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The Managing Director 
The Deputy Managing Director DATE: November 19, 1982 

Tun Thin yw.~ 
India--Review of Extended Arrangement and 1983 Article IV 

Consultation 

A mission consisting of Messrs. Tun Thin, Smith, Baumgartner, 
I. Kim, Burton (all ASD), Hino (ETR), Floyd (FAD), Harrison (IBRD), and 
Ms. Knauseder (ASD, secretary), visited Bombay and New Delhi during 
November 1-11, 1982 to review performance during the second year of the 
extended arrangement and hold the 1983 Article IV consultation discus­
sions. Mr. Grawe of the Bank's New Pelhi office was also attached to 
the mission. Discussions were held with officials from various bodies, 
including the Departments of Economic Affairs, Commerce, Industry, and 
Agriculture, the Planning Commission, and the .Reserve Bank of India. 
Senior officials who participated included Mr. M. Narasimham, Secretary, 
Department of Economic Affairs, and Mr. Manmohan Singh, Governor, Reserve 
Bank of India; Mr. R.N. Malhotra, Executive Director, also participated 
in the discussions. 

Economic developments in 1982/83 have been affected by a severe 
drought in the summer months of 1982. While it is still too early to 
assess the full impact of the drought, the Government now estimates that 
real growth in 1982/83 (fiscal year April-March) will be only 2 per cent, 
compared with a program estimate of 5 per cent and 5 per cent in 1981/82. 
Foodgrain production has been particularly affected and total foodgrain 
production will be considerably below target and somewhat less than in 
1981/82~ As a result, agricultural incomes are likely to decline by 
2 per cent in real terms. In view of these circumstances, price per­
formance has been remarkable. Following a spurt in prices in June:_August 
1982, prices have since declined .slightly and inflation for the latest 
12-month period is no more than 2 per cent. While control over price 
pressures is by no means assured, inflation is still projected to be 
near the program estimate of 8 per cent. Beyond constraining monetary 
policies, the favorable price performance is due to the timely announce­
ment of wheat imports, and ample supplies of sugar and other important 
items, including basic infrastructure. 

Industrial production was about 6 per cent higher in the first 
quarter of 1982/83 than in the corresponding period of 1981/82. While 
the program anticipated a slowdown in the rate of industrial growth 
in 1982/83 from the high rate during the recovery in 1981/82, industrial 
growth is now expected to be somewhat below the program target. Slower 
growth derives in part from a prolonged strike in the textile industry 
and a demand-induced slump in the truck and tractor industries. Some 

M---•~---• • •-•---• - ---- • 
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industries have also felt increased foreign competition as a result of 
import liberalization and increased efforts on the part of foreign 
companies to penetrate the Indian market as a result of the recession 
abroad. 

Performance in the key areas of infrastructure has improved. After 
falling considerably short of target in the last two years, capacity 
additions in electric power have increased considerably to near the 
program target; both power generation and capacity utilization have also 
increased. While progress has been made in overcoming problems of pro­
ject implementation, funding problems are becoming a more serious 
constraint which threaten future progress in the power program. Coal 
production and the oil development program are on track. The performance 
of the Railways has continued to improye so that transportation bottle­
necks are not expected to be severe in the near future; supplementary 
budget allocations of Rs 1.9 billion, encouraged by the program, have 
allowed investment in the Railways to .. be maintained at a satisfactory 
level in 1982/83. 

In the field of industrial policy, it is still too early to assess 
the impact of the measures taken in April to liberalize restrictions 
on capacity creation and ease antimonopoly and foreign investment 
regulations. Experience with new more liberal pricing systems for steel 
and cement has been satisfactory. However, more progress is needed in 
liberalizing industrial policy. Against this background, the staff 
team stressed the importance . of fresh initiatives in the area of 
industrial policy, including price controls, in parallel with the 
measures to strengthen export incentives and liberalize imports. 

The stance of monetary policy remains cautious, although it has 
become less tight following a policy-induced credit squeeze in early 
1982. Nonfood credit extended by banks declined in the first quarter of 
1982/83 despite the return by the banks to a comf9rtable liquidity posi­
tion, but has begun to pick up since July. The overall credit ceiling 
for September was met with considerable room to spare, and the sub­
ceiling on net bank credit to the Government was also below the program 
limit. Money supply expanded by 10.5 per cent in the 12 months to 
September 1982 and maintaining the existing pace of credit expansion· 
appears likely to result in growth rates of money and credit slightly 
below the program limits set for March 1983. Recently announced monetary 
measures include an increase in interest rates on long-term deposits 
from 10 to 11 per cent and a relaxation of credit for exports and some 
sectors facing problems. Given the decline in agricultural production, 
the authorities intend to maintain a cautious monetary policy so as to 
contain inflationary expectations. Although additional special food 
credit requirements may arise (including large needs for food and sugar 

·fynancing) the authorities do not at this time have a need to request a 
change in the overall credit ceiling. They wish the understanding to be 
maintained that consideration would be given to raising the ceiling for 
unforeseen food credit requirements, although they indicated that the 
probability of this is very small. 
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The Central budgetary position remains close to the program 
projections and there is no indication that the overall deficit will 
significantly exceed the program estimates. The authorities expect to 
remain within the subceiling on net bank credit to Government during 
the remainder of 1982/83. However, the review of the financial position 
of the Centre and the States has indicated a significant shortfall in 
savings of both the Centre and the States. The expected shortfall in 
Central savings arises because surpluses of public enterprises are 
expected to be lower, partly because of recessionary tendencies in some 
sectors. There are few details of developments in State savings at this 
stage, although indications are that overall financial performance has 
improved. The States have ~o far implemented additional resource mobil­
ization measures totaling about Rs 6.5 billion in 1982/83 and new resource 
mobilization in 1982/83 as a whole . is now expected to reach about 
Rs 7 billion, close to the amount of Rs 7~4 billion included in the 
program. Total public sector savings are projected to be Rs 10 billion 
(12 per cent) lower than the program estimate. The mission emphasized 
the importance of resource mobilization efforts to reduce the shortfall 
in savings in the current year and increase savings as planned subse­
quently. The authorities assured the staff team that they were equally 
aware of the importance of resource mobilization and, as in the past, 
emphasis will continue to be given to this area of policy. They emphasized 
that in a difficult year such as this raising public savings to 4.8 per 
cent of GDP from 4.2 per cent in 1981/82 constituted a creditable perfor­
mance. 

Balance of payments developments in 1982/83 have been on track. 
This is a heartening development considering the difficult internation-
al trading environment. Export volume growth in the first quarter of 
1982/83 was close to the program target of 7 per cent for the year as a 
whole. Larger exports under bilateral payments agreements, notably to the 
U.S.S.R, are an important factor behind the continued strength of exports. 
Against the increase in exports to the U.S.S.R, India is importing crude 
oil and related products, although some buildup in bilateral balances is 
expected over the year as a whole. The projected current account defi­
cit, at SDR 3.3 billion, is slightly reduced from the earlier estimate, 
but with the lower GDP now expected, the ratio to GDP would be 0.1 per 
cent higher at 2.2 per cent. However, taking account of the nature of 
the GDP shortfall, the underlying path of external adjustment remains 
undisturbed. The program of commercial borrowing is proceeding on 
schedule and the authorities indicated that commitments during 1982/83 
would be near the program ceiling of SOR 1.4 billion. The overall 
balance of payments deficit is expected to be SDR 1.7 billion, the same 
as earlier envisaged. 

The satisfactory export performance in the first months of 1982/83 
provides evidence that the export development strategy, a key element 
of the adjustment effort, is proving to be effective. This applies in 
particular to the increased access to imports being provided to exporters. 
Nevertheless, in looking ahead, the real appreciation of the rupee by 
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about 4 per cent on a trade-weighted effective basis since the beginning 
of 1982/83 gives rise to concern. The Indian authorities recognized 
this and emphasized that developments in the exchange rate and competi­
tiveness are being monitored closely and will be kept under review. 

Under the 1982/83 import policy, it appears that access to imports 
has indeed risen considerably and simplified procedures are having 
their desired effect. Domestic industry also appears to be feeling 
more strongly the pressures of competition resulting in increased 
efforts to modernize plants. In this situation, import liberalization 
has drawn heavy fire from various affected groups, but the authorities 
have not yielded to this pressure and indicated their determination to 
maintain their liberal policy because of the benefits that it is yielding 
to the economy as a whole. 

There have been no significant changes in the exchange and trade 
system since the last Article IV consultation; the discussions have 
revealed an exchange practice related to nonresident deposits from abroad 
which will be reviewed by the staff to determine if it is subject to the 
Fund's jurisdiction. The rupee remains pegged to a basket of currencies 
with the pound sterling as the intervention currency. Some simplifica­
tions have been made to the exchange system since the last consultation. 
The staff team recommended to the authorities that they further simplify 
the exchange system and terminate the bilateral payments agreement with 
Romania. 
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SUBJECT : India--Briefing Paper for the 1983 Article IV Consulta­
tion and Review of the Extended Arrangement 

' Attached is a Briefing Paper for the forthcoming mission to 

India. The paper includes comments made by Messrs. Tait (FAD), Wittich 

(TRE), and Silard (LEG). 
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IND.A-1 Doc.27 (10/8/82) 

INTERNATIONAL MONETARY FUND 

India 

CONFIDENTIAL 

Briefing Paper--_1983 Article IV _ Consultation and Review 
of Extended Arrangement 

Prepared by the Asian, Exchange and Trade Relations, and 
Fiscil Affairs Departments 

Approved by P; R. ~vekar and Donald K. Palmer 

October 8, 1982 

I. Introduction 

Messrs. Tun Thin (Head), Smith, Baumgartner, I. Kim and Burton (all 

ASD), Hino (ETR), Floyd (FAD), and Harrison (IBRD), and Ms Knauseder 

(ASD, secretary) will visit Bombay and New Delhi during November!­

November 11 to hold the 1983 Article IV consultation discussions and 

review performance during the second year of the extended arrangement. 

Mr. Grawe of the Bank's New Delhi office will also be attached to the 

mission. An advance team will begin technical work in New Delhi on 

October 28. 

The extended arrangement was approved on November 9, 1981; India 

met all the performance criteria for the 1981/82 program (fiscal year 

ending March) and made three purc~ases totaling SDR 900 million. The 

program for 1982/83 was discussed by Executive Directors on July 9, 

1982, following which a further purchase of SDR 600 million w~s made. 

The first ceiling date for the new program is September 24, 1982, for 

which data will be available in late October. 

II. Background 

Economic developments during 1981/82 were, in most respects, favor­

able and in line with those envisaged in the program. Real growth was 
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5 per cent with foodgrain production rfsing to a record level and 

industrial output expanding strongly across a broad band of industries, 

including those where shortages had earlier caused severe bottlenecks. 

Improved supplies, supported by appropriate demand management, resulted 

in a sharp slowing in wholesale price inflation which had fallen to 2 per 

cent by the end of the year. Public finances were strengthened consi­

derably, mainly because of substantial resource mobilization efforts. 

The improvement was mainly in the Central Government and some _aspects 

of State Government finances came under strain, mainly because of heavy 

increases in wage costs. Overali public savings rose significantly and 

financed a sizable increase in real public investment in line with the 

program projections. Commercial credit policies we~e a~so tightened 

during the year and monetary growth was reduced. However, balance of 

payments pressures increased, mainly because of an unexpected deteriora­

tion in the terms of trade. The current deficit widened to 2.4 per 

cent of GDP and the overall deficit rose abruptly to SDR 2.2_ billion. 

Nevertheless, there were indications of underlying progress in adjustment 

in the external position: export volumes accelerated to about 7 per 

cent (in part because of a depreciation in the real exchange rate) a~d 

there was a decline of 8 per cent in the oil import bill because of 

higher domestic production and moderating demand. 

The program for 1982/83 includes measures to promote adjustment in 

the balance of payments in the medium term. Among these are steps aimed 

at strengthening public finances; public savings are to rise considerably 

further to 5 per cent of GDP, and the budget defici~, and that part 

financed by the banking system, are to be reduced as a proportion of 
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GDP. Firm demand management policies will aim to maintain control over 

inflation. Investment is to increase considerably and be allocated in 

line with established priorities for adjustment. Also a number of struc­

tural measures have been introduced to improve industrial efficiency, 

including a reduction of priting and other regulatory constraints and a 

significant liberalization 'of import restrictions. The authorities 

have indicated their intention to follow a realistic exchange rate 

policy, which is envisaged as making a -notable contribution to the 

export · drive. The principal economic targets for 1982/83 are shown in 

Table 1. The program envisaged that growth would again be 5 per cent 

(given favorable weather), with inflation of 8 per cent as the special 

supply factors responsible for very low inflation in 19~1/82 no longer 

apply~ Exports are targeted to rise by 7 per cent in volume terms while 

import volume would decline slightly as sizable increases in general 

imports are more than offset by lower oil and other bulk imports due to 

rising domestic outpu~. With stable terms of trade, the external current 

account deficit is projected to narrow to 2.1 per cent of GDP, with the 

overall deficit being reduced to SDR 1.7 billion. 

At this time, the staff has only limited information on developments 

during the early months of 1982/83. Most important of these, weather 

during the current monsoon season has been unfavorable. Although drought 

conditions have now broken, foodgrain (and other agricultural) production 

will be below target. While a great deal of uncertainty remains, it 

would appear likely that foodgrain production will be lower than last 

year. The Government has already arranged 2.5 million tons of precau­

tionary food imports and may purchase an additional 1 million tons to 

build large stocks to maintain confidence. Prices were unsettled with 
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Table 1. India: Selected Economic and Financial Indicators, 1980/81-1982/83 

National income and prices 
GDP at constant prices 
GDP deflator 
Wholesale prices J:./ 

r 

External sector (on the basis of SDRs) 
• Exports, f.o. b. 

Imports, c.i.f. 
Non-oil imports, c.i.f. 
Export volume 
Import volume 
Terms of trade (deterioration,-) 

Central Government budget 
Revenue and grants 
Total expenditure and net lending 

Money and credit 3/ 
Domestic credit-

Government 
Commercial sector 

Money and quasi-money (M3) 
Narrow money 
Interest rate -(annual rate, one-year 

savings deposit) 

Public sector savings 
Central Government savings 
Central Government budget deficit 

Domestic bank financing 
Foreign financing 

Gross capital formation 
Gross domestic savings 
Current account deficit 

External debt 3/ 
Inclusive of:--use of Fund credit 

Debt service ratio 4/5/ 
Interest payments 4757 

Overall balance of payments (SDRs mn.) 
Gross official reserves (months of imports) 
External payments arrears 

1/ End-year percentage change. 
2/ Provisional actual. 

1981/82 
1980/81 Original Revised 

program estimate 

1982/83 
Program 

projection 

(Annual per cent changes) 

7.5 
11.1 
15.8 

11.5 
39.3 
19.1 
-5.3 
12.3 
-4.9 

13 .1 2/ 
19.3 2/ 

25.0 
28.4 
18.6 
18.2 
16.6 

7.0 

3.6 
2.2 
6.6 
4.0 
1.1 

24.2 
22.2 

2.2 

10.9 
10.9 

1·.9 
2.7 

-440 
6 

4.8 
9.0 

11.0 

16.2 
12 .• 4 
29.8 
5.0 
1.6 

16.8 
15.5 

19 .4 . 
20.1· 
18.9 
15.7 

-11.3 

7.5 

(In per 

4.4 
2.9 
6.4 ' 
3.1 
0.7 

25.7 
23.7 
2.0 

11.6 
11.2 
8.5 
3.1 

-1,683 
5 

5 
9 

1.9 

11.3 
8.5 

22.0 
6.7 

-0.2 
-4.0 

19.8 
14.6 

18.7 
20.0 
17.8 
13.2 

7.7 

8.0 

cent of 

4.2 
2.7 
6.0 
2.8 
0.7 

25.2 
22.-8 

2.4 

10.8 
11.2 
9.8 

~3.6 

-2,170 
4 

GDP) 

5 
8.5 
8.0 

11.9 
3.9 

11.2 
7 

-0.8 

14.5 
11.6 

18.9 
17.9 
19.6 
15.5 
12.5 

8.0 

5.0 
3.3 
5.6 
2.8 
0.7 

25.5 
"23.4 

2.1 

10.5 
12.0 
11.0 

4.3 

-1,683 
4 

3/ End of period. 
4/ In per cent of exports of goods and services. 
J_/ Including IMF. 
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the late arrival of · the monsoon but the Government's prompt actjon 

and the coming of the rains have since calmed the markets. Wholesale 

prices increased only by 1 per cent in the latest 12-month period~ 

although the increase during the first four months of 1982/83 is already 
r 

6 per cent. · 

Industrial growth has slackened over recent months. Industrial 

·. production in the first four months of 1982 was 5 per cent higher than 

a year ago, about half _the growth rate achieved in 1981. In part, this 

is a normal reduction from unsustainable growth rates -achieved last year 

during the economic recovery. However, the industrial slowdown has been 

abrupt enough to elicit strong complaints about recessionary conditions 

from important sections- of industry and commerce. Press reports indicate 

stagnant or falling production levels in a number of industries includ­

ing aluminium, caustic soda, jute, cotton fabrics, and vehicles. How­

ever, the supply of important basic goods and services has continued 

to expand, and .healthy increases have been achieved in production of elec­

tricity and coal and in railway freight movements. The Government has 

refuted the suggestion that there is a general demand recession, and 

claims that the current problems reflect sectional adjustments to the 

patterns of supply and demand and the impact of a prolonged textile 

industry strike. At the .same time, it appears likely that tight demand 

management policies and import liberalization, coinciding with a period 

of slack export demapd, have bee~ contributory factors. 

Monetary growth has continued at rates well -below the program targets 

in the early months of 1982/83. At end-July, the narrow money stock was 

7 per cent higher than a year earlier, compared with the target of 12.5 per 
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cent growth for 1982/83. The main factor accounting for continued slow 

money growth is smaller than expected expansion of domestic credit, partic­

ularly of credit to the commercial sector which is falling well below the 

program path. Credit to Government has _expanded to the limit of the 

. r program provision and, in fact, in August was slight~y above the September 

subceiling for net credit to Government. Never~heless, the authorities 

appear confident they will meet the September subceiling. No details 

are yet available Qn budgetary developments in 1982/83, although State 

Government borrowing from the banking system continued at a high level 

in the June quarter. 

The balance of payments recorded an overall deficit of SDR 0.7 bil­

lion in the period April to August 1982. This suggests that overall 

developments are proceeding in line with the estimated deficit of 

SDR 1.7. billion included in the program for 1982/83. Gross reserves 

currently total SDR 4.5 billion, equivalent to four months of imports_. 

Reports indicate that exports rose by 6 per cent in SDR terms during the 

June quarter, excl~ding oil exported under a swap arrangement. The 

import bill is reported to have risen by 12 per cent. No other indicators 

of balance of payments developments are yet available. 

III. Policy Issues 

The focus of the consultation discussions will be on policies and 

prospects for external adjustment. The extended arrangement already 

establishes a policy framework for this and the main targets of economic 

performance. Thus, the current discussions will involve a review of the 

progress in implementing the adjustment program, with special emphasis 

on the areas identified in the review provisions for the program for 
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the second year of the arrangement. These are policies bearing on the 

resource position of the Central and State Governments in light of 

the public finance targets for 1982/83; all aspects of export develop­

ment; and the implementation of the new import policy. The Article IV 

consultation will also encompass discussions on progress in liberaliz-
r 

ing and simplifying the exc~ange system • . As in the case of the previous 

consultation, the staff proposes to issue a joint Staff Report and review 

· paper for consideration by Executive Directors~ 

1. Balance of payments adjustment 

It will be important to be able to demonstrate that underlying 

balance of payments developments are consistent with the profile for 

external adjustment in the medium term which is the program's fundamental 

objective. The program provides for ·a reduction in the.current deficit 

in 1982/83 of 0.3 percentage points of GDP, which would about return the 

balance of payments to the adjustment path originally envisaged; this 

follows a departure in 1981/82 when the current account deficit widened 

to 2.4 per cent of GDP, 0.4 per cent more than programmed. While the poor 

weather will have an adverse impact on the balance of payments--indeed 

precautionary food imports will cost the equivalent of some 0.4 per cent 

of GDP--the program targets include a contingency allowance which is 

expected to cover most of the impact. For this reason, and based on 

overall developments during the first five months of i982/83, · there is 

currently no indication or reason to believe that the balance of payments 

will be significantly off-track· in 1982/83. Nevertheless, an important 

task of the mission will be to thoroughly review balance of payments 

developments and prospects for 1982/83, and assess the prospects for 

adjustment over the coming few years. 
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One key program target--and an important indicator of adjustment-­

is export performance. The program envisag_ed that export volume would 

increase by 7 per cent in 1982/83. The letter of intent added the 

qualiffcation that ·"this target is feasib.;le provided world market condi­

tions come up to expectations and protectionist measures are not inten-
r 

sified." When the 1982/83 program was drawn up, it was anticipated that 

world economic activity would pick up sufficiently to accommodate a 7 per 

cent increase in the volume of exports of the non~oil developing countries 

during 1982. However, the latest world economic outlook -exercise suggests 

that the growth may now be no more than 3 per cent. The mission will 

investigate recent export per~ormance and the impact of adverse exogenous 

factors, including the delay in the recovery in world trading. 

Obviously, exchange rate policy is an important instrument to achieve 

the growth in exports necessary for external adjustment. Policy was 

effectively implemented in 1981/82 when the export-weighted exchange 

rate depreciated by 5 per cent in nominal and 9 per cent in real terms 

(Chart 1). However, during the first four months of 1982/83 the nominal 

effective exchange ·rate was largely unchanged, while relative price 

movements moved 5 per cent against India during this period because of 

the spurt in inflation related to poor weather. As a result, the depre­

ciation in the real effective exchange rate during the second half of 

1981 has come to an end. The real effective rate was broadly unchanged 

during the first five months of 1982, and with the surge in prices, this 

measure of competitiveness weakened by 6 per cent in June and July. 

The program recognizes the role of exchange rate policy, and in 

their letter of intent the authorities indicated that the management of 

the exchange rate was a factor in last year's improved export performance. 



Chart 1 

India: Exchange Rate Developments, 1980-82 
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Although the rupee is not obviously . "overvalued"--and indeed compared 

with much of the past India's competitive position has been strengthened-~ 

the staff believes that a limited depreciation of the real exchange 

rate over the medium term would complement other instruments of adjust-

ment. In particular, real exchange rate depreciation would soften the 
'· ----adverse impact of import liberalization on domestic industry and would 

strengthen export development policies ~n the aggregate. From this 

medium-term viewpoint, it would not be appropriate to allow a significant 

appreciation of the real exchange rate to be maintained. 

For the immediate future, the staff will need to obtain further 

information to assess the urgency of adjusting for developments in June 

and July and determine whether reversing these changes ~would go far 

enough. A major task of the mission will be to review the implementation 

of exchange rate policy over recent months and, in the light of export 

performance, to determine what an appropriate policy for the coming months 

would be. Important consi'derations will be: (a) the profitability of 

exports, (b) the relative incentive to export rather than sell in the 

domestic market, and (c) .India's competitive · position in export markets. 

In the last context it will be relevant to keep in view that, while 

depreciating vis-a-vis the U.S. dollar, the rupee has appreciated signi­

ficantly against the mark, yen, pound and French franc so far in 1982. 

Another relevant consideration is that, based on developments so far in 

1982/83, wholesale price increases for the ye~r seem likely to be broadly 

in line with the program target of 8 per cent, i.e., at least as high as . 

inflation in major partner countries. In the event that the mission 

concludes that an adjustment in the exchange rate is needed, it will be 
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necessary to come to an understanding with th~ authorities on its size 

and timing. The mission will need to .. be able to assure the authorities 

that the Fund will treat this matter with the utmost discretion. Also, 

the authorities should be allowed a good degree of flexibility in the 

timing and manner of implemepting the adjustment. While granting this, 

the mission will emphasize .the importance of timely action and indicate 

that it would be expected that the adjustment would be completed before 
j 

discussions for the program for the next year take place in April 198/. 

The authorities have, over the past couple of years, taken a series 
.. 

of measures to reduce disincentives to exports and promote efficiency. 

With the emphasis now accorded to export development, this policy evolu­

tion is expected to continue. The staff will discuss with the authorities 

their plans and options for strengthening export development policies in 

the future (including tax, import and industrial policy measures). In 

the event that the underlying export performance is found to be lagging 

for reasons other than those related to the exchange · rate, the mission 

will discuss with the authorities specific additional measures needed to 

encourage exports. 

2. Public finances 

Public finance issues can conveniently be considered in two parts-­

Central Government finances and those of the States. Considerable success 

has been achieved in strengthening Central finances. Most of the principal 

targets were achieved in 1981/82, and although Central public savings 

fell marginally short of the program projection, it was considerably 

higher than in the previous year. The improvement in Central finances 

mainly reflects the major resource mobilization measures introduced 
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during 1981. Because a number of these only became effective midway 

through 1981/82, but also because of measures taken in the 1982/83 

budget and recent price adjustments, it has been possible to program a 

further considerable improvement in J982/83. Central public savings 

are .projected to rise from 2.7 to 3.3 per cent of GDP, and allowing for 

r 
a sizable increase in Plan expenditures, bank financ~ng of the budget is 

to be maintained at 2.8 per cent and the overall deficit reduced as a 

proportion of GDP. 

An important task of the mission is to assess whether Central finan­

cial developments so far during 1982/83 are on track. At this stage, 

the authorities will not have systematically reviewed Central financial 

performance; hence the mission's review will include analysis of available 

statistical information (as agreed with the authorities ~uring the pro­

gram negotiations), and will also include some qualitative and judgmental 

elements. While there is, at this stage, no suggestion of difficulties, 

should the review indicate that a substantial shortfall from the program 

targets is likely, the mission will discuss with the authorities steps 

which will result ~n a return to the program path. Such ·a program would 
., 

need to be in place· before Board discussion of the review. 

State financial performance fell well short of the program targets 

in 1981/82·. On the positive side, the States raised over Rs 8 billion 

in additional resources (compared with the program target of Rs 5 bil­

lion), but current cost e~calation eroded the impact on State savings 

which were, at best, no higher than the rather modest program target. 

In financing· State Plan expenditures, the States ran up overdrafts 

with the Reserve Bank totaling some Rs 13 billion whereas the program 
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envisaged overdrafts of only ·Rs 2.5 billion. The· program for 1982/83 

provides for some improvement . in State finances. It was estimated that 

with additional resource mobilization of Rs 7.4 billion (of which 

Rs 2.2 billion had been implemented and Rs 4.6 billion agreed between 

the Central and State Goverrtments), State savings would increase by 

0.2 per cent to 1.7 per cent of GDP and recourse to overdrafts with the 

Reserve Bank would be reduced to Rs 5 billion (excluding Rs 3.5 billion 

of bank subscriptions to State Government securities). 

The program projectirins for 1982/83.will be thoroughly reviewed in 

light of the actual State Government budgets which will be available for 

the first time, and revised estimates for 1981/82. The mission will 

emphasize the importance that measures implemented _by t~e States in 

1982/83 fully match the program estimate of Rs 7.4 billion. The mission 

will review progress by the States during the first five months of the 

year and plans for action over the coming months. In the event that 

progress toward mobilizing these resources has been inadequate, or that 

the resource need has increased, the mission will determine with the 

authorities an appropriate combination of additional resource mobiliza­

tion and expenditure reduction steps to ensure that State overdrafts 

with the banking system are contained as planned. For such a program 

to be effective, it would be necessary that at least some of the steps 

be in place before the Board discussion of the review. 

The Central Government has taken over responsibility for the State 

overdrafts incurred in 1981/82, and the States will repay the Central 

Government within five years. The mission will obtain ' full details of 

these financial arrangements; it will be necessary to adjust the program 
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targets (but not performance criteria) for the Central budget deficit 

and Central Government bank borrowing to take account of these accounting 

transactions in 1982/83. 

3. Import liberalization 

The 1982/83 import polky announced in April 1982 was a major step 

in the direction of import '·liberalization. It was particularly note-

worthy because it was taken at a time of serious balance of payments 

difficulty. At such times, India's policy-makers have traditionally 

move~ to increase protection and conserve foreign exchange. That the 

Government acted as it did at this time reflects to some extent the 

influence of the Fund arrangement, but more fundamentally the rising senti­

ment in favor of more open trading policies. However, ~hile the strength 

of opposing forces favoring more restrictive policies had waned, it 

nevertheless remained important. 

It is not surprising, therefore, that in the months following the 

introduction of the import liberalization measures a campaign is being 

waged on several fronts to reverse the changes. Charges have been made 

9f serious damage to domestic industry, allegations of~foreign dumping 

have been raised, and moves have been made to discredit and try to remove 

key officials. Because of· this, the authorities have established a panel 

of experts to review the effects of the new import policy. However, the 

Finance Minister has stated publicly that the import liberalization will 

not be reversed, and indeed no steps in this direction have_ ~en taken. 

Against this background, the mission will review progress in imple­

menting the measures to liberalize and simplify ~he import system, assess 

their effect in comparison with the authorities' expectations, and 
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update the economically~weighted assessment of their significance -which 

was prepared earlier. This will provide a perspective in which to judge 

the scope for and pace with which further liberalization and simplifica­

tion should be taken. The mission will, duri~g this review, explore 

with the authorities the feastble options they will be considering when 

drawing up the further measd~es to be introduced in 1983/84. The mission 

will emphasize that, despite current opposition, the momentum for liberal­

ization should not be lost in 1983/84. _ 

To deflect the opposition from industrialists it is important that 

the benefits of the more open and liberal trading and investment environ­

ment become quickly apparent. To achieve this, every effort is needed 

to effectively implement the recent policies aimed at in~reasing indus­

trial efficiency. As noted above, exchange rate policy can play a role 

by softening the disruption from import liberalization. In summa~y, a 

comprehensive view needs to be taken of the compatibility of various 

policies influencing the level and pattern of protection for domestic 

industry, including, in particular, tarif~ policy. This is likely to be 

an ongoing issue as it will involve detailed analysis and careful consi­

deration by the authorities. The scope for substantial action in the 

short run is, in any event, constrained by the present political climate. 

For the present, efforts can best be directed toward considering, and 

where appropriate, alleviating the problems of.the most severely affected 

industries whose long-term prospects are favorable. In this, the mission 

will encourage the_ authorities to con~inue to implement policy in the 

spirit of the April liberalization and not to revert to intensified 

import controls to protect affected industries. Rather they should 
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examine the scope for reductions in import tariffs on raw materials and 

intermediate goods which, in a number of cases, could have perverse 

protective effects. 

4. Industrial policies 

Import liberalization is one aspect of a broad policy approach to 

improve the efficiency of the Indian economy, especially that of the 

industrial sector. Other elements of this program are export, pricing 

and industrial policy. In the field of industrial policy, a number of 

steps have been taken over the past two years aimed at reducing regula­

tory constraints on private business activity. At this stage of the 

year the authorities are unlikely to be considering new ma~or initia­

tives; indeed they stress the need for periods of stabi~ity to give 

credibility to their policy stance. The mission will take the oppor­

tunity to · review progress in the implementation of these measures and 

discuss with the authorities the scope for further measures which could 

be introduced in conjunction with next year's program. In particular, 

steel and cement pricing were partially decontrolled earlier this year 

and experience with the more liberal arrangements may point to the 

benefits of extending decontrol to other sectors. 

The program gives emphasis to the larg~ public investment program 

which is directed principally to expanding production capacity in key 

sectors where bottlenecks have hampered economic performance over 

many years. The mission will review developments so far in 1982/83 

toward meeting the agreed capacity targets for the six key sectors. 

In particular, the persistent difficulties in expanding electricity · 

generating capacity and efforts and progress in overcoming them will 
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be reviewed. Also, despite considerable progress achieved last year, 

deepseated problems remain in the railways which could reimpose bottle­

necks in transportation if they are not overcome. In light of these 

concerns, the authorities indicated their intention to increase railway 

investment in the current year and it will be useful to review progress 

so far. Developments in tHe petroleum sector expansion program will 

also be reviewed, especially as the authorities have indicated that the 

heavy cost of the program has escalated. 

The authorities are at present undertaking a mid-term review of the 

Sixth Plan. This should allow a useful discussion of the issues involved 

in adjusting the Plan goals to the availability of resources and an 

evolving pattern of investment priorities. This issue is emerging as an 

important unresolved question because resource shortfalls, especially at 

the State level, have made it apparent to the staff and the Bank that 

real expenditures targets will not be met in several sectors. Recent 

press reports indicate the authorities are now estimating that there will 

be a substantial resource shortfall for the Plan period which would make 

it impossible to achieve the Plan's physical targets. ~The staff will 

stress that every effort should be made to mobilize additional resources 

and boost public savi_ngs, especially by the States. In this effort, the 

scope for raising coal prices, bus fares, irrigation charges, and electric~ 

ity tariffs will be discussed again. Such measures could yield substan­

tial additional resources and would, equally importantly, encourage 

efficiency in resource use. There is also scope to improve efficiency 

in many public enterprises. Nevertheless, some .rationalization of the 

ambitious goals of the Sixth Plan will be inevitable, and the staff will 
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re-emphasize the importance of protecting real investment levels in 

sectors critical for balance of payments adjustment. 

5. Performance criteria 

At the Toronto meetings the authorities raised the possibility that 

they may request an increase in the credit and external debt .. ceilings. 
. , ' . 

Such a possibility was foreseen in the program for the second year and 

was supported in principle by several Executive Directors. 

Credit developments during. the period up to July 1982 do ·not indi­

cate that the overall credit ceiling is unde~ pressure. Commercial 

credit policies were tightened during the second half of 1981/82, result­

ing in a sharp crunch on credit and Bank liquidity in February and 

March 1982. The Reserve Bank has since taken several steps to ease 

credit policy, including reducing the cash reserve requirement and 

liberalizing refinance provisions. This has been feasible because the 

control .over budget borrowing from the Reserve Bank (implicit in the 

financial program) and the heavy external deficits have sharply reduced 

the growth in reserve money. The commercial banks, which were heavily 

in default of reserve requirements during the February squeeze, have 

shifted to a highly liquid position despite the slow growth in reserve 

money, and commercial credit has expanded only slowly. It is not clear 

whether this is due mainly to weak credit demand or bank caution, and 

whether it is likely to persist. Nevertheless, by July the annual expan­

sion in commercial credit was no more than 14 per cent, well below the 

program allowance of 21 per cent for the September credit ceiling and 

the growth of 20 per cent in 1981. 

The authorities' request that the mission be prepared to discuss 

an increase in the overall credit ceilings follows from their estimate 
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that credit requirements for food stocking will now be heavier than 

earlier expected. Food credit is provided to the commercial sector and 

does not affect credit to the Government or the subceiling. With 

improved weather and cautionary grain imports, official foodgrain and 

sugar stocks are estimated to rise considerably, and -more than earlier 

r 
projected. If the authorities request a modification of the aggregate 

credit ceilings for this reason the mission will examine the request 

and the scope for flexibility. However, on t~e basis of developments 

so far it is by no means apparent that -these additional ~ood require­

ments cannot be accommodated within the existing prog~am provisions 

for commercial credit. Thus, it will be important to review and \· 

evaluate credit policies and prospects for 1982/83. Also, the scope 

for flexibility is limited, and in considering any request for modi­

fication, the mission will need to examine aggregate financial · 

developments and prospects closely, keeping in view the importance 

of maintaining control over inflation. 

The authoritie~ have indicated that, because of higher prices for 

oil equipment impo~ts, the ONGC may contract larger foreign loans than 

earlier programmed and that an increase in the overall external borrowing 

ceiling (SDR 1.4 billion) may be needed. The mission will review w1th 

the authorities the implementation of the borrowing program for 1982/83 

and, if it appears warranted, will discuss a reasonable increase in 

the borrowing ceiling to accommodate a rise in project-related medium-

term borrowing. _ However, based on loans contracted during the first 

five months of 1982/83 (SDR 235 million), it appears to the staff unlikely 

that an increase in oil ·sector loans could not be accommodated within 

the exi_sting ceiling. 

