest you
not take any position at this time -- this relates to the share of IDA8
that will be committed to India.

The only uncontested guideline for this issue that we have at
the moment is derived from the Eighth Replenishment negotiations -- i.e.
that the share for both India and China should, to the extent compatible
with other objectives (which is a reference to the needs of Africa and
the demands for policy-related lending in various countries, including
India) be around 30%. Nothing was agreed in the negotiations on the
split between China and India. This is a matter which we will have to
look at carefully, taking into account a number of factors including some
of the issues mentioned in the briefing note.

There is a second point that is mentioned in the briefing note
-- this has to do with IDA reflows. There is a suggestion in the note
that we might consider committing reflows to India more or less in
proportion to the share of the reflows provided by India. This is yet
again a very sensitive issue which will first have to be discussed in our
Board. We have not put forward any proposals so far for committing
future reflows. IDA reflows upto the early 1990's are likely to be
absorbed by the short-fall in IDA5; but we could undertake advance
commitment of the reflows thereafter. In my view, it is desirable that
we should include during the period of IDA8 some amount, say another $1
billion or so, of such commitments against future reflows. However,
when we discussed this issue last time, we agreed that we would not show
our hand on the availability of these potential resources until such time
as we have got IDA legislation through the Congress. The allocation of
these additional resources is an even more complex issue.

For all these reasons, it is important that we avoid taking any
position at this time on the share of IDA8 that India will get. Needless
to say, our standard response should be that we will make the maximum
effort on our side, and that India's case will be strengthened by their
doing the same, particularly by undertaking policy changes in some key
areas as outlined in the briefing note.

cc: Mr. Karaosmanoglu

P-1866



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: June 5, 1987

TO: Mr. B. Conable

THROUGH: Moeen A. Qureshi, SVP, Operations

FROM: Attila Karaosmanoglu, VP, Asia A

SUBJECT: INDIA - Meeting with Government Official

1. Mr. S. Venkitaramanan, Finance Secretary to the Government of

India and Indian Governor for the Bank, is scheduled to meet with you at

4 p.m. on Monday, June 8 following a meeting at 3:15 p.m. with
Mr. Qureshi. He will be accompanied by Mr. Rao Sahib and Mr. Vasudev.
Mr. Bilsel Alisbah, the India Country Director, and myself, along with
Mr. Blinkhorn of the India Operations Division will also attend.

2. You will recall that Mr. Venkitaramanan met with you on April 8

at the time of the Development Committee meetings. He will also head the
Government delegation to the India Consortium meetings in Paris on June 22

and 23.

3. We understand from Mr. Waide, the Bank's resident representative

in New Delhi, that Mr. Venkitaramanan may wish to raise the following

matters, among others: (a) Continuation of the high level of Bank/IDA
lending but with less policy conditionality; (b) Continued importance to

the India Consortium meetings, chaired by the Bank, as a primary vehicle
for mobilizing external financing resources for India.

4. With respect to lending and conditionality, you may wish to make

several points:

(a) Commitments to India under IDA-7 (FY85-87) totaled SDR 1.84
billion.

(b) Under IDA-8, commitments will reflect understandings reached

at the Eighth Replenishment negotiations for the major blend
countries (e.g., that the share should, to the extent com-
patible with other objectives, be around 30%).

(c) With respect to IBRD lending, annual commitments during the

last three years averaged US$1.7 billion. In the current
fiscal year, they will reach a record US$2.13 billion, which
with IDA commitments of US$677 million (SDR 549.7 million),
will mean total lending in FY87 of US$2.8 billion.

P-1867
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(d) With such a high level of exposure, the IBRD lending program
must necessarily be predicated on continued strengthening of
India's debt service capacity, which inti ds a..
improvementsinlicieswith respect to induatry-aed
qxorts and continued progress in-crra dibrsmn
performance.

(e) Our FY87 Country Economic Report, now with the Government
and recently circulated to members of the India Consortium,
examines performance of the industrial sector and the
requirements for improving its efficiency and productivity.
We recommend that you express the hope that the report will
form a good basis for close and continuing Bank dialogue
with the Government on trade and industrial policy issues.
While the Bank appreciates the formidable political con-
straints the Government faces in accelerating trade and
industrial policy reform, it is nevertheless clear that such
reform is vital for India's future economic growth, con-
tinued development and creditworthiness.

(f) Progress on the above issues necessarily must be a major
factor in determining the scale of the Bank's lending to
India. With meaningful progress, the Bank would be prepared
to increase its level of IBRD lending to help support the
balance of payments, fiscal and social adjustment costs
involved. In the absence of adequate progress, however, the
Bank could not continue to justify IBRD lending at the
ave

(g) You might also wish to emphasize that in the conduct of our
dialogue on the above matters we will maintain a discreet,
low-key posture, given the political sensitivities involved,
and continually look for opportunities that would permit us
to support policy actions taken or underway, thereby
delinking, to the extent feasible, lending from reform.

5. With respect to the India Consortium, you might emphasize that
we too appreciate its importance and will continue to provide appropriate
staff and managerial support to ensure its continued success.

6. We understand from the Indian Executive Director's Office that
the Secretary may also raise two additional matters: (a) India's
relationship with the Bank after reorganization; and (b) future IDA

allocations to India, particularly in view of the projected increases in
Indian repayments on past Credits.

7. On the matter of reorganization, the Indians, although still
concerned about amalgamation of the Asia regions, see potential benefit
from more delegation of responsibility and accountability at the Country
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Director level and would hope that this leads to faster decision making by

the Bank. You may wish to underscore that a major goal of reorganization
is to improve the institution's responsiveness to Borrower needs and India

should feel confident that management is putting in a strong team to
ensure that the benefits of reorganization are realized promptly and in
full. However, the point may also be made that if India is to make maxi-
mum use of the Bank's increased efficiencies, it will have to concentrate
on some priorities and/or bottlenecks at its end -- e.g., continue
progress on industrial and trade reform (ref. 2 a._4(d)); more timely

clearances on environment and resett ement aspects of certain devThpment
projects.

8. With respect to IDA reflows, India's payments of principal and

charges on outstanding Credits (since 1949, a total of 185 Development
Credits have been approved to India totalling US$14 billion) are estimated
to total US$80 million in FY87, increase to US$167 million in 1988, to

US$182 million in FY89 and reach US$200 million by FY90. 1/
Mr. Venkitaramanan may express the Government's desire to explore whether
a case could be made, given these growing repayments, to allocate a larger
share of IDA financing for India in the future. No doubt you are aware of
the status of the reflow issue in the context of the IDA-8 replenishment

negotiations. There is some legitimacy to the Indians' point and one

approach may be to consider allocating the charges received from the

reflows to eligible Borrowers on the same basis as the overall IDA alloca-

tion formula. In India's case, charges account for US$46 million of the

IDA reflows in FY87; US$96 million in FY88; US$98 million in FY89 and

about US$100 million in FY90. Additional concessionary resources could
help considerably in facilitating the wider role we envision in assisting

India in social sector development, particularly on poverty alleviation,
training and education and on the social impact of economic adjustment
programs.

9. Attached for your information is a brief note on India's politi-

cal and economic situation as well as a biographical note on
Mr. Venkitaramanan.

Attachments

cc: Messrs. Alisbah, Robless, Ritchie, Greene

TBlinkhorn:zj

1/ Loan Department estimates as of end-January 1987.



Political Background

1. Two years have passed since Indira Gandhi was assassinated and
Rajiv Gandhi became Prime Minister. The national elections, held in

December 1985, produced a record absolute majority in the Lok Sabha

(Parliament) for Gandhi's Congress (I) Party which campaigned on the theme

of national unity. At the national level, unity among the opposition

parties failed to emerge, and a number of opposition leaders lost their
Lok Sabha seats. However, State and municipal elections held since then

have shown much less of a swing to the Congress (I), and regional opposi-

tion parties increased from four to eight the number of States ruled by

non-Congress governments.

2. Although the Congress Party and the Central Government are still

secure, they are preoccupied with divisive regional, ethnic and religious
pressures, primarily the Punjab crisis. In consequence, Gandhi's initial

momentum for opening up and liberalizing the economy has slowed down

considerably. Indeed.as Gandhi rebuilds support from within the tradi-

tional sources of power in the Congress party, there will be renewed

pressure for safeguarding India's post Independence consensus--that the

achievement of the nation's most basic goals of growth, social justice

and self reliance, requires a centrally planned industrial strategy, with

the State as promoter, owner, and regulator.

Economic Background

3. Notwithstanding the difficult political situation, India's

economic performance in the 1980's has been good. Annual GDP growth has

averaged 5%, compared with the historical rate of 3.5% during the 1960's

and 1970's. Inflation on average has not exceeded single digits, and

foreign borrowing has been kept to sustainable levels. There is no

assurance, however, that this good performance can be maintained.

Sustaining recent GDP growth will require significant improvements in

productivity and efficiency. The already high overall savings rate makes

difficult further increases in the investment rate, which has been the

principal driving force for recent GDP growth. Within overall savdrg.,

private sector savings have grown strongly, but publir Qartnr .avngs hAve

diminished t ul low 1ev Slow export growth, constraining

imports and creditworthiness, remains a long-standing problem. Population

growth is persistent (2.2% annually) and absolute poverty remains

widespread.

4. It is critical for India to maintain GDP growth of over 5% p.a.

over the longer term in order to deal more effectively with the twin

challenges of alleviating poverty and accelerating employment growth for a

fast expanding labor force. To do so while maintaining balance of pay-

ments stability will require that export growth be accelerated to finance

the imports required for GDP growth.
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5. Manufacturing has the greatest potential for contributing to these
overall macroeconomic objectives. India's heavily restrictive industrial
regulatory policies and highly protective trade regime, however, have
resulted in an inefficient and high cost industrial structure which is
not internationally competitive. Since the mid-1970's and especially
during the past two years, Government policy has begun to address these
problems. As a result, manufacturing growth has begun to expand sig-
nificantly and now exceeds Plan targets; maintenance of this faster pace,
hooever, will require that the process of industrial and trade policy
reform be accelerated to enhance efficiency, reduce costs, increase com-

petitiveness and expand the role of the private sector. But this will not
be easy. A new consensus on goals and means will need to be established.
In India's vigorous democracy, with its ample vehicles for the expression
of opinion and the exercise of influence, the development of such a new
consensus on public policy will have to proceed step by step and will take
time.



TILAC t S tC U rA RT, G VVp-"-1TO F IIN D L A

S. VE1:IA'QMAL-

Joined IndiAn Administrative service

in 1953 and was allotted Tamil Nadu

Cadre.

1957-1962 Under Secretary and Deputy SecretaYr,

Department of Finance, Government of

Tamil Nadu

1962-66 Served the Central Government 
in

different capacities in the Ministries

of Steel and Reavy Industry and Food

& Agriculture

1964-66 Private Secretary to Ministers for

Steel and Food & Agriculture

1966-68 Underwent a Master's progpa""n in

Industrial Administration in the

Carnegie Mellan University, Pittsburg

USA; On return appointed as Chairman,
State's Industrial Development

Corporation. Government of Tamil Nadu

1969-73 Finance Secretary. Government of

Tamil Nadu

1974-77Worked in 
the Development Projects

in Nutrition Population and Family

Welfare in the World Bank

Thereafter became President /ManaginS

Director of Southern Petro-chamicals

Industries Corporation. a Fertilizer
- Company in the Joint secter for

six years.

Oct. 1983 Secretary, Department of Power,fIni
to 7th Feb. Ministry of Energy. Governe India

1984

From Feb.8, Finance Secretlry, Government of India

985Alternate Governor for India in thet S
World Bank and the Asian Development an

Chairman. Indian Investment Centre

Member for Finance. Atomic Energy

Comission and Space CommSison



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
Date: May 13, 1987

To: Mr. Barber Conable, President

Through: Mr. Ernest Stern, SVPOP C \

From: W. David Hopper, RVP, Sou sia

Subject: INDIA--Your Meeting with a Delegation of Indian Industrialists

Background

1. You will be meeting members of a delegation of leading Indian

industrialists on Thursday, May 14, at 2:30 p.m. Mr. Rao Sahib will bring

the group to your office. He will be accompanied by the Indian Ambassador

to the U.S., His Excellency Mr. B.K. Kaul and Mr. Vasudev of the Executive

Director's office. Mr. Hopper and Mr. Robless will attend from the

Region. Seven senior members of the delegation will attend the meeting

led by Mr. R.P. Goenka, President of the Federation of Indian Chambers

of Commerce and Industry (FICCI) and Chairman of Ceat Tyres. A list of

the other members of the group and their affiliations is attached together

with a list of the full delegation visiting the United States.

2. The delegation is visiting Washington to attend the Annual

Meeting of the Indo-U.S. Joint Business Council (JBC), an organization of

private sector industrialists from India and the U.S. established to

promote cooperation and collaboration between the industrial sectors of

the two countries. The delegation will also be meeting with U.S.

Chambers of Commerce in various cities including Washington and New York.

The delegation comprises 35 individuals, including key figures from some

of the leading industrial houses (Tata, Birla, Modi).

3. Mr. Rao Sahib will introduce the delegation after which Mr.

Goenka will address you. The meeting is essentially a courtesy call

during which the delegation would also like to familiarize you with

India's private sector--what it is, what it is doing, the prospects,

problems, and issues facing the sector.

4. You may wish to refer to the industrial and trade policy reforms

initiated by the Government of Prime Minister Gandhi. A broad conclusion

of the considerable body of economic and sector work addressing industrial

and trade policy issues, which recently has been completed by the Bank, is

that the reforms to date represent a clear departure from past policies

and are in the right direction. They have proceeded slowly and unevenly,

however, in part due to the difficult political and social issues

involved. In this context, you may wish to ascertain the delegation's

perceptions about:

P-1 867
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- the impact of the policy reform program to date on the busi-

ness climate;

- the desired scope and agenda for further reforms, and

- the prospects for further reform over the short- to medium-

term.

5. The delegation will probably ask about the Bank's proposed
lending program for industry. You may wish to inform them that during the

period FY83 to FY87 the Bank lent US$1.6 billion for the industrial sector

representing 13% of total Bank lending to India. This has included

projects in support of the fertilizers, petrochemicals, and cement subsec-

tors as well as general industrial lending channelled through the

Industrial Credit and Investment Corporation of India (ICICI).

6. During the next five years (FY88 to FY92), we envision lending

around US$3 billion to Indian industry, representing approximately 25% of

planned total Bank lending for the country. This expanded industrial

lending program will support industrial, trade, and other policy and

institutional improvements to increase competition and the sector's

efficiency and productivity. It will be underpinned by the extensive

economic and sector work referred to above, which includes domestic
regulatory policies, exports, trade-related incentives, credit and capital

markets, technology policies as well as subsector-specific work in areas

such as automotive industries, electronics, and capital goods.

7. The Bank's proposed industrial lending program includes a com-

bination of sector-wide operations in support of progress in broad-based

policy and institutional reforms as well as operations that address the

investment needs and policy issues of specific subsectors. We envisage

that sector-wide operations would include lending for industrial invest-

ment through the Industrial Development Bank of India (IDBI), ICICI and

other financial institutions as well as lending for institutional upgrad-

ing of technology development. Subsector-specific operations would focus

on areas such as textiles, automotive industries, electronics, and capital

goods.

8. There is a possibility that the delegation may also raise the

issue of conditionality in the Bank's lending operations. There is a

perception in some circles in India that the Bank is becoming too tough in

the conditions it attaches to certain lending operations. In response,

you may wish to make the following points:

(a) Understandings or conditions associated with Bank lending
operations are designed to reflect the culmination of a long process of

discussion and an agreement between governments and the Bank on the

policies or actions considered essential to help make the investment most
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productive and beneficial for the country. We cannot, nor do we intend
to, impose our will on any of our borrowers.

(b) In the specific case of India, the Bank's assistance objec-
tives will continue to be determined by the Government's own policy
actions to further economic growth and to help make it sustainable so that

it serves India's and the Bank's goal of development with equity. The

thrust of Bank lending will be to support the implementation and help meet
the adjustment costs arising from such policy actions.

Attachments

Cleared with & cc: Mr. Robless (ASAIN)

cc: Messrs. Qureshi (SVPFI); Cheetham, Clift (ASA);
Lerdau, Geli (ASPDR); Golan, de Capitani (INDDR);
Raghavan (INDD2); Rowat (INDD3); Gould (ASPID);
Kassum (CS2/IFC); Blinkhorn, Greene, McKay,
(Ms.) Mott (ASAIN)

STalbot:caz



List of delegates from India desirous of
meeting Mr. Conable on May 14, 1987

1. Mr. R.P. Goenka,
President
Federation of Indian Chamber of Commerce

2. Mr. M.V. Arunachalam
Chairman
India Section
Indo-US Joint Business Council

3. Mr. L.M. Thappar
President
Ballarpur Industries
New Delhi

4. Mr. Rahul Bajaj
Chairman
Bajaj Auto Ltd.
Pune.

5. Mrs. Promila Madan
Assistant Secretary
Federation of Indian Chamber of Commerce



R. P. GoENKA
PRESIDENT

Federation of Indian Chambers of Commerce

& Industry
Federation House, New Delhi -110001



TELEX PHONE
BOMBAY 011-71285 CEAT IN 493-0621
CALCUTTA 021-7317 DBCO IN 20-6831
DELHI 031-66022 CEAT IN 301-3729
FICCI 031-62521 FICCI IN 331-9251

CHAIRMAN
DUNCANS ENTERPRISES



INDIAN DELEGATION

U. S.-INDIA BUSINESS
LEADERS CONFERENCE

Sponsored by
THE INDO-U. S. JBC, Washington, D.C. May 11 -13, 1987



R P Goenka

President
Federation of Indian Chambers of Commerce

and Industry

Chairman
Ceat Tyres of India Ltd
463, Dr Annie Besant Road "l
Bombay-400 025

Telephone 301-3729

Telex 031-66022

Cable CEATTYRES

Leader

Business Interests

Cables, automobile tyres, light engineering & transmission towers, electronics, fibre

glass, pharmaceuticals, chemicals and petrochemicals

Special Business Interests with USA

Carbon black, chemicals and petrochemicals, power cables, pharmaceuticals, etc



M V Arunachalam

Chairman
Indian Section
Indo-US JBC
Chairman
TI Diamond Chain Limited
'Tiam House'
28, Rajaji Salai
Madras-600 001

Telephone 510996
Telex 041-7477
Cable TEEAYE

Co-Leader
Business Interests

Manufacture of cycles, accessories, dynamo lamps, steel tubes, etc

Special Business Interests with USA

Collaboration with Diamond Chain Co., Indianapolis; Bundy Tubing of India Ltd., Colla-
boration with Bundy Corporation, Detroit

Chairman, EID-Parry (India) Ltd. Co-Promoters with Chevron Chemical Company,
San Francisco and I.M.C., Illinois of Coromandel Fertilisers Limited, India



Rahul Bajaj

Chairman & Managing Director
Bajaj Auto Ltd
Bombay - Poona Road
Akurdi
Pune-411 035

Telephone 82851
Telex 0145-308
Cable AUTORIKSHA

Business Interests

Technology transfer for the automotive sector and for computers

Special Business Interests with USA

To explore possibilities of sale of scooters and three-wheelers in the USA



Aroon K Basak

Director General
Associated Chambers of Commerce & Industry

of India
17, Parliament Street
New Delhi-1 10 001

Telephones 310704, 310749 & 310779
Telex 031-2537
Cable ASSOCHAM



Sudarshan Kumar Birla

Partner
Birla Group
Chairman

- VXLIndia Ltd
- My sore Cements Ltd
- J C Mills Ltd
- Nalin Industries Sdn Bhd (Malaysia)
- Universal Edible Oils Inc (USA)

Birla Building
Calcutta-700 001

Te!r-phone 28-0135
Telex 021-3355&3262
Cable LUCKY

Business Interests

Cement, textiles, heavy chemicals, edible oils, plastics, engineering, etc

Special Business Interests with USA

Edible oils & RTW



Tarun Das

Director General
Confederation of Engineering Industry
23-26, Institutional Area
Lodi Road
New Delhi-1 1 0 003

Telephones 61 5693 & 615147
Telex 031-66655 AIEI IN
Cable BUILDPOWER



V L Dutt

Chairman & Mg Director

- The K C P Limited

- Fuller K C P Limited

1 83, Mount Road
Madras-600 006

Telephone 88181

Telex 041-6801 & 375

Cable KECEPE

Business Interests

Manufacture of sugar machinery, cement machinery, industrial machinery, steel
castings, sugar, cement and industrial alcohol

Special Business Interests with USA

Joint venture with Fuller International Inc., 2040 Avenue C, Post Box No. 2040,
Bethlehem, Pennsylvania, U.S.A. for the manufacture of machinery and equipment
for complete cement plants up to 4,000 TPD, mineral, non-mineral, mining and
metallurgical industry, with special interest in pollution control



Arun Kumar Ghosh

Managing Director
Robson, Black & Ghosh (Management

Consultants) Pvt Ltd
RCTC Building
11, Russell Street
Calcutta-700 071

Telephones 29-9650 & 29-9668

Telex 021-3557 TURF IN
Cable ROBSMORCO

Business Interests

Management consultancy, computer services including, software, Trade Mark and

Patent services

Special Business Interests w:th USA

Expansion of various management services currently being provided to a number of

US companies



P P Gupta

Chairm'an & Mg Djrectpr
CMC Limited
1, Ring Road, Kilokri
Opp Maharani Bagh
New Delhi-1 1 014

Telephones 683Q087 & 6835086
Telex 031-66082
Cable CEMCEE

Business Interests

Support of all types of computers which are imported into India-maintenance etc

Special Business Interests with USA

- Computer, information technology

- Also interested in software export



Sudhir Jalan

Chairman 8- Mg Director
Bells Controls Limited
Bells House
21, Camac Street
Calcutta-70 0 01 6

Telephones 445211/15
Telex 021-3334, 4045 & 7119

Cable BELCONTROL

Business Interests

Process control instrumentation and systems, soaps, fatty acids, glycerine, cast iron

products, oxygen & acetylene, industrial gases, cotton textiles, airconditioning,
refrigeration, hydraulic equipments, industrial fans, blowers, etc

Special Business Interests with USA

Interested in technical collaboration for process control instrumentation and systems,

mini computers suitable for banks, programmable logic controllers and bio-medical

instrumentation



Neelkanth A Kalyani

Chairman of the Board & Chief
Executive Officer

Bharat Forge Limited
Mundhwa
Pune-41 1 036

Telephones 70451 8 70391
Telex 041 5-234

Cable FORGE

Business Interests

Manufacture of steel forgings, finish machined automobile crankshafts and other
components. Closely related companies manufacture steel, automobile axles, brake
systems and press forgings

Special Business Interests with USA

- Collaboration with Rockwell for axles and axle assemblies

- Collaboration with Bendix for hydraulic brakes, etc



Faqir Chand Kohli

Director-in-Charge
Tata Consultancy Services
Air India Building
Nariman Point
Bombay-400 021

Telephones 2024827 t 2023052
Telex 01 1-3733 TCSB

Cable TATCOMP

Business Interests

Computer system consultants, software developers, both for commercial, scientific
market segments



Pradip D Kothari

Vice-Chairman & Managing Director
Kothari Industrial Corpn Ltd
Kothari Buildings
114, Nungambakkam High Road
Madras-600 034

Telephones 478355 (P) &t 472131
Telex 041-325 KS IN
Cable KOTHARI

Business Interests

Tea & coffee plantations, chemicals, fertilisers, textiles, hire-purchase, leasing &
finance, manufacture of soluble coffee freeze & spray-dried, vegetable-based protein
products & powdered food beverages, computers, etc

Special Business Interests with USA

Interested in exploring joint ventures with US-based companies in the field of
high-tech & other related business



Binay Kumar

Chairman & Managing Director
Banaras House Limited
New Delhi House, 11th Floor

27, Barakhamba Road
New Delhi-11 0 001

Telephones 3312443 & 3315515
Telex 66605 & 65024 BAHL IN

Cable BANARASHOU

Business Interests

Export-import and international trading



M K Kumar

Chairman & Chief Executive
Best &- Crompton Engg Ltd
29, Rajaji Salai
Madras-600 001

Telephone 512723

Telex 041-386 &8014

Cable BEST

Business Interests

Manufacture of pumps, castings, lifts, automotive electrical equipment, control

panels, equipment for power electronics, carbon brushes, process and cinema arc
carbons, train lighting alternators, etc.

