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The Managing Director

TO : The Deputy Managing Director DATE: November 19, 1982
\ ; \
FROM Tun Thin ?SWJ A 7
SUBJECT : India--Review of Extended Arrangement and 1983 Article IV 4ﬁhw
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 Delhi 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




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 improve 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 comfortable 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

‘financing) 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. :



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 so 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
0il 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 SDR 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
'piovides 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



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.

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.

There have been no significant changes in the exchange and trade }
|
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INTERNATIONAL MONETARY FUND
India

Briefing Paper--1983 Article IV Consultation and Review
of Extended Arrangement

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

Approved by P: RJlgarvekar 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 1-
November 11 to hold the 1983 Article IV consultatioﬂ discussions and
review performance during the second yéar 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 purchasés totaling SDR 900 million. The
| program for 1982/83 was discussed by Executive Directors on July Qs
1982, following which a further purchase of SDR 600 million was made.

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

which data will be available in late October.

IT Background

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

able and in line with those envisaged in the program. Real growth was



5 per cent with foodgrain production rising 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, supporﬁed 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 sfrengthened 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. Overall public savings rose-significantly and
financed a sizable increase in real public investment in line with the
program projections. Commercial credit policies were also tightened
during the year and monetary growth was reduced. Howe&er, balance of
payments pressures increased, mainly because of an unexpected deteriora-
tionrin 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) and

. 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 deficit, and that part

financed by the banking system, are to be reduced as a proportion of



GDP. Firm demand management policies will aim to maintain control over
inflation. Investment is to increase considerably and be allocated in A
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. fhe 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. Tﬁe 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 1981/82 no longer
apply. Exports are targeted to rise by 7 per cent in Qolume 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 output. 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. 3

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

1981/82 1982/83
1980/81 Original Revised Program
program estimate projection

(Annual per cent changes)

National income and prices

GDP at constant prices 7.5 4.8 5 5

GDP deflator 1l.1 9.0 9 8.5

Wholesale prices 1/ 15.8 11.0 1.9 8.0

'
External sector (on the basis of SDRs)

Exports, f.o.b. i 11.5 16.2 11.3 11.9

Imports, c.i.f. 39.3 12..4 8.5 3.9

Non-oil imports, c.i.f. 19.1 29.8 22.0 112

Export volume ~5.3 5.0 6.7 7

Import volume : 123 1.6 =02 =058

Terms of trade (deterioration,-) 4.9 -- -4.0 o

Central Government budget
Revenue and grants 13.1 2/ 16.8 19.8 14.5
Total expenditure and net lending 19.3 2/ “15.5 14.6 11.6
Money and credit 3/

Domestic credit 25.0 19.4 . 18.7 18.9
Government 28.4 2051 20.0 17.9
Commercial sector 18.6 18.9 17.8 19.6

Money and quasi-money (M3) 18.2 5%+ 13.2 15.5

Narrow money 16.6 1353 Fwl, 12.5

Interest rate (annual rate, one-year
savings deposit) 7.0 7.5 8.0 8.0

(In per cent of GDP)

Public sector savings 3.6 4.4 4,2 5.0
Central Government savings 22 2.9 2.7 3.3
Central Government budget deficit 6.6 6.4" 6.0 5.6

Domestic bank financing 4.0 3.1 2.8 2.8

Foreign financing i 0.7 0.7 0.7
Gross capital formation 24,2 25.7 25.2 25.5
Gross domestic savings 29052 23.7 22.8 23.4
Current account deficit 2.2 2.0 2.4 2.1
External debt 3/ 10.9 11.6 10.8 10.5

Inclusive of use of Fund credit 10.9 11.2 11:2 12.0
Debt service ratio 4/5/ 7.9 8.5 9.8 11.0
Interest payments 4/5/ D7 3.1 3.6 4.3
Overall balance of payments (SDRs mn.) -440 -1,683 -2,170 -1,683

Gross official reserves (months of imports) 6 5 4 4
External payments arrears

1/ End-year percentage change.