\- . 
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6. Exchange system 

In the decision concluding the 1982 Article IV consultation, the 

Fund encouraged the authorities to terminate the remaining bilateral 

payments agreement with a Fupd member (Romania) and to liberalize and 

simplify the complex exchange system as soon as possible. The mission 

will review progress in these directions over the past year and emphasize 

the benefits of a reduction in exchange restrictions in parallel with 

the steps being taken to liberalize trade and other economic policies. 
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India: Fund Relations 
(As of October 4, 1982) 

Date of membership: 

Status: 

Quota: r 

Fund holdings of rupees: 

SDR position: 

Trust Fund loan disbursements: 

Direct distribution of profits 
from gold sales, July 1, 1976-
July 31, 1980: 

Gold (from 4istribution): 

Exchange system: 

Last Article IV consultation: 

Last Executive Board discussion 
of Extended Arrangement: 

December 27, 1945. 

Article XIV. 

SDR 1,717.5 million. 

SDR 3,119.3 million (181.6 per cent of 
quota), including compensatory financing 
purchases of SDR 266 million (15.5 per 
cent), and purchases of SDR 1,500 mil­
lio~ (87.3 per cent) under the extended 
arrangement composed of ordinary resources 
of SDR 750 million (43.6 per cent) .and 
borrowed resourcef? of SDR 7 50 million · 
(43.6 per cent) consisting of SDR 300 mil­
lion of substituted SFF resources and 
SDR 450 million of enlarged access 
resources. 

Holdings amounted t;ci SDR 361.1 million, 
or 53.0 per cent of net cumulative 
allocation of SDR 681.2 million. 

SDR 529.0 million. 

US$149.3 million. 

804,429.4 fine ounces. 

Linked to a basket of currencies within 
5 per cent margins. The current middle 
rate as of October 4, 1982 is Rs 16.40= 
pound sterling 1. 

Article IV consultation and EFF review 
discussions were held during January 13-
27, 1982. The staff report (EBS~82/44, 
3/18/82) was discussed by the Board on 
April 15, 1982. 

Discussion of the program for the second 
year (EBS/82/102, 6/11/82) was held on · 
July 9, 1982. 
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Table 1: Comparison of Selected Economic and Financial Indicators in Recent Selected Programs 

Current Pro ram Year 1/ 
Per cent of guota) (Per cent of GDP) 

Proposed Current Account Overall Budget 
Fund Credit Purchases Overall Balance Deficit 4/ Deficit 4/ 

Amount Outstanding During Ori- Cur- Ori- Cur~ Ori-
Type of of at Beginning Current Pre- ginal rent Pre- gfnal rent Pre- ginal 

Date of Ar~ange- Arrange- Current Pro- ' Program vious Tar- Tar- vious Tar- Tar- vious Tar-
Country Approval J:_/ ment ment gram Year]_/ Year Year get get Year get get Year get 

India 7/82 EFF 291 52 105 -126 -118 -98 2.4 ·2.0 2.1 6.0 6.6 

Comparator 
~ 

Countries 

Dominican 
Republic Proposed EFF 450 117 150 -309 . . . 6.0 ... 4.2 7.5 . .. 

Ivory Coast 6/82 EFF 450 180 135 -405 -135 -246 15.0 12.0 15.6 11.1 8.6 
Jamaica 4/81 EFF 430 313 135 30 -11/37~38/10 16.4 14.2 13.7 13.2 
Mexico Proposed EFF 450 100 144 -340 . . . 187 4.9 ... 3.4 13.5 
Morocco 4/82 SB 125 147 87 -92 . . . -180 12.5 ... 9.9 14.6 . .. 
Pakistan 11/80* EFF 297 186 94 -114 -65 -84 5.2 4.8 5.0 5.5 3.8 

Sources: Board papers; and staff estimates. 

!/ Current program year refers to the year for which the program is to be negotiated, or the program currently in 
operation. Original· targets refer to targets established in original multiyear arrangement. At the beginning of an 
arrangement current t~rget refers to original target. When targets have been specified under a program to be canceled 
and a new program is under consideration, original targets refer to the old program. 

Cur-
rent 
Tar-
get 

5.6 

3.4 
8.8 

12.9 
6.8 
8.2 
5.0 

2/ Date of approval of current arrangement. If followed by(*), current annual program under negotiation. 
J_/ Fund credit outstanding, excluding CFF, cereal, oil, a.nd buffer stock facilities, as a per cent of quota prior to 

beginning of current program year. 
!!,_/ Net of official transfers. Values may not coincide with those in staff papers, due to different definition used 

for intercountry comparison. 



Table 1 (Concluded): Comparison of Selected Economic and Financial Indicators in Recent Selected Programs 

(Per cent :eer rear) 
Current Program Year 1/ 

(Per cent of M2) 
Domestic Credit 

Real GDP Growth · Inflation Ex:eansion 3/ 
Ori- Cur- Ori- Cur- Ori- Cur- Actual 

Type of Pre- ginal rent Pre- ginal rent Pre- ·-: ginal rent Debt Act~al · · 
Date of Arrange- vious Tar- Tar- via.us Tar- Tar- · vious Tar- Tar- Service . Reserves/ 

Country Approval Jj ment Year get get Year get get . Year get get Ratio !!_/ Imports 11 

India 7/82 EFF 5 4.8 5 1.9 9.0 8.0 21.0 21.2 22.2 10 16 

Comparator 
~ 

Countries 

Dominican 
Republic Proposed EFF 2.0 ... 2.0 7.5 . .. 8.0 32.0 15.2 27 9 

Ivory Coast 6/82 EFF 1.4 3.0 0.2 4.7 9.0 11.3 35.4 ... 28.9 30 1 
Jamalca 4/81 EFF 2.2 5.1 3.0 9.0 . . . 8.0 .. 26.'t ... 15. 9 . 21 . 5 
Mexico Proposed EFF 2.0 80.0 30.0 104.0 ... 20.0 52 6 
Morocco 4/82 SB -1.5 ... 4.0 12.S . .. 12.0 20.2 . ~ . 14.6 35 3 
Pakistan 11/80* EFF 6.3 5.8 6.3 9.6 10.0 10.0 16.8 ... 25.5 7.4 

Sources: Board papers; and staff estimates. 

:!./ Current program year refers to the year for which the program is to be negotiated or the program currently in 
operation. Original targets refer to targets established in original multiyear arrangement. At the beginning of an 
arrangement current target refers to original target. When targets have been specified under a program to be canceled 
and a new program is under consideration, original targets refer to the old program. 

2/ Date of approval of current arrangement. If followed by(*), current annual program under negotiation. 
]_/ Domestic credit or NDA expansion as per cent of broad money outstanding at beginning of period, unless otherwise 

specified in the program. 
4/ Data for most recently available year. Debt service (contractual amounts, net of rescheduling and including Fund 

obligations) as a percentage of exports of goods and services. 
2_/ Data for most recently available year. Gross official reserves in weeks of imports. 

I' .. 



Table 2: Comparison of Selected Economic and Financial Indicators in Recent Selected Programs 

Year Preceding Current Program Year 1/ 
(Per cent 

(Per cent of M2) 
of guota) (Per cent of GDP) (Per cent Eer i:ear) Domestic 
Overall Current Overall Real Credit 

Date of Type of Balance Account Deficit 3/ Budget Deficit 3/ GDP Growth Inflation ExEansion 5/ 
Appro- Arrange- Tar- Ac- Tar- Ac- Devia- Tar- Ac- Devia- Tar- Ac- Tar- Ac- Tar- Ac-

Country val ]:./ ment get tual get tual tion !±,/ get tual tion 4"/ get tual get tual get tual 

India 7/82 EFF -98 -126 2.0 2.4 0.4 6.4 6.0 -0.4 4.8 5 11 1.9 21.8 21.0 

Comparator 
~ 

Countries 

Ivory Coast 2/81 EFF -313 -405 15.7 15.0 ... 10.8 11.1 1.0 1.5 1.4 7.3 4.7 30.4 35.4 
Jamaica 4/81 EFF -14/28 30 9.9 16.4 2.8 13.3 13.2 -3.1 3.8 2.2 18.0 9.0 23.4 ' 26.1 
Mexico Proposed 11/82 EFF -340 . . . 4.9 . .. • 4! • 13.5 . . . . .. 2.0 . . . 80.0 ... 104.0• I: 
Morocco 3/81 EFF -153 -92 6.5 12.5 4.7 7.4 14.6 7.0 4.5 -1.5 11.0 12.5 16. 91",! 20.2 
Pakistan 11/80 EFF 5.4 5.2 -0.2 5.3 5.5 0.2 5.7 6.3 10.0 9.6 17.5 16.8 

Sources: Board papers; and staff estimates. 

1/ Year preceding current program refers to previous year within'the arrangement under operation, or year prior to 
program under negotiation, when applicable., Targets for previous.years are only defined when .available under an arrange­
ment (including canceled programs) and refer to most recently revised magnitudes. 

2/ Date of approval of arrangement in operation during current program year. 
3/ Net of official transfers. ·values may not coincide with those in staff papers, ·due to different definitions used 

for inter-country comparison. 
4/ Deviation of actual from original target as a percentage of original GDP target • . 
5/ Domestic credit or NDA expansion as per cent of broad money outstanding at beginning of period~ unless otherwise 

specified in the program. 
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Office of ~..anaging Director 

Mr. Dale 

June 2/82 

India - Second-Year Program for E~tended 
Arrangement 

I hope the dots will hecome figures before we 
circulate the paper. And what about the "dots" 
referred to in my last summing up? 

I shall not be in Washington on the 16th. My 
last day is July 9th . 
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TO 

FROM 

Of /ice Memorandum 

The 
The 

Tun 

Managing .Director ' 
Deputy Managing Director 

':1.~ ' ~ 
Thin and Donald K. Palmer1 

DATE: 

CONFIDENTIAL 

\ , .. 
\..''- I : .._• r • ( . 

: ~~ \ ,. · . . ·' .J 

. . . t ~- \ , '/ t"•J I ,, • • ,' SUBJECT : India--Second-Year Program for Extended Arrangement . \J')':\'/ I .•·• ~ -

J' \_n . t • 
, • • . J J 

Attached for your review is a draft of the Minister's letter -· · 1v"·: ·' . ,\.~,/ 

and the Statement of Ec~nomic Policies as agreed with the Indian represenia- · ; 
tives during the recent mission, but also incorporating some mod!fications ' { , f'\J 
proposed by the staff here. Besides a few generally minor gaps that remain r I 

· to be completed by the Indians, the latter may counterpropose some of our rr~ l 
modifications. Also, the dra f ts have ~o be approved by the Cabinet and 

1 

action_ on coal prices, as mentioned in th_e penultimate sentenc.e .. Q.f . pa..x.:.c;1-:-- . . . .. . 
grap~2.i._p~, _has to be taken before the paper is issued~_ Fo.r.: the Boa_i;:g__ 
discussio!}_ o..!l_]µly 9, t .he paper would have . to . . be issued .. .on.J .un.e -1l. When 
I discu"s'sed these matters with the Indian authorities on the phone on 
Tuesday, they were not sure that the action on coal could be completed by 
that time. Since these steps, as well as the contribution of the World 

,.·· Bank, are likely to take a little longer than we anticipated, the paper 
wo~ _be_ delayed by about a ""eE:k and_ the Bo~rd disfussiqn _p_ost_pgn.ed .. to 
July 16, the last day before the Board recess. 

For your guidance. 

Attachment 

cc: Mr. Carter 
LEG 
SEC 

j 
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Office Memorandum 

The Managing D{rector 
The Deputy Managing Director DATE: 

FROM 
~~-

.. 
1' Tun Thin and Donald K. Palmer'1 

MAY 2 6 1982 

CONFIDENTIAL 

May 26, 1982 

SUBJECT : India--Second-Year Program for Extended Arrangement 

Attached for your review is a draft of the Minister's letter 
and the Statement of Economic Policies as agreed with the Indian representa­
tives during the recent mission, but also incorporating some 11!.9..Qi_fications 
proposed by the staff here. Besides a few generally minor .. gaps that remain 
to be completed by the Indians, the latt~r may counterpropose some of our 
modifications. Also, the drafts have to be approve_a .-by -th·e·· Cabinet and 
action on coal prices, as mentioned iq the penultimate sentence of para­
graph 9, p.8, has to be taken before the paper is issued. For the Board 
discussion on July 9, the paper would have to be issued on June 11. When 
I discussed these matters with the Indian authorities on the . phone . on 
Tuesday, they were not sure that the action on coal could be completed by 
that time. Since these steps, as well as the contribution of the World 
Bank, are likely to take a little longer than we anticipated, the paper 
would be delayed by about a week and the Board discussion postponed to 
July 16, the last day before the Board recess. 

For your guidance. 

Attachment 

cc: Mr. Carter 
LEG 
SEC 

. j 
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Office Memorandum 

TO 

FROM 

The Managing Director 
The Depu~naging Director 

Tun Thin an'1 Donald K. Palmer ;>fl 

DATE: April 12, 1982 

SUBJECT : India: Bri efing Paper for Second-Year Program 
under the Extended Arrangement 

Attached is a Briefing Paper for the program for the second 

year of the India EFF. The paper includes comments received from other 

Departments (Messrs. Tait (FAD), Cutler (TRE), and Mr. Liuksila (LEG)). 

Attachment 

cc: FAD 
LEG 
TRE 

Mr. Carter 

1/1 



CONFIDENTIAL 

INTERNATIONAL MONETARY FUND 

India 

Briefing Paper--Second-Year Program for Extended Arrangement 

Prepared by the Asian, Exchange and Trade Re lations and , 
Fiscal Affairs Departments ~- ~ 

Approved by Tun Thin and Donald K. Palmer 

April 12, 1982 

I. Introduction 

Messrs. Tun Thin (Head), Smith, Villanueva, I. Kim and Gunjal (all 

ASD), Ms. Kelly (FAD), Messrs. Hino (ETR) _and Harrison (IBRD), and 

Ms. Sudo (ASD, secretary) will visit New Delhi during April 19-May .6, 1982 

to discuss a program for the second year of the extended arrangement 

approved on November 9, 1981. Mr. Grawe of the Bank's New Delhi office 

will also be attached to the mission. 

India met all the performance criteria set for November 1981 and 

February 1982 (Table 1), and has made two purchases totaling SDR 600 mil­

lion to date. The review of performance during the first year called 

for in the arrangement will be discussed by Executive Directors in conjunc­

tion with the Article IV consultation on April 15, 1982. Assuming that 

Executive Directors adopt the draft decision proposed in EBS/82/44, India 

will make the final purchase of SDR 300 million due during the first 

year on April 21. 

II. Recent Developments 

Recent economic and policy developments are discussed fully in the 

Staff Report for the 1982 Article IV consultation and Review of Extended 

Arrangement (EBS/82/44) and the accompanying paper on Recent Economic 

Developments (SM/82/58). In most respects economic performance during 



1. 

2. 

IND.A-15 Doc.3 (4/5/82) 

Table 1. India: Quantitative Performance Criteria for the 
1981/82 Program l_/ 

March November 27, 1981 February 26,1982 March 26, 1982 
1981 Actual Program Actual Program 

(Base) 

(In billions of rupees) 

Bank credit 

Domestic credit 621.26 690.56 703.59 719.61 733.20 
(25) (22) (25) (22) (23) 

Net credit to Government 
( subcei ling) 258. 06 288.29 294.29 292.31 304.64 

(34) (24) (26) (23) ( 28) 

(In millions of SDRs) 

External borrowing 

Maturities between 
1 and 12 years 106.3 1,400.0 246.2 1,400.0 

Maturities between 
1 and 5 years 
(subceiling) 0.6 400.0 25.0 400.0 

Sources: Data provided by the Indian authorities and EBS/81/198 . . · 

1/ Figures in parentheses are percentage changes over 12 months. 

Program 

741. 81 
(19) 

309.81 
(20) 

1,400.0 

400.0 

1--' 
tu 

I 
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1981/82 (fiscal year ending March) was in line with or better than 

envisaged in the EFF program for the first year (Table 2). Real 

growth was about 5 per cent, in line with the program target, with a 

record foodgrain harvest and strong industrial growth of 8-10 per cent. 

Real public investment in most key sectors was in line with the program 

projection, and private corporate investment also expanded strongly. 

Abundant supplies were a major factor accounting for a further slowing 

in inflation; by February 1982 the 12-month increase in wholesale prices 

had fallen to just 3 per cent. However, ~inancial policies were progres­

sively tightened over the course of the year and contributed increasingly 

to the much better price performance. Revised budget estimates indicate 

that the Central Government overall deficit and bank financing of the 

deficit were both somewhat less than programmed. At the same time, 

public savings performance improved considerably from the previous year 

and was broadly in line with the program. Credit policies toward the 

commercial sector were tightened during the year, so that by February 

1982 the growth in broad (14 per cent) and narrow money (11 per cent) 

were reduced in line with or below the financial program. 

The area in which developments deviated significantly from the 

program's projections was the balance of payments. The current account 

deficit is now estimated to be SDR 3.5 billion (2.4 per cent of GDP), 

SDR 0.5 billion (and 0.4 per cent of GDP) higher than programmed. The 

main factor was a deterioration in the terms of trade, while the program 

projected a small improvement. Net capital inflows were also somewhat 

smaller than projected, and the overall deficit is estimated to reach 

SDR 2.4 billion, SDR 0.7 billion more than programmed. Despite the 

purchases under the EFF, international reserves have been drawn down 
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Table 2. India: Selected Economic and Financial Indicators, 1980/81-1982/82 

1981/82 1982/83 
1980/81 Program Revised Program Projected 

estimate 

National income and prices 
GDP at constant prices 
GDP deflater 
Wholesale prices 

External sector (on the basis of SDRs) 
Exports, f.o.b. 
Imports, c.i.f. 
Non-oil imports, c.i.f. 
Export volume 
Import volume 
Terms of trade (deterioration,-) 
Nominal effective exchange rate 1/ 
Real effective exchange rate 1/ 

Central Government budget 
Revenue and grants 
Total expenditure and net lending 

Money and credit 4/ 
Domestic credit-

Government 
Commercial sector 

Money and quasi-money (M3) 
Narrow money 
Interest rate (annual rate, one-year 

savings deposit) 

Central Government savings 
Central Government budget deficit 

Domestic bank financing 
Foreign financing 

Gross capital formation 
Gross domestic savings 
Current account deficit 

External debt 4/ 
Inclusive of use of Fund credit 

Debt service ratio 6/ 
Interest payments 6/ 

Overall balance of payments (SDRs mn.) 
Gross official reserves (months of imports) 
External payments arrears 

(Annual per cent changes) 

6.5 
11.1 
15.8 

11. 5 
38.9 
18.5 
-5 _3-· 
12.1 
-4.9 
-3.8 
3.0 

4.8 
9.0 

11.0 

16.2 
12.4 
29.8 
5.0 
2.0 
0.3 

13.1 3/ 16.8 
19.3 3/ 15.5 

25.0 
34.0 
18.6 
18.2 
16.6 

7.0 

19.4 
20.l 
18.9 
15.7 
11. 3 

7.5 

4.5-5 

8.0 

11. 5 
7.4 

18.8 
6.7 

-1.4 
-4.0 
-5 .1 2/ 
-5. 7 2/ 

19.8 
14.6 

19.5 5/ 
22.3 5/ 
17. 7 5/ 
13. 7 5/ 
11.0 5/ 

8.0 

4.8 
8.5 
9.0 

16.1 
12.0 
19.0 

7.0 
2.4 

-1.0 

18.3 
17.6 
18.9 
14.5 
11. 0 

(In per cent of GDP) 

6.6 
4.1 
1.1 

24.2 
22.2 
2.2 

10.9 
10.9 

7.8 
2.7 

-440 
6 

2.9 
6.4 
3.1 
0.9 

25.7 
23.7 
2.0 

10.6 
11. 2 
8.1 
2.7 

-1,683 
5 

2.7 
6.0 

0.7 

25.2 
22.8 
2.4 

10.6 
11. 2 

7.8 
2.6 

-2,421 
4 

3.2 
6.6 
3.0 
1.0 

26.1 
24.1 
2.0 

10.4 
11. 7 
8.1 
3.1 

-2,024 
4 

1/ Twelve-month rate of change (March-to-March), the minus sign indicates 
depreciation of the Indian rupee. 

2/ March through December 1981. 
3/ Provisional actual. 
4/ End of period. 
5/ Over 12 months ending February 1982. 
6/ In per cent of exports of goods and services. 

4.5-5.0 
6 
6 

13.1 
6.6 

15.6 
7.0 . 
2.7 
1.8 

14.5 
9.5 

3.2-3.4 
5.3-6.0 
2.6-2.9 

2.1 

10.4 
11. 7 
8.5 
3.5 

-1,551 
4 
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heavily and at January 1982 were reduced to SDR 4.5 billion, equivalent 

to about four months of imports. 

III. The Framewo r k of the Second-Year Program 

The Chairman's concluding remarks at the November 9, 1981 Executive 

Board meeting identified five general areas which had been stressed in 

the discussion and deserved attention in framing the second-year program. 

I b . f h (D h . f . . -. n rie, t ese are: t e achievement o appropriate public savings targets 

if necessary by additional resource mobilization and expenditure measures, 

encompassing the questions of subsidies and efficiency in the public 
@ 

sector; an appropriate monetary policy, including interest rates, a 

strengthened external sector, with close attention to the competitive-

@) 
ness of exports; the "opening up" of the economy by relaxing controls, 

especially on international trade, foreign business collaboration and 

the domestic pricing system, and the monitoring of progress, with the 

collaboration of the World Bank, in implementing the investment program. 

Viewed in the light of developments during 1981/82 these remain a 

valid list of general issues. Working from this, the staff believes the 

main issues for the second-year program· can be focused more narrowly in 

the following areas: 

(a) Ensuring that policies firmly support external adjustment and 

that the underlying balance of payments position develops in line with 

the adjustment pr?file originally foreseen; 

(b) Carrying forward the progress achieved in 1981/82 in raising 

public savings to finance the investment program, with particular 

emphasis on the contribution of the States; 

-------------"" 
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(c) Implementing measures to liberalize import restrictions and 

reduce the incidence of controls on industry and the export sector;_!__/ 

and 

(d) Adopting a mix of budgetary and monetary policies which con­

solidates control over inflation and allows adequate room for the expan­

sion of commercial activity. 

Beyond these focal issues, the program should include policies 

1.n the whole range of areas identified in the original statement of 

policies. These include policies to promote further agricultural 

development and diversification;.!_/ policies to ensure that additions to 

industrial capacity in key sectors are achieved in line with the program 

projections, including steps to meet problems encountered in the electric 

power and railway sectors;.!_/ policies to encourage, improve the efficiency 

of, and loosen constraints on, private investment, including foreign 

business collaboration; policies to strengthen private savings and develop 

financing for private investment; steps to improve the efficiency of the 

pricing system by introducing more flexible administration and reducing 

the scope of price controls;.!_/ and polLcies on foreign commercial borrow­

ing which establish reasonable limits (as performance criteria) in line 

with a sustainable long-term debt-servicing profile and provide for a 

balanced recourse to market borrowings for project financing. 

1. Balance of payments adjustment 

The balance of payments deviated significantly from the program 

projections in 1981/82 (Chart 1), in large part because of an unexpected 

1/ On these issues the mission expects to benefit particularly from 
the assistance and expertise of the World Bank. 
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CHART 1 
1 

INDIA 

Per cent 
CURRENT ACCOUNT DEFICIT/GDP RATIO, 1979/80 - 1984/85 

3 

2 
Program 

- Actual 

- - - Estimated 

Q.._ _____ ..___ _____ ..,,__ _____ _,_ _____ ___,_ ______ .,__ _____ --1.._ _____ __. 

1979/80 1980/81 1981 / 82 1982/ 83 1983/84 1984/85 

Sourc~: Data prov ided by the Indian authorities and Staff projections. 
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deterioration in the terms of trade (Chart 2). Revised estimates for 

1982/83 discussed during the January mission show that the balance of 

payments should return to near the adjustment path envisaged in the 

original program in the coming year. The current account deficit, at 

2 . 1 per cent of GDP, would be 0.1 per cent higher than the original 

estimate, but would now be slightly lower than the (revised) 1980/81 

base level. The improvement would result from the reversal, mainly 

because of oil price developments, of the unexpected deterioration in 

the terms of trade in 1981/82. With a sizable step-up now expected in 

capital inflows, the overall deficit would be reduced to some SDR 1.6 bil-

lion in 1982/83, considerably less than in 1981/82 and the original 

estimate. However, international reserves holdings at March 1983 would 

be somewhat less than originally projected. 

It will be important to ensure that, excluding the impact of any 

strictly temporary disturbances, policies are adequate to achieve the 

gradual adjustment of the balance of payments at a pace no slower than 

originally foreseen in the program. In this context, it will be necessary 

to thoroughly review balance of payments prospects for 1982/83 and rework 

the original projections for 1983/84 and 1984/85. There appear to be 

three main areas of uncertainty which may have important implications for 

policies. 

a. Exports 

Export volume growth in 1981/82 is estimated to have been 7 per 

cent, somewhat above the target of 5 per cent. The program envisages 

an acceleration in export volumes, with growth of 7 per cent in 1982/83, 

8 per cent in 1983/84 and 9 per cent in 1984/85. The target for 1982/83 
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CHART 2 

INDIA 

EXPORT PRICES, IMPORT PRICES, AND THE TERMS 
OF TRADE, 1980/81-1984/85 

(1968/69: 100) 

EXPORT PRICES: Unit value (Rupe.es) 
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Source : DJta provided by the Indian Authoriti es and staff projec t ions. 



• 

• 

- 6 -

remains appropriate, but will be difficult to achieve now that the 

domestic recovery has been completed and in light of the weak inter­

national demand conditions. However, export policy developments over 

the past year will be helpful. A number of impediments to exports 

(licensing and access to imports) have been eased, the value of export 

incentives (cash assistance, duty drawbacks, etc.) has increased, and 

- the real effective exchange rate has depreciated (6 per cent in the 

first three quarters of 1981/82). 

Export policies should be adequate to achieve the increase in 

export volumes projected in the program. The statement of policies for 

the second year's program should include details of specific improvements 

in export policies, which were presaged in the original statement. The 

staff, working in conjunction with Bank specialists, have indicated a 

number of areas in which measures would be appropriate. These include 

steps to liberalize exporters' access to imports, and reducing financial 

disincentives arising from import duties and restrictions, a number of 

which have been included in the import policy for 1982/83. Measures 

to liberalize access to imports are outlined in Section 3. Other 

measures include: (i) an expansion of the scheme for duty-free imports 

under advances licenses to cover practically all items required for 

export production and those needed to manufacture intermediate products 

for export production; (ii) the addition of new items to the duty-free 

scheme for imports against REP license; and (iii) increases in incentives 

given to export and trading houses. The mission will explore with the 

authorities other possible measures to improve the efficiency of the 

export sector. The possible budgetary implications of measures to 
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tax relief in the export sector would, of course, influence the resource 

mobilization effort needed. 

Exchange rate policy has been implemented effectively over recent 

months, in line with the objectives of the program. Beyond a reaffirma­

tion of the aims of exchange rate policies, new commitments do not seem 

necessary at this stage. However, it would be appropriate to again 

provide that all aspects of export policies (including exchange rate 

policy) would be subject to review mid-way through the second year. In 

this way, export policies and developments can be kept under the close 

surveillance necessary t9 ensure that export performance is adequate. 

Exchange rate policy assumes added importance now that further import 

liberalization is being undertaken. 

b. Imports 

Efficient import substitution is projected to make an important 

contribution to the adjustment effort. For this purpose, the program 

provides for substantial investments in the energy, steel, and fertilizer 

sectors. Developments in these areas will be assessed with a view to 

strengthening policies if necessary. The expansion of domestic petroleum 

production is critical. Developments so far suggest that production 

will rise even faster than provided for in the original program. In 

view of this, and the lower growth in prices, the oil import bill may 

now be on a lower track than earlier projected. 

An issue of some potential conflict is the policy relating to the 

growth in general non-oil imports. The authorities are of the view that 

substantial volume increases are necessary in the coming few years to 

support their investment program and development effort. The staff 
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agrees, in principle, with the emphasis on the supply side, and notes 

especially the importance attached to import liberalization. However, 

policies to allow the expansion of general non-oil i mports must be 

tempered by the need to achieve external adjustment. Increases in 

non-oil import volumes should fully accommodate the investment and 

expanded activity .envisaged in the program . .. The original program provid­

ed for increases in non-oil import volumes averaging 6 per cent per 

annum over the coming three years which were estimated to be adequate 

to achieve the supply side targets. In view of the extent of Fund financ­

ing, concerns expressed by a number of Directors and recent balance of 

payments developments, it would be inappropriate to aim for increases 

beyong those necessary to achieve these targets, and financial policies 

should be designed with this in view. 

c. Capital inflows 

Despite the poor outlook for Bank and bilateral assistance in the 

medium term, the World Bank now estimates that based on the build-up in 

the aid pipeline in recent years, aid flows can be significantly higher 

than originally expected in 1982/83, and it appears that the conservative 

program projections for aid disbursements could be exceeded over the 

next few years. In addition, only small disbursements were projected 

from commercial borrowing during the program period. It would now be 

opportune to review the likely levels on capital inflows during the 

remainder of the program. The debt-servicing outlook will also be 

reviewed in the light of the likely lower levels of current receipts 

and increases in the average cost of financing, although it appears 

that the debt servicing burden during the 1980s will remain manageable. 
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The program should provide for a reasonable balance in policies 

providing for financing, taking a realistic assessment of the likely 

flows of concessional assistance. It appears appropriate for the 

authorities to utilize more fully their capacity to borrow for project 

financing on commercial ·terms, where so far contracts for new loans have 

been lower than envisaged. Provided that the future debt-servicing 

burden remains under control, the ceilings on official external borrowing 

for the second year will be agreed in this light. The ceiling will be 

comprehensive, including all government and government-guaranteed borrow­

ing on nonconcessional terms, including defense loans. The mission will 

also explore the possibility of establishing an improved system to monitor 

and coordinate debt developments and ensure consistency with overall 

public investment planning. In view of the fact that actual contracting 

of external debt under the ceiling 1. n 1981/82 was far short of the ceiling, 

the m1.ss1.on will request a foreign borrowing program of the public sector 

for 1982/83 which would serve as a basis for setting the ceiling for 

that period. 

2. Fiscal policy 

Fiscal performance improved considerably in 1981/82, broadly in line 

with the program projections. The overall deficit and that part financed 

by the banks was less than programmed (Chart 3), but there was a marginal 

shortfall (although a considerable increase from 1980/81) in public 

savings. The recently issued Central Government budget for 1982/83 

appears to provide a suitable foundation for understandings on fiscal 
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policy for the second year. Indeed, in most areas, the budget provides 

for more substantial pr ogress in the right direction than envisaged in 

the original program (Table 3). State budgets are not yet available. 

It is probably unrealistic to expect that the original objectives 

of the Central Government budget will be achieved in full. Indeed the 

authorities emphasize that the budget presents an ambitious goal toward 

which they will aim, but that the outturn will likely fall somewhat short 

of the goal because of supplementary expenditures. The estimates implied 

in the 1982/83 Central budget for the overall deficit, bank financing, 

and Central savings would establish the most optimistic ends of possible 

ranges for the program; the mission will aim to reach agreement as near 

as possible to these levels. For Central public sector savings, the 

original program estimate would be a suitable minimum; this would provide 

a target within the range of 3.2-3.4 per cent of GDP in 1982/83. In 

view of the success in holding the overall Central deficit below the 

program target in 1981/82, the upper end of the possible range for the 

overall deficit could be the revised 1981/82 level; this would provide a 

target within the ~ange of 5.3~6.0 per cent of GDP in 1982/83. Were addi­

tional resources considered to be needed to meet the Central Government 

targets, it would be expected they would be in place before Executive 

Board consideration of the program. 

The original program estimate for State savings was established on 

the basis of resource measures already in place in 1981. In view of the 

importance of additional resource mobilization at the State level, it 

would seem appropriate to establish a somewhat more ambitious target for 

1982/83 than originally included. The World Bank agrees that this would 
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Table 3. India: Fiscal Magnitudes, 1981/82-1982/83 

1982/83 
1981/82 Budget 

Program Revised Program estimate 

Central Budget 

Overall deficit (Rs bn.)1/ 94.4 88.7 112.3 89. 5 2/ 
(Per cent of GDP) (6.4) (6.0) (6.6) (5.3) 
(Per cent of domestic savings) (27) ( 26) (27) (23) 

Bank borrowing 2/ 45.8 43.0 49.6 44.0 
(Per cent of GDP) (3.1) (2.9) (3.0) (2.6) 

Pub lie savings 

Central public sector 
(Per cent of GDP)l/ (2.9) (2. 7) (3.2) (3.4) 

State savings 
(Per cent of GDP) (1.5) (1.5-1.6) ( 1. 6) ( ... ) 

Total public sector savings 
(Per cent of GDP) (4.4) (4.2-4.3) (4.8) ( ... ) 

Sources: Data provided by the Indian authorities and staff estimates. 

1/ Revised from EBS/81/198 because of minor refinements to statistical 
definitions. 

2/ Staff estimates. 
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also be an effective way of inducing increases in State electricity, 

transportation and water-related charges which are also needed on effi­

ciency grounds. The mission will, in consultation wi th the Bank, attempt 

to reach agreement on a new target for State public savings which involves 

a considerable but realistic resource mobilization effort on the part of 

the States in the coming year. Overall, Centr~l and State public savings 

will be set to exceed the original program target of 4.8 per cent 1n 

1982/83. 

It will be useful to again review progress toward the achievement of 

the public finance targets during the mid-term review to be conducied in 

about November 1982. For this purpose it will be necessary to establish 

a means by which mid-year progress can be effectively monitored. For the 

Centre, half yearly revenue and expenditure projections will be agreed 

with the authorities; partial budgetary data available on a monthly basis 

will be developed for the purpose of monitoring performance. For the 

States, it will probably be necessary to agree on a level of aggregate 

new resource measures which would be consistent with the savings target, 

and to monitor their implementation at mid-year. 