Special Business Interests with USA

To promote investment in US industry into new areas like commercial forestry,
marine products export and non-conventional energy development



Rajendra Singh Lodha
Chartered Accountant

Vice-Chairman
Alfred Herbert (India) Ltd
1 3/3, Strand Road
Calcutta-700 001

Telephones 28-4801 /5 or 28-31 31

Telex 021-7314

Cable CERTIFIED

Business Interests

Import and manufacture of machine tools, inspection equipment, rubber processing
machinery, pulveriser dryers and environmental and pollution control equipment

Special Business Interests with USA

Interested in setting up joint ventures in India on buy-back basis for precision
engineering products and machine tools, rubber processing machinery and other
special purpose machines as well as import agencies for machine tools, electronic,
medical and diagnostic equipment and pharmaceutical diagnostic kits, etc



Krishan Kumar Modi

Vice-Chairman & President
Modi Group of Industries
Modinagar-201 204

Telephones 2279 8- 2201

Telex 031-3428 & 3456 MOD[ IN

Cable MODIPON

Business Interests

Manufacture of caustic soda, cigarettes, cement, man-made fibres, industrial gases,
sophisticated weedicides, paints and varnishes, spirit, steel castings, wire rods 8-
rolled wires, sugar, soap, tyres, tubes & flaps, tufted carpets, vanaspati, welding
electrodes, Xerox machines, floor cleaners, room deodorants, etc

Special Business interests with USA

- Exchange of technical knov-how and financial participation

- Cigarettes, nylon-6, tyres, tubes & flaps, Xerox machines, etc



Mahendra K Modi

Managing Director
Modipon Limited
Modinagar-201 204

Telephones 2278 or 2201 (Modinagar)
619031-32-33 (New Delhi)

Telex 031-3456 MODI IN

Cable MODIPON

Business Interests

- Exchange of technical & financial collaboration between USA and India

- Export & import business between two countries

Special Business Interests with USA

Transfer of high technology for automobile industry



Minoo H Mody

Chief Executive Officer
Tata Sons Ltd

Chairman
Tata Burroughs Ltd
Bombay House
Homi Mody Street
Bombay-400 001

Telephone 2048187
Telex 011-261 8 &2731

Cable TATASONS

Business Interests

Steel, commercial vehicles, chemicals, electric power generation and distribution,
tea, coffee, airconditioning, refrigeration, hotels, commercial printing, textiles,
garments, insurance and re-insurance brokerage, housing, watches, computer
consultancy services, computers, cosmetics, pharmaceuticals, electric appliances,
process control systems, oil well drilling, telephone instruments and PABX systems

Special Business Interests with USA

Collaboration with UNISYS, Blue Bell, Philadelphia, USA



V Narayanan
Chairman & Mg Director
Pond's (India) Limited
26, Commander-in-Chief Road
Madras-600 105

Telephone 477533

Telex 041-7382 PIL IN
Cable VASOPONDS

Business Interests

Manufacture and marketing of cosmetics & toiletries, clinical thermometers and
shoe uppers

Special Business Interests with USA

40% of the equity of Pond's (India) Ltd. is held by US Corporation. Exports of
thermometers and shoe uppers to USA



D H Pai Panandiker -

Secretary-General
Federation of Indian Chambers of Commerce

and Industry
Federation House
Tansen Marg
New Delhi-1 10 001

Telephones 3319251 (11 Lines)

Telex 031-2546 & 62521

Cable UNICOMIND



Vijay Kumar Parashar

President & Chief Executive
Stone India Ltd
1 6, Taratalla Road
Calcutta-700 088

Telephone 77-3077
Telex 021-7249
Cable STONECO

Business Interests

Manufacture and marketing of sophisticated electrical and mechanical engineering
products, e.g., train lighting, pantographs, airconditioning, air brakes for rolling stock
and locomotives, brake regulators, etc. to Railways, and special AC/DC rotating
machines and navigational lights to industrial customers

Special Business Interests with USA

Collaboration for manufacture of air brakes for rolling stock and locomotives with
WABCO, USA



Ashok C Pratap

Barrister-at-Law
Ashok Pratap & Co
Barrister & Advocates
Cook's Building
Dr Dadabhai Naoroji Road
Bombay-400 001

Telephones 2048090 & 2042532
Telex 011-5109
Cable INDIALAW

Business Interests

International legal practice

Special Business Interests with USA

- Represents several US multinationals doing business in and with India and Indian
companies doing business in USA

- Also acts as legal counsel on certain matters to US Consulate General in Bombay



Kulwant Rai

Chairman
Usha Rectifier Corpn (India) Ltd
3, Cama Place
New Delhi-1 10 066

Telephone 670510
Telex 031-65226 RKKR IN
Cable RECTIFIER

Business Interests

- Manufacture of power semi-conductors, mini/micro computers and computer
peripherals, process control instruments, OA products like EPABX, PP copiers,
electronic typewriters, galvanised steel sheets, PVC pipes, aerated drinks and
grain processing

- Marketing for foreign companies

Special Business Interests with USA

- Collaboration for processed foods, cereals, telecom products and cold-rolled steel;
joint venture for export of computer software



Vinay Bharat Ram

Managing Director
DCM Ltd
Kanchenjunga
18, Barakhamba Road
New Delhi-i 10 001

Telephones 3315978E&3315971
Telex 031-62785 & 62511
Cable FORESIGHT

Business Interests

Textiles, chemicals, fertilizers, vanaspati, cement, electronics, sugar, steel castings,
rayon tyre cord & fabrics, alcohol, etc

Special Business Interests with USA

Textiles and electronics



Pradip Kumar Rohatgi
Managing Director
Arthur Andersen & Co
Maker Towers
F-1 02B
Cuffe Parade
Bombay-400 005

Telephones 21 2929 & 2 1 7 82 4

Telex 011-3382 & 3749

Business Interests

Public accountants and management consultants (specialised in joint ventures in
India)

Special Business Interests with USA

Affiliated with Arthur Anderson & Co., USA



Shrikant G Ruparel

Managing Director
The Kolhapur Sugar Mills Ltd
Udyog Bhawan
Walchand Hirachand Marg
Ballard Estate
Bombay-400 038

Telephone : 264381
Telex I: 011-73040
Cable KOPSUGAR

Business Interests

Manufacture of chemicals and computer technology

Special Business Interests with USA

Computer technology



Dhruv M Sawhney

President
The Triveni Group
Kailash
26, Kasturba Gandhi Marg
New Delhi-1 10 001

Telephones 3310021 (5 Lines)

Telex 031-66563&
661 93 TEWL IN

Cable TEWMACH

Business Interests

- Manufacture of steam turbines, sugar mill machinery, metallurgical & mineral
machinery and effluent treatment systems

- Services & equipment supply in the field of oil & gas

Special Business Interests with USA

Existing technology transfer arrangements with Dresser-Rand, General Electric
and IRI existing joint venture companies with NL and Pool Intairdril



K P Singh

President & Managing Director
DLF Universal Ltd
21-22, Narendra Place
Parliament Street
New Delhi-i 10 001

Telephones 322583,322682E&322930

Telex 031-66885 DLF IN

Cable HOMELY

Business Interests

Precision electric motors, cooler fans, pumps, real estate development, development

of residential and commercial complexes

Special Business Interests with USA

- Technology transfer and export of precision electric motors

- Importation of turbo generators and turbo compressors for gas pipelines and

power applications in India



Manmohan Singh

Chairman & Mg Director
Frick India Ltd
3, Sansad Marg
New Delhi-i 10 001

Telephones 310104, 311 697 & 312610
Telex 3238
Cable HUMITEMP

Business Interests

Industrial airconditioning and refrigeration equipment

Special Business Interests with USA

Frozen foods and water purifier equipment



Bhai Mohan Singh

Chairman
- Ranbaxy Laboratories Ltd
- Max India Ltd
- Montari Industries Ltd
1 9, Nehru Place
New Delhi-1 10 01 9

Telephones 6411991 & 641 6088
Telex 62110 &62423

Cable RANBAXY

Business Interests

Manufacture and export of basic drugs, fine chemicals, pharmaceutical specialities
for human and veterinary use, laboratory chemicals & reagents, herbal health & hair-
care products, surgical dressings/bandages & diagnostics to about 30 countries in
Europe, Africa, Gulf and East Asia

Special Business Interests with USA

- To obtain technology in the field of biotechnology, new generation drugs,
drug intermediates and diagnostics, pesticides, herbicides, weedicides, insecti-
cides, rodenticides, etc



Raunaq Singh

Chairman
Raunaq Group of Industries
Allahabad Bank Building
17, Parliament Street
New Delhi-1 10 001

Telephones 352539, 311482 Et 311 870

Telex 031-66621 BST IN
Cable TUBEMAKERS

Business Interests

Manufacture and export of steel Rtubes and pipes, automobile tyres and tubes,
automobile gears/components, engineering/civil services, etc

Special Business Interests with USA

- General Tire International Co., Akron, Ohio, USA is technical collaborator for our
automobile tyres & tubes

- Interested in joint ventures or technology for computers, electronics, petro-
chemicals and telecommunication equipments from USA



Ratan Tata

Chairman
Tata Industries Ltd
Bombay House
24, Homi Mody Street
Bombay-400 020

Telephones 204531 5 & 2049131
Telex : 011-2618&2731

Cable TATIND

Business Interests

Tata Industries is currently focussing on the promotion and establishment of new
ventures in various areas of high technology which are relevant to the country's
national objective. Some of the areas in which a beginning has been made are:
Advanced technology, telecommunications and oil exploration



L M Thapar
President & Mg Director
Ballarpur Industries Ltd
Thapar House
124, Janpath
New Delhi-1 1 0 001

Telephone 310411
Telex 031-62645 BILT IN
Cable SPIRITUAL

Business Interests

Paper & pulp, chemicals, glass, salt, starch, office stationery, vanaspati, etc

Special Business Interests with USA

A number of equity joint ventures with companies like Corning and Du Pont and
ongoing collaborations



A H Tobaccowala

Chairman
Voltas Limited
1 9, J N Heredia marg
Ballard Estate
Bombay-400 038

Telephone 268131
Telex : 011-73354 VL BY IN
Cable SATVOL

Business Interests/Special Business Interests with USA

- Director of Tata Incorporated, New York
- Voltas' principals in the States are :

Du Pont (for chemicals); P & H (for cranes); Yale (for forklifts); and Mattison (for
grinding machines)



T T Vasu

Director
TTK Group of Companies
6, Cathedral Road
Madras-600 086

Telephones 472040 & 472669

Telex 7865 TTK IN
Cable PERFUMES

Business Interests

Manufacture of consumer durables like pressure cookers, pharmaceuticals, che-
micals, rubber contraceptives, hosieries, etc

Special Business Interests with USA

Collaboration with American Brands International Corporation for manufacture of

"Swingline" staplers and "Master" locks



Promilla Madan

Assistant Secretary
Federation of Indian Chambers of Commerce

and Industry
Federation House
Tansen Marg
New Delhi-1 10 001

Telephones 3319251 (11 Lines)
Telex 031-2546 & 62521
Cable UNICOMIND
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THE WORLD BANK
Washington, D.C. 20433

U.S.A.

BARBER B. CONABLE
President

April 29, 1987

The Honorable Mr. Narayan Datt Tiwari

Minister for External Affairs

Government of India
New Delhi, India

Dear Mr. Minister:

Thank you for informing us of the goals of the AFRICA Fund, which

are laudable and timely in view of the critical geopolitical situation in

Southern Africa.

I regret that the World Bank does not have sufficient budgetary

flexibility to permit a direct contribution to the Fund. However, we will

continue to give substantial support to the complementary aims of SADCC

through our direct financial assistance to member countries.

Our new commitments to SADCC countries in 1986 amounted to $400

million, mostly on concessional IDA terms. We expect this level of
assistance to rise in coming years to about $500 million annually. In

addition, the Bank's affiliate, the International Finance Corporation, has

invested almost $200 million in 25 companies in frontline countries, and is

expanding its activities in the region.

Much of our assistance has been for operations directly relevant

to the AFRICA Fund's goal of achieving greater economic security. Most

notable is our assistance to the development of alternative transportation

routes, e.g., the Beira Corridor, the Malawi-Tanzania road link and

improvements to Dar-es-Salaam Port. Moreover, Botswana this month

commissioned a Bank-financed power station that will make the country

independent of South Africa for electricity; we are currently negotiating a

project for rehabilitating the East Coast oil pipeline and petroleum

distribution system that supply Zambia and other countries in the region;

and in most SADCC countries our assistance for agriculture is enhancing

food self-sufficiency.

Mr. Minister, I would like to reiterate the World Bank's

commitment to the far-sighted efforts of the frontline states to achieve

greater economic self-determination, and wish the AFRICA Fund the strong

external support that its important objectives deserve.

Sincerely,

(sowd) Barbe B. ON"I



WORLD BANK OTS SYSTEM
OFFICE OF THE PRESIDENT

CORRESPONDANCE DATE : 87/04/06 DUE DATE : 00/00/00
LOG NUMBER : 870406008 FROM : W. Hopper (thru ES)
SUBJECT : INDIA: Meeting with Government Officials on Wednesday,

April 8 at 4 p.m. (For BBC.)
OFFICE ASSIGNED TO FOR ACTION : Mr. Barber Conable E1227

ACTION:
APPROVED
PLEASE HANDLE
FOR YOUR INFORMATION
FOR YOUR REVIEW AND RECOMMENDATION
FOR THE FILES
PLEASE DISCUSS WITH
PLEASE PREPARE RESPONSE FOR SIGNATURE
AS WE DISCUSSED
RETURN TO

COMMENTS : JV (follow file).
Copy given to Isaac for info.
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THE WORLD BANK/ INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: April 6, 1987

TO: Mr. B. Conable

THROUGH: Mr. E. Stern, , Operations

FROM: W. David Hopper, VP, South Asia Region

SUBJECT: INDIA: Meeting with Government Officials

1. Mr. S. Venkitaramanan, Indian Governor for the Bank, and

Mr. J. L. Bajaj, Alternate Governor, will be meeting with you at 4 p.m.

on Wednesday, April 8. In preparation for this meeting, please see the

attached note which discusses the issues likely to be raised during the

meeting, and provides biographical information on Mr. Venkitaramanan.

2. As background, I provide a brief discussion of the current

political and economic situation in India (Paragraphs 1-5 of the

attached). For our part, we would suggest you focus your discussion of

issues with the Indians on one strategic point -- the importance to India

of continued progress in trade and industrial policy reform for the

country's future economic growth and creditworthiness as well as to

provide a continuing strong justification for the Bank's current substan-

tial level of involvement in India (Paragraph 6).

3. The Indians are expected to raise the issues of the level of

Bank lending to India and our lending conditionalities (Paragraphs 7-9 of

the attached), and Bank support for their steel industry (Paragraphs

10-11). In addition, we have been informed that the Indian officials may

also wish to discuss with you the Bank's impending reorganization as it

affects the borrowing countries.

Attachment

P-1 867



Political Background

1. Two years have passed since Indira Gandhi was assassinated and

Rajiv Gandhi became Prime Minister. The national elections, held in

December 1985, produced a record absolute majority in the Lok Sabha

(Parliament) for Gandhi's Congress (I) Party which campaigned on the theme

of national unity. At the national level, unity among the opposition

parties failed to emerge, and a number of opposition leaders lost their

Lok Sabha seats. However, State and municipal elections held since then

have shown much less of a swing to the Congress (I), and regional opposi-
tion parties increased from four to eight the number of States ruled by

non-Congress governments.

2. Although the Congress Party and the Central Government are still

secure, they are preoccupied with divisive regional, ethnic and religious

pressures, primarily the Punjab crisis. In consequence, Gandhi's initial

momentum for opening up and liberalizing the economy has slowed down

considerably. Indeed as Gandhi rebuilds support from within the tradi-

tional sources of power in the Congress party, there will be renewed

pressure for safeguarding India's post Independence consensus--that the

achievement of the nation's most basic goals of growth, social justice

and self reliance, requires a centrally planned industrial strategy, with
the State as promoter, owner, and regulator.

Economic Background

3. Notwithstanding the difficult political situation, India's

economic performance in the 1980's has been good. Annual GDP growth has

averaged 5%, compared with the historical rate of 3.5% during the 1960's

and 1970's. Inflation on average has not exceeded single digits, and
foreign borrowing has been kept to sustainable levels. There is no

assurance, however, that this good performance can be maintained.

Sustaining recent GDP growth will require significant improvements in

productivity and efficiency. The already high overall savings rate makes

difficult further increases in the investment rate, which has been the

principal driving force for recent GDP growth. Within overall savings,

private sector savings have grown strongly, but public sector savings have

diminished to a dangerously low level. Slow export growth, constraining

imports and creditworthiness, remains a long-standing problem. Population

growth is persistent (2.2% annually) and absolute poverty remains

widespread.

4. It is critical for India to maintain GDP growth of over 5% p.a.

over the longer term in order to deal more effectively with the twin

challenges of alleviating poverty and accelerating employment growth for a

fast expanding labor force. To do so while maintaining balance of pay-
ments stability will require that export growth be accelerated to finance

the imports required for GDP growth.
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5. Manufacturing has the greatest potential for contributing to these

overall macroeconomic objectives. India's heavily restrictive industrial
regulatory policies and highly protective trade regime, however, have
resulted in an inefficient and high cost industrial structure which is

not internationally competitive. Since the mid-1970's and especially
during the past two years, Government policy has begun to address these

problems. As a result, manufacturing growth has begun to expand sig-
nificantly and now exceeds Plan targets; maintenance of this faster pace,

however, will require that the process of industrial and trade policy
reform be accelerated to enhance efficiency, reduce costs, increase com-

petitiveness and expand the role of the private sector. But this will not

be easy. A new consensus on goals and means will need to be established.
In India's vigorous democracy, with its ample vehicles for the expression
of opinion and the exercise of influence, the development of such a new

consensus on public policy will have to proceed step by step and will take

time.

Discussion Issues

Bank: Trade and Industrial Policy Reform

6. Our FY87 Draft Country Economic Report, now with GOI, examines the

performance of the industrial sector and the requirements for improving
its efficiency and productivity. We recommend that you express the hope
that the report would form a good basis for close and continuing Bank

dialogue with the GOI on trade and industrial policy issues. While the

Bank fully appreciates the formidable political constraints the GOI faces
in accelerating trade and industrial policy reform, it is nevertheless

clear that such reform is vital for India's future economic growth, con-
tinued development and creditworthiness. Progress in this regard must
necessarily be a major factor in determining the scale of the Bank's
lending to India. You may wish to stress that the Bank stands ready to be

helpful and wishes to be guided by the Government as to the role it could

play. With meaningful progress, the Bank would be prepared to sig-
nificantly increase its current level of IBRD lending to help support the

balance of payments, fiscal and social adjustment costs involved. In the

absence of adequate progress, however, the Bank could not continue to

justify IBRD lending at the current level of $1.7 billion annually.

India: (a) Level of Lending and Lending Conditionality

7. The Secretary is likely to press for higher levels of lending to

India given the country's continuing need for foreign capital inflows. At

the same time, he is expected to express concern over the increased con-

ditionalities associated with Bank lending particularly taking into
account the relatively high cost of Bank borrowing.
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8. With respect to IDA lending, commitments under IDA 7 (FY85-87)

amounted to SDR 1.84 billion. You may wish to assure the Secretary that
commitments under IDA 8 will reflect the understandings reached at the

Eighth Replenishment negotiations for the major blend countries.1/ With

respect to IBRD lending, annual commitments during the last 3 years

averaged $ 1.7 billion and are expected to be maintained at that level in

the medium term. At this level, India's share in the Bank's loan port-

folio would increase from 4.4% at present to 9% in FY92 and stabilize at

about 11% for the rest of the decade. You may wish to emphasize that with

such a high level of exposure for the Bank in India (and potentially
higher if lending is raised in response to further policy reforms), the

Bank's IBRD lending program must necessarily be predicated on continued

strengthening of India's debt service capacity, which in turn depends on

improvements in policies with respect to industry and exports and con-

tinued progress in accelerating disbursement performance. (Paragraph 6

above).

9. The issue of 'policy conditionality' is a particularly controver-

sial and politically sensitive one with the Government. The Indians will

reiterate the point made many times before that the Government cannot be

seen as subject to direct outside influence over basic policy issues which

are the prerogative of parliamentary decision making processes. You

should express understanding for their legitimate concerns. At the same

time, however, you should make it clear that if the Bank is to be credible

as a development institution and not merely a financial intermediary, it
must ensure that its lending activities are undertaken within a framework

of policies, programs and institutions which effectively contribute to the

country's growth and development. We recommend that you assure the

Secretary that the Bank will continue to pursue the process of linking our

lending activities to policy changes, where necessary, in close consult-

ation with the GOI and in a spirit of partnership, professionalism and

mutual respect. We believe that the Bank can continue to play an impor-

tant supportive role to the Government's own efforts, but the Bank's

management and staff appreciate that it is of the utmost importance that

our role be one which is sensitive and low-key.