2/ Provisional actual.

3/ End of period.

4/ 1In per cent of exports of goods and services.
5/ Including IMF.



the late arrival of the monsoon but the Government's prompt action

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

'
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 rate4achieved in 1981. 1In 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. fresé reports indicate
! stagnant or falling production leQels 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 demand, have been 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

.



cent growth for 1982/83. The méin factor accounting for continued slowA
money growth is sﬁaller than expected expansion of domestic credit, partic-
ularly of credit to the commercial sector which is falling well below the
program path. Credit to Gove;nment has expanded to the limit of the
program provision and, in faét, in August was slightly above the September
subceiling for net credit ts Government. Nevertheless, the authorities
appear confident they will meet the September subceiling. No details

are yet available on 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 SbR 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, excluding éil 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



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-
ing and simplifying the excha;ge system. As in the case of the previous
consultation, the staff prop;ses 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 ghe.éﬁrrent deficit
in 1982/83 of 0.3 percentage pointé 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 anm adverse impact on the balance of payments--indeed
precautionary food imports will cost the equivalent of ;ome 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 1982/83, 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.



One key program target—-—and an important indicator of adjustment—-—
is export performance. The program envisaged that export volume would
increase by 7 per cent in 1982/83. The letter of intent added the
qualification that "this target is feasible provided world market condi-
tions come up to expectations and protectionist measures are not inten-
sified.” When the 1982/83‘gr;gram was drawn up, it was anticipated that
world economic activity wouid 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 worl& economic outlook exercise suggests
that the growth may now be no more than 3 per cent. The mission will
investigate recent export performance and the impact of adverse exogenous
factors, including the delay in the recovery in world trading.

Obviously, exchange rate policy is an importané 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 ceqt 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 périod 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 Devélopments, 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

e

adve;ée impact of import liberalization on domestic industry and would
strengthen export development policies in the aggregate. From this
medium-term viewpoint, it wo&ld 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 chanées.ﬁould go far
enough. A major task of the mission will be to feview 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 considerations 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 year 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



necessary to come to an understanding with the 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
discussions for the program for the negtvyear take‘place in April 19§;i
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.develbément policies in
the future (including tax, import and industrial policy measureé). 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 measurés 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 aéhieved 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 pre;ious 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, bﬁf also because’of measﬁres taken in the 1982/83
budget and recent price adjustments, it has been possible to program a
further considerable improvement in 1982/83. Central public savings
are projected to rise from 2.7 to 3.3 per cent of GDP, and allowing for
a sizable increase in Plan eﬁpenditures, bank financing of the budget is
to be maintained at 2.8 pe£.cent and the overall deficit redﬁced as a
proportion of GDP.

An important task of the mission is to assess whether Central finan-
cial develoéments so far during 1982/83 are on track. At this stage,
the authorities will not have systematically reviewed Central financial
performance; hence the ﬁission's review will include analysis of available
statistical information (as agreed with the authoriﬁieq ‘during 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 iﬂ 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 targeté

~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 escalation eroded the impact on State savings
which were, at best, no higher than the rather modest program target.
In financing State Plan e#penditures, 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 thaﬁ
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 Govermments), State savings would increase by

0.2 per cent to 1.7 per cemnt of GDP and recourse to overdrafts with the
Reserve Bank would be reduced to Rs 5 billion (éxcluding Rs 3.5 billion
of bank subscriptions to State Government securities).

The program projections for 1982/83 will be thorougﬁly reviewed in
light of thé 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 the States in
1982/83 fully match the program estimate of Rs 7.4 biilion. 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 appéopriate combination of additional resource mobili;a-
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 policy 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 serioué balance of payments
difficulty. At such times, India's policy-makers have traditionally
moved to increase protection and conserve foreign exchanée. That the
Government acted as it did at this time reflects to éome extent the
influence of the Fund arrangement, but more fundamentally the rising senti-
ment in favor of more open trading policies. However, while the strength
of opposing forces favoring more restrictive policies had waned, it
nevertheless remained impo;tant.