3. Import restrictions 

The Statement of Economic Policies contains the following statements: 

"It is intended to take further measures to simplify and 
rationalize the regulations and procedures governing import approval. 
Policies regarding imports, including capital goods imports, will be 
flexibly administered. Where appropriate in the interest of economic 
efficiency, consideration will be given to further imports of selected 
categories being produced at present. Specific measures contemplated 
include increasing the access to imports of restricted and banned 
items permitted under automatic import licenses as well as changes 
in the classification of items under the restricted, banned and open 
lists." 
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Because of the complexity of the import system, it was not possible 

in the original program to indicate in quantitative terms the extent of 

liberalization measures to be introduced in 1982/83 and 1983/84. Rather, 

the authorities are to provide the Fund with their written assessment of 

the liberalization measures, indicating why they are "significant". It 

will be necessary for the staff to thoroughly review the assessmen~ of 

the 1982/83 policy with the authorities, and to ensure that it is accurate 

and comprehensive. The import policy for 1982/83, introduced on April 5, 

1982, included the following liberalization measures: 

a. Measures to regularize and simplify procedures 

(1) Imports by actual users will be made on the basis of repeat 

automatic licenses in 1982/83 where the value of automatic license is less 

than Rs 100,000. There will be no limit on the value of repeat licenses 

for export-oriented units which export at least 25 per cent of production 

or at least Rs 100 million. This will save more than one half of the 

small-scale units and more than 25 per cent of the large-scale units 

from having to follow the formalities of obtaining fresh automatic 

licenses; 

(2) An increase of 10 per cent in 1982/83 of the value of 

automatic licenses over and above actual consumption 1n 1981/82, or 

20 per cent in the case of actual users exporting 10 per cent of produc­

tion of select items or those who would forego a separate supplementary 

license application; 

(3) Use in 1982/83 of supplementary licenses for 1981/82 by 

actual user who export at least 25 per cent of their production of 

selected products or at least Rs 10 million; 
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(4) Issuance of a supplementary license without the recommenda­

tion of the sponsoring authority up to 50 per cent of the value of the 

automatic license for actual users who exported at least 50 per cent of 

their production of selected products; 

(5) One hundred per cent export-oriented units can import all 

of their requirements under Open General License (OGL); 

(6) Net additions to the OGL list of 65 items of raw materials 

and components and 70 items o.f capital goods; the authorities estimate 

imports under the OGL to rise from about $DR 300 million in 1981/82 to 

about SDR 500 million this year. 

b. Measures to promote foreign investment and technology 

(1) An increase in the limit for technology imports from 

$250,000 to $500,000 for imports for modernization under the technical 

development fund; also, imports of know-how and design against the REP 

licenses can be made without prior clearance; 

(2) Nonresident Indians who invest at least 20 per cent of 

capital in enterprises in certain industries may import machinery under 

OGL without indigenous angle clearance. 

c. Measures to raise foreign competition 

Measures included under (a) and (b) include those which will raise 

exposure to foreign competition. In addition, 

(1) the actual user condition will now apply to only 97 items 

under OGL; until last year, imports of practically all noncanalized items 

had to be made by actual users; 

(2) imports of machinery, up _ to Rs 20,000 can be made by 

manufacturers who exported at least 10 per cent of their production of 
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selected products and at least Rs 500,000 without the recommendation of 

the sponsoring authority and without clearance for the protection of 

indigenous producers; 

(3) exporters will be provided substantital flexibility to 

import any item against their own REP license; 

(4) a doubling of the limit on the value of a banned item 

to be imported under automatic licenses; also, imports of certain 

canalized items are now permitted under automatic licenses. 

The authorities claim that the new m~asures represent a major 

move to liberalize imports, and they have been reported in this light 

in the domestic and foreign press. From the information available, the 

staff agrees that the 1982/83 import policy includes some important 

new measures. However, the staff does not yet have full details 

of the measures and needs to clarify certain features. Therefore, 

the staff is not yet in a position to reach a judgement as to wh ether 

the liberalization effort is "significant". Agreement on this aspect 

of the program for 1982/83 can only be made on the mission's return 

following agreement on the written assessment provided by the authori­

ties and the collection of other information by the mission. 

As one important feature of the mid-term review in November, the 

program will provide for a review of the implementation of the import 

policy for 1982/83, together with a discussion of the future directions 

of import and supporting tariff policies. The staff will state its 

expectation that during the mid-term review the authorities will be 

prepared to seriously discuss the various alternative approaches that 

would become the basis of the import liberalization program for 1983/84. 
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4. Financial program 

Controlling inflation is a critical objective. The sustained 

reduction in inflationary pressures over the past two years has been due 

mainly to the gradual restoration of aggregate supplies in the economy 

following the 1979/80 drought. Real growth slowed considerably in 

-1981/82, and although it is expected to remain in the 4.5-5.0 per cent 

range in 1982/83 (Chart 4), the recovery in domestic supplies is now 

essentially complete. Because of this, monetary policy has become, and 

will become more so, the focal point of policies to contain price 

increases. A feasible target for the coming year, bearing in view the 

special factors influencing the sharp fall in inflation in 1981/82, 

would be for an increase in wholesale prices of about 6-8 per cent. 

The staff and the authorities agree that the narrow money stock is 

the most appropriate target aggregate in India for this purpose. With 

the new availability of a consistent data series, the staff is now able 

to orient monetary analysis toward a narrow money target and less toward 

broad money than in the original estimates. The growth in money supply 

slowed from 17 per cent in 1980/81 to 11 per cent in the latest 12-month 

period. Staff analysis suggests that the demand for narrow money will 

grow at a lower rate in 1982/83 because of the expected slower growth in 

nominal incomes. However, the magnitude of the slowdown in money demand 

would depend importantly on the extent to which the recent sharp reduction 

in inflation affects inflationary expectations--a point on which past 

experience does not provide an unequivocal guide. This issue will be 

examined further with the authorities. The reduction in inflationary 

expectations, together with increases in nominal interest rates, is 
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1980/ 81 1981 / 82 1982/ 83 
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expected to result in somewhat faster growth in time deposits in 1982/83 

than the current rate of 15 per cent. Thus, pending further discussions 

in India, the staff now estimates the appropriate increase in broad 

money in 1982/83 would be about the same as that prograrrnned for 1981/82 

(15.7 per cent), which would be somewhat above that originally projected 

for 1982/83 (14.5 per cent). On this basis, __ and taking account of _the 

external deficit and other liabilities, the allowable increase in domestic 

credit would be about 18 per cent, broadly in line with the original 

program and about 1 per cent less than the increase allowed in 1981/82. 

The authorities are likely to be particularly sensitive to the 

subceiling on net credit to Government. They argue that government 

expenditure financed by borrowing complements private activity, and also 

point to the broad institutional role of the banks in India as a channel 

for private savings to the public sector. The staff accepts the general 

validity of these points, but believes that increased government reliance 

on bank financing contributed to inflationary pressures over recent 

years, and that the structural aspects of the program require that 

the credit ceilings provide adequate room for the commercial sector. 

The Central Government budget for 1982/83 implies a reduction in 

central government bank financing to about-2.:..§. per cent of GDP from 

2.9 per cent in 1981/82. The program originally provided for Central 

Government bank financing of 3.0 per cent of GDP in 1982/83, although 

the staff has been of the opinion that a lower target would be desirable. 

The mission will aim to reach agreement on a target which is less than 

the original program estimate and as close as possible to the estimate 

implied by the recent budget. As noted above, some slippage from the 
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budget estimates can be expected, although the program should aim to 

keep this to a minimum. The subceiling on net credit to Government will 

be based on this target, taking into account also borrowing from the 

banking system by the States. The allowance for State borrowing would 

be broadly in line with that provided in the original program (0.3 per 

cent of GDP). The subceiling would, on this basis, leave adequate room 

for the expansion of credit to the commercial sector. 

5. Performance criteria and reviews 

To summarize, it is proposed that the following performance criteria 

be included in the program for the second year: 

(1) A phased ceiling on total domestic credit, and a phased sub­

ceiling on net credit to the Government. In line with the phasing 

proposed below, ceilings would be established for September 1982, 

December 1982 and March 1983. 

(2) A ceiling on the official contracting of external debts with 

original maturities between 1 and 12 years, with a subceiling for maturi­

ties between 1 and 5 years. 

(3) The usual understandings relating to exchange restrictions, 

multiple currency practices, bilateral payments agreements, and import 

restrictions for balance of payments reasons. 

(4) A mid-term review to include, in particular, policies regarding: · 

(a) all aspects of export development, 

(b) public resource mobilization and the public finance 

targets, and 

(c) implementation of the more liberal import policy for 

1982/83. 
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IV. Phasing 

Mr. Palmer's draft phasing of purchases within the second and third --
program years with which you agr eed was discussed with the authorities 

in January, and the mission's 48-hour report summarized the authorities' 

reaction. The revised draft in Attachment 1 modifies Mr. Palmer's earlier 

- suggestion which provided for three equal ptiichases of SDR 600 million in 

the second program year. The revision has been made to allow for the 

timing of missions and Board discussions now expected. In essence, the 

final purchases earlier proposed in program 1982/83 (SDR 600 million in 

April 1983), has been divided into two, with the first SDR 300 million 

now being purchased in October subject to the September performance 

criteria. As a result, the number of purchases has been increased from 

three to four. The revised schedule maintains the objec~ive that two 

drawings totalling SDR 1.2 billion would be subject to thorough reviews 

by the Board, and that the final purchase (April 30) depend on performance 

during the full financial year. 
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India: Draft Schedule of Purchases and Fund Missions 

Timing of Fund Mission 
Visits 

1981 

1982 

January: Mission 
Consultation and Mid-

Term Review 

April: Mission 
Discussion of 
FY 1982/83 Program 

November: Mission 
Mid-Term Review 

1983 

Purchase Dat e 1/ 
(not earlier t han ) 

November 9 

January 15 

April 15 2/ 

July 30 

October 30 

January ·30, 1983 

April 30 

Amount 
(SDR mn.) 

300 

300 

300 

-600 

300 

600 

300 

Conditions 

Board approval of the program 
through FY 1981/82. 

Observance of objective per~ · 
formance criteria on 
November 27, 1981. 

Board discussion of consulta­
tion report. Board approval 
of the mid-term review of 
policies, plus ·observance of 
objective performance criteria 
on February 26, 1982. 

Board approval of the program 
for FY 1982/83 (including 
establishment and observance 
of objective performance cri­
teria for the full fiscal 
year beginning April 1, 1982, 
and appraisal of nonquantified 
objectives for the full fiscal 
year), plus observance of 
objective performance criteria 
on March 26, 1982.1_7 

Observance of objective per­
formance criteria on September 
24, 1982. 

Board approval of the mid-term 
review of policies including 
appraisal of progress toward 
nonquantified objectives, plus 
observance of objective per­
formance criteria on December 
31, 1982. 

Observance _of objective per­
formance criteria on March 24, 
1983. 

(Continued) 
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India: Draft Schedule of Purchases and Fund Missions (Concluded) 

· Timing of Fund Mission 
Visits 

1983 

April: Mission 
Discussion of 
FY 1983/84 Program 

November: Mission 
Consultation and 
Mid-Term Review 

1984 

April: Mission 
Discussion of the 
Program through the 
end of the arrange-
ment 

Purchase Date 1/ 
(not earlier than) 

July 30 

October 30 

January 30, 1984 

April 30 

July 30 

October 30 

Amount 
(SDR mn.) 

500_ 

250 

500 

250 

400 

400 

Conditions 

Board approval of the program 
for FY 1983/84 (including 
establishment and observance of 
objective performance criteria 
for the full fiscal year 
beginning April 1, 1983, and 
appraisal of nonquantitative 
objectives for the full fiscal 
year). 

Observance of objective per­
formance criteria on September 
30, 1983. 

Board discussion of consulta­
tion report. Board approval 
of the mid-term review of 
policies, plus observance of 
objective performance criteria 
on December 30, 1983. 

Observance of objective perform­
ance criteria on March 30, 1984. 

Board approval of the program 
(including establishment and 
of objective criteria for the 
period beginning April 1, 1984 
and extending through Septem­
ber 28, 1984 and appraisal 
of nonquantified objectives 
through the end of the arrange­
ment). 

Observance of objective per­
formance criteria on September 
28, 1984. 

1/ Actual purchase dates will be governed by paragraph 7 of the extended arrangement. 
2/ This purchase is expected to be made on April 20. 
3/ The text of the extended arrangement will have to be amended to make the March ceilings 

effective. 
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V. India: Fund Relations 
(As of March 31, 1982) 

Date of membership: December 27, 1945. 

Status: Article XIV. 

Quota: SDR 1,717.5 million. 

Fund holdings of rupees: 

SDR position: 

Trust Fund loan disbursements: 

Direct distribution of profits 
from gold sales, July 1, 1976-
July 31, 1980: 

Gold (from distribution): 

Exchange system: 

Last Article IV consultation: 

SDR 2,219.3 million (129.2 per cent of 
quoia}, including compensatory financing 
purchases of SDR 266 million (15.5 per 
cent), and p~rchases of SDR 600· million 
(34.9 per cent) under the extended arrange­
ment. 

Holdings amounted to SDR 425.1 million, 
or 62.4 per cent of net cumulative 
allocation of SDR 681.2 million. 

SDR 529.0 million. 

US$149.3 million. 

804,429.4 fine ounces. 

Linked to a basket of currencies within 
5 per cent margins. The current middle 
rate as of March 30, 1982 is Rs 16.70 = 
pound sterling 1. 

Article IV consultation and EFF review 
discussions were held during January 13-
27, 1982. The staff report (EBS/82/44, 
3/18/82) was discussed by the Board on 
April 15, 1982. 

__J 
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Table 1: Comparison of Selected Economic and Financial Indicators in Recent Selected Programs 

Country 

India 

Date of 
Approval 2/ 

11/81 

Ba ng l adesh 12/80 
I v0ry Coast 2/81 
.~ .1::u ic a 4/81 
. . : -: ~c o Proposed 
Pakis tan 12/81 
Yugoslavi a 1/81 
Zai r e 6/81 

Type of 
Arrange­

ment 

EFF 

EFF 
EFF 
EFF 
SB 
EFF 
SB 
EFF 

Amount 
of 

Arrange­
ment 

291 

351 
450 
430 
125 
297 
400 
400 

Current 
(Per cent of quota) 

Fund Credit 
Outstanding 
at Beginning 
Current Pro­
gram Year 'ii 

52 

116 
180 
313 
147 

25 
190 

43 

Proposed 
Purchases 
During 
Current 
Program 

Year 

105 

117 
155 
135 
87 

128 
133 
149 

Sour ces: Board papers; and staff estimates. 

Program Year 1/ 

Overall Balance 
Ori- Cur­

Pre- gi nal rent 
vious Tar- Tar­
Year get get 

-141 -117 

-81 
""'.409 

7 
-92 

-4 
-83 

-263 

-107 
-135 

28 
-180 

-97 
-124 
-140 

-90 

-84 
-303 

36 
-180 

-52 
-124 
-227 

(Per cent of GDP) 
Current Account 

Deficit 4/ 
Ori- Cur­

Pre- ginal rent 
vious Tar- Tar­
Year get ge t 

2.4 

10.9 
17.6 
16.S 
12.5 

3.3 
1.2 
9.8 

2.0 

12.6 
12.0 

9.5 
9.9 
4.9 
0.8 
4.6 

2.1 

11.7 
15.8 
14.8 
9.9 
4.1 
0.8 
8.2 

Overall Budget 
Deficit 4/ 

Ori- Cur­
Pre- ginal rent 
vious Tar- Tar­
Year get get 

6.0 

10. 6 
12.2 
14.9 
14.6 

4.6 
0.1 
5.6 

6.6 5.3-
6.0 

10 .1 
8.6 

8.2 
5.3 

-0.1 
1.0 

8.1 
8.8 

12.9 
8.2 
5.1 

-0.1 
1.0 

1/ Current program year refers to the year for which the program is to be negotiated, or the program currently in 
opera t i on. Original targets refer to targets established in original multiyear arrangement. When targets have been 
s pe ci f i ed under a program to be canceled and a new progr~m is under consideration, original targets refer to the old 
progr am. 

2/ Date of approval of cu~rent arrangement. 
3/ Fund credit outstanding, excluding CFF, cereal, oil, and buffer stock facilities, as a per cent of quota prior to 

begi nni ng of current program year. 
4/ Net of official transfers. Values may not coincide with those in staff papers, due to different definition used 

for intercountry comparison. 
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Table 1 (Concluded): Comparison of Selected Economic and Financial Indicators in Recent Selected Programs 

Current Program Year 1/ 
(Per cent per year) (Per cent of M2) 

Domestic Credit 
Real GDP Growth Inflation Expansion 3/ 

Ori- Cur- Ori- Cur- Ori- Cur- Actual 
Type of Pre- ginal rent Pre- ginal rent Pre- ginal rent Debt Actual 

Date of Arrange- vious Tar- Tar- vious Tar- Tar- vious Tar- Tar- Service Reserves/ 
Country Approval 2/ ment Year get get Year get get Year get get Ratio 4/ Imports 'i./ 

India 11/81 EFF 4.5-5.0 4.8 4.5-5.0 8.0 9.0 6.0 21.5 21.2 20.9 7.8 4.0 

Comparator 
Countries 

Bangladesh 12/80 EFF 7.4 7.2 1.0 11.2 11.0 16.0 44.4 38.9 39.0 17 5 
Ivory Coast 2/81 EFF 1.4 3.0 3.0 4.7 9.0 10.7 39.6 36.1 30 1 
Jamaica 4/81 EFF 1.9 4.0 5.2 10.0 9.8 -17.0 -3.1 21 5 
Morocco Proposed SB -1.5 4.0 4.0 12.5 12.0 12.0 20.2 14.6 14.6 35 3 
Pakistan 12/81 EFF 5.7 5.7 6.1 11.6 10.0 10.0 ·13.8 17.5 17.5 23 11 
Yugoslavia 1/81 SB 2.2 2.5 2.5 2.5 39.0 15.0 22.7 17.4 : 17 . 4 23 6 
Zaire 6/81 EFF 1.1 4.0 2.0 35.4 35.0 35. 0 54.4 27 16 

Sources: Board papers; and staff estimates. 

1/ Current program year refers to the year for which the program is to be negotiated or the program currently in 
operation. Original targets refer to targets established in original multiyear arrangement. When targets have been 
specified under a program to be canceled and a new program is under consideration, original targets refer to the old 
program. 

2/ Date of approval of current arrangement. 
3/ Domestic credit or NDA expansion as per cent of broad money outstanding at beginning of period. 
4/ Data for most recently available year. Debt service (contractual amounts, net of rescheduling and including Fund 

obligations) as a percentage of exports of goods and services . 
'i._/ Data for most recently available year. Gross official reserves in weeks of imports. 
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Table 2: Comparison of Selected Economic and Financial Indicators in Recent Selected Programs 
J 

Year Preceding Current Program Year 1/ 
( Per cent 

(Per cent of M2) 
of quota) (Per cent of GDP) (Per cent per year) Domestic 
Overall Current Overall Real Credit 

Date of Type of Balance Account Deficit 3/ Budget Deficit 3/ GDP Growth Inflation Expansion 5/ 
Appro- Arrange- Tar- Ac- Tar- Ac- Devia- Tar- Ac- Devia- Tar- Ac- Tar- Ac- Tar- Ac-

Country val 2/ ment get tual get tual tion 4/ get tual tion 4/ get tual get tual get tual 

India 11/81 EFF -98 -141 2.0 2.4 0.4 6.4 6.0 -0.4 4.8 4.5- 11.0 8.0 21.8 21.5 
5.0 

~omparator 
Countries 

)angladesh 12/80 EFF -112 -81 13. 1 10. 9 -2.4 11.5 10.6 -1.0 7.2 7.4 ll.O 11.2 28.7 44.4 
[vo ry Coast 2/81 EFF -313 -409 15.7 17.6 -0.7 10.8 12.2 0.3 1.5 1.4 7.3 4.7 30.4 39.6 
Jamaica 4/81 EFF 28 7 9.9 16.5 2.8 13. 3 14.9 -1.8 3.8 1.9 18. 0 10.0 6.0 -17.0 
·to rocco 3/81 EFF -153 -92 6.5 12.5 4.7 7.4 14.6 7.0 4.5 -1.5 11.0 12.5 11.9 16.4 
akistan 12/81 EFF -63 -4 5.7 3.3 -2.5 5.2 4.6 -0.6 5.5 5.7 10.0 11.6 17. 8 13.8 

{ugoslavia 1/81 SBA -73 -83 2.5 1.2 -1.5 0.1 0.1 3.2 2.2 20. 0 39.0 22.2 22.7 
la ire 6/81 EFF -197 -263 5.9 9.8 3.9 2.9 5.6 3.8 2.0 1.1 45.0 35.4 39. 0 54.4 

Sources: Board papers; and staff estimates. 

1/ Year preceding current program refers to previous year within the arrangement under operation, or year prior to 
)rogram under negotiation, when applicable. Targets for previous years are only defined when available under an arrange­
nent ( including canceled programs) and refer to most recently revised magnitudes. 

2/ Date of approval of arrangement in operation during current program year. 
3/ Net of official transfers. Values may not coincide with those in staff papers, due to different definitions used 

: or inter-country comparison. 
4/ Deviation of actual from original target as a percentage of original GDP target. 
5/ Domestic credit or NDA expansion as per cent of broad money outstanding at beginning of period. 
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INTERNATIONAL MONETARY FUND 

ETR 
FAD 
LEG 
SEC 
TRE 

March 18, 1982 

Attached are anoted copies of 

the MD and DMD on India--Extended 

Arrangement. 

Attachments 

cc: Mr. Carter 



INTERNATIONAL MONET ARY FUND 

TO 

FROM: 

THE MANAGING DJRECTOR 

Williams B. Dale 

MaJ;"ch. 16, 19.82 

Subject: India-- Staff Report for 1982 Art~ lV 
And EFF Review 

I find this a good and thorough_ paper. 
Public savings by the centre were not fully up 
to target, but state and private savings s·eem, 
on present evidence, to .have exceeded expectations. 
Overall fiscal and monetary performance has been 
good. On the whole, the structural measures are on 
track. 

The BOP performance was worse than expected, 
mostly for price reasons, but the prospect for 1982/83 
seems to be for it coming back almost to original 
track. Import liberalization will be important in 
the second year program. I recommend approval. 

M. Dale 
Mr. Narasimham would like the discussion to take 
place in the Board on April 15 (Thursday). 
Yes 
JL 
Marchl5 
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TO 

Tun Thin ~~ -
FROM 

SUBJECT : 
India - Extended Arrangement r~y 

I As I ~ndicated in the 48-hour report following the recent ' 
mission to India, a team of Indian officials visited Washington during J 

March 2-9, 1982, primarily to discuss the government budget for 1982/83 /Ylq,' 
which was presented to Parliament on February 27. 1/ 

As you noted in your response to the mission's 48-hour report, · 
the postponement of the Board discussion occasioned by the timing of the 
1982/83 budget should only be for a very short 'while. Under the "four-
week rule", Board discussion could be envisaged in~- A post­
ponement to April 26, as suggested because of the congested schedule of 
Board meetings at that time, would have the following implications: 
Because of conflict with the Asian Development Bank meeting in Manila 
(April 28-30), and the Helsinki meetings (May 9-14), it would force a 
postponement of the discussions with the authorities for the program for 
the second year, now envisioned for April 21-May 7, until May 17-31. 
This would make it impossible for the Board to consider the second year's 
program before the Board recess (July 19-30). You will recall that the 
authorities are anxious that the second year's program be in place before 

1 Mr. Narasimham's final return to New Delhi, which cannot be postponed 
\ beyond the Board recess. For these reasons, while recognizing the serious 
· inconvenience, it would seem desirable to schedule the Indian report for 
consideration before April 16. 

As to the other points you raised, the difficult timing of the 
recent mission was made necessary by unexpected delays in finalizing 
the program for the first year. We intend that future review missions 
will take place at more appropriatecTm:-es·-. - The- tim:tng of -·revi'ews·-i·s•~---­
aT~fo--~unked- fo- th·e ~issue· ·or -phasliig-. <- ,. The -extended arrangement provides 
that purchases will not exceed SDR 900 million before June 30, 1982, and 
SDR 2,700 million until June 30, 1983, and that purchases during the 
period from July 1, 1982 to June 30, 1983 and from July 1, 1983 to the 
end of the extended arrangement (November 8, 1984) will be subject to 
such phasing as shall be determined. To date a decision has not been 
taken on the detailed phasing (dates and amounts) within the second year 
and in the third year and up until November 1984. This matter will be 

-dealt with in the briefing paper for the forthcoming mission. 

cc: The Deputy Managing Director 
Mr. Carter 
ETR 
FAD 
LEG 
SEC 
TRE 
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TO 
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THE MANAGING DIRECTOR,,;:;~ 
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And EFF Review t,, 
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; ,~ Office Memorandum coNFIDENTIAL 

l'"""' 

TO 

FROM 

SUBJECT : 

The Acting Managing Director 

Tun Thin ~ 
/ . 

DATE: 
February 3, 1982 

India--1982 Article IV Consultation Discussions and 
Review of Extended Arrangement 

I headed a mission to India during January 13-27 to conduct 
the 1982 Article IV consultation discussions and to review performance 
under the extended arrangement approved on November 9, 1981. The mission 
included Messrs. Smith, Villanueva, Kim, and Gunjal (all ASD), Ms. Kelly 
(FAD), Mr. Hino (ETR), Ms. Chin (secretary, ·FAD), and Mr. Harrison (IBRD). 
The Indian representatives included Economic Affairs Secretary Malhotr~, 
Planning Commission Member/Secretary Manmohan Singh, and Finance Ministry 
Chief Economic Advisor, Bimal Jalan. Mr. Narasimham participated in the 
discussions. 

During our stay in Delhi, the Prime Minister announced a Cabinet 
reshuffle. Among the key changes were the move of Finance Minister 
Venkataraman to Defense, with Pranab Mukherjee shifting from Commerce to 
Finance. Also, the Prime Minister announced the new 20-point economic 
program of the Government which includes two new points of particular 
significance: (1) liberalization of investment procedures and the 
streamlining of industrial policies·, and (2) improvement in the efficiency 
of public sector enterprises. 

India met the performance crite~ia set for November 27, 1981 and 
on January 15, 1982 made the second purch~se of SOR 300 million under ·the 
EFF. 

1. Economic situ~tion 

The Indian economy has continued to recover from the set­
back in 1979/80 and is estimated to grow by 4.5 per cent in 1981/82, 
broadly in \line with the program target of 4.7 per cent. There has been 
a strong expansion in industrial output, aided by the general easing of 
infrastructural bottlenecks, particularly in the coal, power, and rail~ay 
sectors. Labor relations appear to have improved. Foodgrain output is 
now expected to be 134 million tons, somewhat below the target of 
138.5 million tons, because a dry spell reduced yields from the autumn 
crops. Real publi~ investment has been broadly in line with, and in 
some cases will exceed program targets for 1981/82. Considerable lending 
by term-lending institutions and substantial issues of debentures by cor­
porations suggest that private investment is also buoyant. 

Inflation (point-to-point) is expected to be 7-8 per cent in 
1981/82, well belqw the program projection of 11 per cent and consi­
derably lower t~an the rate of 15.4 per cent in 1980/81. The general 
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/ easing of inflationary pressures, which mainly reflects the improved 
supply position, is also associated with restrained financial policies. 
The expansion in narrow money in the first nine months of 1981/82 was 
5.2 per_ cent, compared with 8.6 per cent in the satpe period of 1980/81; 
broad money expansion slowed to 15 per cent in 1981, in line with the 
program target of 15.7 per cent for 1981/82. Credit policies have been 
progressively tightened since mid-1981 in response to a rapid growth in 
commercial credit early in the year. There have been some increases in 
expenditures from the original budget, but the Central Government budget 
and borrowing from the banking system to finance the deficit, have evolved 
broadly in line with the program estimates, and although firm estimates 

1 are not yet available, the authorities are confident of observing the 
I February and March ceilings on 'total domestic credit and the subceiling 

on net credit to Government. · 

The current deficit in the balance of payments seems likely 
to be in line with the program target of 2 per cent of GDP in 1981/82. 
The target growth of 5 per cent in export volume is also likely to be 
exceeded. Howe·ver, imports are rising more slowly than programmed, 
reflecting in part the resurgence in domestic supplies; the import 
s ~tern remains largely unchanged. Net earnings from invisib7.es are 
now expected to decline sharply, reflecting lower investment income on 
foreign reserves and some reduction in remittances from Indian workers 
abroad from last year's high level which was affected by the repatriation 
of workers · from some countries. The authorities now estimate the overall 
deficit at SDR_ 2.1 billion, somewhat higher than the programmed level 
of SOR 1~7 billion. International reserves have fallen from SDR 5.9 bil­
lion in March 1981 to SDR 4.4 billion at end-December. Reserves currently 
cover four months of imports, compared wit

1

h six months a year ago. 

2. Report Qn the discussions 

The -review provisions of the EFF cover, in particular, 
the areas of: (1) r ·esource mobilization, including interest rates, and 
the pricing policies of both the Centre and the States, and (2) all 
aspects of export development. Although data are not yet fully availa-

/

ble, the mission's tentative assessment is that the adjustment program 
is broadly on track. The gap in information relates to 1981/82 revised 
budgetary data which will be available only on February 27 when the 
1982/83 budget is presented to Parliament. However, on the basis 
of some tentative figures given to the mission, it appears that most 
of the targets for the public sector will be achieved ~ Firm conclu­
sions can only be reached after we discuss and analyze the revised budget 
estimates for 1981/82 with Indian representatives who will visit 

(

Washington for this purpose in the first week of March. This will 
necessarily involve a postponement in the Board discussion which had 
·been tentatively slated for March 24. 

The outlook for 1982/83, as far as can be seen at present, is 
also broadly in line with the program projections. Given favorable 
weather, overall growth should again be 4-5 per cent, and inflation 
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would be largely unchanged at 7-8 per cent which would again be less 
than originally projected~ On external account, the authorities do 
not expect that the somewhat more adverse developments in the current 
year will recur, and revised balance of payments estimates for 1982/83 
are broadly in line with the program projections. · 

(1) Budgetary policy and resource mobilization 

For the Central Government budget, on t~e basis of 
the available information, it appears that the targets for the overall 
deficit and its bank financing component will be met. The mission was 
unable to assess developments in Central budget savings, which will be 
reviewed in Washington when revised 1981/82 budget estimates are available. 

\Howe~er, it appears that the savings efforts of the public sector enter­
lprises have been broadly in line with the program estimate for 1981/82. 
Also, the States have performed somewhat better than expected. Their 
total resource mobilization efforts have exceeded the original projection, 
and although expenditures have also risen, the State savings targets will 
be met. 

Because of the timing, it was not possible to have detailed 
/ discussions on budgetary policy in 1982/83. However, the mission suggest­

ed that, in the interests of consolidating the control ~ver inflation 
while supporting commercial sector activity, there was scope to tighten 
budget financing policies further. To this end, a larger reduction than 
lthe currently envisaged marginal cut (from 3.1 to 3.0 per cent of GDP) 
l in Centr\.l Government deficit financing from the banking system should 
ibe cons~dered in 1982/83~ The authoritie~ indicated they would give 
consideration to these views. However, they emphasized th·at, rather 
than "crowding out" the commercial sector, expenditures financed by 
public sector borrowing generally.played a complementary role support­
ing commercial activity. They agreed · that controlling inflation was 
critical, but believe that there is sizable scope for govern~ent borrow­
ing from the banks while maintaining an appropriately tight 'rein on the 
expansion ~f narrow money. 

(2) Pricing and industrial policy 

There have been several further price adjustments recently. 
The coal rail tariff was raised by 10 per cent in October 1981, thus 
indirectly raising coal prices. Effective December 3, 1981, aluminum 
retention prices were raised by 18-20 per cent, and on December 24, 1981, · 
the price of white printing paper was raised by 20 per cent. Most impor­
tantly, effective January 1, 1982, railway freights were increased by 
10-15 per cent to mobilize additional resources to cover rising costs 
and protect self-financed investment levels of the railways. There 
appears to have been progress in raising electricity tariffs in a number 
of States and further action is likely to follow reconnnendations from 
the World Bank. The authorities were noncommittal about the possibility 
of a further increase in coal prices, although it appears that action in 
the area of cement pricing is likely shortly. Few new initiatives in 
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policies relating to private investment have been taken in 1981/82, 
with the focus of efforts being on implementing the major steps introduced 
in 1980/81. The authorities indicated the need for some stability in 
industrial policies, and that changes were best introduced in steps. 
However, further measures are under consideration and, wit~ the new 20-
point program, the Government is now publicly committed· to reducing 
constraints on the private sector. 

(3) Private savings 

r 
Available evidence suggests that private · savings perform~ 

ance has been favorable in 1981/82. Following the upward adjustment in 
some bank depo_s it rates in 1981 and the recent slowing in inflation, 
real interest rates on bank deposits have become more favorable. Partly 
as a result, the growth in time deposits int-he first three quarters 
of 1981/82 (15 per cent) has been proceeding in line with that envisaged 
in the financial progam. Outside th'e banking system, financial savings 
in the form of company deposits and debentures have risen sharply, partly 
because of an increase in the ceiling rate on debentures. Other forms 
of private savings also appear to have increased . 

. (4) Export policies 

Exports are estimated to have grown in volume te.rms by 
7 per cen~ in the first half of 1981/82. It therefore seems likely 
that the program target of 5 per cent for the year as a whole will be 
achieved. The favorable export performance reflects the improved · 
supply pb.,sition, especially for agricultural items where growth rates 
have rebounded. However, export policies•have been fully supportive. 
The trade-weighted effective exchange rate depreciated by 5 per cent 
in 1981, and with the impr~ved re~ative price performance over recent 
months, there has been a noticeable improvement in real terms. The 
rupee's position vis-a-vis competitor· country currencies has also 
strengthened. In addition, the premium provided by export incentives 
appears to. have increased and the downward drift in export prices retative 
to those in the home market (largely reflecting terms of trade developments) 
appears to have been arrested. The authorities have reiterated their 
intention to continue to strengthen export policies in the future. 

(5) Production and investment policies 

I With the notable exception of electric power, · additions 
to capacity in key sectors have been in line with, or have exceeded, 
program targets ·established for 1981/82. Delays in the delivery of 
equipment appear to be the main reason for the underachievement by a 
wide margin of the target for new electricity-generating capacity. 
However, there · has been a significant improvement in capacity utiliza­
tion rates reflecting better . management, which will mitigate the adverse 
impact on power supplies. There has been a considerable improvement in 
the efficiency of the railways due to better management. The authorities 
concede that a continuation of this improvement will require a step-up 
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in investment after years of neglect, and although some steps toward 
this have been initiated, resource constraints will limit possible 
progress. 

(6) Phasing .of purchases 

The proposed phasing of purchases for the second and 
third years of the program was discu~ d Mr. Palmer's memorandum of 

r. Malhotra made two main comments. First, the level of 
international reserves has important tmp 1cat1ons for domestic and 
international confidence. With this in view, he requested that the / 
substantial reserve loss in 1981/82, which will be considerably larger . 
than expected, be taken into consideration when the schedule of purchases 
for 1982/83 is set. Second, published official statistics refer princi­
pally to developments during fiscal years. Confidence and ultimately 
the Government's ability to carry through its program can be aided by 
favorable presentation of reserve developments. Also, foreign exchange 
budgeting is made on a fiscal year basis. For these reasons, he would 
much prefer that drawings suggested for April in both 1983 and 1984 be 
advanced slightly so that they come before the end of the financial year 
in March. They suggested that this matter be taken up again during the 
negotiations for the secqnd year's program in April. 

cc: The Managing Director (on return) 
,·Mr. Carter 

ETR 
EXR 
FAD 
LEG 
MED 
RES 
TRE 





TO 

FRO M 

SUBJECT : 

The Managing Director 

.,-. I 

Donald K. Palmer ~,.~ '. 

India - Schedule of Purchases, Missions, 
and Balance of Payments Timing 

',._, 

The briefing paper does not include . one issue which I would 
like to bring to your attention. 

Upon your return from China, Mr. Dale reported to you on the 
intensive bilateral discussions which had taken place with several 
Executive Directors. In addition to issues relating to conditionality, 
we were asked a number of questions on balance of payments need, phasing 
of purchases, reviews, program periods, and the timing of Fund purchases 
on India's balance of payments. In the course of answering these questions, 
it became evident that some doubting Directors (especially Germany, . the 
United States, and the United Kingdom) wanted to have these responses in 
a more official written form. Mr. Dale asked the staff to prepare a sup­
plement which would incorporate the substance of the staff replies. He 
mentioned to Mr. Narasimham that a supplemPnt would be issued and briefly 
described its contents; Mr. Narasimham objected strongly, expressing 
concern that it would be seen in New Delhi as a "reopening" of the 
negotiations. 