(b) Steel Industry Lending

10. The Secretary may raise the issue of Bank support to India's steel

industry. Despite the Bank's recent decision that there will be no direct

financing of capital equipment for the steel industry (except for Mexico

and China), the Indians will argue that there are compelling reasons for

1/ The share of the major blend countries in IDA 8 should, to the

extent compatible with other objectives, be around 30%. Source:

Paragraph 4.6 of IDA/R87-1, Additions to IDA Resources: Eighth

Replenishment, January 12, 1987.
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Bank lending for the steel industry in India: (i) the critical importance

of steel industry reform and restructuring for overall industrial and

economic growth, and (ii) the considerable progress made in the sectoral

dialogue with the Bank and the Government's strong interest in Bank invol-

vement in its proposed steel industry restructuring program.

11. Our recent sector work on automotives and capital goods has iden-

tified high cost, low quality steel inputs as a major impediment to effi-

cient industrial development and more rapid export growth. Policy and
institutional reform and restructuring/rehabilitation of the steel

industry are critical to the realization of the Government's objectives

for industrial and overall economic growth. The Bank's dialogue with GOI

on these issues has been very constructive and the Government is keen to

proceed with translating this dialogue into a specific program of Bank

lending for the industry. Refusal of Bank lending for the industry at

this time could seriously damage our dialogue, probably removing the

opportunity for the Bank to influence the direction and pace of reform in

the steel industry. It could also have serious repercussions for overall

country relations. For these reasons, an exemption for India from the

Bank's new steel industry lending strategy may be merited, provided that

agreement can be reached with GOI on a mutually acceptable policy,

institutional and restructuring program for the industry.
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TI?~~~A!~vuC" SECETY o~ 5TOF INDIA

S. VENK1TARAMA$AN

Joined Indian Administrative 
service

in 1953 and was allotted Tamil Nadu

Cadre.

1957-1962 Under Secretary and Deputy Secretary,

Department of Finance, Government 
of

Tamil Nadu

1962-66 Served the Central Government 
in

different capacities in the Ministries

of Steel and Heavy Industry and Food

& Agriculture

1964-66 Private Secretary to Ministers 
for

Steel and Food & Agriculture

1966-68 Underwent a Master's programme 
in

industrial Administration in 
the

Carnegie MallAn University, Pittsburg,

USA; on return appointed as Chairman,

State's Industrial Development

Corporation, Government of Tamil Nadu

1969-73 Finance Secretary, Government of

Tamil Nadu

1974-77 Worked in the Development Projects

in Nutrition Population 
and Family

Welfare in the World Bank

Thereafter became President/Managing

Director of Southern Petro-chemicals

- Industries Corporation, a 
Fertilizer

Company in the Joint Secter 
for

six years.

Oct. 1983 Secretary, Department 
of Power,

to 7th Feb. Ministry of Energy, Government 
of India

1984

From Feb.8, Finance Secretary, Government of India

i985
Alternate Governor for India in the

World Bank and the Asian Development Bank

Chairman, Indian Investment Centre

Member for Finance, Atomic Energy

Commission and Space Commission



March 31, 1987

Dear Mr. Secretary:

On behalf of the Executive Directors,

Officers and Staff, I would like to express our

pleasure at your appointment to the Board of

Governors of The World Bank as Alternate Governor

for India. Congratulationst

We look forward to your participation in

the affairs of the Bank.

On a personal note, I hope to have the

opportunity of greeting you here in Washington in

the near future.

Sincerely,

(Ig Beber B w*

Barber B. Conable

Mr. J. L. Bajaj
Joint Secretary
Ministry of Finance
Department of Economic Affairs
North Block, Central Secretariat
New Delhi 110 001, India

ect Mr. Rao Sabib
Mr. Cheetham

Mr. Stephansen

ETSanidad:jlk



THI WORLD BANK IN]I RNATIONAI FINANCI CORPORAIION

OFFICE MEMORANDUM
ATI March 26, 1987 B0 U

TO Mr. T.T. Thahane, Vice President & Secr rMhR 27 F l
FROM C.R. Krishnaswamy Rao Sahib, Executiveorae

E XT[ NSION 72223

SUBJECT Alternate Governor in the Bank - India

This is to inform you that Mr. J.L. Bajaj, Joint Secretary,

Department of Economic Affairs, Ministry of Finance, Government of

India, will be India's Alternate Governor in Bank Group in place of

Mr. S. Venkitaramanan. Copy of the Notification being issued by the

Government of India, will be sent to you shortly.

c.c. Mr. Fritz Fischer, Executive Secretary, Development Committee.

DISTRIBUTION

Executive Director
TO- Programs Dir., Bank

Investments Dir., IFC
FiLe
CredentiaL

E. T. Sanidad
FROM - SECRETARY'S DEPARTMENT

P-1866



March 31, 1987

Dear Mr. Secretary:

It is indeed good to know that you have been

appointed Governor for India on the Board of Governors

of The World Bank. Congratulation.I

On behalf of the Executive Directors,

Officers and Staff, I welcome your appointment and

look forward to your continued participation in the

affairs of the Bank.

On a personal note, I hope to have the

opportunity of greeting you here in Washington in the

near future.

Sincerely,

fti)Baber osb
Barber B. Conable

The Honourable
S. Venkitaramanan
Finance Secretary
Ministry of Finance
Worth Block, Central Secretariat
new Delhi 110 001, India

cc: Mr. Rao Sahib
Mr. Cheetham
Mr. Stephansen

ETSanidad:jlk
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TELEGRAMS-ECOFAIRS 4rqi No. 13/6/87-FB II

* kTT6 TT Government of India

fl 4TTFR Ministry of Finance

(3TTfKE iT4 fi4TTri ) (Department of Economic Affairs)

'TI Rfg/New Delhi, 9 th March, 19 87

The Secretary,
Interna-ional Bank for iRconstruction

and Davelopment
1818-H Street, N.W.
Washington DC 20433

UT.S. A.

3ir,

I am directe! to stAtC that the Government of

India have under Article V, Section 2(a) of the Articles

of Acreement of International Bank for Reconstruction

ani D ,velO:ment apDointed Shri S. Vencitaraimanan,

Finance Secretary to the 3ovcrnmfent of India to be

India' s Governor on IBRD vice .3hri Vishwanath

Pratap Singh with effect from 4th :,arch, 1987.

Yours faithfully,

(p.V. Bhide

Deputy Secretary to the Government of India

DISTRIBUTION

Executive Director
TO- Programs Dir., Bank

Investments Dir., IFC
File
Credential

E. T. Sanidad

OM - SECRETARYS DEPARTMENT



THE WORLD BANK INTFRNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE : December 18, 1986

TO : Mr. Barber B. Conable

THROUGH : Mr. Ernest Stern, SVPOP

FROM : W. David Hopper, VP, South Asia

SUBJECT : INDIA - Visit of Mr. Vishwanathan

1. Mr. S.V. Vishwanathan is scheduled to meet with you at 9:00 a.m.
on Friday, December 19 in your office. He is Managing Director of the
Seshasayee Paper and Board Ltd. and Board Chairman of the Tamil Nadu
Newsprint Co.

2. The Bank supported the latter company with a $100 million loan
approved in September 1981 (Tamil Nadu Newsprint project; Loan 2050-IN).
The project closed on August 31, 1985, having been implemented
successfully. In fact, we believe it is the only successfully operating
paper bagasse plant in the world, using sugar cane bagasse as raw
material. The technology was developed in Wisconsin by the Beloit
Corporation and was adapted for use in Tamil Nadu through the Bank
project. The process has potential for use in other developing countries,
where efforts have been underway for years (largely unsuccessful) to find
effective ways of making newsprint from indigenous raw materials rather
than importing pulp at considerable expense.

3. Although this is a courtesy visit, you may wish to use the occa-
sion to solicit Mr. Vishwanathan's views about India's industrial
liberalization policies, since he is a prominent businessman, serving on
the boards of a sugar mill, a battery manufacturing company and a firm
that produces sanitary articles.

cc: Messrs. Rao Sahib (EDS), Clift (ASA), Rowat (IND), Robless (ASAIN)

TBlinkhorn:ns

P1867



December 15, 1986

Dear Mr. Samuna:

Thank you for the beautiful book on

India, which I found on my return from Latin

America. Mrs. Conable and I are looking for-

ward to visiting your country in the not-too-

distant future. Needless to say, your book

has served to increase our anticipation I

Thank you again for your thoughtful-

ness.

Sincerely,

(Signed) Barber B. oriabl

Barber B. Conable

Mr. Ravi Saxena
Sales Representative
Air India
1612 K Street, N. W.
Suite 200
Washington, D. C. 20006
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WAS/SLS/1 213
December 2, 1986

Mr. Barber B. Conable
President
The World Bank
1818 H St., N.W.
Washington, D.C. 20433

Dear Mr. Conable:

It has come to my attention that you will be visiting India
in the near future. Having already experienced glimpses of Indian
culture during the India Culture function at The World Bank, which
I understand you and Mrs. Conable enjoyed very much, I thought the
book I am leaving for you, as a token of my regards, will further
whet your appetite for the culture and history of our beautiful
country.

Should you need any assistance whatsoever before you travel
to India, such as travel brochures and maps to better plan your
leisure time in India, it will give me great pleasure to personally
provide you with the same.

With best regards.

Sincerely yours,

Ra 'i Sena
Sales Representative
The World Bank

1612 K ST. N.W., SUITE 200 . WASHINGTON, D. C. 20006

SALES OFFICE * 785-8770 * RESERVATIONS 800-223-7776

CABLE: AIRINDIA
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July 28. 1986

Dear 14r. Va&hul;

Thai you very much or your telex 01 July 1 conveyin 1CICI'S

congratulations and best wishes ol my asswuptionR oi te Presideucy of

the Bans.. I am eagerly iocwi2n 1orward to the opportunities at orded by

aLy new position to enhance my understandiu of the development

challenges faced by our mwaDer countries aiw to strenathen the role

which the can& can play in astisting our members to achieve their

deve.Lopment soals.

As one ot tne largest oi the Ban'a borrowers, lndia's development

ef orts are ox special interest to me. I am aware ot IGIGI's important

coutributin& to the growth of India's industrial capacity and thus to

the economy as a whole. The Bank is proud. to have supported ICII's

developiaent over the years and we look zorwara to continuing our

long-standi1g and ettective collaboration with your institution in the
future.

Sincerely,

(Signed) R Fh rb"
Barber B. Conable

ir. 11. Vakilul
Ghairman and ManagLng Director
Industrial Credit and Investment

Corporation of India, Limited
16i Mackbay Reclamation
Bombay 400 020
India

cleared with and cc: Messrs. Hopper, Cheetham, Griffith

cc: Mr. Robless (o/r)

"LSunderland: zj



FO M NO. 709
s-73) WORLD BANK GROUP

DATE
R(UTING SLIP July 23, 1986

FROM THE REGIONAL VICIE PRESIDENT
NAME ROOM NO.

1. Mr. Che2 tkaw

2. Mr. Robless - to handle '

3. Mr. Hopper

A _ESPOS_ I 'CTE AND RETURN

NOTE ND SEND ON

O~ T~t Rc CMMENDAThONe SIGNATUR

c.o.b. for Mr. Hopper's
clearance July 31.

M Hpr O
Mr. Hopper's Office
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(2-83) THE WORLD BANK

Date

ROUTING SLIP July 22, 1986

Name Room No.

Mr. David Hopper H-5-177

To Handle Note and File

Appropriate Disposition Prepare Reply

Approval Per Our Conversation

Information Recommendation

Remarks

Please prepare an appropriate response

for Mr. Conable's signature.

Due Date: August 1, 1986

Isaac Sam

From



ZCZC DS. 5T8685 JWS0452
EXC
REF 1 TCP HC

JWS0452 JOY968 IN 01/01:54 OUT 01/01157
11 3062 ICIC EN

FOR MR BARBER CONABL E
PRESIDENT
WORLDANK

FROM N VAGHUL
CHAIRMAN AND MANAGINO D3RECTOR
IcIfcV BOMBAY INDIA

ON BEHALF OF THE POARD OF DIRQUTORS OF ICIC T WOULD LIKE TO
CONGRATULATE YOU AND OFFER OUR BEST WI[SHES ON YOUR TAKfNG UP
YOUR APPOINTMENT AS PRESIDENT OF THE WORLD BANK STOP 1ICII HAS HAD
THE PRIVILEGE OF BEING ASSOC.tATED WITH THE WORLD BANK FOR
OVER 30 YEARS S1IP HES)DIS FACILITAT]N6 1HF GROWTH OF
ICTCI'S OPERATIONS THE ASSOCIATION WTTH THE WORLD BANK HAS ENHANCED
THE ROLF THAI ICICI HAS BEEN ABLE 10 PLAY IN THE INDIAN ECONOMY

WE TRUST UNDER YOUR LEADERSHIP THE WORLD BANK WILL RISE TO
MORE COMMANDING HE]GHTS AND ](CI'S ASSOCIA I N WilH IT WILL QE
FURTHER S rRENG HENEO STOP

RE6ARDS

11 2062 ICIC IN

JULY 1 1986 1130

=01010702

ALT RTD FROMtFXCM

NNNN

Qf i:ld ~.~ 9861



A u-9 , j a-

Mr. Conable:

IDA Allocations to India

I am seeking more information on

the attached from the Operations

complex but, in any case, I would

suggest that you ha a e ting

with Mr. Stern (on for him

to: (i) explain fully how the IDA

allocations have been made, and how

India (and China) have fared under

IDA VII; and (ii) what response

should be given to Mr. Rao Sahib.

Isaac

August 7, 1986
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THE WORLD BANK INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: August 18, 1986

TO: Mr. C. R. K. Rao Sahib, Executive Director, India

FROM: Barber B. Conable

EXT: 72001

SUBJECT: IDA Allocations to India

Thank you for your memorandum of August 5 regarding IDA
allocations to India. We share your concern that IDA be allocated
equitably among its members and we recognize India's continuous need for
concessional assistance.

The allocation of resources, as scarce as IDA, always poses
very difficult choices. We are fully conscious that the blend between Bank
and IDA lending to India has shifted dramatically towards the Bank side and
that India's share on overall IDA resources in IDA-7 has declined sharply
from historical levels. I need not repeat here the various causes for
this, including the membership of China in IDA as well as the urgent need
for highly concessional resources in many of the countries of Sub-Saharan
Africa which do not have access to capital on commercial terms. The antic-
ipated decline in IDA availability for India from its previous historical
share has been discussed in previous meetings between the Bank and the
Government of India. There has been very little change in these factors
and we expect if the full amount of IDA resources is available, and if the
FY87 lending program is success- fully completed, India would have received
approximately 21% of total IDA-7 availabilities. This leaves India by far
the largest single recipient of IDA, well ahead of even China. Under
current circumstances I do not see much opportunity for reallocation from
present plans.

As you know, in order to help compensate for the reduction in
India's share of IDA, as well as in the decline of nominal IDA availabil-
ity, we have substantially increased lending on the Bank side and total
Bank Group lending to India is in line with the numbers previously
discussed with the Government.

bcc: Mr. Hopper



April 8, 1986

Dear Mr. Rao Sahib:

Just a note to thank you and

Mrs. Rao Sahib for the pleasant dinner
Sunday evening in honor of Finance
Minister Singh. Peggy and I were pleased
to be included, and in this very busy week,
it was a good opportunity to chat with the

Minister, Governor Malhotra and members of

the Indian delegation to the meetings in
the very relaxed setting of your home I

In every respect, it was a delight-

ful evening.

Warm regards.

Sincerely,

A. W. Clausen

Mr. C. R. K. Rao Sahib

Executive Director
The World Bank
Room E-1139

AWC:MH



IN HONOR OF MR. V.P. SINGH, FINANCE MINISTER OF INDIA
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The World Bank 18 18 H Street N W (202) 477-1234
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT Washington D C 20433 Cable Address INTBAFRAD
INTERNATIONAL DEVELOPMENT ASSOCIATION U S A Cable Address INDEVAS

December 31, 1985

Mr. Julio M.G. Gaiger
President
National Indian Support Association

Dear Mr. Gaiger:

This is in reference to your letter dated December 11, 1985,
addressed to Mr. Clausen, regarding the Sardar Sarovar Dam and Power
Project.

With regard to the issues raised in your letter, we wish to bring
to your attention the following facts.

1. There is essential agreement in the terms of the International
Labour Organisation's (ILO) Convention 107 relating to Tribal and
Indigenous Populations and our own guidelines regarding both
resettlement and rehabilitation, and tribal peoples. The monitor-
ing which the Bank conducts of project implementation is to ensure
the borrower's compliance with the Bank's covenants which are
based on the Bank's guidelines and policies. It is only if the
borrower is in violation of these covenants that appropriate
remedial action can be taken by the Bank. Concerns you might have
regarding failure by India, if any, to comply with other interna-
tional agreements must be addressed to the signatory parties or
such legal bodies which have jurisdiction over such agreements.

2. On October 6, 1969, the Government of India established the
Narmada Water Disputes Tribunal to adjudicate among the States of
Gujarat, Madhya Pradesh, Maharashtra and Rajasthan the benefits
and cost-sharing of the waters of the Narmada River. On
December 12, 1979, this Tribunal rendered its Final Order. This
Final Order, in addition to provisions relating to benefits and
cost-sharing, included provisions for the resettlement of land
owner oustees in the States of Madhya Pradesh and Maharashtra.
Specifically, it required that irrigable land of equal size to
that owned by the oustee be provided to each family having legal
title to land, with a minimum of 2 ha per family.

3. The R&R component of the project in question includes the above-
specified provisions of the Final Order relating to R&R. In
addition, the Final Order's requirements have been enhanced in
essentially two ways in accordance with the Bank's policies and
objectives for the R&R of persons displaced by development
projects financed by us. First, through the legal documents (the
Agreements) for the Sardar Sarovar Project, entered into by the
Bank, GOI, and the participating States on May 10, 1985, the

ITT 440098 RCA 248423 WLi 64145 Y-7040
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provisions of the Final Order relating to landed oustees of Madhya
Pradesh and Maharashtra were extended to the oustees of Gujarat.
Second, the overall R&R program under the project provides for
full rehabilitation of all oustees, landed or landless, tribal or
otherwise, of Madhya Pradesh, Maharashtra and Gujarat by requiring
under the Agreements the restoration, at a minimum, of the stand-
ard of living they were enjoying prior to their displacement. The
oustees are in addition to be relocated as tribes, village units,
village sections or families in accordance with their preference.
Such rehabilitation is to go beyond the mere provision of land and
will include vocational training programs, alternative employment
opportunities, social and physical infrastructure and community
services, taking into account the traditions and cultural
backgrounds, and with the informed consent, of the oustee groups.
With regard to lands occupied by people without legal title, the
Agreements specifically provide that in order to increase or at
least regain their standard of livelihood, landless oustees will
be rehabilitated in the agricultural and non-agricultural sector
in ways which ensure that the landless, most of whom are tribal
peoples normally reluctant to adopt fixed abodes and agricultural
activities as a livelihood, have their standards of living
protected at a minimum. I should stress that the emphasis on
rehabilitation rather than land-for-land per se under the agreed
R&R program was a conscious and deliberate decision on the part of
the Bank, as we believe that true rehabilitation rather than only
land compensation constitutes a much more solid foundation on
which to base a concrete and monitorable program in accordance
with the Bank's guidelines for addressing the problems of involun-
tary resettlement and thus to ensure the protection of all project
oustees.

4. The terms of the Agreements relating to R&R under the project
establish the framework and broad principles under which the
agreed R&R program will be carried out over the ten-year implemen-
tation period. These principles, which provide for a stable means
of livelihood and full rehabilitation of all oustees, will remain
constant; but numerous operational details of R&R activities,
required to give effect to the principles, will have to be formu-
lated during the course of the ten-year development program. In
this regard, it is important to note that the Agreements also
provide for semi-annual and annual reviews of the progress of R&R
activities. Through such reviews, the R&R activities will be
updated and revised as changing situations warrant, so that the
activities can be adjusted annually in order to meet the evolving
needs of the oustee population, which will inevitably occur. We
are confident that this dynamic and flexible approach, which will
allow the changing needs of the oustees to be addressed as they
arise, is the most suitable approach for achieving the successful
rehabilitation of all project oustees.
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5. The Agreements include comprehensive arrangements for monitoring
and evaluation of the implementation of the R&R program. The
program will be closely monitored and evaluated by the Government
of India through the Narmada Control Authority, an Interstate
entity established by the Final Order, which is being strengthened
under the project specifically in the area of R&R; independent
research institutions to be employed by each State in accordance
with terms of reference satisfactory to the Bank; and committees,
established by the participating States, with adequate repre-
sentation of the oustees. The GOI and the States concerned will
report to the Bank periodically on the progress of the R&R
program. In addition to these safeguards, the Bank will also
monitor the progress of the R&R program during our regular semi-
annual project supervision missions, which will include
anthropologist/sociologist expertise and consultant assistance as
required.

ILO Convention 107 and our own guidelines on displaced people are
wholly compatible while at the same time our Agreements with India essen-
tially follow our own guidelines on R&R and on tribal people, and the Bank
will monitor compliance with the agreements including those aspects
related to tribals set forth in our policies, such as: (a) the
recognition, demarcation and protection of tribal areas containing those
resources required to sustain the tribal people's traditional means of
livelihood; (b) appropriate social services that are consonant with the
tribe's acculturation status, including, especially, protection against
diseases and the maintenance of health; (c) the maintenance, to the extent
desired by the tribe, of its cultural integrity and embodiments thereof;
(d) a forum for the participation of the tribal people in decisions
affecting them, and providing for adjudication and redress of grievances.
Moreover, our policy is in no way inconsistent with, nor does it fall
short of, the provisions of the ILO Convention. On the contrary, it
coincides on the mutual objectives, and complements and enhances ILO
provisions by extending their area of application to all member countries
of the Bank where we are supporting projects which require involuntary
resettlement, and not exclusively the signatories of the ILO Convention.

I am sending copies of this letter to representatives of the
Government of India and the participating States for their information.

Yours sincerely,

P.K. Pollak
Acting Chief, India Division
South Asia Programs Department
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cc w/inc.: Mr. A. W. Clausen

Mr. K. Rao-Sahib
Executive Director for India
The World Bank
Washington, D.C.