It is not surprising, therefore, that in the months foliowing the
introduction of the import liberalization measures a campaign is being
waged on several fronts to reverse the changes. Charges have been made
of serious damage éo 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 been taken.

Against this background, the mission will review progress in imple-
menting the measures to liberalize and simplify the 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 judgé
the scope for and pace with which further liberalization and simplifica-
tion should be taken. The mission will, during this review, explore

with the authorities the feasible options they will be considering when
drawing up the further measures 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 ;pparent. To achieve this, every effort is needed
to effectively implement the recent policies aimed at increasing indus-
trial efficiency. As noted above, exchange rate policy.can play a role
by softening the disruption from import liberalization. In summaty, 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, tariff 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 continue 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 imﬁbrt 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 prog?am are export, pricing
and industrial policy. In the field of industrial policy, a number of
steps have been taken over the past fwo years aimed at reducing regula-
tory constréints on private business activity. At this stage of the
year the authorities are unlikely to be considering new major initia-
tives; indeed they stress the need for periods of stability to give
credibility to their policy stance. The mission will ;ake 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 large 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 tlie 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—tefm review of the
Sixth Plan. This should allow a useful discussion ofvthe 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 shortfails, especially at
the State level, have made it apparent to the staff and the Bapk 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 savings, 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-—
ti#l 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.

s 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 foresgen in the program for the second year and
was supported in principle‘hy several Executive Directors.

Credit developments during the period up to July 1982 do not indi-
cate that the overall credit ceiling is under 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 estimate& to rise considerably, and more than earlier
projected. If the authoriti;s request a modification of the aggregate
credit éeilings for this régson the mission will examine the request
and the scope for flexibility. However, on the baéis of developments
so far it is by no means apparent that these additional food require-
ments cannot be accommodated within the existing program provisi;ns
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 ieqpest for modi-
fication, the mission will need to examine aggregate financial-
developments and prospects closely, keeping in view the importance

of méiﬁtaining control over inflation.

The authorities have indicated that, because of higher prices for
0il equipment imports, 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 with
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 e accommodate a rise in project-related medium-
term borrowing. However, based on léans contracted during the first
five months of 1982/83 (SDR 235 million), it appears to the staff unlikely
that an increaée in oil sector loans could not be accommodated within

the existing ceiling.



AR =

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 econdmic policies.
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India:

Fund Relations

(As of October 4, 1982)

Date of membership:
Status:
Quota: P

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:

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-
lion (87.3 per cent) under the extended
arrangement composed of ordinary resources
of SDR 750 million (43.6 per cent) and
borrowed resources of SDR 750 million -
(43.6 per cent) consisting of SDR 300 mil-
lion of substituted SFF resources and

SDR 450 million of enlarged access
resources.

Holdings amountéd to 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 Program Year 1/

(Per cent of quota) (Per cent of GDP)
Proposed Current Account Overall Budget
Fund Credit Purchases Overall Balance Deficit 4/ Deficit 4/
Amount Outstanding During Oris""Curs Ordi=2 Cuy= Ori- Cur-
Type of of at Beginning Current Pre- ginal rent Pre- ginal rent Pre- ginal rent
Date of Arrange- Arrange- Current Pro- Program  vious Tar- Tar- vious Tar- Tar- vious Tar- Tar-
Country Approval 2/ ment ment gram Year 3/ Year Year get get Year get get Year get get
India 7/82 EFF 291 52 105 =326 —118F —-98 234 " 52005 2. g0 600 S Nt
Comparator N
Countries
Dominican
Republic Proposed EFF 450 117 150 -309 Sy e i R R (G SR o' 3.4
Ivory Coast 6/82 EFF 450 180 135 =405 =185."=246 "15.0 - 12,0 " 15.,6::°11.1 8.6 8.8
Jamaica 4/81 EFF 430 313 135 30 -11/37-38/10 16.4 14.2 13.7 13.2 R AL,
Mexico Proposed EFF 450 100 144 3402000 5 187 4.9 et 3.4 13.5 Sl 6.8
Morocco 4/82 SB 125 147 87 =92 eon: =180 22,5 oo 9.9 14.6 S 8.2
Pakistan 11/80% EFF 297 186 94 =LIGr HES Ry S 52 4.8 5.0 5.5 3. 5.0

Sources: Board papers; and staff estimates.

