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The increase in imports was the most spectacular manifestation
of the rise in effective demand, The bulk of it represented sharply
stepped up deliveries of machinery, metals, and metal prodvets, and the
arrival of surplus agricultural commodities from the Unitesd States
beginning in November 1956, Imports of machinery, metals and metal
products accounted for about 86 per cent of the rise in total imports
from 1955 to 1956 and may explain as much as LO per centd/ of the rise
from 1956 to 1957, These imports, largely on private account, were
used primarily in the expansion of facilities and for current production,
However, a significant accumulation of inventories is reported to have
occurred in 1956 and the first half of 1957, The shipments of Uo Se
surplus agricultural commodities which appear to account for somewhat
more than 50 per cent of the rise in total imports from 19% to 1957,2/
were originally intended to build up stocks, but are said in fact to have
been to a large extent put on the market to fight rising food prices,

The deterioration of the trade position was largely financed
by drawing down foreign exchange reserves. Between April 1, 1956 and
the end of 1957, Indials foreign exchange reserves were in fact reduced
by L,486 million rupees ($9L2 million), more than twice the amount by
which it had been planned to reduce them in the five year period beginning
April 1, 1956, In addition, India drew $200 million from the International
Monetary Fund in three instalments in February, March, and June 1957,
Other assistance in this 21 month period totalled about $600 million,
including $126 million drawn on International Bank loans,3 about $136
million in the form of U, S. aid, and an estimated $259 million representing
the value of the shipments of U, Se surplus agricultural commodities
already mentioned,

The bulk of this assistance, including the IIF drawing, 80 per
cent of the drawings on IBRD loans, and practically all of the Ue Se
agricultural. surplus commodities, came in 1957, Without it,, and without
the very sextensive utilization of foreign exchange reserVes,h wholesals
prices would surely have continued to rise in 1957, Foreign exchange
reserves and foreign assistance thus acted as cushions for the Indian
economy, Their availability made it possible to face the growth of
domestic demand with the minirum of internal price strains, But surely
it could not be said that inflationary pressures were absent in 1957 and
sarly 1958, Effective demand had reached a level at which it could be
sustained only so long as the drain on foreign exchange reserves could
continue and new foreign assistance could be obtained,.

Remedial measures

To deal with the growing crisis, the Indian authorities began
by tightening import restrictions, Import quotas were cut January 1, 1957,
for 509 relatively non~essential items, At the same time, it was announced

Authorts estimate,

Authorfs estimate based on U, Se data on such shipments, .
Repayments of §6.5 million wers also made to the Bank in this periody
making net Bank assistance to India in this period $119.5 million,
About 51 per cent of the total decline in reserves in this 21 month

period oceurred in 1957,
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‘that, in general, import licenses for capital goods would be issued only
to businessmen who either (1) secured foreign capital investment at least
as high as the proposed imports, or (2) obtained credits from foreign
suppliers, or (3) proposed to pay with the proceeds of loans from foreign
and international lending institutionse Two types of supplier credits were
specified; one provided that payment before shipment should not exceed

20 per cent of the f,0ebs price, the balance to bs paid in seven annual
instalments; and the othsr limited initial payment to 10 per cent, the
balance to be paid after the project had bscoms a going concerny ingtale
ments not to exceed the net saving or earning of foreign exchange
realized through the operations cf the new plant,

On July 1, 1957, the open gsneral licensss for imports were
abolished, except on certain imports from Pakistan, In addition,; a
moratorium on issuing new licenses was enforced during the third quarter
of 1957, except for raw materials and for capital goods procured under
deferred payment arrangements. Beginning October 1, 1957, the import of
a wide rangs of consumer goods was banned and quotas for many others were
cut sharplye

The effect of these restrictions was to bring about some decline
in imports beginning in the third quarter of 1957, Concurrently the demand
for bank credit abated somewhat since importers unable to secure licenses
no longer nseded funds, Inventoriss accumulated earlier began to bs drawn
cdowny thereby providing a cushion thanks to which the restrictions did not
immediately bring about an upsurge in prices, Due to the high level of
outstanding licenses which remain valid, imports may be expected to continue
at a high level for some time, The bulk of these liconses is reported
to be for the import of machinsry and raw materials,