Mr. J.L. Bajaj
Joint Secretary
Department of Economic Affairs
Ministry of Finance
New Delhi, India

Chief Secretary
Government of Gujarat
Gandhinagar

Chief Secretary
Government of Madhya Pradesh
Vallabh Bhavan
Bhopal

Chief Secretary
Government of Maharashtra
Mantralaya
Bombay



THE WOFLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM 8'
DATE January 29, 1986

TO Files

FROM Shiv S. Kapur

EXTENSION 33035

SUBJECT PPAR - Thirteenth India Railways Project

1. Reference my memorandum of January 28 to Mr. Clausen on
the above subject. Mr. Roy Southworth called me this morning on

behalf of Mr. Clausen to say that Mr. Clausen had decided we should
go ahead and issue the new PPAR prepared by the specially constituted
independent group. Arrangements are consequently being made to
immediately issue this PPAR in terms of para. 3 of my memorandum
to Mr. Clausen.

2. It should be recorded here that the above-mentioned specially
constituted independent group comprising a senior Bank staff member
and two outside consultants had no contact with anyone in OED in the
preparation of the new PPAR. Also, I was unaware of the existence of
the group and its composition until the receipt of documents under
Mr. Clause's memorandum of January 24, 1986.

cc: Mr. Stern

Mr. Southworthy
Mr. Shields

P-1866
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE January 28, 1986

TO: Mr. A. W. Clausen

FROM Shiv S. Kapur

EXTENSION 33035

SUBJECT PPAR - Thirteenth India Railways Project

1. Reference your memorandum of January 24 and the attached PPAR.

2. I notice that this PPAR has been prepared by a specially
constituted group, comprising a senior Bank staff member and two outside
consultants. It is thus an independent document of high quality. By
comparison, the draft OED PPAR is, in my judgment, a flawed piece of
work; it is speculative and not well grounded in facts in a number of
its major conclusions and falls short of being a fully professional
performance audit. Having gone to the extent of developing an
alternative and independent PPAR, there would now seem to be no reason
not to issue this as the audit document.

3. I fully share your concern that there should be no further
delay in closing this matter. For this reason, the new PPAR was sent
to Paul Geli, Assistant Director, for review on behalf of the South
Asia Region. The Region has no comments. As to the borrower, extensive
comments were received from the Indian Railways on the previous draft
and these comments cover all major points made in the new report. They
will be annexed to the new PPAR in line with our practice, with a
suitable notation. No fresh comments would be necessary.

4. On the above basis the new PPAR with its annexes could be
printed and issue to the Board within this week. Kindly let me know
if I should proceed accordingly.

cc: Mr. Stern

P-1866
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE: January 24, 1986

TO: Shiv S. Kapur

FROM: A. W. Clausen

EXT: 72001

SUBJECT: PPAR - Thirteenth India Railways Project

1 . Attached is a copy of a PPAR on the Thirteenth India Railways

Project prepared by staff of the Transportation Department at my request.

I took this action in light of the situation that arose in late October.
Now that the matter has been resolved and OED's PPAR on this project has
been finished, there is no need to proceed with further processing of this

report.

2. In the interest of finally putting this matter behind us, please

proceed as quickly as possible in processing OED's PPAR for Board
distribution.

cc: Mr. E. Stern

Attachment

P-i 867



NTERNATIONAL FINANCE CORPORATION

ICE MEMORANDUM RECEIVED

1986 JAN 27 PH 1: 22~~
DATE: January 24, 1986

TO: Shiv S. Kapur

FROM: A. W. Clausen

EXT: 72001

SUBJECT: PPAR - Thirteenth India Railways Project

1 . Attached is a copy of a PPAR on the Thirteenth India Railways
Project prepared by staff of the Transportation Department at my request.
I took this action in light of the situation that arose in late October.
Now that the matter has been resolved and OED's PPAR on this project has
been finished, there is no need to proceed with further processing of this
report.

2. In the interest of finally putting this matter behind us, please
proceed as quickly as possible in processing OED's PPAR for Board
distribution.

cc: Mr. E. Stern

Attachment

P-1867



THE WORLD BANK /INTERNATIONAL FINANCE CORPORATION a -ct loL..

OFFICE MEMORANDUM

TO: Mr. A. W. Clausen January 13, 1986

FROM: Ernest Stern

SUBJECT: INDIA: Thirteenth Railway Project
Project Performance Audit Report

Attached is the PPAR on the Thirteenth India Railways Project. As requested
by you, it was prepared in the Transportation Department by staff who werenot previously associated with the Indian Railways or our Indian Railway
operations in the last decade. Noi bond normal project implementation
deficiencies surfaced and an. criticism, I' lte"x'epl' 4-tf 6~for
the delay in the completion of the OED report, emerged.

As Mr. Pouliquen notes, we now have two PPARs on this project. OED will need
guidbnge on-hether-their reno which I understand is now complete, shouldberocessed 3pn. If the attached report is to be gwottn
ready for Board distribution instead, it should first be sent to the Region
and the Borrower. If you decide to use this report, I would suggest that the
staff who wrote it obtain and integrate the comments.

Please let me know how you wish to proceed.

Attachment



THE WORLD BANK /INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
Date: January 10, 1985

To: Mr. Ernest Stern, SVpp

From: L.Y. POulI en, Director, TRP

Extension: 61705

Subject: India - Thirteenth Railway Project (Credit 582-IN)
Project Perfor a Audit Report

Please find attached the PPAR on the 13th Indian Railway Project.This report was prepared by a team headed by Hans Apitz(Cif
Transportation Division II, IetAyH ndAitn RCilwyf, jet

Victor ttionDivthon , West Africa) and included Sir Gordon MacKay andtrWouters, both former staff embers with extensive experience in the
transportation sector. None of them have been involved with IndianRailways in the last twelve years.