I _recommended that the supplement contain the schedule dated 
October 28 (attached) which h~d been agreed with the Legal and _ Treasurer's 
De}?attiien_ts. The Asian ri~p~rtmenE·--did-not- agree- -with thi~ -•approach. 
Because the suppleiiient -wa-s ·alread:y"Ta.-te-,- -the differences of views were 
compromised by including three paragraphs on page§_ 4 and 5 of Supplement 2 
(also attached) . . --(Iri ___ oraer to- clari-fy the substantive importance- of these 
three- paragraphs and of the attached October 28 schedule, also attached are 
Tables A a~4-__li_which show the changes which could have been _made in the 
origina1.----~taff paper to reflecttli"e" practical implications of .the defailed 
scheduie~-) - ------ -- - . -··- ··- ·-· 

------
I believe that the forthcoming mission provides a timely oppor-

1

/ tunity for the staff to inform the Indian authorities as to the plan3_ of 
the--rund man"ag~~en~t -with respect to the timing of negotia:f:Tons:-reviews, 

\\, and p~chases oy_e~ __ ) :he _-! .e~a,i~~e:r: of ___ tli~---~~Ie~~Y.~ a:r:r?.ngf;pient ~ In the 
absence-ofs-uch a clar.ification, there could remain a potential for 
misunderstanding, which could arise in April on the occasion of the 
negotiation of the second-year program. 

Attachments 

cc: The Deputy Managing Director (on return) 
Messrs. Tun Thin, Evans, Smith, and Wittich 
Mr. Carter 
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.. Office Af emorandum 

TO Mr. Tun Thin 

'i)il 
FROM Donald K. Palmer 1 

SUBJECT : India - Ten ta ti ve Schedule of Purchases 
and Fund Missions 

DATE November 13, 1981 

In the course of reviewing my files on the Indian program, 
I came across the attached "Tentative Schedule of Purchases and Fund 
Missions." 

I wish to record ' my understanding that this material was 
excluded from Supplement 2 of EBS/81/198 in order to accommodate the 
sensitivities of the Indian authorities and not for any substantive 
reasons. Of course the numbers for any particular program period 
may need to be reviewed in the light of actual balance of payments 
developments, which could imply ~djust~ent in either direction. - -• ~ 

Attachment 

cc: The Deputy Managing Director 
Mr. Finch 



India: 

Timing of Fund 
Mission Visits 

1981 

1982 

January: Mission 
Consultation and 
Mid-Term Review 

April: Mission 
Discussion of 
FY 1982/83 Program 

October: Mission 
Mid-Term Review 

1983 

October 28, 1981 

Tentative Schedule of Purchases and Fund Missions 

Purchase Date 1/ 
(not earlier than) 

November 9 

January 15 

March 25 

June 30 

November 30 

April 30 

Amount 
(In millions 

of SDRs) 

300 

300 

300 

600 

600 

600 

Conditions 

Board approval of the program 
through FY 1981/82. 

Observance of objective perfor­
mance criteria on November 27, 
1981. 

Board discussion of consultation 
report. Board approval of the 
mid-term review of policies, plus 
observance of objective perfor­
mance criteria on February 26, 
1982. 

Board approval of the program 
for FY 1982/83 (including 
esta_blishment and observance 
of objective performance criteria 
for the full fiscal year beginning 
Aprill, 1982, and appraisal of 
nonquantified objectives for the 
full fiscal year), plus observance 
of objective performance criteria 
on March 26, 1981, plus compliance 
with any performance criteria 
established in the January review. 

Board approval of the mid-term 
review of policies including 
appraisal of progress toward 
nonquantified objectives, plus 
observance of objective perfor­
mance criteria on October 1, 1982. 

Observance of objective perfor­
mance criteria on April 1, 1983. 

. . 
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India: Tentative Schedule of Purchases and Fund Missions (Continued) 

Timing .of Fund 
Mission Visits 

1983 

April: Mission 
Discussion of 
FY 1983/84 Program 

October: Mission 
Consultation and 
Mid-Term Review 

1984 

April: Mission 
Discussion of the 
Program through 
the end of the 
Arrangement 

Purchase Date 1/ 
(not earlier than) 

June 30 

November 30 

April 30 

June 30 

October 31 

Amount 
(In millions 

of SDRs) 

500 

500 

500 

400 

400 

Conditions 

Board approval of the program for 
FY 1983/84 (including establish­
ment and observa~ce of objective 
performance criter~i'a for the full 
fiscal year beginning April 1, 
1982 and appraisal of nonquanti­
fied objectives for the full 
fiscal year). 

Board discussion of consultation 
report. Board approval of the 
mid-term review of policies, 
plus observance of objective 
performance criteria on 
September 30, 1983. 

Observince of objective perfor- , 
mance criteria on March 30, 1984 •.• 

Board approval of the program 
(including establishment and 
observance of objective perfor­
mance criteria for the period 
beginning April 1, 1984 and 
extending through September 28, 
1984 and appraisal of non­
quantified objectives through 
the end of the arrangement). 

Observance of objective perfor­
mance criteria on September 28, 
1984. 

Y Actual purchase dates will be governed by paragraph 7 of the extended arrangement. 
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The analysis uses 1978/79 as a base, which was the year prior to 
the adverse balance of payments shift, and was also a year in which the 
balance of payments was in approximate overall balance. It indicates 
that the balance of payments loss deriving from the excess of actual and 
projected import prices for these items over the levels which would have 
resulted had increases been in line with world inflation rates, would be 
as fol19ws: 

1981/82 

1982/83 

1983/84 

1984/85 

Estimated . Terms of Trade Loss 

(In billions of SDRs) 

2.7 

2.8 

3.4 

3.7 

It is readily seen that the estimated cost to the balance of payments 
from the adverse shift in the terms of trade, which amounts to 1.7-1.8 per 
cent of GDP in each year, is substantially in excess of the financing to 
be provided by the Fund during the EFF program period. It is also sub­
stantially in excess of the projected overall deficits, which reflects 
both progress in achieving external adjustment, and especially in 1984/85, 
sizable project-related borrowings. 

One question relates to the following sentence which appears in the 
final paragraph of the letter of the Finance Minister to the Managing 
Director, dated September 28, 1981 (see page 54 of EBS/81/198). 

"In particular, the Government will review with the Fund 
the progress made in implementing the program, normally about 
midway through each year, as part of the ongoing dialogue with 
the Fund." 

The staff paper proposes a total amount of SDR 5 billion for the 
duration of the extended arrangement and proposes that until June 30, 
1983 purchases shall not exceed SDR 2,700 million, and further proposes 
that purchases during the period from July 1, 1982 to June 30, 1983 and 
from .July 1, 1983 to the end of the extended arrangement (November 8, 
1984) shall be subject to such phasing and shall be determined. Of the 
total amount . of SDR 5 billion requested by India, SDR 900 million would 
be available in support of the program through March 1982. While the 
phasing and timing of missions during the first program period has been 
proposed, the paper does not deal with the timing of future Fund missions, 
including mid-term revi ew missions, and the periodic phasing of purchases 
through the end of the proposed arrangement. 

.. 
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As in the case of similar arrangements, it is expected that a Fund 
mission will visit India to discuss programi for each of the Indian fiscal 
years 1982/83 and 1983/84, which begins April 1, and also for the remaining 
period through the end of the arrangement. With respect to each of the 
FY 1982/83 and 1983/84 programs, it is expected that a Fund mission will 
visit India for a mid-term review of policies in each such year. Under 
normal procedures, the Executive Board would consider each of the programs 
and each of the mid-term reviews in order to take decisions relating to 
the program and the periodic phasing of purchases from the Fund and the 
performance co~ditions applicable to those purchases. 

Another question relates to the possible effect · of the timing of 
Fund purchases on India's balance of payments. At the time of the 
preparation of Table 2 of EBS/81/198 it had been assumed that the timing 
of purchases from the Fund would be such that the full SDR 5 billion 
would be purchased before the end of ~he Indian fiscal year 1983/84. As 
explained above, the proposed extended arrangement covers a longer period 
of time and, in accordance with normal Fund practice, it is expected _that 
purchases will be phased over the duration of the arrangement, with a 
substantial amount to be scheduled for purchase between the end of 
FY 1983/84 and the end _of the extended arrangement. 

An additional question relates to the projected financing of India's 
balance of payments by drawing down its gross international reserves. On 
the basis of the present balance of payments projections, total gross 
international reserves are projected to decline by SDR 2.3 billion during 
the perio~ April 1981 to March 1985, with the foreign exchange component 
projected to fall from SDR 5.5 billion 1/ to SDR 3.2 billion. The sub­
stantial extent of projected use of gross reserves is indicated by the 
implied decline in import coverage of reserves of the equivalent of about 
three months of imports over the four-year period. 

III Pricing System for Major Commodities 

The following information has been prepared in response to questions 
concerning the scope, administration, and objectives of official pricing 
policies in India. 

The Indian price control regime covers a range of producer and 
consumer goods. Backed by the Industries (Development and Regulation) 
Act of 1951 and the Essential Commodities Act of 1955, the regime has 
been an important feature of the Indian economy since the inception of 
economic planning in the 1950s. Price control was intensified during 
the early 1960s when there were sharp rise~ in prices of essential goods 

1/ India's gold holdings on March 31, 1981 were 1.64 million ounces, 
or-the equivalent of SOR 0.3 billion if valued at SDR 35 per ounce. 
Valuation at market prices, or at some intermediate price, would yield a 
substantially higher figure for the value of India's gold holdings. 

.. 
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Table A. India:. Balance of Pa.yments--Monetary ~{ovements 

(In millions of SDRs) 

1981/82 19sys3 1983/84 1984/85 

Monetary movements 
(Increase in assets -) 1,683 2,024 2,655 --:--- - ♦ - 793 

IMF - purchases 900 l,200 1,600 1~300 
- repurchases -66 -100 

Other 783 824 1,121 -407 

In response to a qu~stion, the timing of purchases from the Fund may 

be pre3entcd in alternative forms: 

Table B. India: Timing of Fund Purchases 

((n millions of SDRs) 

(ndian Fiscal Years During the Arrangement 

1981/82 

1982/83 

l 98 3/84 

1984/85 

900 

1,200 

1,600 

1,300 

5,000 

November 9, 1981-November 3, 1982 

~ovember 9, 1982-November 8, 1983 

November 9, 1983-November 8, 1984 

1,500 

1,700 

1,800 

5,000 
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TO 

FROM 

SUBJECT : 

The Managing Director 

Tun Thin ~--:'~ 

India--Briefing Paper for Article IV Consultation 
and EFF Review 

Attached for your approval is a Briefing Paper for the 

' \ 'J 

/ \ -
January 8, 

\_ 
1982 

Article IV Consultation and EFF review with India. The paper includes 
the comments from Messrs. Tanzi (FAD), Wittich (TRE), and Liuksila (LEG). 
Mr. Palmer intends to raise an additional issue in a separate memorandum. 

I will be leaving Washington on Friday, January 15. i 

Attachment 

cc: The Deputy Managing Director (on return) 
Mr. Carter 
ETR 
FAD 
LEG 
TRE 

INTERNATIONAL MONETARY FUND 

Mr. Tun Thin: 

.E.!.__l - Very good paper, see a few 
observ~tions, and also my 
remarks on Mr. Palmer's note. 

~ - is that not a worrying shift? 
(squeezing productive private 
sector because of growing 
budgetary deficit?) 

~ - why? 

this is very important 

.E.!__§_ - yes - in all the following 
questions one should be guided 
by the World Bank's advice 

~ - yes, this is fundamental 

~ - yes 

E..:.ll_ - yes 

l 
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-. I_NTERNATIONAL MONETARY FUND 

INDIA 

CONFIDENTIAL 

Briefing Paper--1982 Article IV Consultation and Review of 
Extended Arrangement 

Prepared by the Asian, Exchange and Trade Relations, and 
Fiscal Affairs Departments 

~~- ~..,, 
Approved by Tun Thin and Donald K. Palmer 

January 8, 1982 

I. Introduction 

Messrs. Tun Thin (H~ad), Smith, Villanueva, Kim and Gunjal -{all ASD), 

Hino (ETR), Ms. Kelly (FAD), and Ms. Chin (FAD, secretary) will visit Bombay 

and New Delhi during January 13-27 to hold the 1982 Article IV Consulta-

tion discussions and review performance under the extended arrangement 

approved o~_November 9, 1981. 

India met the performance cri t eria set for November 27, 1981 and is 

eligible to make the second purchase of SDR 300 million under the EFF on 

January 15, 1982 (Table 1). 

II. • Recent Economic Developments 

Information on recent economic developments was updated in EBS/81/198, 

Supplement 2, and only limited additional details are available .. Briefly, 

the current economic -situation can be characterized as one in which output 

is expanding strongly, especially in the nonagricultural sectors, and severe 

bottlenecks are, for the moment, less constraining. It appears that the rate 

of growth of 4.8 per cent projected in the program for 1981/82 can be achiev-

ed (Table 2). Financial policies are restraining demand in line with the 

program obj~ctive, and following recent steps to tighten further credit 
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Table 1. India: Quantitative Performance Criteria for the 
1981/82 Program]:_/ 

March November 27, 1981 February 26,1982 March 26, 1982 
1981 Actual Program Program 

(Base) 

(In billions 

Bank credit 

Domestic credit 621. 26 690.56 703.59 
(25) (22) (25) 

Net credit to Government 
(subceiling) 258.06 288.29 294.29 

(34) -(24) (26) 

(In 

External borrowing 

Maturities between 
1 and 12 years 106.3 2/ 1,400.0 

Maturities between 
1 and 5 years 
(subceiling) 0.6 2/ 400.0 

Sources: Data provided by the Indian authorities and EBS/81/198. 
1/ Figures in parentheses are percentage changes over 12 months. 

733.20 
(23) 

304.64 
(28) 

mill ions 

1,400.0 

400.0 

Program 

of rupees) 

741. 81 
(19) 

309.81 
( 20) 

of SDRs) 

1,400.0 

400.0 

'l:_/ Dollar figures reported by the authorities have been converted into SDRs at the end-November 
conversion rate of US$1.181 = SDR 1 . . 

i-a 
~ 
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Table 2. India: Selected Economic and Financial Indicators, 
1978/79-1981/82 

Real growth rates 
GDP at factor cost 
Agriculture 
Manufacturing 

In flat ion 1/ 

Broad money (M3) 2/ 
Domestic credit-
Net credit to Government 

Exports (f.o.b.) 
Imports (c.i.f.) 

Ratios 
Savings 

Gross domestic savings/GDP 
Public savings/GDP 
Central government savings/GDP 

Gross capital formation/GDP 
Central Government overall 

deficit/GDP 
Of which: Bank financing 

Current account balance/GDP 
External debt service/current 

account receipts 3/ 
External debt/GDP 4/5/ 

v . 

1978/79 1979/80 1980/81 
(Prov.) 

5.9 
1.8 

14. 2 

3.3 

21. 2 
17.4 
14.3 

3.1 
10.0 

23.9 
4.8 

23.7 

5.2 
2.5 
b·.6 

10.5 
12 .7 

(Percentage changes) 

-4 .5 
-11.8 
-1. 9 

23.3 

17.3 
22 .4 
25.0 

12.3 
30.l 

7.0 
14.0 
4.1 

15.4 

18.2 
24.6 
34.2 

13.3 
41.2 

(In per cent) 

21. 2 
3.7 

21.8 

6.2 
3.3 

-0.3 

9 .O· 
12.0 

23.7 
3.6 
2.3 

25.5 

6.2 
3.4 

-2.0 

8.2 
10. 7 

1981/82 
Program 

estimate 

4.8 
1.4 
7.3 

15.7 
19.4 
20.1 

16.2 
12.4 

23.7 
4.5 
3.0 

25.7 

6.2 
3.1 

-2.0 

8.1 
10 .1 

(In billions of SDRs) 

Current account balance (deficit-) 
Overall balance (deficit-) 
Gross official reserves 5/6/ 

0.5 
1.1 
5.7 

-0.3 
0.2 
6.1 

-2.6 
-0. 7 
5.9 

Sources: Data provided by the Indian authorities and EBS/81/198. 
1/ End-year percentage increase in the wholesale price index. 
2/ End-year percentage increase. 
3/ Excluding debt service payments to the Fund. 
4/ Excluding Fund credit. 
5/ Outstandings at the end of period. 
6/ Gold is valued . at SDR 35 per ounce. 

-3.0 
-1. 7 

5 .1 
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policies, the commercial sector may be beginning to experience a moderate 

financial squeeze. Inflationary pressures are continuing to ease and 

the current inflation rate of 7 per cent is well below the program 

target of 11 per cent by the end of the year. However, on the external 

front, the balance of _ _p_ayments def_ic t_t during the first eight months of - -·------·- - ----- .- ------

1981/82 (fiscal year April-March) reached SDR 1.6 billion and is ~_xpe_c_~_~d 
-------

to exceed the program estimate of SDR 1.7 billion for th e year ?.~--~- ~_ho_le. 

The current year is likely to prove to be a fairly good, but by no 

means exceptional, year for agriculture. A dry spell reduced yields from 

the 1981 kharif (autumn) harvest which, - at some 77.4 million tons, is 

expected to be below the 1978/79 record. However, conditions for the 

rabi (spring) crop are favorable, and food production is now expected 

to be 135-136 million tons. Although somewhat less than the target of 

138.5 million tons, this would be 2-3 per cent above the 1980/81 level. 

Prospects for nonfoodgrain crops--especially sugarcane and groundnuts-­

are for a substantial production increase in the current year. 

The recovery in industrial production and infrastructural services 

... - --- ··-
which began about a year ago is continuing. A mid~year review conducted 

--- ---- --- . 

by the Finance Ministry in November revealed widespread improvement in 

the availability of key items--especially electric power (up 14 per cent), 

coal (up 10 per cent), railway freight traffic (up 16 per cent), steel (up 

26 per cent), and cement (up 17 per cent in five months). The IBRD 

staff believes that increases of 8-10 per cent in each of the key areas 

of industry and infrastructure are likely in 1981/82 as a who fe. They 

also indicate that there are signs of an associated upswing in private 

investment in industry, although this is hard to document. 
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Primary liquidity has expanded strongly ?~~r ~~~~ -~~~~ J~~r, emanating 

' principally from Reserve Bank fi~~ncing of the budget deficits, and to 

•. counteract the impact on credit expansion, the authorities have issued 

rest!ictive direct credit guidelines to the ba~~~; ~- and progressively 

\_.> f ~ ~ ti 

~ r _., ,. · .' ' ,.,< ·7 ~increased the cash and statutory liquidity ratios. 
?~ ; • l . . 

Most recent indications 

I • • ~' J ~•• ; : • 

, r- are that these actions have been reasonably successful in containing credit. 
...... _ . - -- . 

The ceiling on total domest ·ic credit and ~he subceiling on net credit to 
--------

Government for November 1981 have both been observed. Credit to Government 

and to the commercial sector are both now expanding at a somewhat slower 

pace than provided for in the financial program. The increase in total 

liquidity in the year to November 1981 was l~ ~i per cent, about 1 percentage 

point less than in 1980/81; the program envisages a decline to 15.7 per 

cent for 1981/82 as a whole. 

The rate of increase in wholesale prices has slowed markedly in 

1981/82. To a considerable extent this is attributable to the improved 

supply position for sugar where prices are now lower than last year. 

However, the slowdown in inf lat ion is not universal_, partly because of 
; 

the direct and indirect effect of substantial adjustments to fuel and 

other controlled prices over the past year. Nevertheless, it now appears 
.... _\ 

likely that wholesale price inflation will be about 7 per ce!}t _in ___ the _ year 

to March 1982, some 4 percentage points less than the program estimates 

and less than half of that in 1980/81. However, the increase in consumer __ , ____ . 

prices is likely to be about 13 . per cent, somewhat higher than in 1980/81. 

International reserves have fallen from $~9 billion in March to 
-· 

$!~_:/-... bil 1 ion at end November. Reserves current __ ly cover four months 

o:__im~~ rts, down from six months just one year ago. The heavy reserve 
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drain is of concern in India, but details of the underlying causes are 

scant. Trade data suffer from serious delays and difficulties of inter­

pretation. However, it appears that th~ larger than expected external 

deficit reflects developments on trade account, and possibly, sluggish 

performance of workers' remittances. One factor is rev1s1ons to trade 
.. . ------- - -··. . . -·· --- ·-- - - · --

data for 1980/81 which indicate a larger trade deficit in that year. It 

appears that, valued in terms of SDRs, ex~~~~s rose by some 16 per cent in 

the first half of 1981/82 when compared with the same period a year earlier, 

Durini the same period imports rose by 21 per cent in terms of SDRs, con­

siderably above the target._!/ New commitments of foreign loans in the 

period up to the present are well within the ceiling amounts established 

under the extended arrangement; up to November 27, commitments in the 

maturity range of 1 to 12 years amounted to SDR 126 million (compared 

with the ceiling of SDR 1.4 billion), while those of maturities of up to 

5 years amounted to less than SDR 1 million (compared with the subceiling 

of SDR 400 million). 

III. Policy Issues . 

There is a natural compatibility between the joint tasks of the 

mission--to conduct Article IV consultations and to review performance 
• ~ 4 • -

under the extended arrangement. The focus of the consultation discussions 

would be policies and prospects for external adjustment, where the extended 

arrangement already establishes a policy framework and outlines the major 

targets to be achieved. It would be appropriate that both the consulta­

tions and the EFF review should, at this time, address the issue of the 

1/ When valued in dollar terms th·e growth in exports is only about 
4 per cent, while the growth in imports is also reduced to 8 per cent. 
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implementation of the agreed adjustment program. While the consultations 

will provide a format for a wide-ranging discussion of policies and pros­

pects, the review provisions ·of the extended arrangement identify key 

policy areas for special and formal attention. These are policies regard­

ing: (1) resource mobilization, including interest rates, and the pricing 

policies of both the Centre and the States, and (2) all aspects of export 

development. In view of the considerable overl~p bet~een the consulta­

tion and the review, and the extent of complementarity between them, the 

staff proposes to issue a joint report for consideration by Executive 

Directors. 

The mission will collaborate closely with the World Bank resident 

!. •. · ! 1 mission in New Delhi, and with the Bank's economic mission which will 

be in India throughout the mission's visit. Mr. Harrison from the Bank's 

economic mission will also be attached to the Fund m1ss1on. The Bank's 

expertise will be heavily relied upon in the areas covered by Section 111.1 

below, and export p9licies and import restrictions. 

1. Production, investment and economic efficiency 

A major element of the supply policies of the adjus~ment program is 

the effort to expand productive capacity in key sectors to alleviate bottle­

necks which have persis_tently crippled economic performance. Targets for 

the expansion in productive capacity have been established for six indus­

tries--coal, electric power, nitrogenous fertilizer, railway freight, 

steel, and cement. It would be timely at this stage to review_ develop­

ments so far in 1981/82 toward meeting the _agreed capacity targets for 

this year, and to discuss; in a preliminary way, the targets for 1982/83 

which will be agreed in connection with the program for the second year. 
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There are several potential problem areas. Reports indicate that 

there has been substantial sJipp~ge in the planned installation of new 
----· 

power-generating capacity. Additions to installed capacity in 1980/81 

were only some 1,643 MW, well short of the target of .2,687 MW, and it 

appears that new capacity in 1981/82 may only reach 2,500 MW, also well 

short of the target of 3,212 MW. The r~asons for this poor performance 

: need investigating--especially the suggestion that limitation on access 

to equipment imports has been a major factor. Although performance by 

the railways has improved considerably in 1981/82, there are indications 
---------

that some bottlenecks remain--especially in transporting coal. The World 

Bank had indicated that funds allocated to the railways may need to be 

increased to enable the projected increases in freight traffic to be realiz­

ed; this will be investigated further with a view to any necessary correct­

ive action ·being taken in the 1982/83 Plan. Developments in the coal and 

steel sectors also deserve careful attention in view of the concerns 

expressed by Executive Directors over plans in these sectors. Beyond the 

six identified sectors, developments and prospects in the oil sector will 

be reviewed closely, because policies and prospects_are~volving quickly 

with especially important implications for the balance of payments. 

Official pricing policies have a major role to play, not only in mobil-

izing resources for investment, but in promoting overall economic efficiency. 

In view of the progress already achieved in mobilizing resources, it is 

appropriate that the efficiency aspects of pricing policies receive 

increasing attention. The program recognizes the need for flexibility 

in pricing with the objec~ive of achieving economic pricing of key items. 

This will encourage the adaptation of technology in line with shifting 
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relative resource costs. While further increases in steel, aluminum or 

fertilizer prices will be expected during the program period, it is 

appropriate that the present revLew focus particularly on the outstanding 

issues on energy pricing~ particularly coal and electric power. Prices 

for a number of other items, including steel and fertilizer, were raised 

considerabli earlier this year. Indeed, the rapid increase in fertilizer 

/ prices appears to be impinging on fertilizer usage and if .. ~_ar~.ie_d_ -~oo far 

l 
\ 

quickly could jeopardize necessary agricultural advancement. Aluminum 

prices were raised by about 20 per cent on December 3, 1981. Also, the 

authorities announced in December increases of 10-15 per cent in- railway 

freight charges, and further increases in this sector should, for the 

immediate future, focus on passenger fares. 

The main emphasis _during discussions should be on coal and electric---- - .. 

ity pricing, a focus which the Bank agreed is appropriate. The mLssLon 

will explore a .possible future path of action of increasing coal prices 

toward economLc levels. While this is a complex issue, and prices were 

raised by 30 per cent as recently ' as February 1981, further and ongoing 

~teps will be necessary over the course of the program and should not be 

long delayed. In the case of electricity tariffs there is an equally 
------· --·• .. • ..... 

strong case for developing a coherent policy of pricing, especially as low 

tariffs appear to be encouraging an inefficient growth in demand. The 

objective is to explore mechanisms for ensuring that the . States are respon­

sive to the need for tariff adjustments--especially in those States (e.g. 

Uttar Pradesh, Bihar and Orissa) where large operating losses have been 

recorded. The authorities will be reminded that an active pricing policy 

is an element of the program which was accorded considerable importance by 
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Executive Directors. It would be expected that the program for the second 

year to be negotiated in April would provide for substantial concrete 

progress. 

There is need also to examine other aspects of efficiency. ~P.~~~ty . 

utilization rates in many sectors are low, and in some key areas improved 

utilization would have~ major impact complemeniary to new investments. 

This is particularly so in electric power generation where in some 

States · (e.g. West Bengal) utilization rates are as low as 30 per cent, 

nearly half what could be considered normal. Utilization rates are also 

low (and falling) in the cement industry, and are below the nor~- upon 

which pricing policies are based. The program had envisaged that utili­

zation rates . in both the public and private sectors would improve with 

the alleviation of bottlenecks in infrastructure. The mission will investi-

gate the _causes for continued low capacity utilization in key sectors with 

the aim of identifying the scope for specific policy initiatives to promote 

an improvement in industrial balance. 

Industrial policies relating to the private sector have been signi-
....___ ___ _____ _ _____ . . 

ficantly liberalized over the past year. Here too there is a need for 

stocktaking, to review whether the policy changes have been effectively 

implemented and to identify any new initiatives that are necessary. Three 

aspects of industrial policy in which the program envisages further sig-

nificant action are incentives for export industries, improved access 

to foreign technology and the easing of excessive restrictions, includ-

1ng those on large enterprises. The staff will review with the authori-

ties progress and plans for policy action in these areas. 

2. Public f inan_ces 

The authorities will be 1n a position to provide a thorough review of 

progress 1n implementing the 1981/82 Central Government budget. They will 

\, 
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also be able to provide for the first time full details of the State 

budgets for 1981/82, and to identify the budgetary measures undertaken by 

the States; however, they will probably not be in a position to review in 

detail implementation of the State budgets. Limited information should 

also be available on developments in the financial position of the public 

enterprises. From this information, incomplete as it will be at this 

stage, the staff will be in a position to review progress during 1981/82 

toward the main targets established for public finance. These include the 

public sector savings rate and its components, the overall Central budget 

deficit, and borrowing : from the bank ing system to finance the defrcit. 

The most critical aspect of this review relates to the achievement of 

the public savings targets. The starting point will be the calculations 

prepared jointly by the staff and the authorities on the prospects based 

on resource mobilization measures already in place (Table 10 of EBS/81/198). 

These calculations will be r-.:_worked jointly with the authorities ___ t_? ___ ~~-~:_r-
tain whether developments in 1981/82 are on track. It will be essential 

"" -------·--·------- · ·-----
that any divergences from the program for public sector financing be ---- - - -- -- -- - -· •---. ·- ---·-- .. · -·- -· ·- -- --- ----· · - . -·------------ --

... •·· - --- ---- ..... .., , · -- ... ..- •-♦-•,. 

l., .. -id.entified quickly, and corrective medsures instituted promptly. In the 
---· .. ,. __ ··--------- ... ... ... . ·- ------ - · ------- ·- -----· -- ·- •- · ··· - ---. - ·- ----·----

.. ··-··-- -- ----·-
event that a substantial shortfall from the targets appears likely in 

1981/82, the staff will aim to reach agreement with the authorities on 

the policy measures necessary to return the public savings projections to 

the program path ·as quick as possible. In practical terms this is likely 

to mean the immediate implementation of additional resource mobilization 
--·- ~·----------- ---- --

measures which should be in place before Board discussion of the review. 

This could involve advancing some of the price, subsidy or tax measures 

which would otherwise have been implemented in conjunction with the 

1982/83 budget. 
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The 1982/83 budget will be presented to Parliament toward the end of 

February. The authorities, therefore, will be in a position to fully 

discuss policy initiatives that may be taken. The staff will emphasize 

that the 1982/83 Ce~tral budget · should be framed to folly meet the , __ t_~.rgets 

established in the original program relating to public savings and borrow­

ing from the banking system. Beyond this, the possibility of achieyi~ 
--·-·-·--,--·-··--·-·-·---·-- '"--- .. .. 

more substantial reduction in the ratio of bank financing to GDP (than - - --- -·· --··-- · -- -" -· -~---- - - . ·--~------ - -- . ...... · ··- •.·-·--- .. . . --- --...... - - -·· . . ·- - --·-- · .. --- ... 

the shift from 3 .1 per cent in )981/82. _to 3 .0 per cent programmed for 

1982/83) will be examined. The staff believes this would be useful in 

helping -to consolidate financial stability and providing somewhat· greater 

flexibility for policies to foster expansion of the commercial sector. 

With respect to the State budgets for 1982/83, ~izable additional resource 

mobilization measures will be needed. The staff will investigate the 

framework for Central coordination of State finances and encourage the 

Central authorities to fully use their influence to increase resource 

mobilization at the State· level. Possible measures would include bus 

fares, sales taxes, and levies on the affluent farming community which is 
. . 

~ightly taxed. However, the major potential for State resource mobili-

zation is in the fields of electricity prices and irrigation charges, and 

the authorities will be advised to concentrate their efforts in these 

directions. 

3. Private savings and monetary policy 

The sharp reduction in the rate of increase 1n wholesale prices in 

1981/82 appears to be due to nonrnonetary factors, especially the ~mproved 

supply position. This process now appears to be complete and a substantial 

further reduction over th~ coming months does not appear likely. Looking 
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ahead to 1982/83, and the remainder of the program period, the recent 

reduction can · probably best be seen as a deviation from the progressive 

decline originally foreseen. As such, it cannot reasonably be expected 

that a further reduct io'n below about 7 per cent can be aimed at in 1982/83. 

Generally, wholesale prices are the yardstick for inflation used 

by the authorities and the press in India. There is also evidence that 

the general public reacts more to developments in the wholesale price 

index than the consumper price index, which normally reflects developments 

1n the former with a lag. There 1s nevertheless some ambiguity as to the 

extent to which the deceleration 1n wh o lesale prices reflects a general 

easing 1n inflationary pressures, as the consumer price index continues 

to increase at double-digit rates. 

Against this background, an important task of the m1ss1on will be 

to review interest rate policy as provided for in the program. The objec­

tive is that interest rates should encourage the desired growth 1n 

private savings, which is a key element in the adjustment program. The 

au~horities have indicated their intention that ''interest rate policy 

will be deployed flexibly k~eping in mind progress in reducing infla-
; . 

tion." (Paragraph 15 of the Statement of Policies.) There is evidence 

that, whatever the appropriate measure of inflation, expectations 

of future inflation rates (which influence savings behavior) have been 

reduced over recent months. Also, th e authorities did -·raise interest 

rates by up to 1.5 percentage points in 1981 in response to the con­

cerns expressed by the Fund. The staff . will examine with the author-ities 

the role of interest rates in encouraging private savings, bearing in 

mind the important influence on savings .behavior of efforts to expand 

the scope of financial intermediation, and developments in alternative 

financial assets. 
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In this latter context, i.e. the overall structure of interest rates 

1n the economy.present bank deposit rates appear somewhat on the low side, 
' 

and some restructuring of rates may be useful. Company debentures are 

subject ~o an interest rate ceiling of 13.5 per cent, company deposits pay 

up to 15 per cent, and on November 6 the authorities increased the ceiling 

rate on preferential shares from 11 to 13.5 per cent. The margin between 

these rates of return and the maximum time deposit rate of 10 per cent 

appears very large and more than enough to cover the unsecured feature of ·. 

claims on companies, many of which are "blue chips_". 

Monetary and credit developments so far in 1981/82 have been in line 

with the program targets. However, some further reduction in credit and 

liquidity growth rates will be necessary if the targets for 1981/82 as a 

whole are to be achieved. Recent policy initiatives, including raising 

cash and liquidity ratios and tight direct credit ceilings, aim tp achieve 

this further reduction . The staff will examine the adequacy and relative 

significance and incidence of these various instruments of monetary con-

trol. Looking to 1982/83, the staff will re-e~amine with the authorities 

~he likely growth in the demand for liquidity in view o_f the changed infla­

tionary outlook. Lower inflation may allow a reduction {n the program's 

tentative target for moneta~y expansion in 1982/?3 unless velocity declines 

substantially because of improved inflationary expectations. Should it 

appear feasible to lower the monetary growth target, this would reinforce 

the desirability, as discussed above, of adjusting the target for Central 

budget deficit financing from the banking system. 

4. External policies 

It is likely that the current account deficit _will be ~omewhat higher 

than 2.0 per cent of GDP--perhaps about 2.2 per cent--and the overall 
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deficit seems likely to exceed SDR 2 billion. It will be important to. 

thoroughly review balance of payments developments in 1981/82 and to 

determine to what extent the profile for external adjustment projected 
------ . -- - -- · . .. -- . - _____ ,_ ----- ·--... ----- -----~---

under the EFF might be affected by this year's adverse developments. This 
--........... .. ...... -. - . -- - .. •.. , ... --~. -,,~ ___ ,... ... ... ... -. ------- , - ---------------... ---·-

year's developments serve to underline the existence of a real balance of 

payments problem, and in the context of adjustment, the importance of 

export development. 

a. Export policies and . the exchange rate 

Major initiatives to encourage export development have been taken 

over the past year, and an appropriate starting point for the review of 

export policies is to analyse progress in implementing these measures. 

There are indications that in some areas--e.g. the concessions available 

to 100 per cent export-oriented units--policies have not been administered 

with sufficient flexibility. The objective of these policies must be to 

maximize the export drive, and concern about the potential leakage of 

benefits in the home market can result in policies being rigid~y applied 

and ineffective. · 

Beyond this, the staff will review with the authori~ies progress and 
, _________ - ---

plans toward implementing additional export development measures, includ-

ing steps to remove existing discouragement to exports. These would include 

a number of the outstanding recommendations of the Tandon Committee on 

export promotion, including extending fiscal and import concessions to 

less than 100 per cent export-oriented units; expanding the scope and 

simplifying the advance licensing (duty exemption) scheme for exporters; 

liberalizing access to foreign technology for exporters; improving the 

duty drawback system; and liberalizing access to imports. The possible 
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adverse impact of some of these measures on budget revenues would also 

be borne in mind. It would be expected that further significant steps 

(bas~d on the above list but possibly including other measures) would be 

in place when the program for the second year is negotiated . 