1/ Current program year refers to the year for which the proéram 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.

g/ Date of approval of current arrangement. If followed by (*), current annual program under negotiation.

3/ Fund credit outstanding, excluding CFF, cereal, oil, and buffer stock facilities, as a per cent of quota prior to
beginning 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. S
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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=: “Gur= 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 5/
India 7/82 EFF 5 4.8 5 159 1 9.0 800 W21.0 21,2 22,2 10 16
Comparator &
Countries
Dominican
Republic Proposed EFF 2.0 cee A BN TR o oinn 1 840%:32:,0 e By 27 9
Ivory Coast 6/82 EFF Iad 123000002 iG] 9.0 11.3 35.4 .o e 22850 30 i
Jamaica 4/81 EFF 220w 51 3.0 L8920 ce'e 8.0 26.1 deiet 15,9 21 5
Mexico Proposed EFF 2.0 it == 800 sess 3050 104.0 sisle: . 420D 52 6
Morocco 4/82 SB =102 vee 4,0 ::12:5 see 1250 7 2092 0E L G 6 35 3
Pakistan 11/80% EFF 6.3 5.8 63 9.6::10.0 10:0 7.4

16.8 s e eee 25.5

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. 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.

3/ 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.

5/ Data for most recently available year. Gross official reserves in weeks of imports.

S 2
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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 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~ #ilar=+¢ Ac=lt Tar="tAc~ TTar— - Acr
Country val 2/ ment get tual get tual tion 4/ 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 2150
Comparator : 5
Countries
Ivory Coast 2/81 EFF =3137 =405 A5:7 . 1805 1048 “L¥al il IR 7 1P SNl B MRS W e s Y 2 L
Jamaica 4/81 EFF -14/28 30 9.9 16.4 2.8 1353 2B¥a2u =3l 38 2,2 18.0. 9.0 23.4; 26.1
Mexico Proposed 11/82 EFF e 1. Lt DR AR B 5 4 B s e 20 aive s O sue 106.QR, W
Morocco 3/81 EFF =153 . =927 6.5 12.50 407 Tok 4,6 7.0 4.5 =1.5:11.0 12.5. 16.%% 20.2
Pakistan 11/80 EFF 5.4 Dl =052 53 DED 0.2 S 6.3 1050555956 175 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.

2/ 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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From : Office of Managing Director June 2/82

L R R Io $ Mr. Dale

." o . Py Subject: 1India - Second-Year Program for Extended
' BT - Arrangement

I hope the dots will become 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.

'.':.'. e
ANy S R Y ST A s e e D A Pt kT AR
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‘to be completed by the Indians, the latter may counterpropose some of our Qﬂ/

/‘.
ANAT, *
> ? L ]
E % Office Memorandum wepomw
< °d s
1(,‘"“t‘ AT
R o : i
Sl The Managing Director <h i ML RE
. 2 . May 26, 1982 -\ . ot
10 ‘ The Deputy Managing Director i s “ b LC' V»}‘:
\1’4 . l\\ "‘L" ;I. - P
mom Tun Thin and Donald K. Palmer<9 R {P-‘,J ( '
: X S35 T
Al s | 1
SUBJECT:  Tndia--Second-Year Program for Extended Arrangement AT {
: S o L
Attached for your review is a draft of the Minister's letter - 7 .. |

and the Statement of Economic Policies as agreed with the Indian representa- , /
tives during the recent mission, but also incorporating some modifications A4 &
proposed by the staff here. Besides a few generally minor gaps that remain :

modifications. Also, the drafts have to be approved by the Cabinet and
aEElgp on coal prices, as mentioned in the penultlmate sentence of para-
graph 9, p.8, has to be taken before the paper is issued. Fox the Board
discussion on July 9, the paper would have_to. be issued d 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