In preparing this report, comnents from Indian Railways and theSouth Asia Region on an earlier draft prepared by OED were taken intoconsideration. This is, however, a substantially new rport, which comesto different conclusions and rechrnentions rarding, in rt ich ar eselection of investments and Indan Ralways depreciation poliy. I wo a
h ere o re raii~r 1y 1 r U ... ..ep .-t M -R ec- aon o 1y .

~~~0~' 
. t o eni fo t rio ut eiid o t e o a r .
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FORM NO. 75
(6-83) THE WORLD BANK/IFC

DATE:ROUTING SLIP 1/31/86
NAME ROOM NO.

Mr. R. Southworth

APPROPRIATE DISPOSITION NOTE AND RETURN

APPROVAL NOTE AND SEND ON

CLE ARANCE PER OUR CONVERSATION

COMMENT PER YOUR REQUEST

FOR ACTION PREPARE REPLY

INFORMATION RECOMMENDATION

INITIAL SIGNATURE

NOTE AND FILE URGENT

REMARKS: The letter of Ms. C. Kammerer
to Mr. Clausen came along with some 90 other
letters expressing concern about the Narmada
project in India. This is the result of a
letter-writing campaign initiated by Sur-
vival International, a UK organization.

Attached is the reply (a form
letter) individually addressed to the
letter-writers.

FROM: 'ROM NO.: EXTENSION:

-. SiJ c4L-Z9,-2 J~
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Date
ROUTING SLIP Nov. 5, 1985

O O TH P

Name Room No.

bMr.-Hopper H-5-177

S C - nfoc

XX To Handle Note and File

Appropriate Disposition Prepare Reply

Approval Per Our Conversation

Information Recommendation

Remarks

~Z~r~at. 
C6Y

Roy Southworth

From



The World Bank 1818 H Street, N.W. (202) 477-1234
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT Washington, D.C. 20433 Cable Address: INTBAFRAD
INTERNATIONAL DEVELOPMENT ASSOCIATION U.S.A Cable Address: INDEVAS

January 31, 1986

Ms.Cornelia Kammerer
30 High Street
Florence
MASSACHUSETTS 01060

Dear Ms. Kammerer:

This is in response to your letter expressing concern about
resettlement and rehabilitation (R&R) of the oustees of the Sardar
Sarovar Dam and Power Project in India.

We believe measures have been taken by the Indian authorities to
provide appropriate safeguards in this case. The project's emphasis
is on rehabilitation through the restoration of the productive
capacity of the oustees, rather than land-for-land per se as
compensation. This emphasis was a conscious and deliberate decision
based on a conviction that comprehensive rehabilitation, rather than
mere land compensation, constitutes a much more solid and equitable
form of recompense.

With respect to project oustees, on December 12, 1979, the
Narmada Water Disputes Tribunal rendered its Final Order regarding the
interstate division of waters, which included provisions for the
resettlement of land owner oustees in the States of Madhya Pradesh and
Maharashtra. The Order required that irrigable land of equal size to
that owned by the oustee be provided to each family having legal title
to the land, with a minimum of 2 hectares per family.

The resettlement and rehabilitation component financed by the
World Bank includes the above provisions of the Final Order.
Moreover, in accordance with World Bank policies, the Final Order's
requirements as to resettlement and rehabilitation have been enhanced
in essentially two ways:

(1) First, through the legal agreements relating to the Sardar
Sarovar Project, entered into by the Bank, the Government of India,
and the participating States on May 10, 1985, the provisions of the
Final Order relating to landowner oustees of Madhya Pradesh and
Maharashtra were extended to the oustees of Gujarat.

(2) Second, the overall resettlement and rehabilitation program
under the project provides for full rehabilitation of all oustees,
landowner or landless, tribal or otherwise, of Madhya Pradesh,
Maharashtra and Gujarat. The above legal agreements require the
restoration, at a minimum, of the standard of living being enjoyed by
oustees prior to their displacement. The oustees are, in addition, to
be relocated as tribes, village units, village sections or families in
accordance with their preference.

ITT 440098 RCA 248423 WUI 64145 Y-7040
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Let me restate that rehabilitation under the project goes beyond
the mere provision of land and will include vocational training
programs, alternative employment opportunities, social and physical
infrastructure and community services, taking into account the
traditions and cultural backgrounds, and with the informed consent of
the oustee groups.

With regard to lands occupied by people without legal title, the
legal agreements specifically provide that in order to increase or at
least regain their standard of livelihood, landless oustees will be
rehabilitated in the agricultural and non-agricultural sector in ways
which ensure that the landless have their standards of living
protected at a minimum.

There is no inconsistency between the terms of the International
Labour Organization's (ILO) Convention 107 relating to Tribal and
Indigenous Populations and the World Bank's own guidelines regarding
both resettlement and rehabilitation, and tribal peoples. At the same
time, the World Bank's agreements with the Government of India
essentially follow our own guidelines on tribal peoples.

With regard to resettlement of tribal people in forested zones, a
fact that needs to be underlined is that out of the 37,000 hectares
estimated to be submerged, a reported 11,600 hectares are recorded as
forest land. Of these, 4,500 hectares are in Gujarat, 2,700 hectares
in Madhya Pradesh, and 4,400 hectares in Maharashtra. However,
satellite photographs of the area indicate that only a small portion
of the 11,600 hectares designated as forest land actually have some
tree cover. Nevertheless, in order to establish compensatory forested
areas, the participating States have informed the World Bank that they
plan to afforest alternative land in lieu of the amount of the entire
land recorded as forest land which is to be submerged, irrespective of
whether or not that land is now tree-covered. As a result of the
project, therefore, there is expected to be a net gain of truly
forested area.

There are other safeguards to ensure the full implementation of
each aspect of the agreed R&R program. The program will be closely
monitored and evaluated by the Government of India through the Narmada
Control Authority, an Interstate entity established by the Final
Order, which is being strengthened under the project specifically in
the area of resettlement and rehabilitation; independent research
institutions employed by each State in accordance with terms of
reference satisfactory to the Bank; and committees, established by
the participating States, with adequate representation of the
oustees. The Government of India and the States concerned will report



-3-

to the Bank periodically on the progress of the R&R program. In

addition to these safeguards, the Bank will also monitor the progress

of the R&R program during our regular semi-annual project supervision

missions, which will include anthropologist/sociologist expertise and

consultant assistance required.

Semi-annual reviews of the progress of R&R activities will be

conducted. Through these reviews, the R&R activities will be updated

and revised as changing situations warrant, so that the activities can

be adjusted annually in order to meet the evolving needs of the oustee

population, which will inevitably occur. We are confident that this

dynamic and flexible approach by the Indian authorities, which will

allow the changing needs of the oustees to be addressed as they arise,

is the most suitable strategy for achieving the successful

rehabilitation of all project oustees.

Sincerely yours,

/3 A
Pastor B. Sison
Public Affairs Division
Information & Public Affairs Dept

PBS/vs



9Oyears
c 6 1895-1985

Ramesh Maheshwari Association of Indian Engineering Industry
PRESIDENT 172 Jor Bagh, New Delhi - 110 003

Phone: 615693 Cable: BUILDPOWER Telex :031-3855

5th November 1985

My first duty on return to India is to convey to you our very sincere
appreciation and thanks for the warmth and cordiality of your reception
to us when we called on you recently, in Washington.

All the members of my delegation - and I, personally - valued the rare
privilege of meeting you, exchanging thoughts and ideas informally and
talking about India, our participation in World Bank funded projects and
future cooperation between the Bank and Indian Industry.

Let me conclude by saying that, whilst we valued this meeting very much,
we hope that it will be the first of many and that we shall have the
honour and the privilege to receive you in India and to reciprocate the
warmth and friendship which you extended to us.

Kind regards,

Y urs sincerely,

[RAMESH MAHESHWARI]

Mr. A.W. Clausen
President
The World Bank
1818 H Street, N.W.
Washington D.C. 20433
U.S.A.
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T HE WOHLD RANK INT[ HNATIONAL INANCE CORPOR/A T ION

OFFICE MEMORANDUM

\ ko TO: Mr. Russell Cheetham, ASADR December 24, 1985

FROM: Ernest Stern, SVPOP

SUBJECT: India Disbursements

I attach the November data from the Controllers.

For the Bank as a whole, the disbursement rate reached 36.2% in

November. India's disbursement rate was less than 18%. For IDA, the

disbursement rate was 34.7%. India's was 25.3%. Moreover, these

disbursement rates are measured against regional estimates for the

year which seem very low. For FY86, India's IBRD disbursements are

estimated at less than $500 million. But, as of the end of FY85,

undisbursed loans to India totalled over $2.9 billion, with a further

$2.1 billion approved but not yet effective. Thus, India's 18%

disbursement rate through November is itself measured against a base

which assumes disbursements of less than 17% of the opening outstanding.

By contrast, the undisbursed IDA balance at the end of FY85 was

$3.1 billion, and the disbursement estimate was $1.0 billion, or a third

of the opening pipeline. This shortfall from this much higher drawdown

is nearer target.

While I realize that the IDA portfolio in India is more mature than the

Bank portfolio, I do not believe this can explain the very poor

performance. As I told Mr. Rao Sahib recently, we cannot continue to

le d $1.6 billion of Bank money with a monthly commitment rate o
17 mil ion. . I'll_...............

I understand that the matter has been reviewed before, but I have seen

neither the analysis nor any specific measures to improve the situation.

Could you let me have a note on this prior to March 31, 1986? In the

absence of rospects for substantial imrovemnt, we nrobthlv sbuldjjot

comp ete t len ing at currently planned levels.

Attachment

cc: Mr. Hopper o/r

bcc: Mr. Clausen(

P-1867



T85 DEC 24 AN I1: 50

L ft



PAGE: 6
IDA

FY85 AND FY86 DISBURSEMENTS
BY REGION AND COUNTRY

--------------------------- ID : LAF20A
(IN US$ MILLIONS) DATE: 12/10/85

TIME: 10.40.30

FY86
-----------------------------------------------------------------

FULL FY ACTUAL ACTUAL
FY85 BUDGET AS OF AS A %

REGION/COUNTRY ACTUAL ESTIMATE 1/ 11/30/85 OF BUDGET
-------------------------------------- --------- --------- --------- ---------

SOUTH ASIA

BANGLADESH 250.5 173.7 73.8 42.5
BHUTAN .1 .8 .3 37.5
BURMA 61.5 81.7 16.8 20.6
INDIA 807.4 1,021.8 258.7 c>
MALDIVES .6 1.3 .4 30.8
NEPAL 30.6 46.0 16.4 35.7
PAKISTAN 106.3 143.1 48.4 33.8
SRI LAkNKA 65.1 63.9 35.9 56.2

T-T --------- A------ --------- ---------
TOTAL SOUTH ASIA 1,322.1 1,532.3 450.7 29.4
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FY85 AND FY86 DISBURSEMENTS

BY REGION AND COUNTRY
--------------------------- ID :LAF20A

(IN US$ MILLIONS) DATE: 12/10/85
TIME: 10.40.30

FY86

FULL FY ACTUAL ACTUAL
FY85 BUDGET AS OF AS A %

REGION/COUNTRY ACTUAL ESTIMATE 1/ 11/30/85 OF BUDGET

SOUTH ASIA

INDIA 238.8 497.6 87.4 17.6
PAKISTAN 45.7 109.5 25.9 23.7
SRI LANKA 4.9 10.0 2.8 28.0

TOTAL SOUTH ASIA 289.4 617.1 116.1 18.8



THE WORLD BANK INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: October 18, 1985

TO: Mr. A. W. Clausen

THROUGH: Mr. W. A. Wapen ns, Acting SVPOP

FROM: W. D. Hopper, Vice President, South Asia R gion

SUBJECT: Meeting with Indian Industrialists, Monday, October 21, 4:00 p.m.

1. On Monday, October 21, you are meeting a deluatio from the

Association of Indian Engineering Industry who are touring the United

States and Canada looking at export opportunities for Indian manufactured

goods and services. A brief is attached for this meeting.

2. The delegation is meeting Messrs. Jaycox, Thalwitz, Lerdau and

Ms. Haug Monday morning and will discuss Iniaa-pa,:ticipation.i.Lank

projects throughout Africa. The team has been in New York for discussions

Wifh commercial banks and is here in Washington for discussions with

ourselves and with a number of U.S. Government agencies.

3. Mr. John Griffith, Acting Chief, India Division, will accompany

the delegation when they call on you.

Attachments
- Meeting with Indian Industrialists - Monday, October 21

- Luncheon with Private Businessmen/Bankers
- Background Note on Recent Developments in Trade and

Industrial Policy

- IFC Activities and Strategy in India

- AIEI Delegation
- Participants

LMcKay:rb

P-1867



Meeting with Indian Industrialists - Monday, October 21

The Assi oi of Irdian Engineering Industry AlE Is a private
association with nearly 3 000 mem bers hom a broad range of engineering
and electronics industries. The AIEI has been actively involved in con-
sultations with Government on policy matters. Their involvement with the
Kapoor Committee on the "Perspective Plan and Strategy for Export of

Engineering and Capital Goods" is one such example.

Bank and Government confidence in this association is reflected in

their having been chosen to work with ICICI 1n operating g pructivity

Fund to improve product and process technology as part of the Export
fevelopment and Finance Project which we are presenting to the Board on

October 22.

The delegation involves representation from a wide range of

industries including steel, automotive manufacturing, te _M ahiaary,

fQging,_ cectroniis." They come to the Bank with two principal
purposes:

1) Acquaint our management and staff in the Sub-Sahara/African
regions with the capabilities of Indian industry as a supplier for

Bank Groupsupporte projects pgapportunities for Indian
exporters to participate in African projects; and

2) Explore general prospects for Bank Group assistance to industry in

the private sector.

In other meetings in the U.S., this delegation is Looking at

Wx t-qpporJ;.&aities and exploring options for technical collaboration in
engineering and electronics activities. They meet with the Electronics

Association on Tuesday, October 22.

If you choose to follow up with the delegation the kinds of issues

raised at your recent luncheon with private industrialists/bankers in
India, the attached briefing notes, prepared for that occasion, continue
to be relevant.

You will be provided with a note following the Monday morning

meeting that this delegation is having with management and staff from the

Sub-Sahara/African and South Asia Regions if anything arises that you

should be aware of.
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Luncheon with Private Businessmen/Bankers

Aims of the Luncheon

The principal aims of your luncheon with private businessmen/
bankers should be to:

(1) gain a feel for the response of_ thejbusinessmen/bankers to the
direction and speed of recent trade and industry policy changes
(see Attac;-nt A);

(2) explore with the businessmen what more is required to effectively
establish more efficient, competitive, expanding industries; and

(3) gain an appreciation of why industrial exports have not grown more
rapidly and explore changes needed to facilitate a major expansion
of industrial exports.

(1) Recent Policy Changes

Indian private industry will face opportunities and challenges in
the new policy environment. The pace and nature of trade and industrial
policy reforms have been and will undoubtedly be of major concern to the
private industrialists. You should ask about their response to recent
policy changes and their assessment of further changes required to effec-
tively establish more efficient, competitive, expanding industries.
Industrialists are likely to ask about the Bank's role in terms of advice
and lending support for India's policy reform and industrial development
process.

The Bank's Assessment of GOI Policy Initiatives:

- Deregulation. The reforms of domestic industrial regulatory
policies announced by the new Government in the context of the
1985/86 budget were significant steps toward reducing direct
controls on industrial investments and production, particularly
the delicensing of 25 industries and the increase in the asset
limit under the Monopolies and Restrictive Trade Practices (MRTP)
Act.

- Trade Policy Reform. A sustained pace of reductions in quantita-
tive import restrictions and an increased emphasis on tariff
policy reform will be necessary to provide greater exposure to
world trade to stimulate competition and to induce technological
innovation in Indian industry.

- Technological Modernization. An even greater access to import of
technology and capital goods will be necessary for sustained
improvements in the productivity, efficiency and export competi-
tiveness of Indian industry.
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(2) Possible Future Policy Reforms

We believe that prospects for raising India's GDP and export

growth rate will, to a large extent, depend on improved trade and

industrial policies. While trade and industry policy initiatives taken in

the Government's 1985/86 Budget and Import/Export Policy Statements are

impressive, much more remains to be done to transform the policy environ-

ment for Indian industry into one which effectively establishes

appropriate incentives for efficient, competitive expanding industries

which are well suited to India's situation.

You should be sensitive to the fact that decontrol will not serve

the interests of some established interest groups. Adjustment will be

painful for some sections of industry. There will also be a gap between

what is put on the books and its actual implementation in terms of the

policy reforms.

You should ask industrialists whether they agree with the view

that one of the greatest obstacles to their efficient expansion is often

the regulations which are designed to shield other industrialists in

interrelated activities from "undue competition". Regulations to shield

steel making by restricting imports and thereby adversely affecting user
activities could be used as an example. You should use this principle to

support the need for further relaxation of direct controls, such as the

delicensing of additional industries and the expansion of the list of

industries in which larger companies are allowed to establish or expand

capacities. This will be required to achieve much freer entry and exit of

firms in the industrial sector and greater reliance on market price

signals, both of which are conditions necessary for increased competition

in Indian industry.

(3) Industrial Exports

You should make it clear that we are conscious of the need for

,export development as a integral part of the push to modernize and raise

the economic performance of Indian industry. You should mention that

exports will need to grow by 8 to 9% per annum compared witthe 4% of

recent years if the Government's planned 5% per annum growth in GNP is to

be~acKheved over the next decade. Industrial or manufactured exports will

need to expand even more rapidly if these targets are to be attained.

Industrialists are likely to reflect a general lack of confidence

concerning the prospects for exports. They are likely to argue for

example that there is a lack of export market opportunities due to protec-

tionism in industrial countries. However, given India's diversified mix

of products and markets and allowing for the fact that her exports account

for less than 0.4% of world trade, demand should not be a major constraint
on expansion. Challenge industrialists with the opportunities presented

by export markets and the need to improve export supply prospects.
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To improve export supply prospects will require action on a broad
front. There is growing agreement in India that the policy environment
requires substantial modification if manufacturers are to be internation-
ally competitive. Trade policies would have to be changed so that the net
impact of incentives is more neutral between export and import substitu-
tion activities.

You should ask for their views on policy changes in some of the
following areas as a means to facitat-ing a mOre rapid expansion of
expor

- more effective export incentives to compensate exporters for
policy induced increases in production costs,

- giving greater weight to export performance in exchange rate
policy,

- transferability of export incentives to facilitate sub-contracting
and small-scale industry to export via trading firms, and

- additional reductions in restrictive regulatory policies to permit
economies-of-size production and modernization.

For information regarding IFC operations in India, see
Attachment B.



Attachment A

Background Note on
Recent Developments in Trade and Industrial Policy

In the Finance Minister's words, "an important priority is to
create an environment for growth, productivity and savings" (1985-86
Budget speech, p. 25). Several trade and industry policy changes designed
to increase the economic performance and competitiveness of industry and
thereby accelerate economic growth were announced in the 1985/86 Budget
and Import/Export Policy Statements. These changes do constitute a reduc-
tion in the complex network of controls that have been central to India's
economic management. However, much more remains to be done to transform
the policy environment for Indian industry into one which effectively
establishes appropriate incentives for efficient, competitive, expanding
industries which are well suited to India's situation.

A. Some policy initiatives recently taken by the GOI.

Direcrt Controls:

- Manufacturers have been exempted from having to obtain industrial
licenses to produce in 25 additional imdtrotsi including cycles
and industrial machinery (i.e., delicensing of 25 industries).

- The asset limit beyond which a private sector company would be
subject to the Monopolies and Restrictive Trade Practices (MRTP)
Act was raised from Rs 200 million to Rs 1 billion.

- The import of several engineering products under Open General
License has been permitted to enable firms to make the modern-
ization moves necessary for reaching international
competitiveness.

- An Import-Export Passbook System whereby a manufacturer-exporter
may obtain duty-free inputs and components without requiring a
firm order was introduced.

Direct taxes:

- Company income tax rates were reduced.

- A 50% tax exemption on profits from export sales was provided.

Indirect Taxes:

- A customs duty of 10% ad valorem on crude petroleum was introduced
and the corresponding auxiliary duty raised from Rs 100 per tonne
Rs 300 per tonne.

- The customs duty of 65% applicable to project imports was reduced
to 45% ad valorem in general, 25% for power projects and zero for
fertilizer projects.
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- The export duties on 12 items were abolished, leaving export
duties on only 4 items (coffee, unmanufactured tobacco, mica other
than bridge mica, and hides and skins).

- Certain advanced types of computers not manufactured in India were
exempted from customs duty.

- The cotton fabric duty was partly shifted to the yarn stage.

The Bank is seeking to support the implementation of such existing
and future initiatives for policy reform through our lending program. The
forthcoming Industry Export Development Project is one such example. In
this case the Bank lending is being provided to support important initia-
tives already taken and strengthen Government efforts to promote engineer-
ing goods exports. Where the GOI has taken significant initiatives and
plans to continue the process of policy reform the Bank is able to lend
support in the spirit of partnership and mutual respect without any need
for explicit policy conditionality. It is a reflection of this that the
Bank's emphasis is shifting to relatively broad-based lending operations
to support policy reforms and facilitate sector adjustment.

B. Some additional desirable GOI policy initiatives would be:

- Industrial licenses, investment controls and direct import con-
trols should be further relaxed to permit entrepreneurs to more
rapidly respond to market opportunities.

- The customs duty schedule should be rationalized with movement to
a more uniform customs duty. Situations where the import duty on
a final or intermediate good is lower than that applying to impor-
tant inputs needed in its production should be avoided.

- A transferable export incentive would be desirable to facilitate
small-scale industry to export via trading firms.

- A more effective means of compensating exporters for the policy-
induced higher cost of locally purchased inputs to remove the
current bias against locally produced inputs would facilitate
efficient backward integration of export industries.

- Greater weight could be given to export performance in managing
the exchange rate.



Attachment B

IFC ACTIVITIES AND STRATEGY IN INDIA

Outlook for Private Sector

1. The private sector's role in key areas of the economy are slowly
expanding. The new Prime Minister has stressed the importance of opening
up of the economy and stimulating industrial competition. In a measure
to free about half of the NRTP companies to expand their operations to
more economic scales of operation, MRTP asset limits have been increased
fivefold. The Government has also announced its intentions to de-license
a number of industries, including the automotive sector. To encourage
more competition in domestic production, discourage smuggling and
stimulate exports, the Government has substantially reduced duties on a
variety of goods, most notably machinery for leather, gems and
electronics industries. Furthermore, to reduce the capital costs and
increase the competitiveness of domestic industry, duties on "project
imports" were reduced from 65% to 45%, with a 25% rate for power
equipment and total exemption for fertilizer equipment. While most of
the above measures aim at increasing industrial efficiency, they are also
expected to help strengthen export performance. The Government has also
announced a number of specific measures to stimulate exports, including
abolition of export duties on 12 items (largely raw agricultural and
mining products), and more significantly allowed for deducting up to 50%
of export profits in calculating income taxes. The Government has
furthermore displayed pragmatism by allowing the private sector to invest
in power plants, decontrolling prices of cement, and encouraging joint
ventures with foreign companies.

2. It is anticipated that with the newly announced policies, the
role of the private sector will increase substantially by the end of the
decade.

3. Significant in terms of scale are up to five large fertilizer
plants (2250 mt/day of urea each) based on associated gas from the Bombay
High oil fields. Three such plants with a total investment of about US
$2 billion are potential IFC projects which have yet to be financed. In
addition the private sector has moved to provide means of urban
transportation and goods movement through a large expansion of the light
commercial vehicle sector. The petrochemical sector is still in the
developmental stage and there is a continuing interest in oil drilling
and exploration by local groups in collaboration with foreign partners.
Some areas of high technology (for example telecommunications, computers)
are also attracting private sector investment interest as a result of new
government policies.

IFC Portfolio

4. As of June 30, 1985, IFC's cumulative original commitments in
India amounted to US $270.4 million (US $257.1 million in loans and US
$13.3 million in equity). IFC's net investments held at the same date
amounted to US $ 118.2 million, IFC's fourth /1 largest country exposure
at that time. IFC has a diversified portfolio in India with investments

1/ After Brazil, Mexico, and Yugoslavia.
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in all the key.sectors including steel, fertilizer, automotive and
cement. Since'the partial deregulation of cement prices in February
1982, IFC has invested in 6 cement projects representing a total capacity
of 4.5 million mtpy, or about 19 percent of India's total cement capactiy
to date. Given this recent emphasis on cement, we intend to restrict
further IFC exposure in this sector for the time being. The condition of
the portfolio is satisfactory as there are at present no problem
projects. On the other hand there has been some restructuring of
projects approved in FY81-FY83, mainly as a result of recent economic
conditions, and this has led to reduction of IFC loans in some cases.

TABLE 1: IFC COMMITMENTS IN INDIA AS OF JUNE 30, 1985 (US$ million)

Commitments Disbursements

Loan Equity Total Disbursed Undisbursed

IFC 118.18 7.08 118.25 79.24 39.02
Participants 34.58 - 34.58 14.84 19.74

Total 145.76 7.08 152.84 94.08 58.76

IFC Strategy/Promotion Activity

5. IFC's proposed future activities in India can be broadly