.I) The program recognizes the importance of exchange rate policy. The 

Chainnan's summing up of the Board discussion on India's program last 

November states "We shall of course look at the competitiveness of 

exports and shall take into account all the relevant factors that need 

to be assessed in looking at the external po?i~ion or a _ CO!-J~-~-r.:Y..:_:-,t .~cluding 

exchange rate developments." Thus, a prime task of the mission is to 

assess if (a) the profitability of exports is adequate, (b) domestic 

sales have not become more attractive than sales abroad, and (c) India's 

competitive position vis-a-vis her competitors in the export markets 

has not been eroded. On the favorable side, the nominal effective trade-

weighted exchange rate has depreciated by 4 per cent since April 1981; 
. -- --· - - - ·----- -

combined with the improved price performance in India, this has resulted 

in a larger depreciation ~n real terms over recent months (Chart 1). The 

mission will discuss present· and prospective exchange rate policies. The 

mission wi-11 ascertain the trend in the volume growth of key export pro­

ducts, and examine all the relevant factors affecting the export growth. 

If the mission concludes that exchange rate policy needs to be strengthened 

to achieve the program targets on export growth in 1981/82 and 1982/83 in 

volume terms, the mission will press for a significant depreciation of 

the rupee against the U.S. dollar, in the form of a gradual depreciation 

in the early months of 1982. 

b. Import restrictions 

Althougn restrictions have been eased considerably over recent years, 
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·some areas, highly restrictive. The authorities take the alternative view 

that, judged in terms of the politically feasible, the scope for further 

liberalization is limited. However, they recognize that apparently small 

changes can have a major effect on the economy. The EFF program provides 

that "the import programs for 1982/83 and 1983/84 will contain significant 
- -- - - ------ -- - - - ·---- . - . . ... - . --··•-. . ·- --- -----.. --•-- -

steps aimed at liberalizing imports". The staff will examine with the 

authorities t·he changes in import policy which are being considered for 

introduction in the 1982/83 policy, and review with them. whether these· 

changes, taken as a whole, can be considered to be "significant". The . 

import policy for 1982/83 would normally be announced prior to the Executive 

·Board discussion which is expected to be in late March. While it will be 

possible to provide, on the basis of these discussions, broad information 

on the changes which will be introduced, the staff will not be in a posi­

tion to fully assess their significance until subsequent discussions are 

held in April on the program for the second year. The mission will inform 
---------- --- -------- -- - . --

the authorities that the staff expects to receive from the authorities 

in April their memorandum evaluating the significance 6f · import liberali~ 

zation measures. To help the assessment of the significance in quantita­

tive terms, the mission will suggest that a system be established whereby 

up-to-date movements of imports could be monitored according to licensing 

classification. 

The staff believes that _there is co_ns i~_e __ r~b_le scope to ~~b-~~~~~~ze 

imports _by simplifying procedures; administering regulations flexibly; 

and reducing restrictions in certain areas, particularly in ·the case of 

capital goods. The policy aim should be to reduce the importance of con­

siderations of domestic productive capability and essentiality in import 
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policy, to encourage greater exposure of industry to forei~n competition, 

and to promote increased reliance on the tariff. A relaxation of the 

"actual user" criterion in allocating import licenses would also be a 

substantial change in the right direction. Tariff reform would also be a 

useful complement to import liberalization. The aim would be to reduce 

excessive protection levels afforded many industries and the tariff bias 

in favor of capital-intensive investment; generally, a more uniform and 

lower tariff structure would be prefera~le. Ideally, it would be use­

ful to establish an analytic framework within which each liberalization 

measure can be seen as contributing toward the achievement of a ;oordinat-
--- -- -- ---- ----

--- ~ - - - - --- - ---- --·- - ----. . 

ed long-term policy goal. The mission will discuss with the authorities ------ .- -- --- ·--- ·- - . 

the feasibility of reviewing the system of protection and establishing 

such a framework; this would necessarily involve collaboration of -the 

World Bank and the Fund. If this is feasible, the mission will try to 

establish a tentative timetable for the completion of the study and dis-

cussion of the major recommenaations. 

c. External debt 

The mission will investigate the authorities' program for foreign 

borrowing during the program period in order to be in a position to provide 

more concrete details than has been possible so far. At the time the EFF 

program was constructed, the authorities were considering two major projects 

in the ste_~-~ __ and electric power sectors with a combined foreign- exchange 

cost of about SDR 3 billion. It was agreed that "if commitments in respect 

of ,the two projects ... should, or are expected to, materialize during the 

first year of the program period, the ceilings for 1981/82 would be reviewed 

at the time of the mid-year review." (EBS/81/198, p. 41.) The staff will 
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review with the authorities progress in completing the financing arrange­

ments in respect of these two major · projects. It appeats that arrangements 

for the Paradip steel project have now progressed far enough for loan 

commitments to be included under the external debt ceiling. Under these 

circumstances, tne staff may agree to a revised debt ceiling which is 

increased by up to the amounts under this project if this is necessary. 

There have been recent press reports of discussions with certain coun­

tries for major purchases by India of military equipment. In the context 

of obtaining more complete information on the external borrowing program, 

the staff will inquire into the financing details of these rnilit;ry tran-
·-------~---- -·-·- . - - ------------ --- -- --

sactions with a view ascertaining in particular their implications for 

\ both the debt ceiling and budget deficits for 1981/82 and the future 

i profile of external debt. 
\ 
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IV. India: Fund Relations 
(As of November 30, 1981) 

Date of membership: December 27, 1945. 

Status: Article XIV. 

Quota: SDR 1,717.5 million. 

Fund holdings of rupees: SDR 1,953.8 million (113.8 per cent of 
quota), including compensatory financing 
purchases ·of SDR 266 million (15.5 per 
cent). Excluding purchases under this 
facility, Fund's holdings of rupees were 

SDR position: 

Trust Fund loan disbursements: 

Direct distribution of profits 
from gold sales, July 1, 
1976-July 31, 1980: 

Gold distribution 
(From distribution): 

Exchange system: 

Last Article IV consultation: 

SDR 1,687.8 million (98.3 per cent of 
quota). Following purchases of SDR 300 mil­
lion (17.5 per cent of quota) under the EFF 
in December, Fund's holdings were 
SDR 2,253.8 million (131.2 per cent), in­
cluding CFF purchases, and SDR 1,987.8 mil­
lion (115.7 per cent), excluding CFF pur­
chases. 

Holdings amounted to SDR 468.3 millio~, 
or 68.8 per cent of net cumulative 
allocation of SDR 681.2 _million. 

SDR 529.0 million. 

US$149.3 million. 

804,429.4 fine ounces. 

Linked to a basket of curr~ncies within 
5 per cent margins. The current ~iddle 
rate as of December 22 is Rs - 17.20 = pound 
sterling 1. 

Article IV consultation discussions were 
last held during April 7-22, 1980. The 
staff report (SM/80/151, 6/23/80; and 
Supplement 1, 7/28/80), was discussed by 
the Board on August 7, 1980. 
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Office Memorandum 
<<fl/ 

TO 

FROM 

The Managing Director 
'Y~ p{LtJ 

Donald K. Palmer and P.R. Narvekar 

DATE: July 29, 1981 ( ( ' 

0)' 
SUBJECT: India Extended Arrangement~-Resource Mobilization Commitments 

You will recall that Mr. Tun Thin's memorandum of July 8 had submitted 
drafts of paragraphs relating to resource mobilization,. export policies and 
import policies from the draft Statement of Policies for the Indian program. 
In your comments on the draft paragraphs you endorsed the . view that" ••.•.• 
consistent with the practice followed in several recent extended arrangements~ ­
the draft should specify more precisely resource mobilization targets both 
for the three-year program period of the EFF and on an annual basis; this 
would include annual targets for the levels of major public finance variables.'J 
You added the handwritten comment that "I agree with Mr. Dale' S · comment_s. One 
has to find some acceptable language in the mobilization targets which cla~ifies 
the commitments while respecting the parliament." 

During yesterday's meeting with the Indian Ambassador, we briefly'· 
explained the general approach being taken with respect to resource mobiliza­
tion. The purpose of this brief note is to describe in somewhat more detail 
the approach which has been presented to Mr. Narasimham and which is being 
discussed in London this week. 

Pages 11-13 (attached) of the draft Statement of Policies deals 
specifically with resource mobiliza tion. In addition, Mr. Narasirnharn has 
been given the two a ttached tables and has been advised that they will have 
to be completed and will be i ncluded in the staff paper (although not attached 

~to the Statement of Poli cies). As you will see, on page 12 we are asking that 
the Indian authorities undertake to meet certain savings targets (both central 
government and total public sector) expressed as a percentage of GDP. If these 
general commitments are stated in the Statement of Policies, it will then be 
possible to complete the attached Table 2, which will show the projected trends 
in public sector savings. The da ta in Table 2 can be derived using the pro­
jections contai ned i n Table 1 regarding expected movemen_ts in GDP and prices. 
This approach has been explained to Mr. Nar asimharn so that, i f the pr ogram 
goes to the Board, there will be no misunderstanding about how the s t aff will 
present t he resour ce commitment s in t he staff paper. 

** I would l i ke this to be made clear i n our report. 

Attachments 

cc: The Deputy Managing Director 
Mr. Tun Thin (on return) 
Mr. Beveridge 
Mr. Watson 
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~m; Office Memorandum 
("j-_.R._.i 

The Managing Director 
TO The Deputy Managing Director DATE : May 14, 1981 

FROM 
,:'\'-'' Donald K. Palmer.,\ 

SUBJECT : India 

f 
I understand that there will be a meeting on India tomorrow and it would 

be useful to have a written statement of views. In addition to Mr. Tun Thin's 
back-to-office report and the draft statement of economic policies, I have read 
the preliminary report of the two World Bank staff members who were part of. the 
Fund mission; I recognize that this draft ·report will need to be reviewed by the 
Fund mission team, and that they may well differ with the Bank on some points. 
I have also had the benefit of hearing the views of others, especially Mr. Tun Thin, 
in the meeting in Mr. Dale's office on Tuesday. 

I hope I am not too pessimistic., but on the basis of present information, 
I am concerned that we do not have a · case which can be defended in the Board as 
meeting the terms of the· Extended Facility Decision. My broad reaction should not 
be mistnterpreted; with some imprdvements (interest rate increases, administered 
price changes) in domestic policies,_ r · believe t . at t wou be possible o make 
a ~very goo case for a one- ear -stand-b arrangement accompanied by the same amount 
ofrun 1nanc1ng as is now envisaged in the first year of the three-year arrangement. 

The Extended Facility Decision states that the Fund will pay particular 
attention "to the policy measures that the member intends to implement in order to 
mobilize resources and improve the utili-zation of them and to reduce reliance on 

j 
external restrictions." As regards the · third point, the statement of policy does 
not suggest that there will be any significant reduction in India's reliance on 
external restrictions. This is not unexpected given the well-known Indian position 

[ 
on maintaining a eavily controlled trade and payments system. Still, I must note 
that nothing positive can be cited on this point. 

As regards the improvement in the utilization of resources, the Fund paper 
dealing with an EFF would of course rely mainly on World Bank judgments. My reading 
of the preliminary report of the World Bank staff is that they ·will give relatively 
good marks to India's public investment program, in terms of its .priorities and 
general focus; they have not, however, had a chance to evaluate the annual plan 
for 1981/82. They note that if the investment side of the Five-Year Plan is carried 
out, "the ratio of public to private investment for the Sixth Plan thus becomes 
53:47, a significant turnaround from the 46:54 ratio" of the previous plan. Their 
comments reveal that total investment in real terms will not increase significantly 
between the previous and the current Sixth Plan so that the transfer from private 
to public investment accounts for the bulk of the real growth in public sector 
investment. They state that "given the low levels of efficiency which have his­
torically characterized public sector investment and which are recognized in the 
high ICOR of 5.7 projected in the new Sixth Plan, one could question whether 
greater returns might be expected from a plan which gave greater scope to private 
investment." 
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! 
It is the issue of mobilization of resources that raises the most ,A 

difficult problems. As far as the private sector is concerne , interest rates Yf 
have been ra~se only to modest extent. The latest proje·ctions with respect to 
inflation suggest that the average increase in the next year will be 2 percentage 
points higher than had been expected earlier. This implies that clearly negative 
real interest rates will continue at least for the first year of the three-year 
program period. Given the demonstrated responsiveness of private savings to 
interest rat~ incentives throughout the Asian Area, one could expect to hear 
Board criticism of India's interest rate policy. 

As regards the public sector, the relat 
to public $ector investment im lies a hu e~i ;n;c:.:!:r~e~a._,,s....,eu.o..~~~;7-~e11:c~t.o:.:::_:.:::.::.::s:..a...:v~i~n:::g:.s-!:. ::_:; e 

I preliminary report of the Bank staff raises a number of serious doubts in this 
~regard. As Mr. Tun Thin has explained, the Indian authorities do have plans to 
raise administered prices in a number of areas, thus improving the overall level 
of public sector savings, but they are not in a position to give overall commit­
ments in this regard. The Bank draft makes a ood case for prompt, substantial 

~increases in prices in sue key areas as rower, coal. However the authors of 
t paper appear to be quite skeptical that additional resource mobilization 

'will take place on anythin like the scale envisaged in the new plan. 

These doubts are translated into a different set of concerns when one 
turns to the balance of payments. ·rhe draft letter of intent is vague on expec­
tations for the future when it states at the end of paragraph 3 "For these 
reasons it is expected that the balance of payments deficit will widen for several 
years before adjustment is achieved in the second half of the 1980s." This may 
well be a realistic judgment but it does not offer much comfort if one has to 
defend the program as having a foreseeable target date by which the magnitude 
of the balance of payments "gap" ($3 billion?) will return to a level which can 
be met by ·normal sources of financing without substantial reliance on IMF financing. 
It may well be that it would be mor.e realistic to envisage a six-year period of 
IMF financing. If that were to be the strategy, it would be desirable to scale 
down the annual increments of Fund financing in early years (together with the 
size of the investment program). This outlook may be an additional argument for 
proceeding now with a one-year program, followed up by relatively smaller annual 
levels of Fund resources t_han are now envisaged for the second and third years 
of the three-year program. 

cc: M~ssrs. Goode, Tun Thin, and Watson 
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Office .Atfemorandum 

TO 
The Managing Director 
The Deputy Managing Director DATE : May 14, 1981 

FROM Richard Goode 

SUBJECT : India: Extended Arrangement 

Mr. Dale suggested that written comments from FAD on the proposed 
EFF for India might be useful. The following comments are based on a quick 
examination of the papers circulated immediately before a meeting held by 
Mr. Dale on May 12 and discussion at that meeting. 

It appears to us that there are .grounds to question whether the 
present program meets the criteria established for use of Fund resources 
under the extended facility. The issue would inevitably arise as to 
whether the Fund was supporting a general development plan rather than a 
pr orrect structura nces in pro uction, tra e, and 
pr ening the balanc ents. It appears that no 
improvement in the balance of payments ·would be expected during the three­
year period of the EFF, and I understand that the recent mission could not 
foresee an improvement until several years later. 

The Sixth Plan places a praiseworthy emphasis on developing domestic 
energy production, but it contemplates an increase in the proportion of 
investment in the public sector, much of which will consist of infrastructural 
outlays of the type that in the past have yielded relatively small returns. 
It would be essential to ascertain the nature and extent of the World Ban's 
endorsement of the priorities in the investment program. 

I ~ave not noted clear undertakings in the letter of intent re­
garding such structural matters as import and exchange restrictions, pricing 
pol cies, and nterest rates. 

More specifically, in the fiscal area, efforts to mobilize domestic 
resources will have to be strengthened if the l an ob·ect i ves are to be 
attained. At this stage, statements on revenue and expenditure are general 
i natu e. Reference is made to rationalization of the tax system, improved 
tax administration, and selective tax measures. The statements of intent 
regarding subsidy policy are not specific enough to be convincing. The 
problems of nonfinancial public enterprises are recognized in the letter of 
intent, but specific actions to reduce losses and to raise the financial return · 
on investments are not outlined. On an aggregate level, I cannot identify 
from the material available the likely development of the main fiscal aggre­
gates over the program period. While I recognize the sensitivities of the 
Indian authorities and the impracticability of their making sp·ecific commit­
ments on matters that have not yet been brought before Parliament, it would 
seem essential for the staff to conduct more detailed discussions on measures 
to mobilize resources and other policies. 

cc: Mr. Tun Thin/ 
Mr. Palmer..., 
Mr. Watson 





{~~; Office Memorandum 
~)-,\R,.ii 

TO Mr. Palmer DATE: May 6, 1981 

FROM Paulo Neuhaus f'~ 

SUBJECT : India - EFF Program 

1. Introduction 

This memorandum discusses possible areas where the Indian EFF program 
could be significantly strengthened. The major challenges, as recognized by 
the staff and the authorities, are the resource mobilization effort in support 
of the ambitious investment program, and the improvements in the efficiency of 
resource allocation with a view to reducing the exceptionally high capital-output 
·ratio. While broadly aware of the need to eventually step up resource mobiliza­
tion and improve allocative efficiency, the authorities have largely resorted to 
a very gradualistic approach in light of the political repercussions of the 
adjustment measures. However, the success of the program hinges on the early 
adoption of further adjustment measures, especially because the inflation forecast 
for 1981/82 has now been revised from 9 to 11 per cent, with consequent deleterious 
_effects on real interest rates, internal resource generation of public enterprises, 
fiscal expenditures, and the real effective exchange rate. Incidentally, the 
need to strengthen policies in the areas .of public pricing, subsidies, the effi­
ciency of public enterprises, and interest rates was highlighted by the Managing 
Director in the March 28, 1981 meeting to discuss the briefing paper for the 
EFF negotiations. In light of _the sizable purchase envisaged, the draft of the 
program and particularly the program for 1981/82 as agreed so far could be 
construed as ent_ailing a significant weakening of Fund conditionality, thus 
setting an undesirable precedent for future Fund programs. 

2. Further adjustment measures 

The thrust of additional measures should be on resource mobilization and a 
comprehensive reform of trade and related industrial policies. With respect to 
resource mobilization, the overall focus of the program on reducing subsidies 
and maintaining realistic administered prJces and interest . rates is adequate, 
but additional measures are desirable in 1981/82 and care should be exercised 
throughout the program to avoid slippages of implementation. (This µnderscores 
the importance of subsequent reviews of ·the program which are discussed below.) 
The envisaged resource mobilization measures would also have a beneficial alloca­
tive effect as they would entail a better use of energy and other publicly 
supplied goods and services, a more efficient allocation of credit, and a 
dampening of inflationary pressures. 

A pac~age of additional resource mobilization measures would include: 

(a) An increase in interest rates on time deposits of the banking system 
by 1.5-2.0 _percentage points, and corresponding readjustments of lending rates. 
This is clearly defensible in light of the upward revision of the inflation 
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forecast for 1981/82 by 2 percentage points, and would still entail negative 
real returns to deposits in maturities of up to 3 years. A possible schedule 
for deposit rates could be: 

Maturity Current rate Proposed rate 

1-2 years 7.5 9.0 
2-3 years 8.5 10.0 
3-5 years 10.0 12 0 

Concurrently, · the authorities may wish to increase the current yield of 12 per 
cent on 6-year National Savings Certificates and the 15 per cent ceiling on 
deposits with public companies. 

(b) Immediate increases in electricity charges by the State Electricity 
Boards, which are currently recognized as unrealistic. Beyond _the generation of 
internal resources, this would moderate the seemingly insatiable demand for 
energy by the industrial sector and discourage the bent toward energy-intensive 
projects (for example, two major aluminum projects are currently envisaged over 
the Plan period despite the notorious power shortage). 

(c) Inrrnediate increases in transportation and water (mainly for irrigation) 
charges by the States. 

(d) Phased increases in -coal and steel prices before the November 1981 
mid-term review of the program. . Despite recent increases, domestic coal prices 
are still quite low by international standards; in the case of steel, some of the 
identified supply scarcities which underline the major programmed Plan investments 
are partly due to inadequate pricing. · Therefore, cogent efficiency arguments 
beyond the resource mobilization aspects sµpport the proposed price increases. 

A major shortcoming of the program as agreed so far is the omission of signi-
-_. ficant trade liberalization. Despite the important measures geared to export 

promotion, the elaborate and inefficient structure of import protection with 
primary reliance on quantitative restrictions would remain largely unchanged 
with obvious negative repercussions on industrial eff-iciency, relative profitability 
of exports vis-a-vis th~ domestic market, and fiscal revenue collection. Therefore, 
the program would be greatly enhanced by an undertaking to initiate in 1981/82 
a comprehensive review of trade and related industrial policies with a view to 
a phased shift to begin no later than 1983/84, from widespread quantitative 
restrictions and licensing to reliance on price signals (including exchange rate 
and streamlined import duties) as instruments to achieve protection and external 
balance. This would provide a clear and unambiguous rationale for Fund support 
in the magnitudes _proposed or even beyond, up to the maximum amounts permissible 
under current guidelines on Fund access. 

3. Review clauses 

A major challenge of the Indian program will be the implementation of the 
adjustment measures, particularly in the grey areas such as administered prices, 
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interest rates, exchange rate, and selective import liberalization where there 
are still few specifics beyond a broad commitment to a flexible approach. To 
prevent slippages in implementation, and to detect areas where further initiatives 
may be required in light of new developments, it would be desirable to attach 
more weight to the interim reviews of the program. In light of the uncertainties 
surrounding the program for 1981/82, this would be particularly germane to the 

·mid-term review scheduled around November 1981. Accordingly, on the basis of 
precedents such as the 1980 Pakistan extended arrangement (which is attached 
for reference), purchases after a specified date (e.g., February 1, 1982) could 
be made contingent on reaching understandings pursuant to the interim review, 
with appropriate references to that effect incorporated in the extended arrange­
ment and the letter of request (see para. 3(c) of the Extended Arrangement and 
para. 3 of the letter of request for Pakistan). Similar clauses, if deemed 
appropriate, might be introduced in the programs for the subsequent years. 

Attachments 

cc: Mr. Nowzad 





0 ff ice JV[ e 11 i o r a 1 id u 1 n 

TO : • The Acting }~anagi ng Di recto r 
'·, 

DATE : 

FROM Tun Thin '---i.::-1 

SUBJECT India--Discussion s on an ~xtended Arrangement 

--:::.. I 

cc... ·,~ 1-. -YcL~~ 
CONFIDENTIAL 

April 28, 1981 

I headed 2 mission ~hi ch visited Indi a during April 9-22 for dis ­
cussion s on an ex~ended arrange~en t. The mission included, from the Fund 
staff, Mess rs. B. Snith, Singh, Lipschitz, I. Kim , Neuhaus (ETR), 2nd 
Miss- Singh, and fro□ IBRD , l'-1essrs. \.;all and Grawe. A large mea sure of 
agreewent on an E?F program ha s been reache d, and I expec t accord will b e 
reached without great difficulty on the matter s which re main outstanding. 

1. Econocic situation 

The Indian economy recovered in 1980/81 (fi scal year ended 
March) followi ng a severe setback in 1979/80 . Real growth rea ched at 
least 6.5 per cent, main ly beca~se of a strong rebound in agriculture 
from the previous year's drought-reduced level. Industrial activity ~as 
sluggish in the first half of the year with the continuation of crippling 
bottleneck s in basic industry and ·infrastructure . However, with an up­
turn in electricity and coal production, a strong industrial revival 
wa s ini tiated in the second half, an d prospects for industrial output 
and investment for the coming ye ar are good . If rainfall during the 
coming monso on season is favorable, real growth of about 5 pe r cent can 
be expected in 1981/82 . 

The authorities intended tha t fiscal policy be tigh tened from the 
excessively expansion2ry stance in the previ?us year , but t h e proje~ted 
deficit wa s exceeded, and taking account also of net bank ubscriptions to 
dated government securities, net government recours e to the banking system 
rose sharply further to accoun t for over half of tota l credit expansion in 
1980/81 . Howeve r, because of slower growth in credi t to the commercia l 
sector (part ly reflecting lower foodstock financing need s)~ an d an advers e 
shift on externa l account, mone tary expansion was unchanged at 17 per 
cent , alt hou gh a reduction to 15 per cent had been envisioned in the Trust 
Fund program. Inflationary pressure s eased somewha t during the course of 
the year, largely in response to the improving supply position ; wholesal e 
prices rose by about 16 per cent ove r the 12 mon ths, some 5 percentage 
points less than in the previou s y e ar. Howeve r, inflation ha s proved to 
be mor e persistent than the authorities ha d expected. 

The balance of payments shifted from a surplu s of SDR 0.2 billion 
in 1979/80 to a deficit of SDR 1.2 billion in 1980/81. Export s rose by 
about 13 per cent mainly on account of prices, but imports rose by 37 per 
cent. The oil i mport bill rose by a s mu ch a s 80 per cent , to accoun t for 
nearly half of the total, ~hile non-oil imports rose by some 14 per cent . 
The rise in oil i8ports was due both to higher price s, and to increased 
volumes to coopensat e for the disruption to domestic supplies resulting 
from unrest in the northeastern region. In fact the crisis in Assam , 
which now appear s t o have been settled , account s for as much as one hal f 
of the balance of payment s deficit in 1980/81. Abou t tw o thirds of the 

J 
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overall deficit wa s financed by the Fund (from the Trust Fund and a CFF 
purchase), and the balance by a □odest drawdown of reserves . Interna­
tional reserves currently a mount to SDR 6 billion, equivalent to abou t 
five months of merchandise i mports . 

2. The need for 2djustc ent and economi c prospects 

Experience over the p2st few vears illustrates the need for, 
and points a direction for, structural reform. The mission 's briefing 
paper outlined an adj u stment strategy which would form a suitable founda­
tion for the exte n ded arrangeillcnt. Briefly, reforms are most neede d in 
the industrial and trade sectors . The critical need is for a step-up in 
investment in basi c industry, energy, and infrastructure to overcome 
bottlenecks which have beco~e major constraints on overall growth. Domes­
tic savings performance was good in the secon d half of the 1970s, mainly 
because of buoyancy in household savings, but fell in the drought year of 
1979/80, and is likely to be under some pressure in the futur~ if the 
terms of trade continue to worsen and remittances from workers abroad 
slacken as expected. The main need is to increase public sector savings. 
Since tax collections are already high, raising public savings will depend 
critically on the strength of policies to reduce subsidies and increase 
surpluses of publi c en~erprises. In the external sector, a vigorous export 
effort is essential, including measure s to offset traditional biases in 
favor of production for the protected domestic market. On the import 
side, the more liberal policies of the past few years need to be strength­
ened selectively by ensuring freer acces s to necessary imports and exposing 
domestic industry to greater COillpetition . 

With such a strategy, it should be possible to achieve a step-up 
in the growth rate to about 5.2 per cent per annum as projected by the 
authorities in the new Sixth Five-Ye ar Development Plan while adjusting 
the balance of payments position at a satisfactory pace. Indeed, there 
are indications that the external position may not be under as severe a 
strain as earlier expected, and t~ e projected deficit for the coming three 
years has been reduced some~hat to abou t SDR 6 billion. The overall deficit 
is projected to be unchanged at SDR· 1.2 billion in 1981/82, even after -
allo~ance is made for a sizable step-up in non-oil imports, because of a 
lirge increase in do□estic oil production . The deficit is projected to 
widen over the course of the program period, but at its peak in 1983/84, 
the current account deficit is not expecte d to exceed abou t 2.5 per cent 
of GDP, and would gradually decline beyond the program period. 

3. Review of the discussions 

The mission held discussions with a range of high-ranking 
officials including Finance Minister Venkatararnan , Planning Commission 
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Yember/Secretary ~~nmohan Singh , Economic Affairs Secretary Malhotra , 
and Reserve Bank Governor Patel . Mr . arasimham participated actively in 
the negotiations . 

By the conclusion of the mission, a large measure of agreeillent 
had been ~eached on a policy program in lin~ with the adjustment strategy 
outli n ed above . The World Bank participants in the mission are satisfied 
that , based on the elements agreed so far , the program will be adequat e 
to ~arrant Bank e ndor sement of the investment program and its priorities . 
They ~ill prepare a suitable statement for inclusion in the EFF paper afte r 
review at Bank headquarters . It is expected that the IBRD's statement t o 
the India Consortium ~eeting on June 9-10 , 1981 will also include an asses s­
ment of the investment program . 

a . Elements of the program upon which agreement has been reached 

(1) Amount and phasing 

The authorities are , a s indicated earlier, requesting 
an extended arrangeGent for three years for the amount of SDR 5 billion 
(excluding the reserve and first credit tranches ). In keeping with the 
projected balance of payments deficits for the period 1981/82 t o 1983 /84, 
the a mount would be backloade d to provid e SDR 1 .2 billion in the f i rs t 
year , SDR 1 . 6 billion in the second , and SDR 2 . 2 billion in the third. 

(2) Public investmen t 

Public investment is to be stepped up substantially and 
the sectoral allocation adapted to reflect the priorities of the new 
Sixth Five-Year Development Plan . The highest outlay i s for the energy 
sector , which will absorb 27 per cent of the total ; the Qa in emphasi s 
is on electric power , petroleum, and coal . Agriculture , including irri­
gation a n d flood control , will absorb a further 24 per cent of the total, 
~ith a 8a jor effort directed toward expanding irrigation . In the indus ­
trial sector , large allocations have been made for basic industries 
~here bottlen e cks h a ve occurred . The ~orld Bank considers the pattern 
of 2llocation of r e sources to be generally appropriate , with the notabl e 
exception that amounts allocated £or the railways appear Lnadequate in 
view of the problems in the transportation sector . 

(3) Supply-side indicators 

The progr a m will include indicative projections fo r 
real public investment and additions to productive capacity in six majo r 
sectors , mainly in the public sector . Projections have been made initially 
for 1981/82 and 1984/85, the final year of the Plan period . Projections 
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for i~tervening years will be agreed later during the program period . It 
is hoped that, by this ~eans, the implementation of the physical investment 
objectives can be tracked from year to year against the Plan's objectives . 
This is considered useful because shortfalls in real investment levels 
have been a recurrent feature of p2st Indian Plans. 

(4) Private industry and investment 

A more flexible 2pproach is being taken to private indus­
try in order to increase efficier.cy and promote invest ment. The program 
would include a number of new policy measures , introduced progressively 
since July 1980, including the r2gularization of unlicensed capacity , the 
extension of automatic capacity expansion provisions, concessions to 
export industries, the easing of access to foreign technology, and imple­
menting policies favoring small-scale industries with grea~er emphasis on 
econo□ic efficiency. These represent significant advances and it is expect­
ed that the moillentum of policies in this direction will be maintained in 
the period ahead. 

(5) Pricing ·policies 

Given the wide coverage of administered price s in India, 
pricing policies have an important role, both in mobilizing resources in 
the public sector and in encouraging an efficient allocation of resources 
throughout the economy . Recently, adjustments, many of which are sub­
stantial, have been made to agricultural procurement prices, foodgrain 
issue prices , and prices for important items including coa1, iron and 
steel, aluminium, petroleum products and railway freights. Flexibility in 
administered pricing will be continued, directed particularly toward the 
objective of resource mobilization . 

(6) Public finance 

In order to fi~ance a share of the step-up in public 
invest□e~t, a ·1arge increase in savings by the Central and State Governments 
is pla~ned. Although a number of initiatives, including tax and price 
measures , were t2ken in 1980/81, the desired impact on public savings has 
been eroded by the effects of inflation and higher import costs on current 
expenditures . Public sector resource mobilization efforts thus present a 
major challenge for the future. Tne pricing policies outlined above will 
constitute a principal instrument, and while the tax effort is already 
high, further tax measures are also planned. To maximize the benefit 
of resource ~obilization measures , parallel efforts will be made to 
restrict recurrent expenditures end i mprove the management of public 
enterprises. Toward these objectives, the recently adopted budget for 
1981/82 represents only a limited advance . The mission believes that if 
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the public sector savings targets for the Plan period are to be reached , 
and the real level of investment achieved , the authorities will have t o 
adopt a more aggressi;e policy with respec t to resource mobilization in 
future years. 

(7) Private savings 

To provide a stimulus t o private savings and their mo bi­
lization by the fi~ancia l system, interes t rates on me dium-term bank 
deposits have bee~ raised by 0.5 to 1.5 percentage point s, and the ceiling 
on interest rate s an coop2ny debentures has been raised by 1~5 percentage 
points. Also, a ~e~ six-year National Savings Certificate is being issued 
at an attractive iDterest rate of 12 per cent . The program provides tha t 
interest rates ~ould be reviewed in light of progres s in reducing inflation . 

(8) Credi t ceilings 

Th e financi al program aims to contain the growth in broad 
money to 15.7 per cent in 1981/82, compared with 17 per cent in 1980/81. 
This is judged to ~e appropriate to support real growth of 5 ~er cent and 
the feasible reduc:ion in inflation to 11 per cent. Consiste·n t with 
this, a ceiling increase in tota l domesti c credit of 19 pe r cent , and a 
subceiling increase for net credi t to Government of 21 per cent , have been ­
agreed f or 1981/82 . The authorities were mos t reluctant t o agree to mor e 
than one intermediate ceiling point, but f ollowing extended discussions, 
it was agreed that phase d ceilings and subceilings woul d be established 
for Septembe r and Jece~ber 1981 ; since they were not prepared for this, 
ceiling amount s for trese dates are still t o be negotiated . 

(9) ~x?ort policie s 

A numbe r of significant steps have been taken to strength­
en export s. In acdition to mea sures taken in the context of industrial 
policy note d above , other me asures ~ere taken in the 1981/82 lrnport policy 
to ease access of exporters to foreign inputs and technology The evolu­
tion of polities ~o e~courage export development wil l be continued in the 
second an d third years of the program . 

( 10 ) I o port restriction s 

~lthough some steps , which could be construed as a ne t 
intensification oi i~port restrictions, were taken in the 1980/81 and 
1981/82 i mport policies, the authorities emphasi ze that the more libera l 
i mport policy introc uce d in 1978/79 ha s been mainta ined essential ly 
unchanged . Fo r s ubsequent year s of the program , selective liberalization 
measure s to further e2s e acces s to i illports of capital goods and technology 
an d to the expor t secto r, are envisaged. 
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(1:) ~xchange rate 

~:e ma in impediment to exports at present is inadequate 
supplies and o: ~e r £2.ctors not directly related to profitability. While 
no exchange r2:2 sc~ u stwent see~s needed at present , the authorities 
recognize the :=?ort2.~ce of exch2nge rate policy and intend to follow a 
realistic polic: c o~sistent ~ith the need for export developmen t and 
external adjus~=e~t. 

b. ~2::ers re2aining outstanding 

While t:-.2 2.::-.0\-e represents the main elements of a possible EFF pro­
gram, several =~~ters remain to be agreed, mainly because the Indian 
authorities ~e~~ ~ot sufficiently advanced in their preparations at the 
time of the Qi~sio= cor agree me nt to be reached. In addition to some 
minor and tech~:c2l ~uestions, the main issues still to be resolved are 
the following: 

(1 ) ?h2sing of credit ceilings 

Ce~lings on total domestic credit and ne t credit to 
Government, in line ~ith · those agreed for 1981/82 as a whole, remain to 
be negotiated :or September and December 1981. Drawings during the first 
year would be ~j2.sed to provide SDR 0.5 billion on approval, SDR 0.4 bil­
lion following :he September 1981 ceiling and SDR 0.3 billion following 
the December 1:81 ceiling . 

(2; Lx ternal debt ceilings 

Ceilings for the first yea r of the program for official 
external borro-... -i n g co::::i;:Ji tment s with maturities be tween one and twelve 
years, with a s~bceili ng for ~atu rities in the one to five-year range, 
have yet to be 2greec . The authorities' intentions concerning borrowing 
coID.mitments fo~ EeYeral major projects are as yet uncertain. Partly for 
this reason they pre:erred ceilings op loan disburse~ents but we argued 

- for ceilings o~ co:=1itGents, especially because of the long lag with 
which statistics OL cisbursewents become available, making more diffi­
cult the effec~ive ~oni toring of external debt developments. 