Q

July 16, the last day before the Board recess.
T
For your guidance.
Attachment
cc: Mr. Carter
LEG
SEC
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Office Memowzndum CONFIDENTIAL

“» - . The Managing Director : 82
TO °  :  The Deputy Managing Director OATE: - MERE 20,139
v "
FROM : Typ Thin and Donald K. Palmer’™
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 modifications
proposed by the staff here. Besides a few generally minor gaps that remain
to be completed by the Indians, the latter may counterpropose some of our
modifications. Also, the drafts have to be approved by the Cabinet and
action on coal prices, as mentioned in 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 1l. 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

et waMr. Carter
LEG
SEC






| CONFIDENTIAL

M //:}”-‘ "/;;'WV .
The magms Directoer " ‘ ‘ A
The Deputy M ing Director o . May 5, 1982

Tun rhm"g&

India - Second Yiar.?rqgganvfor Eﬁttu#ad Arraqgg@aht

I Hested & Wlhyien xvhich, viﬂt« ‘Wew Delhi during Apr:ll 19-May 6
to discuss a program for the second year of the exteaded arrangement with
India, Other members of the mission wete Messrs. Smith, Villanueva, Kim, and
Gunjal (all ASD), Ms. Kelly (FAD), Megsrs, Hino (ETR), and Harrisonm (IBRD),
and Misa Sudo (ASD, secretary); Gruun of the ﬂbrld Bapk 5 Nuv Telhi office
was clso attached to Ehe minb!on.'

AT o The misnion¢hald discussinna vithllndian officials 1ac1ud1ns :
Secretary of Economic Affairs Malhotra, Planning Commission Membar/Secretary
Manmohan Singh, Reserve Bank Governor ‘Patel, and Commerce Secretary Hussain,
Mr. Narasimham also partieipated tcttvuly in the discussions and played a =
constructive role in recoviciling difficult issuea. T have been informed,

- confidentially, that Mr, Navasimham's a#yointhcnt as Roonomic Sncrltary has
been confirmed by the Government, and that on Mr. Narashisham's returm to
Hew Delhi, Mr. Malhotra will come as Exncutivo Director to the Fund, with
Mr. Manmohan Singh clking evar ftou ur. Patel as Govcrnor of thc Rcuervn Bank,

The negntiationl :ook pluce against the background of the favorablu
. seconomic developments during 1981/82, the first year covered by the extended
. arrangement, Real economic growth was & strong 5 per cemt, with good har- "
vests and improved industrial productian.; Price pressures eased coaaider—‘. ‘-*_v~
ably, with vholesale prices increasing by»junt 2 per ceat over the course of
‘tha year, although the average wholesale ptice ‘dncrease, and that in consumer ;
prices, were about 9 per cent. Financial policies were tightened, both in pr B
0 % the commercial and fiscal fields, Indeed, commercisl éredit policies became
.t T, unintentionally tight during the final quarter of the yesr, causing sowe set- .
G back to the industrial expansion and resulting in monetavy growth for the full
vear of 7 per ceat, fully 4 percentage points less than envisaged in the pro~
gram., The authorities have since taken steps to relax credit pelicies from
their over~restrictive stance. The balance of payments current account
' deficdit was 2.4 per cent of CDP, as projected at the time of the recent
Board discussion, although the drein on reserves eased somewhat in the finnl
months of the year and the overall deficit was limited to SPR 2.2 billdon, 1
some SDR 0.2 billion less than eéarlier proijected but atill SDR 0.5 billion
more than envisaged in the progras, . :