classified into five major areas. The first area is the large scale
foreign exchange funds mobilization for the proposed private sector
fertilizer projects and projects in the automotive sector. Appraisal of
the Zuari fertilizer project at Sawai Madhopur, Rajasthan is planned in
FY86. In the automotive sector a number of projects are being developed
by private sector companies in the areas of medium and light commercial
vehicles, engine manufacture and two-wheelers, all of them in some form
of collaboration with foreign technical partners. Some delay is expected
as companies reevaluate their development plans in light of more liberal
licensing policies announced by Mr. Gandhi's government.

6. The second major area of IFC'S proposed activities is in
technology transfer where IFC is interested in developing new
technologies in, and, if appropriate, exporting technologies from India
and in assisting the establishment of high technology projects in India.

7. The third area of IFC's activities is in providing assistance to
smaller emerging entrepreneurs where the quality of sponsors and the
project's technological features favor IFC.

8. The fourth area of IFC's proposed activities is in the emerging
oil and gas exploration sector, where IFC could assist suitable joint
sector projects.
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9. The fifth Area, which is also an area of wide development impact is
the capital markets sector. Here IFC has already been instrumental in
development of the leasing industry and housing development finance. We
are now pursuing the possibility of a venture capital company. In our
capital markets projects IFC's principal contribution will be the
promotion of the company, the assistance in the revision of any
government regulation required to make the company feasible and
participation as a founding shareholder and in the initial financing
package. Individual investment amounts therefore may not be large but
the impact of IFC's involvement is far greater than the amounts
invested. We have also been asked by the Government to assist in
computerisation of the stock exchanges.

10. In all cases the intention is that IFC complement the financial
and appraisal capabilities of the Indian institutions, including ICICI
which has received large amounts of IBRD financial assistance.
Accordingly the minimum proposed IFC net investment in any given project
is normally US $5 milllion. IFC's Representative in New Delhi is
continually updating the project pipeline, reviewing new project
prospects, and is working closely with the Indian Financial Institutions
and Department of Economic Affairs to determine at an early stage those
projects suitable for IFC financing. The New Delhi office has been
extremely useful in communicating with the Government and in exploring
new business opportunities. We intend to expand the office by hiring a
local assistant. Promotion activities of the New Delhi office are
supported by regular promotion missions from Washington. A major
promotion mission led by Mr. Parmar in December 1984 stimulated
considerable interest in the business community, was well received by the
Government and also received extensive coverage in the press.

11. IFC's activities are well coordinated with those of the Bank
through exchange of information both in the New Delhi office and here in
Washington.

Project Pipeline/Outlook for FY86

12. The projected outlook for FY86 is 4 to 6 projects for a total
net investment volume of about US $50 million. The projected volume,
however, is extremely sensitive to the progress on the larger projects in
the fertilizer and automotive sectors. This projected result would
compare as follows to investment approvals in the last five fiscal years
(including Capital Markets operations and before cancellations):

FY81 FY82 FY83 FY84 FY85 FY86
(outlook)

- - - - - -(US $ Millions)- - - - - - -

Number of projects 4 6 3 3 4 4-6

Gross IFC Investment 76.1 89.2 15.2 43.7 34.7 75.0

Net IFC Investment 56.1 62.2 15.2 28.6 20.1 50.0

Average Investment Size 14.0 10.4 5.1 9.5 5.0 10.0
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The FY85 results were somewhat lower than expected partly
because some of. the larger projects were postponed and reassessed in

light of the new policies announced by Mr. Gandhi's government (for

example in the automotive sector). Our objective in the longer run is to
achieve an annual net investment volume of $80-100 million spread over
8-10 transactions.



AIEl DELEGATION

1. Mr. Ramesh Maheshwari,
President, AIEI and President TEXMACO Limited

2. Mr. K.N. Shenoy,
Vice President, AIEI and Managing Director Hindustan Brown Boveri Ltd.

3. Mr. J.R. Bammi, Director, MacNeill & Magor

4. Mr. K.R. Gokhale, Director, THERMAX Ltd.

5. Dr. N.A Kalyani, Chairman and MD, Bharat Forge Ltd.

6. Mr. Arvind Doshi, Managing Director, Walchandnagar Industries

7. Mr. J.J. Doshi, Director, M.N. Dastur Co.

8. Mr. M.R. Tamboli, Managing Director, Steelcast Bhavnagar Ltd.

9. Mr. V. Raman, Chief Executive, Steelcast Bhavnagar Ltd.

10. Mr. Arvind Gupta, General Manager, EXIM Bank of India

11. Mr. J.N. Mehrotra, Director, Surbhay Consultancy

12. Mr. P.C. Sen, Chairman and MD, EURN Standard

13. Mr. A.P. Mukherjee, Director, EURN Standard

14. Mr. G. Ramachandra, Additional Director, Steel Authority of India

15. Mr. Hugh Faulknar, Managing Director, Indian Aluminium Ltd.

16. Mr. Tarun Das, Executive Director, AIEI

17. Mr. N. Subramananian, General Manager, AIEI, North American Office
and Mission Secretary



Participants

South Asia Region

Mr. Enrique Lerdau
Mr. John Griffith
Ms. Nancy Barry

Western Africa Region

Wilfried P. Thalwitz

Hans Fuchs
Sri-ram M.G. Aiyer

Eastern and Southern Africa Region

Edward V.K. Jaycox

Jose Bronfman
Francisco Aguirre-Sacasa

Industry Department

Marianne Haug
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Ramesh Maheshwari Association of Indian Engineering Industry
PRESIDENT 172 Jor Bagh, New Delhi - 110 003

Phone : 615693 Cable: BUILDPOWER Telex: 031-3855

30th August, 1985

Dear Mr. Clausen

I was delighted to meet you over lunch at New Delhi on 13th August,
during your visit to India. It gave us an opportunity to discuss some

specific areas of cooperation between engineering industry and the
World Bank.

I shall be heading an AIEI Industrial Delegation to the USA in late-
October, and I look forward to calling on you in Washington. This

delegation would be coinciding with the Indian Prime Minister, Mr.
Rajiv Gandhi's visit to the USA to address the U.N. General Assembly.

With kind regards,

Yours sincerely

[RAMESH MAHESHWARI]
Mr. A .W. Clausen
President
The World Bank
1818 H Street, N.W.
Washington D.C. 20433
U.S.A.
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AMBASSADOR OF INDIA
2107 MASSACHUSETTS AVE. N.W.

WASHINGTON. D. C. 20008

June 26, 1985

Dear President Clausen,

Just a line by way of belated

acknowledgement of your letter of May 31, 1985

which was pending during the visit of our

Prime Minister.

I recall your telling me that you will

be away in June and am sorry that you could

not be here during the visit. I believe arrange-

ments are being made for your own visit to Delhi

between 11th and 16th August and I know that the

Prime Minister would be happy to see you then.

I look forward to our meeting again

both here and at the Grove.

Yours sincerely,

(K.S.Bajpai)

Mr.A.W.Clausen

President
The World Bank
Washington, D.C.20433
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May 31, 1985

Dear Mr. Ambassador:

During an earlier meeting with you this
year, I mentioned my interest in seeing the Prime
Minister during his visit to Washington. However,
my schedule calls for me to be in Africa in June,
and so I will not be here at that time. I have
written to the Prime Minister to express my regret
at missing his visit.

I am indeed sorry about this as India and
The World Bank have for many years enjoyed a mutu-
ally cooperative relationship. However, we are
working to arrange a trip for me to India in the
near future, and I hope to have the chance of
meeting Prime Minister Gandhi then.

Warm regards.

Sincerely,

A. W. Clausen

His Excellency
K. S. Bajpai
Ambassador of India
2107 Massachusetts Avenue, N. W.
Washington, D. C. 20008

Cleared with Mr. Stern

bcc: Mr. Hopper

MH



May 31, 1985

Dear Mr. Prime Minister:

Just a brief note to say how sorry I
M that I will not be in Washington during
your visit in June. As it happens, I am
scheduled to travel to several of The World
Bank's mmber countries in Africa during that
period.

However, I hope to visit India some-
time in the near future and very much look

forward to meeting you then. In the meantime,
you have my best wishes for a successful trip.

Sinodrely,

A. W. Clausen

His Excllency
Rajiv Gandhi
Prime Minister of India
New Delhi, India

Cleared with mr. Stern

bcc: Mr. Hopper

MH
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OFFICE MEMORANDUM Stef

DATE May 17, 1985.

TO Mr. A.W. Clausen, President.

FROM C.R.Krishnaswamy Rao Sahib, Exec. Director. f -
EXTENSION 72223

SUBJECT IDA allocations to India.

With reference to our conversation of this morning, I am

forwarding herewith a statement showing fall in India's share in IDA

during the last four years. You will notice that the proposal to

allocate only $650 in FY85 will mean a very steep decline from India's

share in FY84. I hope it will be possible for you to take some

corrective measures.

P-1866
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FALL IN IDA ALLOCATIONS TO INDIA

(IN SDRs MILLION)

81 82 83 84 85
(As per indications)

India 1026.6 765.7 974.3 948.6 650.0

Total 2719.0 2341.8 3066.7 3382.4 3000.0

Share of India 37.8% 33% 31.8% 28% 21.6%

Per cent decline 12.7% 3.6% 11.9% 22.8%

in India's share

0#9% (14)
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE : April 12, 1985

TO : Mr. A. W. Clausen

THRU : Mr. Ernest Stern, SVPOP

FROM : Russell Cheetham, ector, ASA

SUBJECT : INDIA - Your April 15, 1985 Meeting with

the Indian FinanceMinister

1. Introduction

You may recall that you met Mr. Vishwanath Pratap Singh as UP Chief

Minister in 1982. Before his present appointment, he was President of the

State Congress Committee () in which position he played an important 
role

during the December 1984 elections. 
(His bio-data is attached.)

In welcoming Mr. V.P. Singh to the Bank in his capacity 
as the new

Finance Minister, it would be appropriate for you 
to repeat your congratula-

tions to the Minister and his colleagues on the very strong electoral ij-

tory of Congr ster)ld bM iiv Gandhi and on the courage and 
deter-

mination with which the new 
Government is dealing with the great political

and economic challenges facing 
the nation. It is a tribute to the

Government and people of India that neither 
the serious political disturban-

ces in Punjab, nor the assassination of the late Prime Minister Indira

Gandhi, resulted in significant disruptions to the concerted and successful

efforts to counteract a mediocre monsoon and to maintain the impetus for

improved performance in all sectors of the economy.

In the substance of your discus-sions 
with the Minister, you may wish

to enquire about the new directions in economic policy which the Government

appears to be charting. The Minister in turn could be expected to enquire

about the Bank's assistance plans in India in the medium term.

II. Current Economic Situation and 
New Policy Initiatives

Ovral rowth of the econom during 1984/85 is likely to 
range

between 4-4.5%. On this basis, growth under 
the Sixth Five Year Plan

(1980/81 - 1984/85), will be close to 5% per year and thus significantly

exceed the past 30-year average 
of 3.5% per year. In spite of a mediocre

monsoon during the past year and the failure of winter rains 
in the

northwest, so drgrthe rouction is expected to exceed the record 
production

of 151 million tons achieved 
last year. The manufacturing sector's perfor-

mance has remained relatively 
weak but will nevertheless be 

an improvement

over the sluggish growth rates of 
the previous two years.

With industrial growth being crucial to the achievement of the

Government's overall growth and development objectives, 
the new Government

has repeatedly emphasized its 
intentions to review both industrial 

and trade

holicies with a view to accelerating growth and encouraging 
greater

efficiency and productivity. 
The 1985/86 Budget contained 

the first round

of measures for accelerated industrial 
growth and improved export

performances and was followed up this week 
with the announcement of a 

New

Trade Policy which extends the open economy approach 
to industry and
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exports. The Minister should be congratulated on the frankness with which

India's economic problems were dealt with in his recent Budget Statement and
Economic Survey. The new measures do not yet mark a radical break with the

basic policy framework; but there is clearly evidence of a more pragmatic

approach to industrial and trade policies. A momentum for change has built

up and we would hope that it will be maintained. There is, for example, the
need for much greater reliance on indirect policy instruments in preference

to direct physical/administrative controls on imports, production, capacity

and prices.

The Bank's next Economic Report on India (in draft now) stresses the

urgency of these policy changes. The working level discussions that we have
had with the Government on the draft have been constructive throughout.

Officials agree with the basic thrust of our recommendations for more

liberal trade and industrial policies and for a marked acceleration in

export growth but argue that in the transition, sizeable external

assistance, in particular concessional assistance, will be very important.

Clearly, India faces considerable risks that the economy may take longer to

react to policy change and/or that unforeseen contingencies intervene such

that the balance of payments situation could deteriorate for a period at

least. It is to help cushion India against such risks as it liberalizes her

economic policies that external assistance, in particular concessional

assistance, can be most strongly justified. You should emphasize that,

provided that GOI was willing to continue energetically with its efforts for

more liberal trade and industrial policies which bring about accelerated
export growth and a strengthening of the balance of payments position, the

Bank could give every assurance that it would continue to make the strongest

possible case for adequate concessional assistance for India from the donor

community.

III. Bank Group Assistance

(1) IDA

The primary concern of the Minister will be India's share of IDA,

and the disproportionate burden that India is being asked to bear in the

reduction of IDA lending. The Minister may remind you that as recently as

the 1984 Annual Meetings, you had indicated that India's share in IDA would

only come down gradually. He will refer to the progressive reduction that

has already been effected in India's share of IDA from 38% in FY81 to 28% in

FY84 and express grave concern at the expected acceleration of- this downward

trend to 22% in FY85. He may imply that while the broad distribution of IDA

resources is beyond the ability of Bank management to control, Indian offi-

cials are not satisfied that Bank Management is playing a sufficiently
aggressive role in advancing India's case for a more equitable share of IDA

resources. He may also allude to Bank Management requests that GOI support

the Africa initiative because, inter alia, this would help protect the

traditional recipients' shares in IDA.
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You should assure Mr. Singh, as you did with his predecessor

Mr. Mukherjee, that the Bank as an institution and you personally are

vigorously and continuously exploring every 
possibility for larger conces-

sional resources so as to make possible larger allocations for India 
itself.

In this connection, you may wish to share with the Minister your perceptions

of the future of IDA, your plans for a mid-term review of IDA and for a

third window. The benefits to India of an enlarged volume of 
concessional

resources would far exceed the effects of what could at best be only mar-

ginal adjustments in India's share of any IDA 
total. For its part, you may

wish to reiterate the point that India itself must make 
it own case for

external assistance, and in particular concessional assistance, 
by energeti-

cally reforming its trade and industrial policies 
and increasing efficiency

throughout the economy. In addition, it is also important that:

(i) continued attention be given to the development of a strong

pipeline of attractive, high priority poverty-oriented projects in the

fields of population, agriculture and social forestry. The forthcoming

IDA-supported National Social Forestry Project to be co-financed 
by USAID

with its stress on the "poorest of the poor" is an excellent example of the

kind of project that is needed to buttress India's 
case for large volumes of

concessional assistance.

(ii) continued action to improve disbursement performance. In this

connection, you might express your concern that India's 
IDA and IBRD disbur-

sement performance has not been good in the last 
2-3 years.

(2) IBRD

Recognizing that an expansion of the Bank's capital base 
is essen-

tial for more rapid expansion of IBRD lending to 
India without an undue rise

in India's share in the portfolio, the Minister could be expected to ask you

for your plans with respect to the next 
GCI.

On present portfolio constraints on the growth of 
IBRD lending, you

should assure him that the volume of our lending program will be 
as large as

would be consistent with prudent management of the Bank's portfolio. We

would continue to apply the guidelines for the purpose with flexibility.

The Minister should appreciate, however, that the current 
IBRD lending

program of $1.6 billion per year for FY85-89 already 
implies increases in

India's share in the portfolio from under 5% in 
FY85 to 10% in FY90 and 11%

in FY95. You should stress that to maintain such a level of lending and

certainly if higher amounts are to be provided, it is necessary that the

Bank's lending activities be seen to be justified by policy and program

actions by the Government which stre a's creditworthiness through

accelerated export growth and greater efficiency.
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IV. India's Capital Subscription

Mr. Singh may raise with you the question of when it can expect 
to

receive the full allocation of 819 additional shares granted 
it under the

recent Selective Capital Increase, Special Allocation Scheme. India

received 231 shares in the first phase of the special allocation scheme on

September 12, 1984. You can advise Mr. Singh that, while the Bank has

repeatedly urged members to review unsubscribed 
shares allocated to them and

release those shares that they do not wish to subscribe, it has been unable

to secure an adequate number of unallocated shares. 
Consequently, it is now

proposed that the acceptance of subscriptions under Resolutions Nos. 258,

313, 314, 334 and 335 be terminated on September 
30, 1985 (except for those

members which specifically notify the Bank of their intention to subscribe

by a specific date, and request a further extension 
to do so). The proposed

arrangement will allow the Bank to reallocate shares that remain unsub-

scribed after September 30, 1985. The Board discussion on this proposal is

scheduled on May 7. It is hoped that this procedure will produce a suffi-

cient number of shares for reallocation to complete 
the special allocation

scheme.

Cleared with and cc: Mr. Lerdau

cc: Messrs. Hopper (o/r), Waide, Robless
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AMBASSADOR OF INDIA
WASHINGTON

4 January 1985

Dear President Clausen,

I have received the following message for you from
Prime Minister Rajiv Gandhi:

"Thank you for your message of congratulations.
My Government is determined to persevere in its
efforts to develop the economy of our country
and to raise the living standards of our people.
I welcome your assurances of cooperation in this
endeavour.

Rajiv Gandhi"

Yours sincerely,

4't,

( K.S. Bajnai )

Mr. A.U. Clausen,
President,
International Bank for Reconstruction

and Development,
Washington D.C.
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

December 28, 1984

Mr. Stern:

According to the latest available polling results,

the Congress (I) is leading the polls with a

substantial majority. We propose for your

approval the annexed cable from Mr. Clausen

to Mr. Rajiv Gandhi to be sent when the full

results of the polling are known. The draft

cable has been cleared with Mr. Hopper.

C. L. Ro ess
Division
South Asia Programs Dept.

Ext. 32260

P-1852



DRAFT TELEX
EVMeLder/CLRobLess:br
12-28-84

SHRI RAJIV GANDHI
PRIME MINISTER
NEW DELHI, INDIA

DEAR MR. PRIME MINISTER, ON BEHALF OF MYSELF AND THE STAFF

OF THE WORLD BANK AND IFC, EYE SEND YOU OUR HEARTIEST

CONGRATULATIONS ON YOUR ELECTORAL VICTORY. WE ARE CONFIDENT

THAT UNDER YOUR LEADERSHIP INDIA WILL CONTINUE TO PROGRESS

IN ITS EFFORTS AT DEVELOPING THE COUNTRY'S ECONOMY AND IN

ITS ENDEAVOURS TO RAISE THE LIVING STANDARDS OF ITS PEOPLE.

WE LOOK FORWARD TO THE CLOSEST POSSIBLE PARTNERSHIP WITH

YOUR GOVERNMENT IN HELPING TO FULFILL ITS ECONOMIC

DEVELOPMENT PROGRAMS. WITH WARM REGARDS, A.W. CLAUSEN,

INTBAFRAD.

Cleared with & cc: Mr. Hopper (ASNVP)

cc: Messrs. Stern (SVPOP); Cheetham (ASADR); Southworth (EXC)



fftr MhT q!TffT fRRTir Department of Agriculture & Cooperation

;F~* W q Ministry of Agriculture

Ff aRq, ri fwff- 110001. Krishi Bhavan. New Delhi-110001,

SECRETARY
Government of India

December 29, 1984.

My dear 11r CAn<.,

In spite of a record-breaking foodgrains

production of more than 151 million tonnes, India faced

grave tragedies during 1984. We are sure, with the

sympathetic understanding of the World Bank and other

international agencies, India will continue to make

conspicuous progress through democratic means during 1985.

In that spirit, my wife and I wish you and Mr8.Clausen

a very Happy, Prosperous and Successful New Year. May

all your efforts be crowned with success!

With regards

Yours sincerely,

(S.P. Mukerji)

Mr. A.W. Clausen,
President,
THE WORLD BANK,
1818 H Street, N.W.,
Washington, D.C. 20433,
U.S.A.
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Ramesh Maheshwari
President

Association of Indian Engineering Industry
172, Jor Bagh, New Delhi - 110 003
Phone : 624620, 615693
Cable: BUILDPOWER Telex :031-3855 AIE IN



J. R. BAMMI
PRESIDENT

JHNSTON JOHNSTON PUMPS DIVISION

WORTHINGTON PUMP INDIA LTD.
4, MANGOE LANE, CALCUTTA-700001
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September 25, 1984

Dear Mr. Minister:

Thank you very much for sending me a copy
of your book, Beyond Survival, Needless to say,
during this busy week I have not had a chance to
look at it, but I certainly intend to do so. It
will be an excellent addition to my library.

It was thoughtful of you to think of me.

Warm regards.

Sincerely,

A. W. Clausen

His Excellency
Pranab Mukherjee
Minister of Finance

of India
Room 1023
Sheraton Washington Hotel

MH



August 13, 1984

Dear Mr. Minister:

In response to your letter, I wish to confirm
my assurances given at the Board meeting on July 31
that Management is making every effort to secure the
release of shares in order to complete the allocation
of unallocated shares arising out of the Selective
Capital Increase as quickly as possible. The Secretary
of the Bank has already written to all Governors whose
countries have not subscribed to the allotted shares
under various resolutions urging them to expedite their
subscriptions or to release them for reallocation. I
am, therefore, hopeful that we will receive sufficient
responses to enable us to proceed with the rest of the
remaining allocation in the near future.

Sincerely yours,

A. W. Clausen

His Excellency
Pranab Mukherjee
Minister of Finance
New Delhi 110001
India

TTThahane:raa

cc and cleared by: Mr. Wood
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F.1 /18/8-F.B.II MINISTER OF FINANCE
INDIA

NEW DELHI-110001

July ,1984.

Dear Mr. Clausen,

I have been informed about the forthcoming
meeting of the Board of Directors scheduled for 31st
July 1984 which will discuss the allocation of
unallocated shares arising out of the Selective
Capital Increase of the IERD and the proposal made
by Dr. El.Naggar. We note that during the first
phase 600 shares would be distributed and 231 shares
are proposed to be allocated to India. While this is
a welcome development, the total number of shares
available for distribution in the first phase seems
to be lower than what was envisaged earlier. This
makes it all the more necessary that the second
phase of the exercise for release of allocated but
unsubscribed shares is completed as early as possible
so that as agreed earlier, India' s voting strength is
raised to 3 per cent. I hope that this exercise can
be completed by the time we meet for the Annual
Meetings. I would very much appreciate if the
necessary action could be initiated as early as
possible.

With regards,

Yours sincerely,

(PRANAB MUKHERJEE)

Mr. A.W. Clausen, APresident,
The World Bank,
Washington, DC,
U. S. A.



August 17, 1984

Dear Mr. Minister:

Thank you for your letter of July 23, 1984.

We are very grateful for India's support in trying to persuade
donors to participate in a supplementary fund for IDA. As you have noted,
the outcome of the Fontainebleau Summit was not very positive. Unfortu-
nately, Germany and Japan are still not prepared to participate in arrange-
ments to supplement IDA7 without the U.S. participation in such arrange-
ments. Given the U.S. position, it does not seem profitable at this time
to continue to press for a supplementary scheme along the lines envisaged
earlier. We plan to raise this question again in about a year's time when
an overall review of the status of the Seventh Replenishment and the
requirements of IDA recipients is envisaged.

In the meanwhile, we cannot afford to give up our efforts and we
will thus continue in our attempts to obtain additional concessionary funds
to augment IDA's resources.

Warm regards,

Sincerely,

His Excellency
Pranab Mukherjee
Minister of Finance
New Delhi, India-110001

bcc: Mr. Himadri Narayan Ray
Executive Director

cc: Mr. Qureshi
Messrs. Bock, Ikram, Mistry, Wood, Southworth
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NEW DELHI-110001

JULYt5 , 1984.

Hon'ble Prire Minister has received your

message of June 20, 1984 requesting us to

intervene in the matter of Supplementary

Funding. Soon after receiptof your message

efforts were made both with Germany and Japan

though I learn that the outcome at Fontainbleu

was inconclusive. We will continue to pursue

this matter appropriately.

Yours sincerely,

C PRANAB MUKHERJEE

Mr. A.W. Clausen,
President,
World Bank,
Washington D.C.,
U.S.A.



Aurset 13, 1984

Deer Mr. Wialter:

ia response to your letter. I wIh to coafIr
my assurasses giveu at the Board isetting on July 31
that managemeat is usktag every effort to seere the
release of abares i order to eweplete the allocatton
of mase 1tdma shares arsig out of the Selective
Capital Inreesse as quiohly as posible. The Sorsetery
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responses to esable as to prooeed with the rest of tb.
rmai aelloetiso I the sear future.

Siseerly yours.

A. W. Clausen

nis UeallCay
Pramab wakheje
.isister of Moae
Now Delhi 110001
ladSa
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F.1/18/84-FB.II MINISTER OF FINANCE
INDIA

NEW DELHI-110001

July ,1984.

Dear Mr. Clausen,

I have been informed about the forthcoming
meeting of the Board of Directors scheduled for 31st
July 1984+ which will discuss the allocation of
unallocated shares arising out of the Selective
Capital Increase of the IBBD and the proposal made
by Dr. Bl.Naggar. We note that during the first
phase 600 shares would be distributed and 231 shares
are proposed to be allocated to India. While this is
a welcome development, the total number of shares
available for distribution in the first phase seems
to be lower than what was envisaged earlier. This
makes it all the more necessary that the second
phase of the exercise for release of allocated but
unsubscribed shares is completed as early as possible
so that as agreed earlier, India's voting strength is
raised to 3 per cent. I hope that this exercise can
be completed by the time we meet for the Annual
Meetings. I would very much appreciate if the
necessary action could be initiated as early as
possible.

co With regards,

Yours sincerely,

S~(PRANAB MUKHERJEE)

SQ Mr. A.W. Clausen,
President,
The World Bank,
Washington, DC,
U.S. A.
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Note for Mr. Clausen's Meeting with Mr. K.S. Baipai.
Ambassador of India to the USA

1. Mr. K.S. Bajpai is a career diplomat. He took yer his duties in
Washington only this month. A brief curriculum vitae i attached.

2. Mr. K.S. Bajpai's visit is essentially a c rtesy call. However,
you may expect him to raise two interrelated issues (i) the size of the
Bank's overall lending program for India; and (ii) ndia's share in IDA VII.
Paragraphs 3 and 4 deal with these issues while t e rest of this note
provides background on recent political and eco mic developments.