4. Cc=sicerations for the future 

I jelieve that the remaining issues will be resolved satis­
factorily duriL 5 co::ing discussions with the Indian authorities . It is 
my belief that, un_ess there are unexpected delays, a program can be agreed 
and submitted =~r ~xecutive Board consideration as originally expected, 
following the _!.__:_d 1-:ic.ia Consortium Meeting in early June. 
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The mission left India with the belief that, as far as it has so 
far been agreed , the program was generally satisfactory and that India 's 
external adjustment prospects appear good . The Indian authorities are , 
of course, extremely sensitive on issues related to national sovereignty . 
However, there ~ere no majo r differences between the authorities and the 
missio n on the needed direction of policies , especially as there ha d 
been a full exchange of views over the preceding few months . Discussion s 
centered rather on the instruments appropriate to achieving the objec­
tives, and the pace of their implementation , with the authorities favor ­
ing generally a more gradual approach . For example , their reaction to 
the suggestions that we made relating to the mobilization of resources, 
especially regarding further increases in the prices of commodities like 
coal , steel , and electricity, ~as that such increases were under constant 
consideration and the timing of their i mplementa tion would depend on 
circumstances, both political and economi c. Thus , the Fund's influence 
on India 's economic decision-making processes is felt only with a time 
lag and this situation seems unlikely to change unless India face s mor e 
severe economic difficulties . Over the course of the program the Fund 's 
ability to mainta in satisfactory policy understandings with India woul d 
be contingent, to a greater degree than in mos t other cases , on the 
autho riti es and the Fund maintaining a common perception of the country's 
need s on the basis of frequent dialogue . 

cc : The Managing Director (on retu~n ) 
Mr. Watson 
ETR ~ 





March 25, 1981 

:MEMORANDUM TO FILES 

Subject: ·India--Meeting with .Managing Director, March 23, 1981 

Messrs. Tun Thin, Narvekar, Palmer, and I met with the Managing 
Director and the Deputy Managing Director on March 23, 1981 to discuss the 
briefing paper for the India EFF negotiations. 

Following representation of the various issues which were raised 
in Mr. Tun Thin's covering memorandum of March 19, 1981, the Managing 
Director indicated that he attached considerable weight and favor to India's 
request for Fund assistance, both because of India's size and importance and 
because tbe request has come at an early stage, before India's emerging 
difficulties become acute. He agreed that the staff's efforts should be 
dir_ected at a medium-term program with an emphasis on the supply side as this 
was appropriate to meeting the underlying structural problems which faced 
India. In constructing such a program, due regard should be paid to India's 
record of sound policies and the early timing of the approach; care was 
needed to ensure that policy action was not requested simply for action's 
sake. At the -same time, and since the program would be highly visible and 
in some ways controversial, care was equally needed to ensure that the 
associated implementing measures were sufficiently strong to convince 
Executive Directors of the program's viability. In this connection, public 
pricing, subsidies, the efficiency of public enterprises and interest rates 
were cited, by way of examples, as areas where policies could be strengthened. 
The staff's view that a discrete exchange rate adjustment was not necessary 
during the first year of the program appeared reasonable; however, the 
Managing Director considered it important that the option to adopt a more 
active exchange rate policy be kept open for implementation;. if necessary, 

\ 
in subsequent years of the program. ~ 

The Managing Director indicated that he shared Mr. Palmer's concern 
that the World Bank's role, as indicated in Mr . Tun Thin's memoran dum, 
appeared to be limited. With a program so heavily oriented toward the supply 
side, it would be necessary to strengthen the World Bank's involvement . While 
it was not necessary for the Bank to enter into a Structural Adjustment Loan, 
the Bank must provide its assessment of the program's supply-side policies 
in a general way, going beyond the sector~l assessments which had been 
proposed. The proposed involvement of Bank staff in the work of the mission 
was welcome, and could be strengthened if possible. Mr. Tun Thin indicated 
that the Bank may be in a position to provide the necessary assessment of 
India's policies in connection with the ~une meeting of the India Consortium. 
The Managing Director indicated that, were this not feasible, presentation of 
India's request to the Executive Board may need to be delayed beyond June as 
presently scheduled; a delay of some months would not cause great difficulties 
for India. 

cc: Messrs. · Tun Thin 
Narvekar 
Palmer / 

Division A Files 

Bruce J. Smith 
Division Chief, 

Division A 

,,-. ~ 
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INTERNATIONAL MONETARY FUND 

March 20, 1981 

Note: A meeting has been scheduled 
with the management on 
Monday morning . 
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The .. ianaging Di r ector 
TO The De puty Yanaging Di rector DATE:: : Narch 19, 198 1 

FROM Tun Thin -~~ · 

~UBJ!:CT I nd ia--Bri ef i n g Pape r for E?F Di s cussions 

Attached is the briefing p2per £ci r the EFF discussion~ with India. 
Cowments have been received from TRE (Mr. Wittich) and LEG (Mr. Liuksila). 

Mr. Palmer (speak ing also for his other colleagues in ETR) considers 
that the proposed program, as pr e se n tly described, is inadequate for an EFF. 
In his view, the program rests wainly on the continua tion of ex isting poli­
cies in the financial field; t he policy changes envisaged to achieve the 
program targets are rather tentative (e.g:, real interest rates are sharply 
negative but no deposit rate increases are likely). There is insufficient 
evidence that the proposed investment program will yield the desired supply 
response and assist the balance of payments to the extent needed in the 
post-EEF period . This _doubt _is heightened by ~hat is perceived as an 
insufficiently active partici--pati.on:: by the "\•forld Bank. It would be pre­
ferable that the Bank show its full support for the Indian investment 
program by negotiating a struct ural adjustment program, or alternatively 
a general program loan. Mr. P2lmer suggests for your consideration that 
agreement be sought now on a one-year stand-by arra ngement of a s ubstan-
tial financial magnitude, pending intensive work by the Indian authori-

. ties, the Fund, and the Bank to overcome these difficulti~s; agreement 
on a three-year EFF could then be reached in 1982. _ , 

~~, 

tfy view is that I ndia's basic problems can only be overcome by 
a program with a strong e mphasis on the supply side and a medium-term 
focus, neither of which could be addressed ade quately in a one-year 
stand-by arrangement. Beyond t h is, a delay of one y e ar is unlikely to 
contribute greatly to confidence in the power of the i nvestment program 
to assist in improving the balance of. pa yments. We agree that in this 
a-rea t11e Fund must rely h e avily on the ex pertise of the Bank. In the 
public investment program of Ir.dia's n ew Five-Ye ar Plan, a large step-up 
is planned in expenditures in areas, viz., domestic en ergy, steel, 
fertilizer, and railways, which have b e en identified by the Bank as 
being of top priority . We have been in touch with the Bank, and have 
requested that a Bank economist participate in discussions in India, 
especially on the investment program. The Bank would give its views on 
the public investment program in sectors of special concern before the 
arrangement was considered by Executive Directors, which we now expect 

o be in June. In addition , the Bank staff would be working with us 
hroughout the duration of the EFF, in particular to monitor progress 
n the implementation of the investment program. (The above has been 
pecifically <?greed with the 1i,orld B2.nk.) 

· The Asian De partment has be e n c l osely. in touch with the Indian 
authorities and believes that t he prog r am for the first year includes 

a sufficiently wide ra nge of policy i n itiatives. The measures that 
have been taken, es pecially in t h e budge t for 1981/82, are in line with 
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the discussions we have h2d; these measures relate particularly to 
industrial and investment policy , pricing, and export promotion. In 
any event , it is envisioned that policies will be reviewed every six 
months , so that areas where policies need strengthening can be 
identified and suitable adjustments made without delay . 

The i_terest rate question raised by Mr . Palmer is one aspect of 
the general question of increasing savings which has been fully a ddressed 
on pp . 6-8 of the attached briefing paper . 

Attachment 

cc: ETR 
LEG 
TRE 
Mr. Watso n 
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TO Messrs. Palmer, Wittich, Liuksila 

FROM Bruce J. Smith 

India--Briefing Paper EFF Discussions 

DATE: March 16, 1981 

May I please have your comments on the attached draft by close of 

business on Wednesday, March 18. 

Attachment 

cc: Messrs. Tun Thin 
Narvekar 



INTERNATIONAL MONETARY FUND 

INDIA 

Discussions for Extended Fund Facility 

Prepared by the Asian Department 

CO FIDENT IAL 

(In consultation with the Exchange and Trade Relations 
Department) 

Approved by Tun Thin and Donald K. Palmer 

March 16, 1981 

A staff team consisting of Messrs. Tun Thin (head), Smith, Singh, 

Lipschitz, Kim (all ASD), Neuhaus (ETR), and Miss Singh (ASD) will visit 

New Delhi and Bombay during April 9-22 for discussions to finalize an 

extended arrangement with India. 

1. Background 

India's balance of payments moved sharply into surplus in 1975/76 

(fiscal year April-March) and during the following years, international 

reserves were built to some SDR 6 billion, equivalent to six months imports . 

Policies to stimulate growth and make fuller use of available resources 

were .initiated in 1977/78 and became fully effective in 1978/79, and by 

the end of that year the absorption of the large surpluses was largely 

complete. However, the balance of payments position weakened sharply 

further in 1979/80. Most importantly, severe drought and associated 

infrastructural bottlenecks resulted in a severe cutback in supplies and, 

in fact, real GNP declined by 4 per cent, while growth-oriented financial 

policies set at the beginning of the year were not adapted to the changed 

environment. Also, the terms of trade worsened sharply, with import prices 

rising by some 26 per cent owing mainly to higher oil prices. Inflation, 
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at a rate of 20 per oent, emerged early in the year following a prolonged 

period of price stability, and the overall balance of payments shifted to 

deficit in the second half of the year. Although the economy has recovered 

over recent months (real growth of about 6.5 per cent appears likely for 

1980/81 as a whole), and inflation has eased somewhat (14 per cent is 

projected for 1980/81), the balance of payments deficit has widened and is 

expected to reach SDR 1 . 3 billion. The main factors have been a continued 

weak export performance largely because of inadequate domestic supplies, 

a further deterioration in the terms of trade; and disruption to domestic 

oil production. 

A growing payments imbalance is projected for the coming several 

years, partly reflecting the expected sluggish growth in world demand 

fo r India's exports and the likelihood of further adverse shifts in the 

terms of trade . Also , the import bill will need to grow sharply to 

support supply side adjustment policies, and it will take time to develop 

a substantial supply response which will aid the trade balance; adjustment 

policies will in this case tend to intensify payments pressures before 

they yield substantial results in the second half of the 1980s . 

The Indian authorities have indidated that they anticipate an overal l 

balance of payments gap of about SDR 11 billion in the four years t o 

1984/85, after counting normal receipts of foreign assistance . To finano e 

the deficit, the authorities are requesting that the Fund provide SDR 5 b i l ­

l i on under a three-year extended arrangement . They envisage that 

the remaining balance of payments gap will be covered by a drawdown of 

-----------
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international reserves, some increase in official assistance, and borrowing 

on international capital markets on commeroial terms. 

2. Framework of the EFF program 

The program would be built around a framework of supply side policies, 

for which the newly issued Sixth Plan may provide an appropriate foundation, 

balanced by necessary demand management and other policies . The program 

will be constructed bearing closely in mind the relevant guidelines of the 

1974 decision establishing the EFF . This decision indicates , in particular , 

that programs must attempt to overcome "s tructural imbalances in produc­

tion, trade, and prices with particular attention to policies to mo bilize 

/ resources and improve utilization of them and to reduce reliance on external 

restrittions ." 

a. Supply-oriented policies 

The program would aim to step up the rate of aggregate growth and 

improve its domposition in line with the targets ·for the Sixth Plan. The 

Plan provides for overall growth of 5 . 2 per cent per annum in the period 

up to 1984/85, compared with some 4 per cent over the past .five years . 

The stronger focus on policies promoting agricultural expansion , which has 

been responsible for a new resilience in this key sector over recent years, 

must be maintained . Agricultural policy should now be focused more broadly 

to overcome domestic shortages in nonfoodgrain production, such as oil 

seeds and pulses, in order to reduce import needs and contain inflation. 

Agriculture can also play a major direct role in external adjustment 

through increased export s. However , in pursuing these goals, care needs to 

be exerGis~d that the internal terms of trade are not shifted too abruptly 
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in favor of agriculture because of the recent upsurge in political action 

by the farmers' lobby; in particular, farm input and support prices must be set 

with reference to changes in economic costs and bearing in mind the need 

to avoid excessive food and fertilizer subsidies. 

However, the main focus of supply policies will be on overcoming 

infrastructural bottlenecks and improving industrial performance . This 

will require a combination of measures . There is a need for a substantial 

step up in investment in infrastructure and basic industry to overcome 

the present severe impediments to overall growth . In the Indian context, 

the bulk of this investment will be in the public sector . It is important 

to ensure that such investments are allocated efficiently; new investment 

1should encourage a factor use that is appropriate to the new price relation­

ships of the 1980s, and not be guided excessively by the symptomatic 

shortages and past investment patterns . In the private sector, too, there 

is a need to increase and strengthen the efficiency of investment. The 

authorities have indicated that private investment policies are being 

liberalized, and recent policy changes free large enterprises, and those 

in the export sector, from some investment restrictions. The authorities -----should be encouraged to move further to eliminate unnecessary constraint 

and discouragement to efficient business investment. Equally important, 

official policies should promote the adaption of technology to reflect 

shifting relative resource costs; to promote thi s, major investment goods 

and their components, such as steel and energy, must be priced realistically 

and withqut subsidies . 

The progressive liberalization of import restrictions in the three 

years up to 1978/79 has removed some of the long-standing constraints on 
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industrial investment and efficiency. Although there was a selective 

tightening of restriations in some areas in 1980/81, and import duties 

have been raised in the 1981/82 budget, the distinctly more liberal import 

policy of reaent years remains basically intact . The authorities should 

be encouraged to explore means to further liberalize imports in selected 

areas and to increase the access of Indian producers to up-to-date foreign 

technology . Selective liberalization in key areas could contribute 

significantly to improving economic performanoe . 

b. Domestic financial policies 

To achieve the step-up in the growth rate, the authoritie s intend to 

raise domestic savings from the equivalent of 22 . 8 per cent of GDP i n 

1979/80 to 25 per cent by 1984/85; this would require a marginal savings 

rate o f 31 per cent . There is scope to increase savings by the publio 

sector , including the internally-generated resources of public enterprises, 

which amounts to about 5 per cent of GDP and has not increased over the 

pa s t six years . P~eliminary Plan projections are that about one fifth of 

ls- 'I )._ ') 
total savings will be generated in the public seotor , ad ~hat public 

savings will finance about half of the publi6 sector investment program. 

Of the total amount of publin sector savings projected , about half i s 

estimated to accrue on the basis of current tax and prioing policies, 

while the remaining half will require major new resource mobiliza-

tion efforts . The authorities recognize that this will pose a daunting 

challenge and, indeed, it provides a major policy fodus fo r the EFF program. 

Because of an already high tax burden (some 20 per cent of GDP), the scope 

t o increase taxes is limited. Nevertheless , the authorities envisage that 
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selective tax measures , including steps to reduce tax evasion and strengthen 

tax administration, can realistically be expected to contribute about one 

third of the additional resources needed . 

The Plan indicates that the major emphasi s of public seotor resource 

mobilization policies will be in the area of public pri c ing, with a view 

to reducing subsidies and increasing profit s of the la rge public enterprise 

sector. Following recent substantial increases in prices for several 

important items (e.g., petroleum products, coal , steel, and fertilizer), 

the authorities are likely to be cautious about proceeding rapidly to 

adjust prices further. They will . also- wish to adopt a pragmatic approach 

with respect to the principal subsidies on food and fertilizer for social 

and political reasons . While bearing this in mind , it is essential that 

the program provide, within a reasonable time perspective , for price adjust­

ments of the order needed to meet the resource mobilization targets . In 

addition, as noted above, public pricing policy must also promote the 

efficient allocation of resour ces. In this connection, the aim of policy 

should be for prices for items such as petroleum, coal , steel, electricity, 

and irrigation to adjust flexibly to reflect change s in economi c costs . 

_Equally strong efforts are needed to increase private savings . 

Private savings rose sharply in the years up to 1978/79, associated with 

high agricultural incomes and a surge in remittances from abroad, but 

weakened in 1979/80 as a result of poor agricultural perfo rmanc e and the 

adverse shift in the terms of trade. The authorities are of the opinion 

that structural improvements in the financial system and the framework of 

fiscal intentives have resulted in an upward shift in the marginal savings 

rate of the private sector which is likely to endure . While this appears 
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reasonable, it is also true that interest rate policy has, at least until 

recently, not been supportive of the efforts to increase private savings. 

However, upward adjustments of interest rates on longer-term bank deposits 

and some preferential loan rates were made in the 1981/82 budget, an 

encouraging move in the right direction . There is evidence that real 

interest rates have a significant, positive impa~t on savings in India, 

and the program should aim to restore the incentive to savings provided 

by attractive interest rates . While the recent adjustment is a step in thi s 

direction , the authorities stress that attractive real-rates can best be 

achieved through efforts -to reduce the rate of inflation. While accepting 

this emphasis , a more flexible approach to interest rate policy may be 

needed in subsequent years, especially if progress in reducing inflation 

to single digit levels is delayed. 

c. External policies 

The trade account has weakened substantially over the last few years 

as exports have performed poorly and imports have burgeoned. Export volume 

has, in fact, declined over the past three years as exportable surpluses 

have been reduced or eliminated, while residual import requirements for 

other items have risen sharply . It is; therefore, crucial that efforts 

to augment aggregate supplies focus particularly on productive investment s 

in the external sector, and that they be supported by appropriately con­

straining financial policies. Beyond this , there is a need to strengthen 

export promotion policies to reverse the steady erosion of India's share 

of world exports over several decades. The Government is currently con­

sidering the report of an expert committee containing recommendations on 

various aspects of export promotion , the most important of which will be 

incorporated as major elements of the EFF program. 
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After a considerable improvement up to the end of 1978, India' s 

international competitive position has slipped somewhat over the pa st 

two years with the re-emergence of domestic inflation. The authorities 

have indicated that they "woul d be pursuing a realistic policy in regard 

to exchange rates keeping in view, inter al1a, their objectives with 

regard to the overall balance of payments and export pro~otion." A more 

explicit commitment regarding exchange rate policy would be politically 

sensitive and, in the authorities' view, counterproductive. The staff 

does not believe that a disc rete change in the exchange rate is necessary 

at present, and believes that the above statement, which has been agreed 

by the authorities, provides a suitable policy framework for the program. 

The staff will emphasize that agreement on this basis would not preclude 

the possibility that specific understandings relating to the implementa­

tion of exchange rate policy may be needed subseque ntly during the program 

period depending upon intervening balance of payments and other develop-

ment s. 

3. Balance of payments adjustment and program implementation 

India's eoonomy has benefited from sound management over many year s 

and, prior to the onset of the present _difficulties, the economy wa s par­

ticularly well pla ned. Even now, India's economic position is mor e favor­

able than that of ma ny oil-importing l es s developed countries , and although 

large in absolute terms, the external imbalance is small relative to the 

size of the economy. The authorities have been quick to react to the 

emerging imbalance, and have taken a number of adjustment measures, 

some in the context of the program for 1980/81 agreed with the Fund as 

the basis for a Trust Fund loan, and others associated with the 1981/82 
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government budget. They also emphasize that an early request for an EFF 

program is being made in order to preclude a serious crisis. 

At the same time, the authorities recognize that policies must be 

adequate to promote external adjustment of sufficient magnitude to 

achieve a viable balance of payments and debt position in the second 

half of the 1980s . Staff projections suggest that without a step-up 

in growth and a sizable reallocation of resources to the external 

sector to accelerate exports and achieve substantial import replace-

ment for energy and other items where ~ndia enjoys comparative advantage , 

the external position is unlikely to adjust within the coming decade . 

However, if the program is implemented suOdessfully , adjustment withi n a \ 

reasonable time frame can be anticipated . Staff projections indicate that 

the current account deficit would rise from the equivalent to 1 . 7 per cent 

of GDP at present to about 3 per cent in 1984 before receding and returning 

to the current level in the late 1980s . The debt service ratio would ris e 

considerably over naming years from the present low level of 10 per cent 

of exports, refleoting a hardening of the average terms of borrowing 

(including the Fund) as India taps borrowing on commercial and near dommer-

cial terms for the first time on a sizable scale . Even so, the debt servic e 

ratio would remain manageable throughout the peak years of the mid-1980s 

before turning downward toward the end of the decade . 
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The program for the first year would include sizable first .steps to 

implement the above program building upon initiatives announced in the 

1981/82 government budget, the new industrial policy announoed recently, 

and measures relating to public sector pricing and export promotion. It 

would encompass measures to (a) promote savings (including the recent 

innreases in interest rates, tax increases announced in the budget, and 

innreases in administered prices); (b) increase investment (based upon 

a projected 20 per cent increase in Plan expenditures in 1981/82 and 

important tax and licensing concessions allowed for private investment); 

(c) improve the effitiency uf investment (including recent measures to 

liberalize business investment, steps to ease bottlenecks and improve 

capacity utilization, and price rationalization); and (d) promote export 

development (based on the findings of the expert oommittee and the new 

industrial policy). 

4. Program monitoring and performanne criteria 

During exploratory discussions the authorities indicated that, beaause 

of seasonal variability, they would have difficulty agreeing to the setting 

of credit ceilings more frequently than every six months . Although there 

are precedents for such a deviation from normal practice, there does not 

appear to be special merit in the Indian argument against more frequent 

ceilings, as seasonal variability in credit needs is a common feature which 

has been dealt with flexibly in many other cases . As a compromise, the 

staff has suggested that credit ceilings ·be set with reference to three 

dates each year, and in the absence of new considerations, the credit 

program will be prepared on this basis. The authorities have also been 

reluctant to agree to the setting of a subceiling on net credit to 
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Government within the overall credit ceiling. However, such a subceiling 

is most desirable, especially because the focus of the program is on 

s t epping up public investment. 

In agreeing to a credit program, the staff team will be guided by 

the need f or monetary policy to s upport more rapid growth and supply side 

policies, and thus not to tightly constrain the balance of payments deficit. 

While the authorities seek to reduce inflationary pressures considerably 

further in 1981/82, progress here will depend primarily on reducing supply 

shortages with monetary policy supporting but not directly contributing 

substantially to a reduction. Based on projected real growth of 5 per cent 

and inflation of 9 per cent in 1981/82, an expansion in total liquidity 

of about 15 per cent appears to be a reasonable target, although subject to 

adjustment on account of further information provided by the authorities . 

In agreeing to the subceiling on net credit to Government, the team will 

take account of the need to maintain reasonable control over government 

financing needs when viewed in a longer-term perspective and, in the context 

of 1981/82, allow room for sufficient ex pansion of credit to the commercial 

sector within the constraint establish ed by the overall credit ceiling . 

India is in the process of entering international commercial credit 

markets for the first time to raise substantial amounts of project financ­

ing. While disbursements from these borrowings are likely to be small 

initially , it is important that the program guard against a serious 

deterioration in the debt service profile beyond the program period. 
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Therefore, the program will contain a ceiling covering commitments for 

loans with original maturity of over 1 year and up to 12 years contracted 

by the Gover nment or publicly guaranteed, with a subceiling on maturities 

up to five years. The amounts of the ceilings for the first year will be 

agreed bearing in mind India's long-standing prudent policies with r egard 

to debt management which are reflected in the present favorable debt 

profile, and the authorities' desire to complete financing arrangements 

for several large projects early in the Plan period. Alternatively, in 

the event that the authorities express a strong preference that the ceiling 

be framed in terms of loan disbursements , such ceilings would be supple­

mented by a provision which would allow f o r the close monitoring of loan 

commitments throughout the program period. 

In addition to the formal performance criteria, which will include 

as well the usual understandings relating to exchange and trade restric­

tions, an effort will be made to devise mechanisms by which progress in 

implementing supply side policies can be monitored . Critical in this 

connection will be attempts to monitor, in collaboration with the IBRD, 

implementation of the investment program . In addition, supply side 

targets may be established to monitor performance in several key sectors. 

5 . IBRD activities and collaboration 

In view of the program's emphasis on the supply side , it is essential 

that there be full collaboration with the IBRD and that the Bank provide an 

assessment of, and generally agree with , the investment program . The 

staff of the two institutions have been collaborating closely , and the 

Bank has undertaken t o _provide an assessment of the investment program t o 

meet the Fund's requirements prior to the submission of India's request 

for cons1deration by the Executive Directors . In view of the Bank's own 

work timetable, this may possibly involve some delay in Fund Board 
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co n s idera tion of the pr ogr am, a f a ct which has been brought t o th e attent ion w ~ 
Th e Bank h as indicated that it pl aces great impor t a n ce -{ \b~b of t h e authorities. 

on efforts to overcome infrastructural bottlenecks, promote rapid e x port 

expansion and develop domestia energy produation, objectives which are 

fully in accord with the thrust of the EFF program. 

There is considerable uncertainty surrounding the Bank's future 

lending program. Although aggr egate assistance is expected to continue 

at about $2 billion per a nnum, the share of IDA funds is likely to fall 

considerably. As the Bank has no current plans for a structural adjust-

ment loan to India, it would be desirable that the Bank increase program ] 
loan support. There are no current plans to provide general program loans, 

but the Bank is exploring the pos•sibility of several sector loans with a 

large program content which would, in the aggregate, have a wide sectoral 

c overage. 

6. Financing arrangements 

The Indian authorities have indicated their wish to leave the 

SDR 330 million available under the reserve tranche (if this beoomes 

possible) and the first credit tranohe (SDR 429 million) un drawn to \ 
meet possible emergency needs. Of the total amount of the proposed 

arrangement of SDR 5 billion, $2.6 billion would be provided from 

borrowed resources. It has b e en proposed that purchases be phased 

corresponding to the projected pattern of balance of payments deficits; 

- it is, therefore, envisaged that there will be a marked backloading. 

The team will indiGate that the borrowed resources would be provided 

under the enlarged actess policy on terms and conditions which have yet 

to be determined. It will reiterate that, were some part of the SFF 

subsequently to become available, the allocation of these funds among 

potential borrowers would have to be deGided upon by the Executive Board. 

7 
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Februa ry 5, 1981 

MEMO TO FILES cc.. ·. 1l_ Po_(__,r~ 

Subject : India--Discussion s with IBRD, February 3, 1981 

Mr . Tun Thin and I met with Mr. Hopper and Mrs . Hamilton to discuss 
collaboration with the Bank in- relation to the possible EFF arrangement with 
India . 

Mr . Hopper provided the following review of his recent visit to 
India : 

1. The Sixth Plan has now been a·pproved by Cabinet . The Cabinet 
approved an increase in public sector Plan e>~enditure of some Rs 7,500 crores , 
bringing the total to Rs 97,500 crores . Of the additional amount , some 
Rs 3 , 400 _crores will be financed from additional external borrowing , Rs - 3 , 000 crores 
fr9m additional taxes , and Rs 1,100 crores from domestic borrowing . 

_ · . -~-3:-~-- 2: - - The · Plan will- - be· available to · the B?-i{k and - Fun~C;Tt~~ February -17 . -
when :.1_~~-~p-ret_en_t;~_d_-:_to Parl iament- :- In the mea ntime, the B~·nk -~;~-~~-ont-rollecf:--. :._-_·_:_--_~-_ 
acc~-s; ~} ~~ its -~~~-t -~~5_s --i.n-._ Defhf:-~-~~ _-_- .- --_-- _-. - -- ---~-~--~--~-::-~~ ~-.:~ --~~_::~;:~~~-~j~~~~~-~:~~ 

-- - - - - - ·- - - ..... - - . - - - - - -

_-· --; :~~t;:2
·-=--~T~~ Bi~; , ~: ~;-~li-~~~~ry vi e w- is . tha ~ the · ·sectoral- ~~~-1 ~:a t~~~;~of~--<~~-=-~--~ 

Plan ex-p~ndi-tu~~s - i s __ - d isappo.inting-_- __ Much sma ller allocations have beeri~;,;-:a~·.,--f~r~):_~2 
key infrastructu r al areas , such as po-we r - an d ra-il\.Jays, than officials re·sponsibl e --· ~ 
for these sectors considered necessary . Also, the authorities admit that th e 
pattern of allocations will not allow any reduction in the capital output ratio , 
which i s disappointingly high . 

- _:-·.::_:..:~~"' _-:,_ ...'...~--;-:;:_:_-_=- - -~ _:- ~-.:- -_ -~~- :..::_: _·.:..:. - - .· - - - . -- -:..:- · - -- -- I 
---=--- -=--- li. ·=--,,="-Th_e _ balan-=-ce:...of'--:pavmen-t~---forecast s contained in - the Plan are now . __ . _ 

we 11- 6 ~t \rf~ a~ t;~ i s_p~ i:I ~ lfy ~-~~ ~--~ h-~ y~~~-e-.- p-r, Ets ~;; t~:e-q. -~in-=- c~n s ·E·a-n ; ~ _p ~j_=c-~ --__ re~~ ~_al)-d~ ~ ~; ~~- : -~ 

make_--no -alio~·an-c e - for ·: l:ikely~:- shifts~ -{i<thi T~rn-s ·= o-f - trade --~-Ptoj _ec tion s of ;:_1:_h e_;._~>-=~-~-= _J 

Ministry of Financ e show a large deficit, and those- of the Re serve Bank an even 
larger __ ?_ne . The Bank currently estimates that the · overall deficit in 1980/ 81 
will ne some $f . 8 b-ill fi:m ; - - .,,._ -

5. It ~ ow appear s uncertain that the Bank will be able t o increase 
its lending to India over the coming few y~ars . The possibility would be 
further reduced were th e investmen t priorjties in th e Plan to be , in fac t, 
unsatisfactoiy . The Bank woul d be looking especial ly for strong action t o 
overcorn~ infrastructural bottlenecks an d promote rapi d export development . · 
Such action is c ons idered t o be espicially important as it would sign~l tha t 
the economic b as e necessary to support the balance of · payments beycm_d· 1::he 1980s 
is _being built . 

Mr . Tun Thin explained that the Fund would nee d the Bank ' s asses sment 
of Indi a's inves tment program for the coming three y ears before puttin g the EFF 
proposa l forwar d fo r Board approva l. Nr . Hoppe r indicated that the Bank 's 
Economic Repor t would probably not contain .an investment analysi s, although thi s 
analysi s wa s considered t o be a priority area and every effort would be rn..a de t o 

I 
I 

- -- -1 



J 
- 2 -

provide an 2ssessment to the fund so as to 2void a delay in Board consideration 
of 2n Indian request . ,1r . napper 2lso nored that the actual allocation of P,an 
expendirures ma) turn out to be very different from the projections outlined in 

the Plan document . 

c : Messr s. Tun Thin 
arvekar 

Palmer _ _ c../'• 
Divis~on A India Desks 

Bruce J. Smith 
Division Chief , 

Division A 

, . 

'· 
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CONFIDENTIAL 

TO The Managing Director 
The Deputy ·-Managing Dir '\~~(;) 

DATE: 
January 15, 1981 

FROM 
Tun Th in ~ • ~ -------SUBJECT : 
India--Discussions on a Possible Extended Arrangement 

I visited Delhi during January 8-13, accompanied by Messrs. Bruce Smith 
and Anoop Singh, for discussions on a possible extended arrangement with India. 
Mr. Naras imham also joined the discussions. 

1. Economic developments during 1980/81 

Since the June 1980 negotiations for a Trust Fund program, the 
Indian economy has progressed broadly according to expectations. Weather 
returned to normal during the 1980 monsoon season and agricultural production 
is expected to reach a new peak following the severe setback in 1979/80 (fiscal 
year ended March). Progress in overcoming the crippling bottlenecks in the key 
infrastructure and intermediate good sectors was delayed; however, by the third 
quarter there was important improvement in the critical electric power, coal 
and transportation sectors and the anticipated revival in industrial activity 
appeared to be getting under way. If the fourth quarter is as favorable, real 
growth of about 6 per cent will be achieved in 1980/81 as a whole. The improve­
ment in the supply position together with a slowing in monetary expansion have 
already contributed to an easing of inflationary pressures in recent months, 
and the authorities now expect inflation to be about 12-13 per cent in 1980/81, 
d'own from 20 per cent in the previous year. Details of budgetary developments 
are scant, but it appears that largely because of additional expenditures the 
overall deficit will be larger, perhaps considerably, than budgeted; government 
recourse to the banks has consequently also increased considerably faster than 
projected in the financial program. However, because of the drawdown of food 
stocks, commerci'al credit expanded only modestly, and there was a larger than 
projected overall deficit on external transactions. As a result the authori­
ties believe that the growth in domestic liquidity will be contained at about 
15 per cent in 1980/81 as envisaged in the Trust Fund program. Reflecting 
the increase in the oil import bill, the overall balance of payments is now 
expected to shift from a surplus of SDR 0.3 billion in 1979/80 to a deficit of 
about SDR 1.3 billion in 1980/81, a somewhat larger deterioration than earlier 
projected. 

2. The Sixth Plan and the framework for Fund support 

Until the recent upturn, economic performance has been generally 
disappointing since the return to power of Mrs. Gandhi's Government in 
January 1980. While to a considerable extent the problems were carried 
over from the time of the previous Government, Mrs. Gandhi has not been 
immune from widespread criticism on this subject. Although her political 
popularity remains strong, she is fully alive to the need for bold 
actions to strengthen economic performance. 
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The discussions took place as the authorities are finalizing 
the Sixth Five-Year Plan and preparing for its approval and adoption by 
the Government. ~e Plan, which will guide policies through 1984/85, 
aims at adjusting the economy to the deterioration in the country's 
external terms of trade, and increasing its resilience to an anticipated 
further deterioration. This will be achieved principally through increased 
exploration and development of domestic energy sources, and efforts aimed 
at eliminating present bottlenecks in the key infrastructure and inter­
mediate good sectors. Efficient import substitution and more vigorous 
attention to the export sector will be important planks of policy. The 
authorities explained that important strides in these areas have already 
been made through changes in the administration of industrial licensing, 
export policy including industrial licensing affecting export indus-
tries and liberalization of import policy and procedures. With further 
policy initiatives and good weather conditions it should be possible to 
achieve an annual average growth rate of at least 5 per cent during the 
Sixth Plan period. 

Accelerated investment will be largely financed by increased 
domestic savings (projected to rise by some 2 percentage points to 25 per 
cent of GNP over the five years). However, supply response lags may delay 
attainment of the target increase in export volumes of 10 per cent per 
annum until the end of the Plan period. Also, rapid increases in imports 
will be needed to support the higher investment and growth rates. These 
factors will result in a widening balance of payments deficit over the 
Plan period. The balance of payments gap is projected to peak toward 
the end of the Plan period when the current account deficit as a propor­
tion of GNP would reach about 4 per cent. This would be progressively 
reduced during the Seventh Plan period. After allowing for normal in­
creases in aid and other net capital inflows, the authorities project 
that the uncovered balance of payments gap for the four years through 
1984/85 would total about SDR 11 billion. Part of the gap is exp~cted 
to be covered as a result of efforts to attract additional external 
assistance. · However, the authorities are now requesting that the Fund 
provide about SDR 5 billion (excluding amounts available under the 
reserve and first credit tranches) under an extended arrangement to 
cover much of the remaining gap for the next three years. Of this 
amount, some SDR 2.6 billion would be from borrowed resources. The 
arrangement would be backloaded in line with the expected pattern of 
deficits (drawings have been tentatively slated at SDR 1 billion, 
SDR 1.7 billion and SDR 2.3 billion in successive years). The extent 
of balance of payments need, and the amount of the arrangement would be 
finalized during future negotiations. 