Besides tightening import restrictions, the Indian authorities
undertook a comprehensive review of the Five Year Plan itself, Thoy
dscidad to reduce the physical targets in such a way as to ensure thab
the total public outlay on the plan would not ex<=esd ths original eztimate
of L8 billion rupees, They established a set of prioritiss for the projects
included in the plan and announted vhat they would concontrats on what they
called the hard core of the plan (steel, coal, railwayz, and certain power
projects) and on such other projects as were so close to complstion that
the cost of completing them was low relative to the bensfits to be derived
from thems Other projects were to be implemented only as rescurces
permitted,

At the same time a concerted effort was made to secure increased
foreign resources to finance ths uncovered foreign exchange cost of the
hard core of the plan estimated at about 7 billion rupees ($1,470 million).
So far (April 1958) additional assistance has been announced by the United
Statess; Western Germany and Japan, In addition, the Indian authoriiies
made clear their intention to devote the country!s remaining foreign
éxchange holdings to the support of the plan if necessary. The minimum
reserve of foreign exchange which the law required the Ressrve Bank to
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hold was reduced from L billion rupees ($8L0O million) to 3 billion rupees
($630 million) in August 1957, and to 850 million rupees ($178,5 million)
in November 1957. Even this latest minimum may be eliminated altogether
under procedurss provided for in existing statutes,

Conclusion

It is too early to tell whether sufficient foreign resources
will become available to finance the foreign exchange cost of the reduced
plan, Even if they do, it remains to be seen whether internal inflationary
pressures will thereby be fully absorbed, The past rate of spending on
the plan suggests that public expenditures must rise sharply in the next
three years if the projected five year expenditure total is to be reached
or even approached, At the same time, there is little scope for further
increasing government revenues. Under the circumstances, the Indian
authorities may find it difficult to carry out their recent decision to
reduce the extent to which the plan would be financed by advances from
the Reserve Bank, unless foreign assistance well in excess of the amount
now sought is forthcominge

If the authorities undertake to approach the projected five
year expenditure total of 48 billion rupees under the plan, internal
inflationary pressures may be expected to continue and the need for severe
import restrictions will remain, If on the other hand the authorities
decids to bring the inflationary pressures to an end by further readjusting
the plan, it may eventually be possible to relax import restrictions, In
either case, however, the level of Indian imports is likely to be lower
than it was in 1957,

Indial's biggest supplier is the United Kingdom. The rest of
Western Europe considered as a unit has recently become as big a supplier
of India as is the United Kingdom, largely on the strength of a large
increase in imports from West Germany. Including the United Kingdom,
Western Europe supplied about 50 per cent of India's imports in 1956,
The United States provided only about 12 per cent of the total, Indian
import cuts ars likely to be made on a non-discriminatory basis since
its foreign exchange shortage is a generalized shortage rather than a
shortage of any one currency, Therefore United States exoorts may be
affected about in proportion to the total decline in Indian imports,

United States suppliers of machinery, vehicles, and metals,
the principal U, S. non-agricultural exports to India, have fully shared
in the increase in Indian imports, In 1956, shipments of these products
to India, representing about half of total U, S. exports to India, were
valued at about $132 million, two and a third times as much as in
1953, They accounted for nearly twice as large a percentage of total
Indian imports as in 1953, a performance almost as good as the improve-
ment in the overall position of Western Germany as a supplier of India,
On the basis of data for the first nine months, it appears that somse
decline in these exports may have occurred in 1957, As import cuts
and the readjustment of the plan assume their full effect, further
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declines seem inevitable, but the relative share of the Indian market
held by United States suppliers need not fall if the terms offered to

~ Indian buyers, including credit terms, are kept as attractive as those

offered by other supnliers, At the same time, U, Se foodgrain exports
to India are 1likely to be maintained close to the level of 1957, as

the PL 480 agreement of 1956 continues to be implementeds What happens
thersafter will depend in part on whether or not a new PL 480 agreement
is negotiated,

In the long run, however, Indian economic growth will provide
the basis for a remswed rise in imports in which United States suppliers
may share, The potential of the Indian economy is enormous and neither
the Government nor the people are disposed to leave it unexploited.
Progress may not, at first, be as rapid as they would like, but as they
solve the many problems which confront them, particularly the population
problem, and as they adopt wise policies, there is no reason why the
rate of progress cannot eventually rise so that the vicious circle of
poverty will at last be broken,

The Indians have a long, hard road to travel and they know
its They have begun the journey with democratic institutions and wi*’.
a system of government which respects the basic freedoms of the people
and their human dignity. If they can reach a satisfactory and a
sustainable rate of development with these institutions and this system
of government, they will probably have done more to rehabilitate this
political framework in the eyes of other Asian countries than can be
done by any other means,
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