3. You had addressed the first issue e lier in your letter to India's
Minister of Finance, Mr. P. Mukherjee (Janua 11, 1984) in response to his
letter dated December 15, 1983. Copies of th letters are attached.
Mr. ukerj.ee's letter argued for a US$15- billion FY84-88 Bank Group
lending program. Your reply referred pos ively to India's development
program and adjustment efforts, and indi ted that the Bank Group would
respond to India's external finance req irements as fully as possible within
the serious resource constraints which ave emerged simultaneously with an
increase in the need to provide for o er member countries. You noted that
IDA-7 would be substantially below e lier expectations, but that to protect
the Bank Group's real lending to In a you were prepared, within prudent
bounds, to relax current guideline on India's total share in the IBRD
portfolio. This could result in FY84-88 Bank Group program on the order of
US$11 bil,.jon, perhaps reaching high as US$12 billion, with the ultimate
size depending on India continu* g to strengthen its creditworthiness.

4. The second issue, Idi 's IDA share, continues to be of major concern
to India, as was reemphasized y Mr. Ray during the recent (March 22) discus-
sion of the draft President' Report to the Development Committee on Current
Development Issues (SecM84- 6) by the Executive Directors. Mr. Ray stressed
India's need for concessio 1 funds, the need for an equitable share of IDA,
and the need for a larger verall IDA replenishment. India is concerned that
the combined India/China llocation will be below even the 40% floo i pre- r
viously indicated and th t within the combined India/China share, India will
bear the brunt of the c t in overall IDA availability. In responding, you
may wish to make the f lowing points:

(a) Tee-
Neverthete , The 40% combined India/China IDA share indicated to the IDA
Deputies earlier for purposes of illustration assumed an IDA-7 replenishment
in the SDR9-12 billion range. It now appears likely that the IDA replenish-
ment will be even lower than the lowest level previously assumed. This,
combined with the further deterioration in the economic situation in
Sub-Saharan Africa, could result in the combined allocation to India and
China falling below 40%;

(b) It is the disappointingly small size of IDA which will make the
already difficult allocation decisions so much more painful. Efforts should
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be concentrated on increasing the size of IDA. The benefits to India of a
larger IDA would far exceed the effects of marginal adjustments in India's
share of a US$9 billion IDA;

(c) The Bank as an institution and you personally are vigorously
and continuously exploring every possibility.for larger IDA resources;

(d) The Bank recognizes India's vast needs as well as good
performance. If more resources become available, India's access to IDA will
increase. In the present IDA environment we are, through the limited relaxa-
tion of IBRD portfolio norms referred to in paragraph 4, making the strongest

commitment we can to maintaining the pace of India's development effort; and

(e) There is a need for India to build and sustain a substantial
pipeline of high qualily, igh pioriiy projects, and to keep IDA disburse-
ment rates high, to demonstrate clearly India's continued ability to use
funds effectively and to be ready to take advantage of any improvement in IDA
availability.

Recent Economic Developments

5. After the severe drought and slow growth (1.8%) of 1982/83 (Indian
fiscal year), the Indian eonV vtron ly in 1983/84. The GDP grew
by 6%-7% led by robust growth in agriculture. Foo grain production is
estiiaed to have reached 142 million tonj in 1983/84, significantly higher
than the previous "normal" year's (98a/82) production level of 133 million
tons. Growth in the industrial sector is likely to have been lower than
earlier expectations (4.2%), partly due to slack demand in the economy on

account of the lingering effects of the drought and the severe power

shges in Eastern India.

6. Power generation grew by only 6% in 1983/84 (compared to 7% in
1982/83), mainly due to delays in commissioning new plants and rela low
capacity utilization. Coal production, however, grew more stronglI 6) han

last year (4.6%).

7. Price increases were a cause for concern in 1983/84 as prices came

under pressure towards the end of 1984/83, and the ,ate of infiati6fttbegan to

rise through 1983/84. The wholesaie pricel inne ncreased by 9.7% up to
mid-January 1984 compared wiiEt .2%driThng the same period of the previous
year. The Government acted on several fronts to contain the inflationary
pressure. On the demand side, monetary policy was geared to mop up excess
liquidity and steps were taken to reduce Government expenditure. On the
supply side, incentives were given to stimulate production of key commodities
and steps were taken to supplement supplies through imports. Inflationary
pressures are expected to subside in 1984/85.

8. Aided by accelerated growth in oil production, as well as success-
ful import replacement of key items such as cement and iron and steel, the



-3-

balance of payments position improved in 1983 leading to a modest increase in
foreign exchange reserves and the decision not to take advantage of the last
tranche of the IMF loan.

9. The Mid-Term Appraisal of the Sixth Plan's (1980-85) public sector
investment program was completed in August 1983. While outlays in. several
key sectors--most importantly power and irrigation--are well below original
Plan expectations, they are still well above the outlays of recent Plans in
real terms. The progress in physical terms, while below targets, is also
both substantial and significantly greater than in the previous Plan. There
has also been a significant improvement in public sector resource mobi-
lization efforts with public savings rising steadily from 3.6% of GDP in
1980/81 to an estimated 5.6% in 1983/84. Despite improvements in resource
mobilization, the investment needs, of course, remain far greater than avail-
able resources. The 1984/85 Budget, presented to the Parliament on
February 29, suggests no major changes in economic policy.

Political Developments

10. Despite serious setbacks in several State elections and growing
tensions between the Centre and the States, Mrs. Gandhi and her Congress(I)
party do not have an effective challenge, either within the Parliament or
outside. So far, none of the opposition parties has been able to develop a
national political base.

11. At present, the most critical political development is the serious
problem in the Punjab resulting from the fundamental religious, political and
economic demands of the Sikh community as represented by the Akali movement.
The State has been disrupted during the past year as the Akalis periodically
resort to violence and are arrested in large numbers. To defuse tension, the
major religious demands of the Akalis have been accepted by the Centre.
Further, on the initiative of the Centre, talks between the Government, the
conference of major political parties, and the Akalis have begun on the
critical issues of sharing Ravi-Beas waters with Rajasthan and Haryana, and
transfer of the Union Territory of the Chandigarh to Punjab, though these
talks have been interrupted by sporadic violence. The Government has
informed Parliament that it intends to tighten up administration and improve
the law and order situation in the Punjab while awaiting a resumption of the
talks. While national elections had previously been anticipated early in
1984, it now appears that, given the disturbed situation in the Punjab, the
Government is likely to delay calling elections until much closer to the
January 1985 statutory deadline.



D.O. NO: MINISTER OF FINANCE
INDIA

NEW DELH1-110001

December /~, 1983

As you would 1,now, a team of Senior World
Bark officinls led by Mr, Wiohen, Director, South
Asia Proryraimes, visited India last month to discuss
the BDrAk's lending program1e to India for the next
five yerr. At the conclusion of those discusions,
I am told Mr. 'diehen informed Finance Secretary that
the Bmnk envisages a lending program me to India of
about $11 billion over the period FY 1934-1935. This
would mean an annual programme of $2.2 billi.on, which
is rougfh-ly the level we received in FY 1982-03.
Should this level continue for the next 5 years, it
would mean a considerab3e decline in lending to India
in real terms. Considering- that the IB2D will Vbe
undertaking a modest increase in lending in real
terms in the futire and that under IDA VII, we all
hope to maintailn atleost the same real level of
lcnting 5s in IDA VI, such a decline in India',:; case

woual be quite unjustified. I am not aware of how
the &iuta Asia Division of the Bank has assuined
$11 billion as an a-proprinte figurce. The progirammc
of adjustment that we have put in pl-c; and our
develo-ment needs would fully justify a level of.
Bank~i 1 Ug that provides for a deree of i odect
real (;r wth, and a i:-Sure of $15 - 1C billion would
seem to be apiropriate in this context-.

Yours sincerely,

( PRANAJS NUKHifJE )

hr. A.W. Clausen,
Pres dent,
The .dorld Bank,
Washi ngtun,



January 11, 1984

The Honorable Pranab Mukherjee
Minister of Finance
New Delhi 110001
India

Dear Mr. Minister:

I thank you for your letter of December 15, 1983 in which you propose
that we consider a level of Bank Group lending to India of US$15-16 billion
during the FY84-88 period.

The sheer size of India's external capital requirements, the effective-
ness with which it has utilized external assistance and the determined efforts
your Government is making to implement structural adjustments in the economy
indeed are strong arguments in favor of substantially increasing Bank Group
lending to India.

But, much as we would like to be fully responsive to your efforts, we
ourselves, as you know, are facing extremely severe resource constraints. This
stringency, moreover, is affecting us at a time when, in addition to the
increased assistance requirements of all our borrowing member countries, ade-
quate provision has to be made for China's regular participation in IDA as well
as for the special needs of the least developed countries and those of sub-
Saharan Africa. I can assure you, nevertheless, that within the IBRD and IDA
resources available to us, we will continue to respond as fully as we can to
India's external finance needs.

The lending program of US$11 billion which Mr. Wiehen discussed with
your Finance Secretary, calling it "our current planning assumptions", was
based on a set of planning assumptions current at that time. They included an
IDA-7 funding level of SDR 14 billion, and an IBRD lending level which would
not violate the guidelines we had set ourselves for individual countries in our
loan portfolio. An important objective of Mr. Wiehen's programming mission was
to work towards a common understanding of policy objectives to be pursued
through our lending, and towards strengthening considerably the current
pipeline of projects in India, in order to ensure not only that a lending
program - with strong substantive content - of the order of US$11 billion can
be implemented but also to enable us to carry out an even larger lending
program if additional funds should become available.
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Since then it has become clear that an IDA-7 of SDR 14 billion cannot
be expected. A significant reduction in the IDA allocation under the
US$11 billion Bank Group program has therefore become necessary. To cushion
the effect of this reduction and to safeguard as far as possible the main-
tenance of Bank Group lending to India in real terms, we are prepared to relax
our current guidelines on the share of India in the Bank's loan portfolio. We
will be going as high as will be consistent with prudent management of the
Bank's overall loan portfolio. There are, however, clear limits on the extent
to which India's share in the portfolio can be raised if undue portfolio con-
centration among the largest borrowing member countries is to be avoided.

On this basis, we hope to be able to go forward with a Bank Group
lending program in the order of US$11 billion, perhaps US$12 billion, for
FY84-88, the ultimate size depending not only on overall resource
availabilities but also on the extent to which India deals effectively with its
present development constraints and thus strengthens its creditworthiness.
While this amount is significantly lower than you would consider appropriate,
it is a program that in our judgement is at a maximum given the severe shortage
of IDA resources and the need to exercise prudence in the management of the
Bank's loan portfolio. Please accept my assurance that, provided India con-
tinues to move broadly toward establishing a foundation of sound economic
policies for its structural adjustment and growth, the Bank Group will lend its
very strongest support to that effort.

Sincerely,

A.W. Clausen
President

cc: Messrs. Stern (SVPOP) and Hopper (ASNVP)

MWiehen/CLRobless:jl



K.R. NARAYANAN EMBASSY OF INDIA
AMBASSADOR 2107 MASSACHUSETTS AVE. NW.

WASHINGTON, D. C. 20008

January 25, 1984.

Dear President Clausen,

I was very happy to receive your letter of
January 9, 1984. It was really thoughtful of you to
have written. Usha and I have very pleasant recollections
of our meetings with you and Mrs. Clausen and we are
grateful for all the friendship and cooperation you
extended to us.

I have appreciated very much your efforts
to maintain the flow of World Bank funds to developing
countries. On the eve of my departure for India I
should like to wish your efforts all possible success.
May I also take this opportunity to wish you and
Mrs. Clausen good health and happiness in the New Year.

Yours sincerely,

(K.R. Nar yanan)

Mr. A.W. Clausen
President
The World Bank
Washington, D.C. 20433.



THE WORLD BANK
Washington, D. C.20433

U.S.A.

A. W. CLAUSEN
President

January 9, 1984

Dear Mr. Ambassador:

Peggy a are pleased that you invited
us to joi yo nd your friends for a reception on
January ut, unfortunately, we will be out of
the coun y at the time and will not have the chance
to say goodbye personally.

We are sorry to see you leave the Washington
scene and you will be missed. It has been a pleasure
to get to know you during these past two years and I
hope our paths will cross again.

My colleagues at The World Bank join me
in thanking you, Mr. Ambassador, for your cooperation
and assistance to us over the years and we wish you
well in your future endeavors.

Every good wish to you and Mrs. Narayanan
for good health and happiness in the New Year.

Sincerely,

His Excellency
Kocheril Raman Narayanan
Ambassador of India
2107 Massachusetts Avenue, N.W.
Washington, D. C. 20008



TO CELEBRATE REPUBLIC DAY OF INDIA AND TO SAY GOODBYE
---------------------------------------------------------
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Selective Capital Increase: India

Briefing Paper for
Mr. Clausen's Meeting with

Mr. J. S. Baijal, Additional Secretary,
Ministry of Finance, India,

on February 2, 1984

1. According to Mr. Ray, Mr. Baijal is coming to discuss India's

position on the SCI. We do not know the exact position that he will

present. He may be coming to tell you that India wants to find a way to

avoid exercising its pre-emptive right. He may seek in return some

commitment for the future, e.g., an assurance for higher Bank Group lending

to India (particularly IDA credits) or an assurance that India would not

have to abandon the 7th rank permanently. It is also possible that he is

coming to express his authorities' intention to exercise the pre-emptive

right in the proposed selective capital increase.

Pre-emptive Right

2. Since 1970, India exercised its pre-emptive right each time the

authorized capital of the Bank was increased. The only exception was the

increase authorized by Resolution No. 347 to provide the 250 membership

shares for each country. If Mr. Baijal tries to negotiate revisions in the

SCI proposal (particularly para. 6 of the draft Resolution of the Board of

Governors) to permit the exercise of the pre-emptive right, you should

point out that:

a. the purpose of the current SCI is to adjust the relative

positions of member countries to reflect changes in their

positions in the world economy, and the exercise of the

pre-emptive rights is contrary to this objective;

b. the proposal represents a compromise among the member

countries, achieved as a result of strenuous negotiations,

and an attempt to modify it would entail further

negotiations;

c. this is extremely undesirable, particularly because a failure

to agree on the SCI by February 6 would delay the

implementation of IDA7. The IDA7 agreement is conditioned on

the implementation of the proposed SCI;

d. a delay in agreement on the SCI would also make it difficult

to implement the FY85 IBRD lending program of $13.3 billion,

since the sustainable level of lending would remain at about

$11.5 billion without the SCI; and
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e. the size of the proposed increase in the authorized capital
(70,000 shares) is barely sufficient to accommodate the
proposed selective increases for individual members, and
therefore, if the exercise of pre-emptive rights were
allowed, there could be a shortfall in the shares available
for allocation. (Please keep in mind that the increase of
70,000 shares has been derived as a result of careful
negotiations, taking into consideration the need to protect
the potential veto power of the United States and to
accommodate the compromise on the ranking among the U.K.,
Germany, France and Japan, and hence it is very undesirable
to try to change this size).

3. A delay in implementing the SCI/IDA7 agreements would result in
a delay in Japan submitting legislation both for IDA7 and for its payment
to the FY84 Account. This would almost certainly reduce IDA's commitment
authority for this year and would seriously jeopardize the IDA7 agreement
as a whole.

Special Allocation for India

4. Mr. Baijal may try to seek a special allocation for India in lieu
of its exercising its pre-emptive right.

5. If Mr. Baijal tries to argue for a special allocation for India
by referring to the special allocation to China, you should tell him that
the latter is justified because of the exceptional historical background
of China's subscription. In particular, in 1980, the special increase for
China had to be limited to a size (4,500 shares) below what China would
have received on the basis of parallelism (8,864 shares) because at that
time we thought that there were not sufficient unallocated shares to
accommodate an increase fully parallel with the 118% increase in China's
Fund quota. The proposed special allocation for China is still smaller
than the size required to restore its subscription to the level indicated
by the rules of parallelism, because of the limited size of the increase in
the authorized capital. Moreover, India already ranks much above what
would result from parallelism because it has consistently exercised its
pre-emptive right in the past. India ranked #10 in the Fund before the 8th
General Review of Quotas, and has declined to #11 recently. It would rank
#10 in the Bank now had it not exercised pre-emptive right at all, and
would go down to #11 after the SCI.

6. Other cases of special capital increases (France and Japan) have
been based on special support to Bank Group. You might tell him that we
could agree to review the criteria for special capital increases in the
context of the next general capital increase.

India's Ability to Assemble a Constituency

7. Mr. Ray has indicated the concern that the reduction of India's
voting power from the present 3.09% to 2.90% (shown in Attachment 1 of the
Board memorandum on the SCI) would threaten India's ability to assemble a
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constituency in the Board. Please tell Mr. Baijal that you are sympathetic

to this concern, but that India would remain in a position to form a

constituency. Two of the current constituencies have total potential

voting powers smaller than 2.90%, and their potential voting powers would

decline after the SCI. Saudi Arabia could disrupt the current arrangement

with its present shareholding, but it has repeatedly stated that it would

not seek a seat for itself at the expense of another constituency of

developing countries.

Attachment
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Attachment

Effect of the SCI on India's Position in the Bank

1. Currently, India ranks 7th in the Bank with 23,002 shares

allocated to it. It is taking procedures to subscribe the last 369 shares,

which may become effective any day.

2. After the proposed SCI, India would rank 9th. India could retain

the 7th position, however, by the exercise of its pre-emptive right, as is

shown in the following table. It is assumed in the table that China,

Canada, and India all exercise pre-emptive rights because by so doing they

can increase the number of shares they receive.

Saudi
China India Arabia Canada Italy

Current Position
Number of shares
allocated 23,482 23,002 22,383 21,782 19,842

Potential voting
power (%) 3.15 3.09 3.01 2.93 2.67

Ranking 6 7 8 9 10

SCI Shares 1,660 602 2,757 1,976 2,754

Post-SCI Position
Number of shares
allocated 25,142 23,604 25,140 23,758 22,596

Potential voting

power (%) 3.09 2.90 3.09 2.92 2.78

Ranking 6 9 7 8 10

Position with -
Pre-emptive Rights
Additional allocation
under the pre-emptive 634 1,645 0 152 0

Resulting shares
allocated 25,776 25,249 25,140 23,910 22,596

Potential voting

power (%)a/ 3.16 3.10 3.09 2.94 2.78

Ranking 6 7 8 9 10

a/ Assuming the total potential votes of 823,000, which would result

from the proposed SCI of 70,000 shares.



The World Bank 1818 H Street, N.W (202) 477-1234
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT Washington, D C 20433 Cable Address INTBAFRAD
INTERNATIONAL DEVELOPMENT ASSOCIATION U.S.A Cable Address INDEVAS

January 17, 1984

Mr. Pranab Muhkerjee
Minister of Finance
Ministry of Finance
New Delhi
India

Dear Mr. Minister:

Upon my return to Washington, I want to thank you for the courtesies
extended to me during my recent visit to India. My wife and I enjoyed our
trip--both the official portion in Bombay and Delhi and our subsequent
vacation in Goa.

I appreciated the opportunity to discuss with you some of the major
issues which the economy will face in the future. After a number of years
of absence, it was indeed very encouraging to see the progress that has
been made.

The World Bank has been an important source of funds to India and we
expect to continue the support we have provided to your investment
program. But, as you know, the IDA negotiations did not reach a satisfac-
tory conclusion and that will severely limit our ability to provide these
highly concessional resources. Under these circumstances, it is
inevitable that IDA funds will decline in real terms over the next three
years and will be well below levels which seemed feasible only a few
months ago.

We will, of course, make every effort to offset this decline of IDA
resources by increasing India's access to World Bank borrowing, although I
mentioned our limitations in this regard, since there necessarily is a
limit on the exposure we can accept in any one country. Nonetheless, I
believe it will be possible for us to improve on the current lending level
of approximately $2.2 billion per year. A planning estimate for a 5-year
period starting July 1984 of approximately $12 billion would be a
reasonable assumption. Mr. Clausen's letter of January 13 has already
advised you of this.

As I also mentioned, Mr. Minister, such a very large lending
program, while consistent with the size of the Indian economy, will never-
theless continue to attract very close attention. The basis for such a
large scale lending program must, of course, be an adequate supply of
well-designed projects in the priority sectors. The work that has been
done by the Government has enabled us to continue to lend at this level
but further improvements in project preparation, particularly in
irrigation, will be necessary to sustain this level of lending. A second
important element is agreement on the policy framework in the priority
sectors of agriculture, energy, industry, and transport.

ITT 440098 RCA 248423 WUI 64145 Y-7040
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The impressive achievements of India in agriculture demonstrate the
effectiveness of adequate price incentives, when supported by extension,
research, credit, marketing and other services. The farmers have
responded magnificently. It is important to maintain this approach while
at the same time assuring that those whose incomes increase contribute to
the resources necessary to provide similar opportunities to others. The
policy to relax restrictions on imports and investments will also help to
create a more effective framework for investment decisions and harness the
very large entrepreneurial capacity of existing and new investors to
meeting the nation's social and economic objectives.

The emphasis the Government is placing on increasing productivity
is, I believe, sound and essential. India's savings rate is high but past
investments have not yielded a commensurate growth rate. The investment
requirements for the next few years will be very large and if objectives
are to be met in a period of resource constraints, domestic and foreign,
the efficient use of existing capacity and the most effective use of new
investments does indeed deserve the highest priority. This involves many
difficult aspects--better management, more effective use of internation-
ally available technology, priority to quick-yielding efforts, and more
decentralized decision-making by investors, large and small, industrial
and agricultural, within a policy framework which ensures consistency with
national objectives.

Adequate access to modern technology and improved management are
essential. Both require a policy framework which puts a premium on effi-
cient resource use by managers, whether in the private or public sector.
I recognize that many steps have been taken in recent years to improve the
incentive framework and to put the responsibility clearly on managers to
maximize the benefits out of the existing resources. But I also believe
that in this area a great deal still remains to be done. Too much time
and attention still is devoted to dealing with control mechanisms the
purpose of which is no longer very clear. Too much effort is being spent
on avoiding controls rather than devoting managerial attention to increas-
ing output, and success in a number of areas still is not well rewarded.

You yourself have made an important contribution to reorienting the
incentive framework. I hope it will prove possible to continue progress
along these lines. I believe the long-term success of India's development
efforts depends on it and such changes are entirely compatible with the
achievements of India's equally important social objectives. I have no
doubt that these objectives are achievable and that, despite the many
difficulties, India will continue to make rapid progress and even improve
on its performance of recent years.
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We take pride in our long association with India's development

effort. It has consisted of much more than financial support. Our col-

laboration on exploring some of the difficult development issues has been

fruitful as has our joint work on project design and institutional

improvements. We look forward to continuing and broadening this relation-

ship so that we can effectively support India's efforts to improve life

for its people.

Mr. Minister, let me thank you again for a most enjoyable visit.

Best wishes for a successful 1984!

Sincerely4

E st Stern
Senior Vice President
Operations



The World Bank 1818 H Street, NW (202) 477-1234
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT Washington, D.C 20433 Cable Address INTBAFRAD
INTERNATIONAL DEVELOPMENT ASSOCIATION U S.A Cable Address: INDEVAS

January 12, 1984

Mr. P. K. Kaul
Secretary
Department of Economic Affairs
Ministry of Finance
New Delhi
India

Dear Mr. Kaul:

Having just returned to Washington after a most enjoyable visit to
Goa and a brief stop in London, I want to thank you on behalf of
Mrs. Stern and myself once again for all the hospitality you extended to
us during our visit to India. The beautiful book on Indian art will serve
as a very happy reminder of our stay.

I appreciated the opportunity for discussing a number of important
matters with you and your colleagues. As you know from Mr. Clausen's and
my letters to the Finance Minister, and from our discussion since in
Washington, we believe it is realistic to plan on a five-year lending
program of US$12 billion. While we recognize the growing investment needs
of India, and will do all we can to support India's program, this is,
however, a planning figure and not a commitment. IDA has come out much
worse than we had hoped for and you are aware of the limits to Bank
lending. As I mentioned in New Delhi, such a lending program will be by
far the largest in the Bank and it will continue to need a very strong
justification.

This justification must rest on an adequate supply of well-prepared
projects and on a mutual understanding on development strategy and policy
in the sectors in which we are asked to operate. I know you understand