The discussions were for reasons of confidentiality confined to 
a small group of senior officials including Finance Minister Venkataraman, 
Economic Affairs Secretary Malhotra, and Member/Secretary of the Planning 
Commission Manmohan Singh; Mr. Narasimham played an active and construc­
tive role. The authorities expressed their appreciation of the new role 
of the Fund in providing enlarged access to its resources under terms 
allowing for a longer adjustment period and supporting measures on the 
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supply side. As they explained it, their approach to the Fund at this 
stage is intended to be an exercise in crisis avoidance rather than one of 
crisis management. The Prime Minister has been briefed and has approved 
the approach to the Fund although it is likely to be politically unpopular. 
The authorities intend also to seek additional World Bank support, both in 
its role as Chairman of the India Consultative Group and also through its 
own structural adjustment facility which would augment ongoing annual Bank 
lending of $2 billion. They expressed a keen interest in the forms of 
Fund/Bank collaboration under the EFF and the Bank had agreed to provide 
its full cooperation with the EFF arrangement. 

3. Elements of a possible EFF program 

The policy program proposed by the authorities is supply­
oriented and is broadly in line with that suggested by the staff in the 
mission's briefing paper. It would have the following main elements. 

(1) Investment program. A substantial step-up in invest­
ment expenditures focused particularly on overcoming infrastructure bottle­
necks and promoting rapid growth in domestic energy, export and efficient 
import-saving industries. 

(2) Industrial policy. To eliminate present constraints 
on growth, the major investment effort during the Sixth Plan will be in 
the · infrastructure and basic industry sectors and therefore, inevitably, 
in the public sector. However, the stimulation of private investment 
in industry will be an important policy objective and policy initiatives 
in this area have already been taken. The recent changes recognize the 

· technology and efficiency adva?tages of large enterprises; free export 
production from most existing regulations on size and capacity exten­
sion, liberalize these very regulat;_ons for investment initiatives; and 
facilitate the import of technology in key industries and sectors. 
Policies will continue to be formulated with this thrust. 

(3) Energy. Steps will be taken to achieve a rapid 
increase in domestic energy production, especially of oil and coal. Poli­
cies will also aim to promote a more efficient use of energy resources. 

(4) Public sector pricing and budget subsidies. Public 
pricing will be administered flexibly. The aim of policy with respect 
to the wide range of items provided by the public sector, including 
especially petroleum, coal, steel, electricity, and irrigation would be 
for prices to reflect their economic costs. The authorities have already 
moved significantly in this direction and most recently, on January 13, 
prices of petroleum products were raised by between 7 and 17 per cent 
with a view to considerably reducing the deficits of domestic oil 
companies. More flexible administered pricing policies will also be 
designed to increase the contribution of public sector enterprises to 
the development effort. While the Government would have to adopt a 
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pragmatic approach with respect to the principal subsidies on food and 
fertilizer, steps would be taken when possible to effect a reduction in 
the subsidy burden over the course of the program period. 

(5) Budgetary policy. Budget finances will be organ­
ized to promote a ~step-up in public savings to enable the enlarged public 
investment program ~o be financed without excessive recourse to the 
banking system. The tax burden in .India is already substantial and the 
scope to increase taxes is limited. However, consideration will be 
given to selective measures for additional resource mobilization. It 
will be necessary also to restrain nondevelopment expenditures (includ­
ing subsidies). 

(6) Private savings. Efforts will be made to generate 
increased private savings in line with the aggregate savings target. 
Structural improvements in the financial system and more rapid growth 
have induced a high marginal savings rate in the private sector. These 
influences are being reinforced by a strengthening of fiscal incentives. 
Further support will be provided by an adjustment and rationalization 
of interest rates, if necessary. 

(7) Import restrictions. The aim of the authorities in 
seeking Fund support for their adjustment program is to continue the 
present policy of liberalizing imports as the balance of payments situa·· 
tion permits. 

(8) Export and exchange rate policies. A number of ini­
tiatives have already been taken and further steps are under considera­
tion to strengthen export policies. Measures taken so far include the 
virtual elimination of licensing restrictions on investment in export 
industries, and further liberalization of imports for exporters. The 
authorities recognize that exchange rate policy also has an important 
bearing on export competitiveness. They indicated that they would be 
pursuing a realistic policy in regard to exchange rates keeping in view, 
inter alia, their objectives with regard to the overall balance of pay­
ments and export promotion. 

(9) Performance criteria. Ceilings on total domestic 
credit, with a subceiling on net credit to Government will be established 
in each year of the program. There would also be an annual ceiling on 
external debt, and the usual understandings relating to exchange and 
trade restrictions. 

With your approval, a mission will visit India after presenta­
tion to Parliament of the 1981/82 budget on February 28--probably in the 
second half of March--to negotiate a program for an extended arrangement. 

cc: Mr. Watson 

ETR I 
FAD 
LEG 
TRE 
ASD Senior Staff 
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Office Memorandum 
The Managing Director 

TO The Deputy Managing Director DAT~: December 31, 1980 

FROM Tun Thin ~ ' 

SUBJECT : Mission to India 

Attached for your approval is a draft briefing paper for the forth­
coming mission to India for exploratory discussions on an EFF program. It has 
been cleared with Mr. Palmer. For want of time, we were not able to get the 
comments of FAD, LEG and TRE, but copies are now being sent to them. 

We have been in consultation with the World Bank on the EFF proposal 
and have their· full cooperation. Mr. McNamara is planning to visit India in 
February to discuss the Bank's plans for lending to India. Bank officials regard 
the EFF proposal--its size, policy content, etc.--as vitally relevant to those 
discussions. 

Attachment 

cc: Mr. Habermeier 
Mr. Goode 
Mr . Nicoletopoulos 
Mr. Palmer 
Mr. Watson 



INTERNATIONAL MONETARY FUND 

INDIA 

CONFIDENTIAL 

Exploratory Discussions for an Extended Fund Facility 

Prepared by the Asian Department 

(In consultation with the Exchange and Trade Relations Department) 

~~- * Approved by Tun Thin arid Donald K. Palmer i 

December 31, 1980 

In response to an invitation by the Indian authorities, a staff team, 

consisting of Messrs. Tun Thin, Bruce Smith, and Anoop Singh (who is in 

India at present on his way back from Colombo) will visit New Delhi 

during January 8-12 for exploratory discussions concerning a possible 

extended arrangement with the Fund. 

I. A Possible Medium-Term Strategy 

1. Supply and investment policies 

1vents of the past several years clearly illustrate the central role 

of policies to augment aggregate supplies. Four years of stable prices 

and large external surpluses, which were associated with a period of 

sustained increases 1n production, ended 1n 1979/80 when severe drought 

(in conjunction with a deterioration in the international environment) 

brought an abrupt weakening of the balance of payments and a surge in 

inflation. Although weather has since returned to normal, the economy has 

not rebounded as expected and, in particular, it continues to suffer from 

acute shortages in critical areas. Ironically, the main problem is not in 
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agriculture, the largest and most important sector, which has shown a new 

resilience as a ~sult of strengthened policies over recent years. Rather, 

it is the industrial sector and basic infrastructure which present the 

major problem. Shortages and bottlenecks in the electric power, coal, 

cement, steel, and transportation sectors have hampered production in a 

wide spectrum of industries, contributing importantly to sluggish exports, 

increased _imports, weak business investment, and inflation. While some of 

these difficulties are perennial, they have intensified greatly since the 

beginning of 1979. 

A determined effort to break this cycle of shortages will require, 

as much as an increase, an improvement in the efficiency of investment-­

which has been disappointingly low. This would involve a thorough review 

of industrial policies, including policies relating to foreign investment, 

1n order to eliminate unnecessary constraint and discouragement to efficient 

business investment. The present Government appears to be discarding some 

of the excessively constraining regulations introduced by its predecessor, 

although no clear industrial policy has yet emerged. 

At the same time, there is need for a sizable step-up in investment, 

directed particularly toward overcoming infrastructural and industrial 

bottlenecks. The World Bank, in its lending program, will continue to 

include financing for projects in several of these key areas, including, 

especially, electric power. The Bank is currently providing assistance 

totaling $2 billion per annum, and expects that lending will continue at 

this rate for the coming few years, although the proportion of IDA financ­

ing will inevitably decline from 80 per cent at present. India can also 
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count on receiving continued sizable external assistance from other sources, 

and amounts provided under the extended arrangement would also add to 

available investable resources over the coming few years. It is worth 

noting that foreign official financing has the advantage that it may be 

applied with a degree of flexibility to augment flows of investment to 

particular sectors, including several where bottlenecks are most severe. 

However, the scope to increase domestic investment by mobilizing additional 

foreign assistance is small in the Indian context. Also, India has not 

borrowed extensively on foreign commercial markets and the authorities 

are unwilling to tap high-cost borrowing on a large scale. 

2. Domestic savings 

In their preliminary projections for the Sixth Five-Year Plan (1980/81-

1984/85) the authorities estimate that in order to achieve overall growth of 

5.3 per cent per annum (compared with about 4 per cent over the past five 

• years), a marginal savings rate of some 31 per cent will be required . If 

achieved, this will raise the gross savings/GNP ratio by over 2 percentage 

points to some 25 per cent over the £ive years. Of the total savings, about 

20 per cent will have to be generated within the public sector to assist in 

financing public investment needs. Because of an already high tax burden, 

the scope to increase taxes 1s quite limited. In these circumstances, the 

emphasis should best be placed on reducing subsidies and increasing the 

contribution of profits from the large public enterprise sector. However, 

following substantial increases in prices for several important items 

(petroleum, coal, and fertilizer) over the past year, the authorities may 

be unable to proceed too rapidly in this direction in the immediate future. 
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Private savings rose sharply in the years up to 1978/79, but appear 

to have been weak in 1979/80. Developments in real income, especially in 

the agricultural sector, largely account for this pattern. Although rates 

on bank deposits were raised by up to 1 percentage point in September 1979, 

the present level of interest rates 1s low both in relation to the level 

of inflation in India (20 per cent) and interest rates on world markets; 

rates on fixed deposits range from 2.5 per cent up to a maximum of no more 

than 10 per cent for deposits of more than five years. Interest rates on 

bank loans are not as low, ranging up to 19 per cent, partly because of 

the reimposition in June 1980 of a 7 per cent tax on interest earnings of 

banks. Under these circumstances a more flexible interest rate policy can 

play an important role in encouraging private savings and promoting the 

efficient allocation -of credit and investment. 

3. External .policies 

Export growth over the past three years has been disappointing, 

averaging no more than 6 per cent per annum. Exp0rt volume has, in fact> 

declined as exportable surpluses for important items (e.g., steel and 

sugar) have been reduced or eliminated. In contrast, imports have risen 

by an average of 18 per cent per annum over the same period. While oil 

accounts for over half of the increase in the import bill, there have 

been sizable increases in imports of fertilizer, steel, cement, and 

edible oils to compensate for inadequate domestic supplies. Under 

these circcumstances, an improvement in the aggregate supply position, 

coupled with appropriate financial policies,' would result in a consider­

able strengthening of the trade account. Investments directed specific-

ally to promote domestic production in particular sectors--e.g., do~estic 



energy, cement, and fertilizer--could yield substantial import savings 

(and in some cases, exports) within a reasonable period. 

Import restrictions were progressively eased after 1975/76, culminat­

ing in a major liberalization in 1978/79. Since then, the overall posi­

tion has been about maintained, although some steps were taken in the 

1980/81 import policy which could be interpreted as a shift in the direc­

tion of policy in light of the weakening balance of payments. There is 

no doubt that there is a strong sentiment in India favoring a tightening 

of import restrictions as a means of conserving foreign exchange, even 

though tight import restrictions in the past· were a major impediment to 

economic efficiency and growth . While it may not be possible to achieve a 

further major import liberalization to expose Indian producers to greater 

foreign competition in the present environment, selective measures to 

liberalize access to imports and technology in key areas should be feasi­

ble and the mission will encourage the authorities to adopt this course. 

The effective exchange rate for the rupee, adju~ted for relative 

price changes, depreciated by over 20 per cent between 1975 and the end 

of 1978. However, with the re-emergence of domestic inflation and the 

strengthening of the pound sterling, there has been a gradual apprecia­

tion in the real effective rate for the rupee since the beginning of 

1979. At the time of the April 1980 consultation discussions there was 

no evidence that the competitive position of Indian producers had 

worsened perceptibly as a result of this appreciation. However, it 

would be unwise for the authorities to allow this trend to continue 

in the future, and the need for balance of payments adjustment suggests 
I 

that a resumption of the 1975-78 trend would be preferable. 
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II. The Principal Elements of an EFF Program 

It is premature to have a firm position as to the specific contents . 

of an EFF program, particularly as the present visit has, as one of its 

purposes, to collect information on which these decisions will later be 

based. However, it is important that the authorities be aware, if only 

in broad terms, of the actions and policies which would be a necessary 

basis of the program. While the program which is outlined below provides 

for actions in a wide range of areas, including those primarily within 

the sphere of the IBRD, it would also provide for measures to mobilize 

resources, improve their utilization and reduce reliance on external 

restrictions, and thus is designed to be in accordance with the 1974 

Decision establishing the . EFF. 

The program would include, as performance criteria, phased credit 

ceilings, external debt ceilings, and the normal understandings relat­

ing to exchange and trade restrictions. In addition, the program would 

include undertakings in the following areas consistent with the above 

strategy. We are in close consultation with the World Bank in ~11 these 

areas, especially those for which the Bank has primary responsibility. 

(1) The investment program 

A detailed sectoral investment program, presumably in connec­

tion with the Sixth Plan, directed particularly at overcoming the existing 

difficulties and promoting a faster but reasonable rate of growth. The 

World Bank has agreed to provide its expert assessment of such a program. 

(2) Industrial policies 

An industrial strategy aimed at encouraging business investment 

and promoting efficient industrial expansion. Steps will be needed to 



ease restrictions within the framework of · regulations governing industrial 

licensing, debt equity norms, size and monopoly position, and location. 

Remaining regulatory impediments to .business investment and economic 

efficiency in industry will be justified on clear and overriding social 

considerations. 

(3) Agriculture 

Measures to encourage the transfer of the new-found dynamism in 

foodgrain production into increased output for other major export (e.g., 

jute and sugar) and import (e.g., oilseeds) crops. Support pricing policies, 

especially with respect to foodgrains, need to take a balanced account of 

both the need to provide incentives to farmers and their fiscal burden. 

(4) Energy 

Measures to promote the domestic production and conservation of 

energy, and a commitment to continue the present policy of passing on 

promptly increases in import prices for petroleum and petroleum products. 

(5) Subsidies 

Clear statements of policy with regard to the future of the 

major budgetary subsidies--e.g., food and fertilizer--and targets for the 

budgetary savings to be made in this area. 

(6) Public sector pricing 

A commitment to pass on cost increases through a flexible policy 

of adjusting administered prices for the wide range of other items provided 

by the public sector (including ~oal and steel). Public sector pricing 

and management policies should aim to ensure that the · financial returns 

of these enterprises and their contributions to financing development are 

increased to appropriate levels. 
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(7) Public sector savings 

A program of other tax and expenditure measures necessary to 

generate the public savings necessary to finance the public investment 

program wil 1. . 

(8) Private savings 

A set of measures designed to promote the increase in private 

savings necessary to meet the aggregate investment target. 

(9) Import restrictions 

A commitment to retain the present more liberal import regime 

and to undertake a further general liberalization as the balance of pay­

ments position allows. Beyond this, measures are need.ed to liberalize 

imports in specific areas, especially in those areas where access to 

foreign goods and technology would have a substantial impact in overcom­

ing domestic shortages and bottlenecks. 

(10) Exchange rate 

While it is not expected that a discrete change in the exchange 

rate would be called for in connection with the first year's program, 

the program will include a commitment to follow a flexible exchange 

rate policy designed especially to promote export development. The 

authorities will be made aware that a continuation of the recent 

appreciation of the rupee would be considered inconsistent with this 

objective. 

III. Amount of Fund Assistance 

Under present policies, India could purchase up to SDR 7.7 billion 

over the coming three years, i.e., 450 per cent of its quota of 



SDR 1,717.5 million. Of this amount, up to SDR 3.2 billion 1/ could be 

provided from the Fund's ordinary resourc-~s, and SDR 4. 5 bi 1 lion from 

borrowed funds. 

The authorities had earlier indicated their desire to purchase only 

that amount which is available from the Fund's ordinary resources 

(SDR 3.2 billion). However, it now appears likely that the balance of 

payments need over the coming three years may be larger--perhaps of the 

order of SDR 4-5 billion--although this will be subject to detailed 

scrutiny by the mission. Because of the possibility of a greater balance 

of payments need, the authorities are now considering a larger amount, 

including borrowed resources. However, they need to be aware that utiliz­

ing borrowed resources would entail "mixing" purchases from ordinary and 

borrowed resources througho.ut the period, in line with the decision which 

establishes the borrowing facility. The actual amount of Fund financing 

to be provided to India and its phasing will be discussed during this 

mission but will be negotiated ad referendum only during the final phase 

of discussions, currently expected to take place in March 1981. 

In considering the use of borrowed resources, the authorities may 

be influenced by the possibility of receiving an interest rate subsidy. 

The staff team will emphasize that the present subsidy applies only to 

the SFF, which will probably be fully committed before India's request 

is considered, and that it is not possible to indicate whether or not 

a subsidy will be agreed for subsequent use of borrowed resources. 

1/ Including SDR 0.3 billion from the reserve tranche and SDR 0.4 bil­
lion from the first credit tranche. 
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India's debt burden is modest at present--external debt is equa~ to 

some 15 per cent ·of GNP and debt service absorbs less than 10 per cent of 

current account receipts. Work is now under way, in consultation with the 

World Bank, to determine whether large-scale borrowing from the Fund would 

impose an excessive service burden during the late 1980s. However, it does 

not now appear that borrowing SDR 4-5 billion from the Fund will create an 

unmanageable debt problem. 



Date of membership: 

Status: 

Quota: 

Fund holdings of rupees: 
(As of November 30, 1980) 

SDR position: 
(As of November 30, 1980) 

Trust Fund: 

Direct distribution of profits 
from gold sales: 

Gold distribution: 

Exchange system: 

Last Article IV consultation: 

- 11 -

India: Fund Relations 

December 27, 1945. 

Article XIV. 

SDR 1,717.5 million under the Seventh 
Review. 

SDR 1,224.5 (106.9 per cent of quota), 
including compensatory financing purchases 
of SDR 266 million (86.8 per cent). Exclud­
ing purchases under this facility, the 
India's holdings were SDR 958.5 million 
(83.7 per cent of quota) . 

Holdings amounted to SDR 519.8 million, 
or 92.1 per cent of net cumulative alloca­
tion. 

Total disbursements as of November 30, 1980 
amounted 525.46 million. 

US$149.33 million as of November 30, 1980. 

804,429.4 fine ounces. 

Linked to a basket of currencies within 
5 per cent margins. The current middle 
rcte as of December 22 is Rs 18 . 70 = pound 
sterling 1. 

Article IV consultation discussions were 
last held during April 7-22, 1980. The 
staff reports (SM/80/151, 6/23/80; and 
Supplement 1, 7/28/80), were discussed by . 
the Board on August 7, 1980 . . 
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CONFIDENTIAL 

DATE: July 10, 1980 

India--Trust Fund and Article IV Consultation Follow-up 
Discussions 

I 
Together with Messrs. Smith, Sundararajan, Lipschitz, and Miss Sudo, 

I visited Delhi during June 20-24 to discuss a Trust Fund program and update 
information obtained during the Article IV consultation discussions held in 
April. Mr. Deshmukh was also present during the discussions. 

The accidental death of Mrs. Gandhi's son Sanjay during our stay 
has created a power vacuum within Mrs. Gandhi's Government, extending the 
period needed for the Government to consolidate its position following her 
party's success in the recent state elections. 

Latest data suggest that the falls in agricultural production 
(10 per cent) and real GNP (3 per cent) largely because of drought in 1979/80 
(fiscal year ended March) were somewhat steeper than earlier estimated. Recent 
reports indicate a normal beginning to the 1980 monsoon which, if it continues, 
is expected to promote a recovery of economic growth to at least 6 per cent in 
1980/81. The authorities are aiming to reduce inflation substantially from 
the rate of 20 per cent over the past year. However, increases in administered 
prices and continued import price escalation make it unlikely that the infla­
tion rate will fall below 10 per cent in 1980/81. Revised balance of payments 
projections for 1980/81 show few changes from those discussed in April, although 
the overall deficit is now expected to be somewhat larger at SDR 0.9 billion. 

There have been several important policy develop~ents since the 
April discussions. The 1980/ 81 Central Government budget , 1 which was presented 
on June 18 is, as we considered necessary, considerably less. expansionary than 
that in 1979/80. The budget deficit (after counting receipt of the expected 
Trust Fund loan of Rs 5.4 billion) is estimated to be Rs 14.2 billion, little 
more than half that of Rs 27 billion in 1979/80. Taking account of net subscrip­
tions by the banking system to market borrowings, net government recourse to 
the banking system as a percentage of the money stock at the beginning of 
the year is expected to decline from 17 per cent in 1979/80 to 12 per cent 
in 1980/81. A number of measures to increase taxes have been introduced, 
although by past standards the new tax effort is relatively small. The 
most important is a 7 per cent tax on the interest earnings of commercial 
banks and major government term-lending institutions. This will have the 
effect of raising lending rates, and thus go part way toward the upward 
adjustment to interest rates we have recommended. Measures have also been 
introduced to stimulate private savings by broadening tax concessions and 
reducing the surcharge on noncorporate income taxes. 

Considerable progress has been made since the April mission in 
making necessary adjustments to administered prices. Most importantly, 
domestic prices for petroieum products were raised by up to 79 per cent in 

\ 
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June to cover fully increased costs; substantial losses in the domestic 
petroleum industry in the early months of 1980 resulted in a surge in bank 
credit which threatened to undermine the policy of credit restraint . Also, 
fertilizer prices have been increased by almost 40 per cent to reduce the 
budget subsidy, and railway freight rates and passenger fares have been 
raised . Together with the increase in taxes, these adjustments will reduce 
disposable incomes by about 3 per cent. Nevertheless, further adjustments 
in important administered prices, including food , coal, and steel, may be 
necessary during coming months. 

Attached is a copy of the statement of policies for 1980/81 
agreed ad referendum with the authorities as the basis upon which a Trust 
Fund loan for the second period will be extended to India; the amount of 
the loan will be about SDR 0 . 5 billion. The program is based mainly on 
the supply, budge tary and pricing policies already introduced, complemented 
by a monetary program for 1980/81. Consistent with the above growth and 
inflation targets, the expansion in money supply in 1980/81 will be limited 
to 13 per cent, some 3 percentage points lower than in 1979/80. Total 
domestic credit is projected to expand by 16 per cent, a 5 percentage-point 
reduction from 1979/80 made possible almos t entirely by the slower growth 
in net credit to the Government. · During our nee ting with Finance Minister 
Venkataraman, he affirmed the Government' s coa~itment to reducing monetary 
expansion and restoring relatively stabl e prices . 

The mission also collected information on exports to determine 
whether India would be entitled to a purchase under the Compensatory 
Financing Facility for an export shortfall in 1979/80. Preliminary caicula­
tions, based on information available prior to the mission, indicate a short­
fall of somewhat less than SDR 0.4 billion, or about 30 per cent of quota. 
If the shortfall is confirmed , the staff will prepare a paper for considera­
tion by Executive Directors concurrently with consideration of the Article IV 
consultation and Trust Fund loan now scheduled for August· .. __ 8, 1980 . 

Together, the Trust Fund loan and CFF purchase ~ould cover most 
of the balance of payments deficit projected for 1980/81. The authorities 
have indicated interest in making further use of Fund· resources to cover 
deficits expected over the next several years. For 1981/82, a further 
substantial amount could be provided within the first credit tranche, 
but upper tranche conditionality would be necessary for Fund assistance 
in 1982/83 and beyond. 

Attachment 
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Mr.J. de Larosiere 
Managing Director 
IntemationaJ. Monetary rmd 
Washington, n.c. 20431. 

Sir: 

~T"«f ~TZ 

~~ #~~lf" 
3TTT~ cfiT~ fcfm1t 

GOVERNMENT.OF INDIA 
MINISTRY OF FINANCE 

Department of Economic Affair s 
z{ fq~~T /New Delh i.( India) 

June 27, 1980. 

1. India hereby requests a loan from the Trust Fund 

adminis_tered by the Intemational Monetary Fund as Trustee 

in accordance wl th the Instrument to Establish the Trust 

Fund ( "Instrument") anne:xed to Executive Eoard Iecision 

No.0069-(76/72), adopted May 5, 1976, as amended by Executive 

Board Decisions No.5563-(77/150) TR, adopted October 28,1977, 

No.6202-(79/121) TR, adopted July 23; 1979, and No.6463-(80/68) 

TR, adopted April 9, 1980, in respect or the second period·, 

July 1, 1978 · through December 31, 1980, 1n the amotnt that 

will 1:e available to India under the provisions or the Instrunent 

to meet its need for balance of payments assistance. 

2. In accordance with Section III, Paragraph 1 or the 

I~strumen t, ( a) the Ministry of Finance, which has been 

designated as the fiscal agency for India pursuant to Article 

V, Section 1 or the Articles of Agreement of the International 

Monetary Fum, shall act as the fiscal agency for India in . all 

operations and transactions under any loan agreement w1 th the 

Fund as Trustee; (b) the ssne method o'f authenticating 

•••• 2 
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commnm.ications used in operations and transactions on the · 

acoount o~ the Fund shall apply to any operations and 

transactions of India with the Fund as Trustee. 

3. In accordance with section II, Paragraph 3(d) of 

the Instrument, I subnit the attached statement, which 

sets forth the economic and finaricial policies that India 

wi:tl pursue in the twelve-month period April 1, 1980 through 

Mar ~'1. 31, 1981, in order to strengthen India's balance of 

payments position. 



Sta.te!".1e :i.1t b y the Gove r ~:..~e nt of _Jndia on Ce rtc..i.I1 
As oects of Its bconomic Polic ➔ es, 

India ' s economic situation deteriorated in 1979/80 . ?.r_e 

ye~r- ·,Jas c l a.ractenze d by supply constraints e..nd infr2~str-1cture 

.3e 7cl'e cJ.rOUf;i t .-ms e: .. perie ... 1ced 

prcd:.;.:=tio:1 declir;.e c. by abo11t 10 per cent 2.s co:ripared to 1978- ? 9. 

In~us:,rial prod~ction declined bJ about 1 per cent due to poi.·ier 

re.::> 1) .:isicle for a decline of 2 . 2 per ce~1t ir. hydro electric 

po .;e-: genera~ion and problems re 6 2. rding coal sup})ly ar:d other 

f&ctcrs were responsible for a decline in thermal c2.pac:..ty . ':!.'here 

w2.s c.lso a decline of 3. 3 per cen~ from 1978- 79 in t:1e re"'TEnue 

e arn~7.g ton.'1a.ge carried by the r2.il ways . The deficie~cies i~ 

the -:hree aj or sectors of power , coal and rail ways led. to a 

de8l.~7.e in production and severe ·_mderuti7- i z2tion of ir.:.stalle d. 

cap2.cities in various maj or industries including steel , cs~1e1-:: ~, 

no;-:- :~r:: ... ous ~etal s , and newsprint . .~.s a combined resu.lt of a~l 

thes e unusual f2.ctors , 19'79- 80 witnessed a decline of about 3 pE- r 

ce __ t in t he real 6ross national producto 

2 . The supply constraints , l1ibl1er import prices, ne 2 E s02.r j · 

ad~us trnents of a d~ i n istered prices, and a ggre ~ate de~~~a p r e s s ~res · 

of t~e economy lEd to the emerge n ce of seve re i n fla : io~~r y 

pres s :.ires during 1979/80 and the vholesale price index rose by 

20 -,.c. y, c e n+- rn..L.. o comb a t inflationa y presvuTes , Cre di~ ·colicies l._, ...__ _ ... t., . ,-

we:"'e ~ig:itened progressively duri:-.. ; vl e ye a r , ai."'1.d de p i t e a s : 2r;• 

in(!rc 3.se in the Governr2ent' s recoµrse to the b an~~ing .... :/st.em t.o 
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finance the -oudget deficit, monetary expansion slowed to an 

estimated le per cent from 21 per cent in 1978/79. 

3o The be.lance of payments position also wea_'kened conside rably 

in 1979/80 in the wake of severe dete rioration in the tenns of 

trade. The L~port bill rose by 24 per cent and this was largely 

because of a steep increase in the prices of oil and oil products 

and o the r items including 1·ertilisers, and ferrous and non-fe rrous 

metals. Imports of some major itens increased because of the shortall 

in L.Y}digenous productiono Large imports of essential items -, 

of mass consumption, such as edible oils, also contributed to the 

increase in the import bill. Exports were sluggish as a result 

or the fall in domestic output, wea..lt foreign demand 1·or some 

items, and the effects of restrictions on acces~ to some forei~n 

markets.- The trade deficit of° SDR 2.~ bil.Lion in 1979-80 was more 

than twice that in 1978-79 and .i:or the rirst time in recent years, 

there was a deficit on current account. The overall balance of payme r: 

surplus was reduced to about SDR 0.3 billion in 1979/80 from SDR 1.1 

billion in the preYious year and the overall position shifted to 

deficit in the second half of the year. 

4. The main objectives of economic policy in 1980/81 are to 

encourage rene~.,,ed economic growth and to restore relatively stable 

prices while containing the balance of payments deficit within~ 

re 2.sonable bounds . Granted a return of average weather, and as s u:.1 .:..~f 

a generally stable international economic environment, real econor:::1 ic 

grovrth of at least 6 per cent appears feasible in 1980/81 . The 

Government is committed -to reducing the rate of inflation substan­

tially. We expect to be able to r:ia.1 e considerable progress to• ard 

this objective in 1980/81. However, large increases in petroleuo 

and fertil~zer prices recently announ ced, and continued rap.id rises i : _ 
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prices for L~ports will lmmit ~he feasible reduction in the rate 

of inflation. The cor1binat ic:-: of renewed growth with reduced 

inilation vlill re ~uire financi2i policies that c·ontain demand 

pressures ·w}1ile meeting the le e itimate needs of producers o Restra.ini;: .: 

financial policies will need to °Je supported by special efforts to 

increase supplies, i _ eluding J e 2sures to ali.eviate production 

bottlenecks and ~ -.1p rove invest~nent cli1'1ate and industrial rel2.tions. 

5. The central Governnent c ~J.d6et 1980/81 projects deficit 

( cove rmng changes in cash b ala.rices and the net issue of Treas ·Llry ·· 

bills) of Rs. 14.2 billion (~fter counting receipt of the expected 

Trust Fund _ loan of Rs. 5 o4 billion), compared with an estin1ated 

deficit of Rs.27.0 billion in 1979/80. J.'Jet market borrowing 

(including net amounts subS(ribed by the banking system) is projected 

to amount to nso25 billion i!: 1980/81, compared with rts. 19~6 

billion in 1979/80. Total current revenues are expected to rise 

by- 10 per cent, with tax rever:ues increasing by 8 per cent. M1ile 

new measur~s to increase taxes have been introduced, changes have 

also been made to stimulate savings. The surcharge on noncorporate 

incone t axes h as oeen halved cutting the maximum marginal rate of 

tax from 72cto 66 per cent. Existing concessions to encourage 

long-term savings through life insurance, provident fvnds and 

similar instrunents have been broadened and the · exempt ion limits 

for the income an wealth taxes ha-.re been raised. A 7 per cent 

tax on t 1~e- inte rest earnin6s o.:' cor..i. e rcial barJrn a11d □ 2.jor teri.:.1 

lebding institutions has been i troduced ; t1:is :ill r a ise i nterest 

rates on loans eAtended by t ~ese institutions. TotaJ. budget 

expenditures are pro jected to r ise by 11 per cent. substantial 

eff ort has been made to restrain the g~01.-rt~1 in non~ol2.n e):.--pendi \Jur e . 

Central t'lan expend. .:.tures a.re b ,J.dget ed to increase by 27 per cent 
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over the r evised est~nate of 1979/ 80, with over a third of the 

increase being fin ~~-1 c e d b~,~ adclit io .. al re3ources generated by 

Governr.1ent undertwdngs . 