The negotiations also took place in an envircament which appears te
be significantly more faverable to economic liberalizatfon, This is evidenced
by the support for such policies comtained in recent policy statements by the
Price Minister and other govermment seurces, the introduction of major stti-
tude to poliecy implementation which appears to be pervaszive in all key ti.lds S
and at all levels of the administration. The Fuund’e involvewent in India o R
‘appears to be playing am important role in support of the forces which are '
pressing for more outward looking and 1ih-ral policios. :




- The program for the second yesr

The mission was able to reach agreemeant (ad referendum) on the program
for the second yeay. A drafc letter of intent and statememt of policies have
beea agreed with the authorities, although a ncv genexally minor dotails remain :
outstanding which I expect will be settled over the coning !ew wu-ks Thu follow-
. ing are the main features of the program:

1. cutput and prices

The program envisages real growth of 5 per cent in 1982/83, assuming
normal weather, with continued buoyancy in the industrial seéctor. Investment
activity is expected to continue to be strong, especially in the private sector
following recent policy changes. Savings would also increase with a step up in
public savings, and in the private sector in response to policies to encourage
financial saviags. Although the increase in wholesale prices over the last year
‘has been sharply reduced, this reflects to a con.idn:ubln éxtent special supply
factors which have caused falle 'in sugar ‘and some other key cbunodity prices,
Zxcluding these factors which are not n:pcctoi.tc continue to. apply, the under-
lying increase in wholesale prices in 1981/82 would be about 8 per cent (still
well below the program target of 11 per cemt). The program envisages an increase
 4in wholesale prices of about § per ceant in 1982/83 on a point-to-point bagls, "
~ although the average ioflatiom rvate would show a/considerable ﬁhclﬁhq. This takes
“into account policies with respect to’ aupﬁegt aad eontrolled priena which wnuld .
ndd to prica increases. & : }

A | Balance of paymonts

. Balance of psyments ptqjeézions tor'chn full progran pariod have been
" reviewed. The current account deficit 1s prejected to decline by 0.3 per cent
of GDP to 2.1 per ceat in 1982/83 (program 2.0 per cemt): to 2.1 per cent ia
1983/84 (program 2.2 per cent) and to 1.8 per cent in 1984/85 (same as program).
Overall deficits during 1982/83-1984/85 are projected to total SDR 4.4 billion,
_about SDR 1 billion less tham in the orisinnl program, These projections con-

© firm that balance of payments ndjustnon: appears to be on track. The projected

acceleration in export volumes over the program period remaine feasible. and the

A:k target for 1982/83 has been maintained at 7 per cent. The import bill is ex~
- pected to rise by oaly 5 per cent, with oil imports declining because of increased

domestic production, aad non~oil imports rising by about 6 per ceat in volume
terms. The overall deficit fs projected to be SDR 1.7 billion in 1982/83,

A SPR 0.3 billion less than in the original program.

3.  Export and import policiea

The import policy for 1962/83 ineluded a considerable nunbox of changes

«ff‘fuhich are aiwed at promoting efficiency in the ecomonmy, with a special emwphasis
' _on exports; details of the changes were given in SM/82/58, Supplement 1. The =
. - uilssion has had detailed discussions with the authorities on the objectives of

 the changes sud the econowic impact they ean be expected to have. Ou the basis

of these discussions the mission has reached the preliminary judgment that the
measures proyide an important new womentum toward more open trade policies, and

!5 ﬁ ‘are, at the minimum, fully consistent with the commitment made in the original




Statement of Policies to take "significant” measures. The mission also assisted
- the authorities in preparation of an assessment of the changes as called for tm =
the program. It is anticipated that sn economically weighted assesament of the
changes adequate to meet the concerns of Executive Directors, and including scwe
quantified aspects, will be forthcoming. However, it will take the authorities
some additional time teo collect infermation and prepare this assessment, and &

.~ brief return visit of a staff member will probably be necessary. The progran

- provides for a mid-term review of ezmport polieies (fucluding the axchange tate),'
and the implementstion and future directions of iwport poliey. 53

&, Private industry

The authoritiles are introducing several 1nportsnt measures to £urthet
liberslize constraints on private industry. Changes have been made in industrial
licensing pelicy which are zimed at eliminating constraints on production arising
from licensed capacity restrictioms snd provide for increases in licensed capacity

automatically as production levels inerease. Restrictions on the scope of invest-

ment by large scale and foreign investwent coupanies have been sased eonsidetably.
Also. the coverage of industrial reservations for sma11~ncalc industry has been
reduced, Taken in conjunction with steps toward decontrol of cement and steel
prices, and import and export policies, these industrial policy weasures appear '
to represent an importaat move in the right divection.