that, as a development institution, our concern is not only for the
traditional financial safeguards with which commercial banks are concerned
but that we must be sure that our resources contribute to high-priority
activities and are in support of development strategies which will make
possible the most effective use of productive resources and human skills.

We had an opportunity in Washington to again discuss the agricultural
credit problem. We attach great performance to a satisfactory resolution
of the problems now facing the agricultural credit system. We take great
pride in having been associated with this system as it has evolved and
extended formal credit facilities to farmers, large and small. But no
purpose is served by a credit system which has a recovery rate of 50%.
India can neither afford to substitute budgetary resources for loanable
funds nor to eliminate large numbers of institutions and farmers from
access to credit which is badly needed for modernization. The only
alternative is to strengthen discipline and improve management.

ITT 440098 RCA 248423 WUI 64145 Y-7040



-2-

We, and I am sure other donors, are most interested in continuing to
support the growth of an effective agricultural credit system. This will
involve improving the recovery record in the short-term and, for the
longer-term, initiating a large-scale management improvement effort so
that the agricultural credit institutions at the local level can perform
more effectively. As I told you, we will work closely with you to define
an interim project focussed on those States where performance problems are
less severe, for consideration by our Board in late FY84, if at all
possible, or in early FY85. I should stress that such a project will
require very effective collaboration, and a clear definition of an action
program beyond this initial phase, if we are to be successful.

There is at the moment an adequate supply of projects available for
financing. But the scale of the proposed lending program is such that we
must always keep the project pipeline under careful review. In
agriculture, and particularly in the irrigation sector, it is important
that you continue to strengthen the project preparation capacities of the
institutions involved, including the Ministry of Agriculture, to be sure
that more adequate and timely preparation work is undertaken by them. At
present, too much of the burden of preparatory work rests with the Bank,
given India's skills in this area. In irrigation, too, we need to
continue to work on the question of water charges. The large-scale
lending program in the energy sector will continue to require attention to
energy pricing and the efficient performance of the State Electricity
Boards.

As we discussed, the Seventh Plan financial envelope will undoubtedly
be a constrained one both on the external and the domestic side. It is,
therefore, very important that priority attention be given to the most
efficient use of capital, to policy measures to enhance productivity and
to facilitating the effective utilization of modern technology.

Let me thank you again for all the arrangements in India and wish you
and Mrs. Kaul the very best for 1984.

Sincerel ,

Ernest Stern
Senior Vice President

Operations



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

January 11, 1984

His Excellency
General Muhammad Zia ul Haq
President
Pakistan

Dear Mr. President:

Having only just returned to Washington, I want to take the first opportunity
to thank you for your most generous hospitality during my recent visit to
Pakistan. The trip offered me an opportunity to see at first hand the
extraordinary accomplishments of the last six years. As I mentioned to.you,the fact that Pakistan in this time was able to restore a financial order,
eliminate significant weaknesses in the balance of payments, restructure its
policy framework, and develop a Five-Year Plan which incorporates priorities
which in my view truly reflect the strength of the economy and society, is
truly remarkable. Moreover, this was done during a period when the world
economic environment was hostile to the developing countries and your own
faced a number of difficult pressures created by external circumstances.
Pakistan is, I believe, poised for a period of sustained economic growth, the
benefit of which can be distributed even more widely to its population. The
Sixth Five-Year Plan's emphasis on the social sectors which have been
neglected for too long and the priority sectors on the productive side of
agriculture, energy, and industry is a sound strategy which should be imple-
mented fully. The plan is also ambitious in the resources it requires from
the external community, the domestic resource mobilization effort which it
envisages, and the extent to which it stretches the domestic implementation
capacity.

Moreover, to achieve the plan will require the full participation of the
private sector and the translation of the policy intention of the plan into
concrete actions to bring existing policies in line with those indicated, to
continue the process of economic liberalization and deregulation, and to
assure that the incentives for efficiency both in the private and public
sectors which are essential to the effective use of resources are
established. I know that you and your senior ministers are fully aware of
the work that is yet required and of the many issues which will require
decisions in the next several years. We in the Bank are fully cognizant of
the achievements of the past several years, of the vision which is embodied
in the Sixth Five-Year Plan and of the efforts which it will take to trans-
late that blueprint into reality. We are, Mr. President, as I indicated to
you, prepared to expand our support to Pakistan in this endeavor both by our
continued association in the analysis of alternative policy options and by
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providing you with our best judgement on the barriers to the efficient
implementation of your objectives and by increasing our financial support to
the maximum extent feasible. We will do whatever we can to assure the maxi-
mum amount of IDA resources but I explained to you the difficulties we face.
The continued reluctance of major donors makes it improbable at this point
that a substantial increase in IDA availabilities will materialize. Our
expanded assistance, therefore, will have to contain a substantial amount
of World Bank lending. We are prepared to extend such financing but, as you
know, the justification for World Bank lending must rest on an assessment
that a country is able in the long-term to sustain the servicing of the debt
burden which it will incur. It is because of this also that we attach great
importance to the effective implementation of the policies which the Sixth
Five-Year Plan sketches.

My visit was a highly productive one. I learned a great deal about what has
been accomplished in Pakistan, about the management skills which are being
brought to bear on current and future problems, and the dedication of the
government to a program of rapid and equitable development. It also provided
an opportunity to meet many old friends and to visit places in Lahore and
Karachi which I had not seen for - long time. I want to thank you again for
the hospitality extended.

I remain

Sincerely,

Ernest Stern
Senior Vice President

Operations

bec: Mr. S. El-Naggar



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

January 11, 1984

Mr. Ghulam Ishaq Khan
Minister of Finance
Islamabad, Pakistan

Dear Ghulam:

Having only just returned to Washington, I want to take the first opportunity
to thank you for your invitation to visit. Not only was it a great pleasure
to return and to see the accomplishments of the last several years which owe
so much to your effective leadership, but I also enjoyed learning at first
hand of the plans for the next several years. I hope that in our discussions
we left no doubt that we believe the Plan provides an important and useful
blueprint for the future--a blueprint which is ambitious and which still
requires a lot of the details to be filled in; but it is an effort worth
supporting because I believe it takes the right approach to utilizing to the
fullest extent possible the capabilities of the Pakistan people and will tax
to the limit the resources of the country. I was also encouraged to see the
closeness of our relationship. I hope that this will continue to evolve on
the basis of mutual trust and mutual respect which I believe are its present
foundation.

As I mentioned, we are fully prepared to support the Sixth Five-Year Plan
with levels of lending in excess of current availabilities. I think it is
realistic to plan on a rising lending program which, for planning purposes,
we could assume to be about $500 million per annum. We will make every
effort to make IDA resources the maximum possible share of this, but
unfortunately it is highly unlikely that IDA resources can be available in
amounts significantly larger than the past. The recent events in Paris and
a limited opportunity to recoup in January make my prognosis almost a certainty.
The balance of the funds will have to come from Bank lending. While not as
desirable as highly concessional resources, they nonetheless are a substantial
improvement in terms of what is available from commercial sources. To
provide this amount of Bank lending on a sustained basis to Pakistan will
require a careful and continuous assessment of Pakistan's creditworthiness.
At the moment, I believe such lending is justified but for the future it will
depend crucially on the effective implementation of the policies sketched out
in the Plan. In particular, continued progress in freeing up the economy and
maintaining its export orientation and its export competiveness, continuing
the revitalization of agriculture by the further removal of price controls
and subsidies, by the continuation of a realistic energy policy and by
assuring that an overall view is taken of the development of human resources.
For the longer term, I am convinced that the efforts you are scheduled to



-2-

make in education, in health, in research and the attraction of your own
scientists to work in the country are all as fundamentally important to the
long-term growth capacity of Pakistan as the more immediate measures in the
productive sectors.

Our programming mission, which will visit in January, will focus on the
lending program for FY85 and beyond. As I indicated to you, I think this
program ought to concentrate on projects in the three sectors of primary
attention for the medium-term -- agriculture, industry, and energy-- but also
include projects in other sectors of priority to the Government. For each of
the key sectors, I hope that we can within calendar 1984 agree on policy
statements concerning the next two years, which would include measures taken,
and to be taken, to deal with the principal policy changes, with a clear
indication of schedules. Such statements would provide the policy framework
for projects in those sectors plus sector loans to finance a time slice of
some identified portion of the sector's investment program. Specific project
conditionality in sectors covered by such sector statements would then serve
primarily as a means for implementing already agreed policy changes where
necessary. Projects in sectors not covered by agreed policy statements will
continue to be treated in the usual way.

I would hope that we can have by the beginning of FY85 a well advanced policy
statement for at least one of the key sectors and be able to cover all three
by the end of calendar 1984 so that the lending program for FY85-86 can be
covered in its entirety. This will enable us to maintain the policy dialogue
which has, I think, been mutually beneficial and which provides the
justification for the substantial increase in the lending program and exposure
on the World Bank side. This approach will be a new departure for the Bank
but if we work together at it, I think we have a package which justifies the
level of support we think is appropriate.

Let me thank you again for a most enjoyable visit, which provided the
opportunity to meet with many friends and to make new ones. As always, it was
a great pleasure to see you again.

With best wishes for 1984, I remain

Sincerely

Ernest Stern
Senior Vice President
Operations

bcc: Mr. S. El-Naggar
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January 11, 1984

The Honorable Pranab Mukherjee

Minister of Finance

New Delhi 110001
India

Dear Mr. Minister:

I thank you for your letter of December 15, 1983 in which you propose
that we consider a level of Bank Group lending to India of US$15-16 billion
during the FY84-88 period.

The sheer size of India's external capital requirements, the effective-
ness with which it has utilized external assistance and the determined efforts
your Government is making to implement structural adjustments in the economy
indeed are strong arguments in favor of substantially increasing Bank Group
lending to India.

But, much as we would like to be fully responsive to your efforts, we
ourselves, as you know, are facing extremely severe resource constraints. This
stringency, moreover, is affecting us at a time when, in addition to the
increased assistance requirements of all our borrowing member countries, ade-
quate provision has to be made for China's regular participation in IDA as well
as for the special needs of the least developed countries and those of sub-
Saharan Africa. I can assure you, nevertheless, that within the IBRD and IDA
resources available to us, we will continue to respond as fully as we can to
India's external finance needs.

The lending program of US$11 billion which Mr. Wiehen discussed with
your Finance Secretary, calling it "our current planning assumptions", wa:s
based on a set of planning assumptions current at that time. They included an
IDA-7 funding level of SDR 14 billion, and an IBRD lending level which would
not violate the guidelines we had set ourselves for individual countries in our
loan portfolio. An important objective of Mr. Wiehen's programming mission was
to work towards a common understanding of policy objectives to be pursued
through our lending, and towards strengthening considerably the current
pipeline of projects in India, in order to ensure not only that a lending
program - with strong substantive content - of the order of US$11 billion can
be implemented but also to enable us to carry out an even larger lending
program if addftional funds should become available.
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Since then it has become clear that an IDA-7 of SDR 14 billion cannotbe expected. A significant reduction in the IIA allocation under the
US$11 billion bank Group program has .therelore becowe necessary. To cushionthe effect of this reduction and to safeguard as far as possible the main-tenance of Biank Group lending to India in real terms, we are prepared to relaxour current guidelines on the share of India in the bank's loan portfolio. Wewill be going as high as will be consistent with prudent management of theBank s overall loan portfolio. There are, however, clear limits on the extentto which India-s share in the portfolio can be raised if undue portfolio con-centration among the largest borrowing member countries is to be avoided.

On this basis, we hope to be able to go forward with a Bank Group
landing program in the order of US$11 billion, perhaps US$12 billion, forFY84-88, the ultimate size depending not only on overall resource
availabilities but also on the extent to which India deals effectively with itspresent development constraints and thus strengthens its creditworthiness.
While this amount is significantly lower than you would consider appropriate,it is a program that in our judgement is at a naxitum given the severe shortageof IDA resources and the need to exercise prudence in the managrement of theBank's loan portfolio. Please accept my assurance that, provided India con-tinues to move broadly toward establishing a foundation of sound economicpolicies for its structural adjustment and growth, the Bank Group will lend itsvery strongest support to that effort.

Sincerely,

A.W. Claus n
President

cc: Messrs. Stern (SVPOP) and Hopper (ASNVP)

MWiehen/CLRobless: jl
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D.O. NO: 5533/ "'/j3 MINISTER OF FINANCE

INDIA

NEW DELHI-110001

December I~, 1983

As you would know, a team of Senior World
Bank officials led by Mr. Wiehen, Director, South
Asia Programmes, visited India last month to discuss
the Bank's lending programme to India for the next
five years. At the conclusion of those discussions,
I am told Mr. Wiehen informed Finance Secretary that
the Bank envisages a lending programme to India of
about $11 billion over the period FY 1984-1988. This
would mean an annual programme of $2.2 billion, which
is roughly the level we received in FY 1982-83.
Should this level continue for the next 5 years, it
would mean a considerable decline in lending to India
in real terms. Considering that the IBRD will be
undertaking a modest increase in lending in real
terms in the future and that under IDA VII, we all
hope to maintain atleast the same real level of
lending as in IDA VI, such a decline in India's case
would be quite unjustified. I am not aware of how
the South Asia Division of the Bank has assumed
$11 billion as an appropriate figure. The programme
of adjustment that we have put in place and our
development needs would fully justify a level of
Bank lending that provides for a degree of modest
real growth, and a figure of $15 - 16 billion would
seem to be appropriate in this context.

Yours sincerely,

( PRANAB MUKHERJEE)

Mr. A.W. Clausen,
President,
The World Bank,
Washington,
U.S.A.
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,HER EXCELLENCY PRIME MINISTER INDIRA GANDHI, NEW DELHI, INDIA.

DEAR PRIME MINISTER:

RE: IDA SUPPLEMENTAL FUNDING

I SHOULD LIKE TO INFORM YOU OF THE EFFORTS WE HAVE RECENTLY

BEEN MAKING TO RAISE ADDITIONAL IDA RESOURCES AND TO SEEK ONCE AGAIN

'YOUR HELP WHICH HAS PROVED SO CRUCIAL TO US IN MOBILIZING SUPPORT

FOR IDA.

FOLLOWING THE BOARD APPROVAL OF THE SELECTIVE CAPITAL INCREASE

*AND IDA7 AT THE LEVEL OF DOLLARS NINE BILLION ON MAY 24 WE HAVE

BEEN ACTIVELY PURSUING SUPPLEMENTARY IDA FUNDING. OUR PROPOSAL HAS

BEEN TO URGE ALL DONORS, OTHER THAN THE U.S., TO CONTRIBUTE TO A

SUPPLEMENTARY FUND IN WHICH THEY SHOULD CONTRIBUTE THEIR RESPECTIVE

14

IDA7 SHARES IN A DOLLARS THREE BILLION ADDITIONAL FUND, LEAVING A

TWENTY-FIVE PERCENT SHARE OPEN FOR A CONTRIBUTION BY THE U.S. IN THE

FUTURE. WE HAVE THE AGREEMENT OF ALL COUNTRIES OTHER THAN GERMANY

AND JAPAN TO CONTRIBUTE THEIR SHARES, PROVIDED OF COURSE THESE TWO

ALSO AGREE TO JOIN.

THE MATTER OF SUPPLEMENTAL FUNDING FOR IDA WAS RAISED DURING

THE RECENT LONDON ECONOMIC SUMMIT MEETINGS. I AM INFORMED THAT THE

HEADS OF STATE AND MINISTERS 0F CANADA, FRANCE, ITALY AND THE U.K.
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PRESSED THEIR COUNTERPARTS FROM THE U.S., GERMANY AND JAPAN TO

INCREASE THE RESOURCES AVAILABLE TO IDA. AS A CONSEQUENCE OF THESE

DISCUSSIONS AND AS A RESULT OF THIS ISSUE ALSO HAVING BEEN BROUGHT

UP BY THE MEMBER STATES OF THE EEC IN VARIOUS MEETINGS OF COMMUNITY

MINISTERS, THE FEDERAL REPUBLIC OF GERMANY MAY NOW BE RECONSIDERING

ITS EARLIER RELUCTANCE TO PARTICIPATE IN SUPPLEMENTARY FINANCING

ARRANGEMENTS.

WE BELIEVE THAT IF WE CAN PERSUADE GERMANY AND JAPAN TO GO

ALONG WITH THE OTHER DONORS ON SUPPLEMENTARY FUNDING, WE WILL BE

ABLE TO SUCCESSFULLY CONCLUDE A SUPPLEMENTARY FUNDING AR.RANGEMENT

BY THE END OF JULY. OTHERWISE WE ARE AFRAID THAT THIS OPPORTUNITY

WILL SLIP AWAY AND THE LARGE NUMBER OF GOVERNMENTS THAT ARE NOW

PREPARED TO CONTRIBUTE ADDITIONAL RESOURCES TO IDA, AND IN MANY

CASES HAVE MADE BUDGETARY PROVISIONS FOR IT, WILL DIVERT THOSE

FUNDS TO OTHER PURPOSES.

FOR THESE REASONS, I BELIEVE THAT A PERSONAL MESSAGE FROM YOU

TO CHANCELLOR KOHL AND PRIME MINISTER NAKASONE IMPRESSING UPON THEM

YOUR CONCERN ABOUT THE URGENCY OF AUGMENTING IDA'S RESOURCES

WITHOUT INSISTING ON IMMEDIATE US PARTICIPATION WOULD BE EXTREMELY

HELPFUL AT THIS JUNCTURE.
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MAY I THANK YOU FOR THE SEVERAL OCCASIONS ON WHICH YOU HAVE

PERSONALLY INTERVENED ON IDA'S BEHALF AND HOPE THAT YOU WILL ONCE

AGAIN LEND YOUR SUPPORT TOWARD ACHIEVING WHAT I BELIEVE IS A

CRITICAL OBJECTIVE FOR THE ASSOCIATION AND ITS RECIPIENTS.

WARM REGARDS, SINCERELY, A.W. CLAUSEN, THE WORLD BANK.

is

15

END

Tel ex 6/18/84

PMistry/MAQuresh nsj

A.W. CLausen
cc: Mr. H. N. Ray

Mr. Hopper/ThaLwitz President
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HERE

HIS EXCELLENCY PRANAB MUKHERJEE, MINISTER OF FINANCE, MINISTRY OF

FINANCE, NEW DELHI, INDIA.

DEAR MR. MINISTER:

I HAVE TODAY SENT A TELEX TO PRIME MINISTER GANDHI, THE TEXT

OF WHICH IS QUOTED BELOW:

QUOTE. RE: IDA SUPPLEMENTAL FUNDING

I SHOULD LIKE TO INFORM YOU OF THE EFFORTS WE HAVE RECENTLY

BEEN MAKING TO RAISE ADDITIONAL IDA RESOURCES AND TO SEEK ONCE

AGAIN YOUR HELP WHICH HAS PROVED SO CRUCIAL TO US IN MOBILIZING

SUPPORT FOR IDA.

FOLLOWING THE BOARD APPROVAL OF THE SELECTIVE CAPITAL INCREASE

AND IDA7 AT THE LEVEL OF DOLLARS NINE BILLION ON MAY 24 WE HAVE
14

BEEN ACTIVELY PURSUING SUPPLEMENTARY IDA FUNDING. OUR PROPOSAL HAS

BEEN TO URGE ALL DONORS, OTHER THAN THE U.S., TO CONTRIBUTE TO A

SUPPLEMENTARY FUND IN WHICH THEY SHOULD CONTRIBUTE THEIR RESPECTIVE!

IDA7 SHARES IN A DOLLARS THREE BILLION ADDITIONAL FUND, LEAVING A

TWENTY-FIVE PERCENT SHARE OPEN FOR A CONTRIBUTION BY THE U.S. IN

THE FUTURE. WE HAVE THE AGREEMENT OF ALL COUNTRIES OTHER THAN

GERMANY AND JAPAN TO CONTRIBUTE THEIR SHARES, PROVIDED OF COURSE

THESE TWO ALSO AGREE TO JOIN.
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THE MATTER OF SUPPLEMENTAL FUNDING FOR IDA WAS RAISED DURING

THE RECENT LONDON ECONOMIC SUMMIT MEETINGS. I AM INFORMED THAT THE

HEADS OF STATE AND MINISTERS OF CANADA, FRANCE, ITALY AND THE U.K.

PRESSED THEIR COUNTERPARTS FROM THE U.S., GERMANY AND JAPAN TO

INCREASE THE RESOURCES AVAILABLE TO IDA. AS A CONSEQUENCE OF THESE

DISCUSSIONS AND AS A RESULT OF THIS ISSUE ALSO HAVING BEEN BROUGHT

UP BY THE MEMBER STATES OF THE EEC IN VARIOUS MEETINGS OF COMMUNITY

MINISTERS, THE FEDERAL REPUBLIC OF GERMANY MAY NOW BE RECONSIDERING

ITS EARLIER RELUCTANCE TO PARTICIPATE IN SUPPLEMENTARY FINANCING

ARRANGEMENTS.

WE BELIEVE THAT IF WE CAN PERSUADE GERMANY AND JAPAN TO GO

ALONG WITH THE OTHER DONORS ON SUPPLEMENTARY FUNDING, WE WILL BE

ABLE TO SUCCESSFULLY CONCLUDE A SUPPLEMENTARY FUNDING ARRANGEMENT

15

BY THE END OF JULY. OTHERWISE WE ARE AFRAID THAT THIS OPPORTUNITY

WILL SLIP AWAY AND THE LARGE NUMBER OF GOVERNMENTS THAT ARE NOW

PREPARED TO CONTRIBUTE ADDITIONAL RESOURCES TO IDA,- AND IN MANY

18
CASES HAVE MADE BUDGETARY PROVISIONS FOR IT, WILL DIVERT THOSE

FUNDS TO OTHER PURPOSES.

FOR THESE REASONS, I BELIEVE THAT A PERSONAL MESSAGE FROM YOU

TO CHANCELLOR KOHL AND PRIME MINISTER NAKASONE IMPRESSING UPON THEM

---- ------
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YOUR CONCERN ABOUT THE URGENCY OF AUGMENTING IDA'S RESOURCES

WITHOUT INSISTING ON IMMEDIATE U.S. PARTICIPATION WOULD BE

EXTREMELY HELPFUL AT THIS JUNCTURE.

MAY I THANK YOU FOR THE SEVERAL OCCASIONS ON WHICH YOU HAVE

PERSONALLY INTERVENED ON IDA'S BEHALF AND HOPE THAT YOU WILL ONCE

AGAIN LEND YOUR SUPPORT TOWARD ACHIEVING WHAT I BELIEVE IS A

CRITICAL OBJECTIVE FOR THE ASSOCIATION AND ITS RECIPIENTS.

UNQUOTE

I WOULD BE MOST GRATEFUL IF YOU WOULD GIVE YOUR SUPPORT TO THE

SUGGESTIONS I HAVE MADE TO THE PRIME MINISTER; IT WOULD. BE VERY

HELPFUL IF YOU COULD ALSO TAKE UP THIS MATTER DIRECTLY WITH THE

FINANCE MINISTERS OF GERMANY AND JAPAN AND WITH AID MINISTER

WARNKE IN GERMANY.

MAY I THANK YOU FOR YOUR COOPERATION AND HELP IN THIS MATTER.

BEST REGARDS, SINCERELY, A.W.- CLAUSEN, THE WORLD BANK
17

TELEX JUNE 18,1984

PSMistry/MAQureshi:gmb 73665

cc: Mr. H. N. Ray A. W. CLa user
Mr. Hopper/ThaLwitz

President
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START 12 10

2 HERE TO: PRIMINDIA, NEW DELHI, INDIA. THE RIGHT

HONOURASLE INDIRA GANDHI, PRIME MINISTER OF INDIA. DEAR MADAM

PRIME MINISTER: I SHOULD LIKE TO BEGIN THE NEW YE R BY THANKING

YOU FOR THE EFFORTS YOUR GOVERNMENT AND YOU PERSON LLY HAVE MADE

IN ORDER TO ENSURE THE HIGHEST POSSIBLE REPLENISHM NT LEVEL FOR

IDA. I REGRET TO SAY THAT IN SPITE OF OUR JOINT E FORTS WE HAVE

a NOT BEEN ABLE TO MOVE THE UNITED STATES GOVERNMENT AWAY FROM ITS

9 POSITION ON THIS MATTER AND THAT THE FINAL NEGOTIA ING MEETING

10
NEXT WEEK IS LIKELY TO RESULT IN A REPLENISHMENT AGREEMENT AT THE

LEVEL OF US$9 BILLION IN SPITE OF THE FACT THAT ALI THE OTHER 32

DONORS WOULD HAVE BEEN READY TO AGREE TO A FIGURE 4F US$12 BILLION

FOR THE 3 YEARS 1984-87.

14 1 SHOULD NOW LIKE TO ASK FOR YOUR HELP IN 4RDER TO MITIGATE

THE NEGATIVE EFFECTS OF SUCH A CONCLUSION. A NUMBER OF THE MAJOR

16

DONOR COUNTRIES OTHER THAN THE UNITED STATES WOULD BE WILLING TO

17

CREATE A SPECIAL FUND FOR IDA, TO WHICH THEY WOULD CONTRIBUTE ON

1s

A PRO RATA BASIS THE DIFFERENCE BETWEEN THEIR CONTRIBUTION TO AN

IDA REPLENISHMENT OF USS9 BILLION AND A REPLENISHM NT AT THE LEVEL

OF US$12 BILLION. IF ALL THE DONORS OTHER THAN TH U.S. AGREED TO
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2 HERE 11 TO:

THIS, THIS WOULD RESULT IN IDA HAVING AVAILABLE TO IT A TOTAL
3

OF USS11.25 BILLION, WHICH WOULD BE A GREAT IMPROVEMENT OVER A
4

SIMPLE USS9 BILLION REPLENISHMENT. THIS SPECIAL FWND WOULD BE
5

USED BY IDA UNDER ITS NORMAL RULES EXCEPT THAT ONLY DONOR6

COUNTRIES CONTRIBUTING TO IT AND DEVELOPING MEMBER COUNTRIES WOULD

BE ELIGIBLE FOR PROCUREMENT. IT WOULD BE SO STRUCTURED THAT THE
a

U.S. COULD EVENTUALLY JOIN IF IT FELT ABLE TO DO S1 IN DUE COURSE.

THE KEY TO A SUCCESSFUL CONCLUSION OF SUCH AN AGREEMENT

ON A SPECIAL FUND LIES IN THE PARTICIPATION OF GERMANY AND JAPAN,

OTHER COUNTRIES SUCH AS THE U.K. AND FRANCE HAVING ALREADY

DECLARED THEIR WILLINGNESS TO PARTICIPATE IF THE ABOVE TWO

COUNTRIES WERE PART OF THE SCHEME. I THINK IT WOULD BE OF THE

15 UTMOST BENEFIT IF YOU, MADAM PRIME MINISTER, COULD SEND A PERSONAL

is COMMUNICATION TO BOTH THE FEDERAL CHANCELLOR OF GERMANY AND THE

JAPANESE PRIME MINISTER ON THIS MATTER. THE FINAL IDA MEETING

1s IS DUE TO TAKE PLACE ON THE 12TH AND 13TH OF THIS MONTH AND ACTION

19 IS THEREFORE MOST URGENT. SINCERELY, A.W. CLAUSEN, PRESIDENT,

THE WORLD BANK, WASHINGTON, D.C.
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2 HERE THE HONOURABLE PRANAB K. MUKHERJEE, MINISTER OF FINANCE, MINISTRY

3 OF FINANCE, NEW DELHI, INDIA. DEAR MR. MINISTER: I SHOULD LIKE

4

TO SEND YOU MY BEST WISHES FOR THE NEW YEAR WITH MY HOPE THAT

5 THE CLOSE RELATIONS BETWEEN INDIA AND THE WORLD BANK WILL CONTINUE

6 TO BE STRONG IN 1984. 1 HAVE TODAY SENT THE FOLLOWING CABLE TO

7

PRIME MINISTER GANDHI, THE CONTENTS OF WHICH ARE SELF EXPLANATORY.

a
I VERY MUCH HOPE THAT YOU WILL SUPPORT OUR ENDEAVOUR TO OBTAIN

9

THE MAXIMUM POSSIBLE REPLENISHMENT FOR IDA. QUOTE DEAR MADAM
10

PRIME MINISTER: I SHOULD LIKE TO BEGIN THE NEW YEAR BY THANKING
11

YOU FOR THE EFFORTS YOUR GOVERNMENT AND YOU PERSONALLY HAVE MADE
12

IN ORDER TO ENSURE THE HIGHEST POSSIBLE REPLENISHMENT LEVEL FOR
13

IDA. I REGRET TO SAY THAT IN SPITE OF OUR JOINT EFFORTS WE HAVE
14

NOT BEEN ABLE TO MOVE THE UNITED STATES GOVERNMENT AWAY FROM ITS
15

POSITION ON THIS MATTER AND THAT THE FINAL NEGOTIATING MEETING
16

NEXT WEEK IS LIKELY TO RESULT IN A REPLENISHMENT AGREEMENT AT THE
17

LEVEL OF US$9 BILLION IN SPITE OF THE FACT THAT ALL THE OTHER 32
18

DONORS WOULD HAVE BEEN READY TO AGREE TO A FIGURE OF US$12 BILLION
19

FOR THE 3 YEARS 1984-87.
20

I SHOULD NOW LIKE TO ASK FOR YOUR HELP IN ORDER TO MITIGATE
21 END

OF THE NEGATIVE EFFECTS OF SUCH A CONCLUSION. A NUMBER OF THE MAJOR
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2 HERE DONOR COUNTRIES OTHER THAN THE UNITED STATES WOULD BE WILLING TO

3 CREATE A SPECIAL FUND FOR IDA, TO WHICH THEY WOULD CONTRIBUTE ON

A PRO RATA BASIS THE DIFFERENCE BETWEEN THEIR CONTRIBUTION TO AN

IDA REPLENISHMENT OF US$9 BILLION AND A REPLENISHMENT AT THE LEVEL

6 OF US$12 BILLION. IF ALL THE DONORS OTHER THAN THE U.S. AGREED TO

THIS, THIS WOULD RESULT IN IDA HAVING AVAILABLE TO IT A TOTAL OF

US$11.25 BILLION, WHICH WOULD BE A GREAT IMPROVEMENT OVER A SIMPLE

US$9 BILLION REPLENISHMENT. THIS SPECIAL FUND WOULD BE USED BY

10 IDA UNDER ITS NORMAL RULES EXCEPT THAT ONLY DONOR COUNTRIES

11 CONTRIBUTING TO IT AND DEVELOPING MEMBER COUNTRIES WOULD BE ELIGIBLE

12 ELIGIBLE FOR PROCUREMENT. IT WOULD BE SO STRUCTURED THAT THE

13 U.S. COULD EVENTUALLY JOIN IF IT FELT ABLE TO DO SO IN DUE COURSE.

14 THE KEY TO A SUCCESSFUL CONCLUSION OF SUCH AN AGREEMENT

15 ON A SPECIAL FUND LIES IN THE PARTICIPATION OF GERMANY AND JAPAN,

16 OTHER COUNTRIES SUCH AS THE U.K. AND FRANCE HAVING ALREADY

17 DECLARED THEIR WILLINGNESS TO PARTICIPATE IF THE ABOVE TWO

1s COUNTRIES WERE PART OF THE SCHEME. I THINK IT WOULD BE OF THE

19 UTMOST BENEFIT IF YOU, MADAM PRIME MINISTER, COULD SEND A

PERSONAL SOMMUNICATION TO BOTH THE FEDERAL CHANCELLOR OF GERMANY
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MEETING IS DUE TO TAKE PLACE ON THE 12TH AND 13TH OF THIS MONTH
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AND ACTION IS THEREFORE 1OST URGENT. UNQUOTE SINCERELY,

4

A.W. CLAUSEN, PRESIDENT, THE WORLD BANK, WASHINGTON, D.C.
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