6. A maj or effort is b eing ua ~e to i~crease the f low of 

resou.i--ces to the pu )lie sectoi-·. Of the increase in tax r eve::t-;_ es 

abo~-1.t or:e-third will !'esult fro.ln new taz: 1:ieasures w1.1ich are expectecl 

t o yiel ., sorae ?.s . 1+. 5 billion i n a fu.11 yearo In adc. ition, 

railway fl."€igl1t rat.es 211d passGn --: er f 2ss s have been r s.ised to cope 

with tlle lli c~he r cos-s of ope r a tion and to do m•.:ay with the .su.bs idi­

z a t im ... of the railw2,_ys fr-oi.:J the 6e r..e r 2.l b udr;et . Frices for pctrole ~:c· 

produ cts have been i:-1c re 2.sed s h2.1:·ply to reflect ::\1lly incre2~s ed 

~1poI't costs . :7ertilizer price0 have E,.lso besn raise d to rEdi_tce 

tne subsicly burden 1,/1ich would oth er-1.-1is e have ·oeen borne b~r t ~1 e 

budGet o :l he cot1bined i mpact of the it1creases in the p rices cf 

petrolem:.1 p rog.ucts and fertilize rs, hi;·1er r ail ch a..r ges and 

budgetary levies will amount to over 3 per ce n t of •:-ros s Domss ti c 

? roducto -2hese ·actim-:s reflect a 1naj or :-::_djustmsr:.t e f~--o r t i r: t11e 

face o f t'-· e s h arp iLc re as e in iri1ported oil prices arid i:-ifla.tionary 

p r es ::iure o 

7. i:1 order to ach i e ve our object i ve of sub t3ntia..1.ly red ·:.J.cir:g 

inflationary p r e s sures, monetary policy must be d irected to reduci:--:: 

t i.1e rate. of 0 rowth i n Loney SUl)PlY be low the rate of 16 pE.r cent 

i n l 979/ S0 and the a -.:--crage o.:'_ 20 per ce ~ t over t, 1e previous ;_,~;.r·ee 

year.::i . ·~;.the procr cs s i ve ti,;hteni ::_: o f credit polic ies -=>ince l:.:.te 

introd ctio .. 1 o f new c redit CE ilings 2I~d 

uelay , 1.., r oved succes s ful in co:::--rtc- i nLri~ the e~q)a:ision of b e: ..... : 

cred it to the co~T·:erci2J. sectoro A con:. i nuation of z e neral y 
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restraining credit policies will be nec e ss a ry i n the c ur.!. e r:.t 

year . 1·ie intend t o l ir.:ii t t h e ~r·owt~1 in money suppl y t o a·oout 

13 per ce1 t in 1980/ 81, i. e . 3 percentage po i nts belm, t 11e c o:::- ::·es -

p onuio=· f i L: ure f or l 979- 80 . ~
1a.r~inG i nt o account the :Jal a r- ce of 

p ay1n2:1t s p ros p ects d i scL1s·s e l i ~1 p a r a graph 1:.. belm1, t h e i "'" c::-s ase 

outlinea ab o-:e , : e t c red it to t i1e Co7ernn1e nt is estirJa.ted t o 

i ncr -a s e ., . ..,. r:" 
•JJ J..:::> p e r ce n t b y t h e el d o: i-iarch 1981 • 

ade quat e s coJ e .J. o r 6 rowth of c r sdit to ~he co:_n ercial s ector , 

des ired r e. t e o f 

i n t hat sector. 
() 

o ~ l-.. numbe r cf steps h av e be en i nitiated by ti1e Gove r r1·.1en t 

indus t i-'ial s e ct or . 

i s 1~e i ·1L .;Jade t o i mp rove per :i:'"'ormance i:1 the power , coal, r ail ,;.'2.ys , 

an .::i u orts sectors . These s t eps h i:tv e 2lre ady star ted s h owi r:~ 

rssults ; ther e h as r e c ently veen a pe rcep tib l e easin 6 of co:--1;e _s ~ic ·. 

a t t -. e port s , coa l i) roduct i on :i.1 as risen 2.nd t h G eff iciel1C.... o f 

t1 d~ u cr_; l ( ·'. V'1·i-C! +-o "'.:'l :1 •" l0 '1l· s,'")"!"(-;(l 
- l. J .;) V - . .I. V...., V c.:. ..1.l • .1. .I. ..., ~ - ., • 

pri ces f or ba sic p r oduct's h ave be en i ntroduced t o ens ure tha t 

a.cieq_uat e r e t u2:ns oJ.1 in.vested cap ital a re obtai ne d . ~-le propc s e 

to 1;:eep c.d:.1in iste red p rices u1 d eI' review. ..iffort s 2.re bein -

:1ade to iJ1proYe t l" e u t ilization of exis ti .:.6 i !)du s tri2.l c 2.p ~c ::_ty , 

e speci ally in t '1e steel , ce ,.ient , alum i nim11 and fertil i ze 

i ndus trie~ . I nvest~:1e nt i n se·veral o f t i1ese i r..dustTi es :.s ,LS o 

a r e be i n~ developed . · t\ l c o ,., n-· ~-,"" :) r o.c- ..: .... c e-n i- 1•"t 7 es 
•• 0 ' C::. .;. • U.. . .. U c::; J. J..1. .l _. ,. V V 

i nve:s t nent a 1d .s av i r:r; s h ave b een an::o unced i ~ t lrn centra l 
I 

_:ie: )o_i c.; ··u:.i..d-2lL:e3 .:or i:-.. ,:; c :. ::.. :-
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of the con-,-e r~ib ilit:1 clause o:,.- ) 1:.Jlic financi2.: institutim:s 

sector 'Ll.L its ha , e b e e 1 subs~a.Etially liberalize - , w:.1ich shou_:;_d 

remove the pres e n:. inhibitions to investL1ent . J..·.:.1e ta:{ holidc.:i'" 

in r es~)ect of ne· .. industrial u:.~d .. e rtalrings, ship s and hotels 1.-i 3.s 

been modified, aLd. 2.i1 additio~al depreciat ion 2..llowance • J...' in ,.., ~1 e 

y e ar o:: i1i.sttll2..:.io 1 e 1~1ual to 50 per ce n t of the normal depre ­

ciation on ne ·-i L 2 .. c~1 i nery and l) l e.n t has been .J 2 .. de available for 

the five years e~di~g ·1arc~ 1 9850 

9. :-1easures to e :-icou:ra,,:e a-:-ricultural -e:q)ans ion are the 

cornerstone c: t ~1e ':-over:Y.1ent ' s eff orts to inc::::'ease n a tionc...:_ 

production, generate employment op .!)ortunities ar.d improve li7i~z 

standards for the mass of ~he people . A major prog ram is 

underway to substantially ·expand the area of a ,: ricultural 12-nd 

under irrigation, to promote the use of i mp rove d seeds and 

fertilizers, and to provide better and □ore widely available 

extension services to farmerso The Annual Plan for 1980/81 calls 

for e.n increase of 2.5 million hectares in the area under 

irrig ation . ~nes e rJeasures are cornp le.Jxmteci by frequent adj".1s t ­

ments to support 9rices for m2,j or 2.gricultural crops to ens :.u·e 

aae q_uate finan cia.:.. returns to f arme rs. During -:he p ast year 

v arying , but in some cases considerable, ~~creases have b s en 

made in the support prices for rice, wheat , gro~mdnuts , gr~, 

cotton, a..Yld su"6arco.ne . 

lOo One o-.f .!... he major objectivs s of go-ver~~rne:1t policy rel 2.tes 

to t· · e evolution of a viable energy strategy. 7owards this end , 

it is proposed to lay speciaJ_ e□phasis on s te?ping up the 

production of coal fro-m 106 million tons in 19 79/80 to 113.5 

□illio r~ tons d1.1r i.!':g the cur;rient year . As noted 2.b ove, ad! .. i r..iste r sd 

price s of pet:coleL.£1 products have een r e cent_:1· r e v :i_s ed up1-:ard.s 

0 •• ( 
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subs tentially '\•nich will H od 2r2 . .i.. e t h e demand for petroleum 

products o T.r-ie Plan outlay for t ":-le petrole um sector for 1980/81 

has be en step1)ed up b y ne arly 2~ percent as compared to the 

precedi ng ye ar with a vieu t o r 2..picll y eveloping our own oil 

resou rces o The Plan provision for power sector nas also be en 

stepp ed up by over +1 per ce :.t during the current year as comp2.re d 

to 1979/80. 

11. Policies to :in prove a 6gresate 1)roduction can be expected to 

relieve t 11e supply shortages whicl1 cons trained e::ports in the pas, t 

yearo Specific policie s to encoura6e exports have also been 

adopte d c.nd i.L1p roved. The i!'.1port policy ·ror 1980/81 contain~s 

additional liberalization ne2.Sures for exporters, and the Gove~n~s nt 

has also decided to set up a.11 Zxport-Impo:.--t Hank. Although v,·orld 

dem2.n d. fo:r India ts exports is expected t o be sluggish, export 

earnings are projected to increase by 13 per cent in 1980/81. 

However, mports are expected to grm·1 by. as much as 31 per cent. 

The bull{ of the increase-about 60 per cent-is accounted ror by 

the projected increase in the petroleum import uil~ caused largely 

bY higher prices. Toe more liberal llnport policy adopted over 

recent years hes been _generaJ..1y maintained for 1980/81 and. should 

continue to contribute to aJ.leviating short e.ges and promoting 

production in the domestic economy. On present _prospects, the 

balance of p ayments current account de ficit is exp ected to i ncre as 2 

to about SD3 2 b illion in 19:30/81, lhlile an overall de ficit of 

about 3D2 Oo9 billion ia projected C e fore colmting t he Trust :?1.e1d 

Loan). w wevE-r, the overall ae!·icit - I"ilay be l a r ger, espe cially if 

weathe r is again unfavorable . :. :l1i le t h e extent o r the de t e rior. __ t i c- ~1 

in t ne b~ l s_nce of p a.Jn c n ts E:q ec-1..ed i :~ 1980/81 ·i s o f co:0.cer: , 

0 ... _) 
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and prospects for the next fe~ . .; ys 2, rs are u_ricertain, t l e likely 

deficit i· 1980/81 c an be fin ::nced Hithout undue strain. Inter­

natior..tl reserves p r es ently 2:iour1t to nearly SDR 6 billion. \0/e 

intend to contL~ue the 1)rude:1t deb t m8112ge r.1ent policies follo-'.•:ed 

so f2.r. 

12. Since 3epteu1ber 1975, t::ie India.::i_ rupee has been pe gged to a 

bas'~st of the currenc ies of maj or tradi:1.g partners; t he J.-:12-r g ir..s 

were -wide_ ed f r om 2.25 per ce~~t to 5 per cent on either side of 

the :p e g in January 19790 Toe basket peg has been maintained 

unc.:.1a.I1ged since 1975, resulti...g :i.n r e aso".'.lable e:,:change rate stability 

and competitiveness i n e:-ctern2.l tradeo During t h e period of tr1e 

pro6 ra1:i, the Go-verru~1ent o-:: Ir:d i2. does not intend to introduce 

any multip le currency pra ctices or i ~npose new , or intensify e::,:istin6 

restrictions ou payments 2nd transfers for current internation~l 

tra.."'1sactions, or enter into any new bilater_al payments arraggesent 

with r'l.u1d membe rs; furtherc10re , it does ~ot intend to i n t r oduce new, 

or intensify rest~io tions on i ~ports for bal ance of 

payments purposes . 

130 ·1,..11e Governr ent of Ir..dia telievss tl 2.t t h e policies set forth 

in t l is memorandum 2,re adequate to e.c~ i eve the objectives of tne 

program but ,-,ill take any further Deasur es that r.1ay become appropriate 

for tnis pur;)Os eo I ndia will co~sult with the ~F·u ... Yld on the 2.doptiot1 

of any measures t~nat may be 2.pr.;ropriate , i..vi accordance with t h e 

policies XE of t h e :Fund on such cons tlltationo 





Office Memo1tandum CONFIDENTIAL 

TO The Acting Managing Director DATE: April 29, 1980 

FROM 

SUBJECT : 7 --- I 
.Messrs. Sundararajan, Woolley, Lipschitz, Mrs. Goodger and I visited ,A / J 

Delhi and Boobay during April 7-22. fV~ 
The mission held the Article IV consultation discussions and had 

preliminary discussions regarding a Trust Fund program. The staff team t 
concluded that India would have balance of payments need in 1980/81 
(financial year April-March) to justify a Trust Fund loan--the absence of 
need prevented India from making use of the Trust Fund during the first 
period or earlier during the second period--and a broad degree of agree-
ment was reached on policy needs for 1980/81. Nevertheless, the authorities 
were unable at the prefaent time to indicate their intentions, particularly 
relating to budgetary policy, with the degre~ of authority that they 
considered necessary to submit a Trust Fund program. Following national 
elections in January 1980, which saw a change of government and the return 
of Mrs. Gandhi's party to powei, State elections are scheduled in several 
major States for May 27-30; finalization of the new Government's budgetary 
policy for 1980/81 has been delayed, pending the State elections, and the 
budget is now expected to be presented, on about June 15. It has been tenta-

/
tively agreed that a staff team will return to India after the announcement 
of the budget to complete a Trust Fund program. 

India's economic position has deteriorated considerably since the 
last consultations in November 1978. Real GDP is estimated to have fallen 
by about 2 per cent in 1979/80, inflation is running at a rate of about 
20 per cent per annum following three years of stable prices, and the 
balance of payments shifted to deficit in the second half of 1979/80 

·after four years of surpluses. Severe drought cut foodgrain production 
by about 9 per cent in 1979/80. Water shortages also reduced the supply 
of electric power, and interrelated bottlenecks in the power, steel, coal, 
cement and transportation sectors resulted in stagnation in industrial 
output. Shortages of key com.!Ilodities initiated upward price pressures 
in early 1979 which intensified as the supply position tightened and 
adjustments were made to administered prices of some major industrial 
inputs. 

The 1979/80 budget was also perceived to have an inflationary 
bias, which was aggravated by unforeseen expenditure for drought relief 
and higher subsidies. To accommodate the large increase in government 
recourse to_ the banking system-which almost doubled to the equivalent 
of 4 per cent of GDP--credit to the commercial sector were progressively 
tightened. This, together with the reduced surplus on external transac­
tions, resulted in a slowing in monetary expansion; money supply rose by 
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15 per cent _in 1979/80 compared with 19 per cent in the previous year. 
However, bank credit to the commercial sector has accelerated in the early 
months of 1980 to accommodate higher petroleum and other import prices 
which have yet to be passed on to end-users. 

The authorities expect to implement more restrained financial 
policies in 1980/81 as a step toward restoring price stability. Allowing 
for the economic recovery which would accompany the hoped for return to 
normal ~eather in the 1980 monsoon season, a further reduction in the rate 
of monetary expansion to about 12 per cent is planned. However, in view of 
the need to increase further the administered prices for key commodities, 
including food, coal, fertilizer, and petroleum products--the necessity 
for which the mission stressed--a reduction in inflation below about 
10 per cent does not appear feasible. The authorities indicated their 
intention of taking as restrictive a stance as possible in the budget 
to be announced in June. They emphasized, however, that demands for 
increases in development expenditures are expected and that the scope for 
raising additional tax revenues is constrained by the already high tax 
burden, and the ne~d ~o pass on higher costs for petroleum--which will 
cut real income oy some 2 per c~nt on top of the decline already being 
experienced because of the drought. 

Although an overall surplus of SDR 0.3 billion was recorded for 
1979/80 as a whole, the balance of payments shifted to deficit in the 
second half of the year, and is expected to weaken further in 1980/81. 
The terms of trade are estimated to have deteriorated by about 10 .per cent 
in 1979/80, and a further fall of some 6 per cent is projected for the 
coming year. The oil import bill is estimated to increase almost three­
fold over this two-year period, and in 1980/81 is projected to absorb 
almost two thirds of aggregate export earnings. The shift estimated in 
the current account is from a surplus of SDR 0.4 billion in 1978/79 to i 
deficit of almost SDR 2 billion in 1980/81. An overall deficit of about 
SOR 0.8 billion is projected for 1980/81, of which Trust Fund financing 
would provide some SDR 0.5 billion. 

Because of the magnitude of the addition to the oil import bill 
and the limited scope for reducing consumption, adjustment is likely to be 
a prolonged process, and the authorities envisage that balance of payments 
difficulties will persist for several years at least. In the meantime, they 
are planning several types of financing. There is scope to draw upon reserves, 
which currently amount to SDR 6 billion · or about seven months of imports, but 
the authorities are reluctant to allow the reserve level to erode too far. 
Much of the deficit for 1980/81 can be financed by a Trust Fund loan, and the 
authorities envisage further use of Fund resources in the coming few years. 
Some steps to increase borrowing on international capital markets on hard 
terms have been taken, but there is considerable reluctance to undertake 
large-scale borrowing at high cost except when the loans would be linked 
to specific high-yielding projects. 
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The Indian rupee has been pegged to a basket of currencies since 
September 1975. No change has been oade to the basket peg during this 
time, but the margins were widened from 2.25 per cent to 5 per cent on 
either side of the peg in January 1979. Despite the surge in inflation 
over the past year, the improvement in the competitive position of Indian 
producers in international markets achieved over the previous several 
years of stable prices appears to have been maintained. 

You should be aware that Reserve Bank Governor Patel, joined by 
others, criticized the lack of progress in the Fund toward assisting the 
developing countries to meet the emerging payments crisis. Governor Patel 
suggested, in particular~ that the Fund act as an intermediary to reduce 
the burden of high interest costs on borrowings by poor countries. 
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I. Introduction 

Messrs. Tun Thin (Head), Smith (ASD), Sundararajan (ASD), Lipschitz 

(ASD), Woolley (ETR), and Mrs. Goodger (ASD), will visit Bombay and New Delhi 

during April 7-22 to hold the 1980 Article IV consultation discussions 

and, if circumstances warrant, negotiate ad referendum a financial program 

for a Trust Fund loan in the second period. 

II. Economic Background 

The Indian economy during 1979/80 (fiscal year April-March) has been 

characterized by severe drought through most of the year, a sharp worsening 

of industrial relations, serious shortages of coal, power and transport 

services, and the resurgence of inflation after several years of price 

stability. Led by a 6 per cent fall in agricultural output, real GDP 

• is expected to decline by about 2-3 per cent. Industrial output remained 

stagnant in the first eight months of 1979/80, and available data for 

selected industries suggest that it is unlikely to show much improvement 

in the remainder of the year. The wholesale price index rose at an annual 

rate of 22 per cent during the first ten months of the year, compared to 

2 per cent in the same period of the previous year. While the overall 
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economic situation has deteriorated sharply since the last consultations, 

the availability of comfortable stocks of external reserves and foodgrains, 

the continuing liberalized framework of import policy, and the relative 

price advantage built up over the previous four years of stable prices, 

leave the economy in a fundamentally stronger position than in any previous 

period when similar difficulties were faced. 

India: Selected Economic Indicators, 1977/78-1979/80 

Fiscal Years Ended March 
1977/78 1978/79 1979/80 

Real GNP 
Agricultural output 
Industrial output 

Broad money 
Narrow money 
Reserve money 
Total domestic credit 
Net bank credit to Government 
Wholesale prices (end-year) 
Consumer prices (end-year) 
Exports (f.o.b.) 
Imports (c.i.f.) 

Trade balance 
Overall balance of payments 
Gross reserves (end-year) 

8 
14 

4 

21 
18 
15 
15 
22 

3 
7 

21 

-0.6 
1.7 
4.6 

(Percentage changes) 

4 -2 1/ 
2 -6 1/ 
8 -- II 

21 16 2/ 
19 14 2/ 
25 21 2/ 
21 17 2/ 
14 23 2/ 

3 21 2/ 
3 8 2/ 
2 5 2/ 
9 14 Jj 

(In billions of SDRs) 

-1.0 -1.2 2/ 
1.1 0.2 2/ 
5.7 5. 9 3/ 

Sources: Reserve Bank of India Bulletin and data provided by the Indian 
authorities. 

1/ Official estimate. 
2/ Calendar year 1979. 
]_/ Gold valued at SDR 35 per fine ounce. 
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The decline in agricultural output in the current year is due chiefly 

to· poor monsoon rains through most of 1979. It would have been more severe, 

but for the belated arrival of winter rains which has improved the rabi 

harvest of wheat and gram. Total foodgrain output is expected to fall from . 

the record harvest of 131 million tons in 1978/79 to about 121 million tons 

in 1979/80, reflecting mainly the lower output of rice and coarse grains. 

To overcome the effects of the drought on employm:nt and consumption, the 

authorities have expanded the food-for-work programs in rural areas, released 

additional grains through the public distribution system, and have not raised 

the prices of publicly distributed grains, despite large increases in both 

the procurement prices and the free market prices. As a result of these 

factors, the stock of foodgrains declined to 19 million tons by the end of 

December from the peak of 21 million tons at the end of August. The decline 

is expected to continue, but the stock is expected to remain adequate pro­

vided the 1980/81 harvest is normal. 

-
The stagnation of industrial production in the current year was caused 

mainly by the interrelated shortages of coal, power, and transport. Although 

electricity generation increased by about 5 per c~nt in the, first eight 

months of 1979/80--compared to 12 per cent in 1978/79--it fell short of 

demand_in almost all regions, particularly in the eastern industrial belt. 

The electric power supply could not be stepped up to match demand, owing 

to coal shortages and the consequent underutilization of existing power­

generating facilities, poor maintenance, and the failure to complete major 

power projects on schedule. For a variety of reasons--such as floods, labor 

unrest, transportation difficulties, etc.--coal output has remained unchanged, 

at about 105 million tons per annum, since 1976. This in turn has affected 
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railway transport and, in addition to its impact on thermal power genera­

tion, has limited the production of steel, fertilizers, and cement. In the 

current year, the pervasive effects of inadequate energy supplies were 

coupled with a sharp increase in industrial unrest. The number of man-days 

lost due to strikes, lockouts, and political disturbances rose by almost 

50 per cent in the first eight months of 1979 and affected a wide range of 

industries both directly and indirectly. Industrial unrest in the coal 

mines and petroleum refineries compounded the energy shortages. In the 

final quarter of 1979/80, the labor unrest and the drought continued to 

adversely affect the major seasonal . industries such as sugar refining, coal, 

and hydroelectric power generation. Thus, the normal seasonal rise in pro­

duction during December-March is likely to be subdued. 

Inflationary pressures in 1979/80 were mainly due to a slow adjustment 

of financial policies to the fairly rapid deterioration of domestic supply 

conditions. Inflationary expectations were also rekindled, initially by the 

measures announced in the 1979/80 budget, and were sustained by the subsequent 

drought, supply shortages, and political uncertainty. In addition, cost-push 

factors, arising from the increase in administered prices of a large number 

of intermediate goods like steel, coal, aluminum, and petroleum products, 

added to the inflation. The supply difficulties were not foreseen when 

financial policies for 1979/80 were first formulated, and fiscal policy 

for 1979/80 thus continued the expansionary stance initiated in 1978/79. 

However, monetary policy had already assumed a more cautious posture in 

late 1978, reflecting concern about the excessive growth of liquidity. As 

economic growth weakened during 1979/80, monetary policy was progressively 

tightened; this was not successful initially, but it has become more effective 
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in containing credit expansion in recent months. In contrast, fiscal policy 

was even more expansionary than originally envisaged, owing largely to un­

anticipated expenditures--such as drought relief. As a consequence of these 

developments, narrow money expanded at an annual rate of 13 per cent during 

the first ten months of 1979/80, compared with the 15 per cent expansion 

during the corresponding period of 1978/79. 

Excess demand pressures and a worsening of th~ external terms of 

trade led to a sharp reduction of the surplus in the overall balance of 

payments from SDR 1,133 million in 1978/79 to SDR 226 million in the first 

ten months of 1979/80. Total exports (in terms of SDRs) were 6 per cent 

higher during April-November 1979/80_ than in the same period of 1978/79, 

owing mainly to larger exports of tea, jute, and certain agro-based items 

from the depressed levels of the previous year. Exports of engineering items 

and gems and jewelry, which constituted a quarter of total exports in the 

past two years, declined; the former, due to domestic supply problems, the 

latter to the slackening of world demand. During the same period total 

imports rose by 19 per cent. Despite a fall in the volume of industrial 

imports because of slow industrial growth, aggregate imports •rose sharply 

as a result of the steep increase in world prices of petroleum and the 

large-scale imports of certain key commodities, including fertilizers, 

cement, and edible oils, to augment inadequate domestic supplies. For 

1979/80 as a whole, imports are likely to accelerate because of higher 

petroleum prices and additional imports of petroleum products to offset 

shortfalls in the domestic production of energy, while export growth is 

likely to remain subdued because of persistent supply constraints. Thus, 

the overall balance of payments position, which was in approximate balance 
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during October-December, is expected to move into deficit in the final 

quarter. An overall surplus of only about SDR 100 million appears likely 

in 1979/80. Gross international reserves at end-1979 were SDR 5.9 billion 

(with the gold component of 8.36 million ounces valued at SDR 35 per ounce), 

equivalent to seven months of estimated 1979/80 imports. 

III. Topics for Discussion 

The present economic position can be charact~rized as one of infla­

tionary pressures and an external position shifting to deficit. The infla­

tionary pressures have arisen in part because demand management policies 

have not been able to fully adjust the economy to supply shocks emanating 

from the drought and the industrial° shortages. The weakening balance of 

payments reflects both this excess demand and the deteriorating external 

terms of trade. Insofar as the widening current account deficits have resulted 

from transitory supply shortfalls, and because exchange reserves are com­

fortable, there is uo need for a major adjustment of macroeconomic policies . 

The task of the authorities need involve only the drawing down of the sizable 

stocks of foreign reserves and foodgrains to increase supplies and some 

tightening of demand. The objective should be to reduce the rate of inflation 

without endangering investment and growth. However, the uncertain outlook 

for the world economy in the period ahead and the need to find permanent 

accommodation for higher oil prices make cautious financial policies doubly 

important. While it is premature to envisage the balance of payments as 

again constituting a major economic constraint in the foreseeable future, 

policies to accelerate export growth, to conserve energy, and to promote the 

exploitation of domestic energy resources are needed over the medium term. 
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1. External adjustment 

Over the last several years there has been need for policies to 

reduce a large and persistent balance of payments surplus. The required 

adjustment was to be accomplished not by using the exchange rate which was 

maintained virtually unchanged in effective terms, but by liberalizing 

trade and pursuing expansionary domestic policies. These policies were 

initially slow to act, but were particularly succefsful in 1978/79. Indeed, 

the expansionary fiscal policy and the sharp increase in public investment 

in that year, served to raise total investment above savings--thus produc­

ing a current account deficit--for the first time in several years. Moreover, 

the supply management through liberalized import policies supported the 

investment effort and contributed to price stability. A similar outcome 

~ may have occurred in 1979/80, but for the emergence of supply difficulties. 

Balance of payments prospects for 1980/81 are for a continued weak­

ening and a moderate overall deficit. A resumption of . economic growth will 

require a much larger non-oil import bill, both because of the Government's 

conscious policy to alleviate domestic supply constraints and because the 

liberalized trade system will allow a greater growth of private sector 

imports in response to rising income. In addition, higher prices for fuel 

oils will add some US$2-3 billion to the import bill. Strong domestic demand 

and slow growth and difficult access to major export markets will militate 

against any major increase in the volume of exports. Also, there are signs 

that the growth of workers' remittances from abroad is beginning to slacken. 

Clearly in these circumstances, the need for measures to reduce the overall 

surplus has passed. 
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The liberalization of import restrictions, which continued in 1979/80, 

served the needs of adjustment in recent years. In the present circumstances, 

the more liberal framework of import policies that has resulted should 

facilitate the resumption of growth and thereby help strengthen the economic 

position in both the short and medium term. Insofar as the present environ­

ment is not propitious for further liberalization, the mission will support 

the maintenance of the more liberal trade system that has emerged over the 

past few years and discourage any reversal of this trend. Moreover, with a 

weakening of the external position, a continuation of the expansionary 

financial policies of the past two years is clearly inappropriate for 

1980/81. 

Despite some rationalization of export promotion schemes, there has 

been no growth in ov-erall export volume since 1977/78. In the last two years, 

this was due mainly to a decline in agricultural exports, partly reflecting 

greater domestic consumption. In the current year, both industrial and 

agricultural exports have been affected by insufficient domestic production. 

The effects of the weakness of the production base have been exacerbated 

by the frequent changes in incentives, quota restrictions, ~nd bans governing 

exports. While stable export cash assistance rates have been provided for a 

group of commodities, notably engineering goods, for a wide range of other 

products the rates have been changed frequently. Furthermore, since 1978 

export quotas have been relaxed or removed for various agricultural products, 

but new quotas and bans have been introduced for several industrial goods. 

These changes were motivated by the desire to hold down domestic prices of 

goods in short supply and reflect variations in the perceived availability 

of exportable surpluses. It is arguable, however, that they serve mainly 

to weaken the penetration of export markets and in the longer term to 
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reduce incentives for expanded production of the commodities concerned. 

The staff team will discuss the recent changes in export incentives and 

emphasize the need for a stable structure of such incentives and for a 

strengthening of investment and industrial policies to promote the expan­

sion of exports. 

As regards exchange rate policies, the basket peg maintained for the 

rupee since 1975 has kept the rupee stable in effective terms over the 

past year, although the higher rate of inflation in India in 1979/80 has 

led to some loss of external competitiveness. However, this has only 

partly offset the gains in the past four years. While the trade-weighted 

(as well as the export- and the import-weighted) real effective value 

of the Indian rupee increased by about 8 per cent in 1979, owing mainly 

to domestic inflation, this followed a 20 per cent decrease during the 

previous three years. It will be useful to explore with the authorities 

their attitudes towar4 exchange rate policies under present circumstances, 

especially the impact of recent developments on export growth over the 

medium term. For the immediate future, both the level of the exchange 

rate and the system of setting the rate appear generally satisfactory. 

Since the last consultation, the b~lateral payments agreement with 

Bulgaria has been terminated. The mission will inquire as to further pro­

gress toward eliminating the remaining bilateral agreements with Romania 

and various nonmembers. 

2. Energy and industrial production 

Even in years of good economic performance, India has been critically 

constrained by the availability of energy. Most of the supply bottlenecks 

that have plagued the Indian economy in the current year are primarily 
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attributable to inadequate production in the energy sectors--coal, electric 

power, petroleum. Over the past 15 years, the growth of energy consumption 

has averaged more than twice the pace of real GNP, but investment in the 

energy sectors has lagged behind plan schedules, and completion of new 

power-generating facilities has been subject to long gestation lags. 

As a result, energy shortages have been normal occurrences i~ India over 

the past decade. The extent of this shortage has ~een particularly severe 

in 1979/80, owing to the coincidence of drought and labor unrest. There 

was an estimated shortfall of electric power of about 15 per cent in 

1977/78 and 10 per cent in 1978/79; for the current year, the shortfall 

is estimated to be in the range of _20-25 per cent. The pervasive effects 

of power shortages are underscored by the recent World Bank estimate that 

~ the output loss due to the shortage has varied between 2-3 per cent of GNP 

annually in the recent past. Against this background, better performance 

of the energy sector ~s a critical issue, and the role that industrial 

and import policies can play in overcoming the problems of these sectors 

bears further examination. 

The staff team will also examine the longstanding issue of adminis­

tered pricing p~licies and their effects on supplies of major industrial 

inputs, including energy. Administered prices of several important inter­

mediate goods, including coal, petroleum products, steel, and cement were 

increased in 1979. These price increases were delayed decisions reflecting 

inadequate adjustments in the past. The team will discuss the scope for 

further upward adjustments, as one element of the policies designed to 

increase output in these critically important industries and to strengthen 

the financial position of the public sector enterprises. In particular, 
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recent increases in the world prices of petroleum products have not been 

fully passed on, and an appropriate adjustment of domestic prices appears 

to be warranted in light of the need to conserve energy. 

While the major reasons for the poor industrial performance in the 

current year were the shortage of energy inputs and the labor unrest, 

the team should also examine the impact of recent changes in industrial 

policies on the present industrial climate. There•is some evidence that 

the current policy · of prohibiting large corporations from pro~ucing a 

wide range of products in order to promote small-scale production of 

these products has aggravated the industrial shortages and inhibited 

private investment. 

3. Domestic demand management 

Since 1978/79 expansionary fiscal policies have reflected the authori­

ties' desire to use the large exchange reserves and food stocks to promote 

investment and growth. The Central Government overall financing requirement 

increased . from Rs 21 billion in 1977/78 to Rs 32 billion in 1978/79, and, 

despite the sharp increases in excise duties in the last budget, to Rs 47 bil­

lion in 1979/80. The turnaround in the economy in 1979/80 led to a _higher 

deficit than had initially been budgeted~ Actual expenditures exceeded the 

budgeted levels on account of additional current expenditures on drought 

relief, subsidies on foodgrain distribution and fertilizer sales, and major 

wage concessions. Recent information suggests that State Government budget 

deficits have also exceeded original estimates by a sizeable margin. Partly 

because of the elections and the subsequent change in economic management, 

there has been no opportunity for an interim fiscal adjustment to reduce 

deficit spending in line with the more constrained supply situation, and 

demand management has had to rely mainly on monetary instruments. 
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Starting in November 1978, the monetary authorities attempted--albeit 

with only limited success--to reduce the growth of credit. Given the fiscal 

situation and the need to finance food stocks, the burden of credit strin­

gency was necessarily borne by the nonfood commercial sector. However, in 

most cases the commercial banks were unable to implement new ceilings and 

cash reserve and statutory liquidity requirements during the early months 

of 1979. 

Policies were progressively tightened, culminating in a new system 

of credit ceilings and higher interest rates in September 1979. Lending 

rates of commercial banks were raised by 3 percentage points, and deposit 

rates by between a half and one percentage point. · However, there has been 

only a slight slowdown in the growth of credit to the commercial sector 

since September. The staff team will examine the need for additional 

measures to combat inflation in 1980/81. 

The budget for 1980/81 holds the key to the financial strategy for 

the coming year. The new Government has delayed the budget, in order to 

consolidate its views on fiscal policy and thus far has only presented an 

interim budget based on the continuation of existing tax rates. Presenta­

tion of a new budget is expected soon after the return of the Fund team. 

In the context of the need for tighter overall financial policies, a 

further large budget deficit will reduce the scope for credit to the com~ 

mercial sector. If the squeeze on the commercial sector is pushed too far, 

the objective of restoring ~rowth could well be thwarted. The mission will 

discuss the need for achieving a balance in the resources flowing to the 

various sectors and will analyze fiscal policy in the context of the 

prospective overall financial situation in 1980/81. 
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4. Quota 

The mission will inquire as to when India expects to be able and willing 

to consent to the increase in its quota under the Seventh General Review; 

what steps have been taken so far by the authorities; and what steps will 

still be necessary before such a consent might be forthcoming. 

5. Trust Fund 

India did not qualify for access to the Trust Fund during the first 

period of Trust Fund assistance because of the strong balance of payments 

position. However, with the weakening of the balance of payments, India 

may become eligible for a Trust Fund loan in the second period. India's 

maximum access to the Trust Fund could be about SDR 500 million. Tenta­

tive projections for 1980/81 indicate that a balance of payments need is 

likely to be present, but the precise size of the need cannot be adequately 

assessed until the mission reviews current and prospective developments 

and policies. In the event that a balance of payments need for a 12-month 

period ending before May 1981 ~an be established, the mission will negotiate 

ad referendum a one~year financial program with first credit tranche 

conditionality, which would serve as the basis for a Trust Fund drawing. 
' 

The aims of the program would be to substantially reduce the rate of 

inflation and consolidate import liberalization efforts by containing demand 

pressures and alleviating supply bottlenecks. By keeping the overall balance 

of payments deficit within reasonable limits by means of demand management, 

the program will encourage a consolidation of past import liberalization 

efforts and discourage a reversal of this trend. The Indian financial system 

appears at present to be highly liquid, and there is as yet little evidence 

that financial policies are adequately containing increases in the price 

level. In these circumstances, additional monetary restraint would seem 
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appropriate to contain demand. Financial . policies, and especially budgetary 

policies, complemented by appropriate industrial and import policies, will 

play an important role in ensuring an adequate expansion of output. 

Preliminary staff projections, based on the assumptions that inflation 

will be limited to 10 per cent in 1980/81 and that income will increase by 

7 per cent in real terms, suggest that an appropriate financial program would 

require a reduction of the growth of both broad a~d narrow money to below 

the rates in calendar 1979 of 16 per cent· and 14 per cent, respectively. 

Some slight increase in the rate of expansion of bank credit to the com­

mercial sector may be necessary, but this should be offset by a slower 

rate of credit expansion to the Gov~rnment. Given the likely balance of 

payments outcome, the overall growth of domestic credit should probably 

~ be limited to about the rate in calendar 1979, that is, 18 per cent. 

Since a prospective program would also aim at supporting and consol­

idating the recent import liberalization, the program will contain an 

intention that the authorities will continue their current policies 

with respect to import controls. Finally, the program would include the 

standard understanding on exchange practices and import restrictions. 
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Fund Relations with India 

SDR 1,145 million. The proposed maximum quota 

under the Seventh Review is SDR 1,717.5 million. 

India has not yet agreed to the quota increase. 

85.50 per cent of quota, as of February 29, 1980. 

India made extensive use of Fund resources during 

1974 and 1975. All repurchases were completed by 

July 1978. 

The total allocation of SDRs to India was 

564.38 million. Holdings as of March 12, 

1980 were SDR 513.05 million, or 90.9 per cent 

of net cumulative allocation. India could be 

designated for a maximum of SDR 27.8 million 

under the Designation Plan for March-May 1980. 

Indian rupees equivalent to SDR 10.1 million 

have been included in the operational budget 

for March-May, 1980. 

804,429.4 fine ounces. 

US$42.02 million in the first period and 

US$45.89 million in the second period. 

On September 24, 1975, the former peg to the 

pound sterling was terminated and the rupee 

was linked instead to a basket of currencies 

of India's major trading partners, within 

margins of 2.25 per cent, with an initial 

middle rate of Rs 18.3084 = L 1 stg. Since 

end-January 1979, the margins have been 
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increased to 5 per cent. So far, the buying 

and selling rates have been adjusted 36 times 

on the basis of the currency basket; the current 

middle rate of Rs 17.85 = pound sterling 1 

has been in effect since March 18, 1980. As of 

that date, the rate per U.S. dollar was approx­

imately Rs 8.24 and the rate per SDR, approx­

imately Rs 10.43. 

The last consultation discussions with India were 

held in November 1978. The Executive Board discus­

sion took place on February 26, 1979 and the follow­

ing Decision No. 6055-(79/34) was adopted. 

1. This decision is taken by the Executive 
Board in concluding the 1978 consultation with India 
pursuant to Article XIV, Section 3, of the Articles 
of Agreement. 

2. The Fund welcomes the steps taken to 
relax restrictions on foreign payments and terminate 
bilateral payments agreements and hopes that the 
remaining bilateral payments agreement with a 
Fund member will soon be terminated. 