5. Public investment

: The program sets reasonable targets for additions to productive capacity

‘in six key industries, and irrigation. In steel, electric power, and irrigatiom,
the targets represent some slippage from the time-path originally foreseen. In
- most instances the shortfalls are due to technical factors, although the scale of
- funding is an emerging comcern, especially in sectors which are the r.lpansibility :

of the States. The Bank staff believes that physical progress achieved so far :
and projected in 1982/83 is adequate to meet the supply side objectives of the
. program, and to avoid the occurrence of bottlenecks. However, they are concerned
that resource coastraints, especially in the States, are constraining public
investment to near minimum levels. Under these circumstances, the authorities'
intention to protect investments in key sectors becomes of particular importance.
The program provides for some necessary reorientation of investment ozpcaditnsoi
in 1982/83 to meet needs in the railways, irrigation and electric power sectors.
The authorities will also be reassessing investment priorities in the 1ight of
the current resource position in the costext of a midéterm review of the s&:xh
Plan to be undertaken this year.

6. Publie finanes

. The original Ccntfal Covernment budg.t estimates for 1982/83, vhieh were
presented in March, were somewhat optimistic because they made no allowance for
1ikely cost of living adjustment for public employees and other current cost

‘escalations, At the State level, although sizeable additional resource mobiliza-

tion measures have been committed, current expenditures are also likely to rise
considerably. Because of these factors. and the limit on bank finaneing estab~
lished in the financial program, the authorities projected g‘uhprtfcllvinvgvail-
able resources to fimance the 1982/83 Plan equivalent to about 4 per cent of the .
total. To offset this they intend to raise goal prices by sbout 14 per cent.
(before the staff paper.is issued), snd to take other steps (which appear foaoi~‘“

ble) to inteusify revenue colléctions and reduce eurreat spending at the Centre. B
with this, total public savings would ineresse in line vith the following :able.;ffﬁ“f*
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this level a reduction of about 2 per cent in Plan expenditures below the budgeted

amount would appear to be necessary, althongh the authorities will make efforts
to close the remaining finaneing gap. Nevertheless, the authorities hv- under-
taken to limit Plan expenditures within the available resources. They will also
protect necessary investument in key sectors hportmt to. l:h‘ uljutnnt ctfott.v

b S Money and credit

: The sbtupt d-celtution in erod:l.t and meuty uxpmion in l.atc V
1981/82 resulted in an unanticipated liquidity squeeze at the end of the year.
 The agreed financial program for 1982/83 allows for somewhat higher rates of

. increase than originally projected to compensate for this, although the monetary
- and eredit targets for March 1983 are both somewhat below the original program

level. lMoney supply is programed to rise by 12.5 per cent, vich total liquidity
rising by 15.5 per cent. Total credit would expand by Rs 139.5 billion (18.9 per
cent), with net credit to Government growing by Rs 55.5 billion (17.9 per ceat) =
and commercial credit by Rs 84 billion (19.7 per cemt). The program provides for .
a significant redirection of credit towards the commercial sector. Net credit to
the Central and State Governments would decline to 3.3 per cent of GDP from

3.5 per cent in 1951/82; Cenmtral Govermment baak financing would be 2.8 per cent
of CDP, below the origisal program target of 3.0 per cemt. The authorities %
-believe that the credit ceilings are tight and providn them little flexibiliey,
especlally because of expected sizeable commercial credit needs to finance a '
buildup in foodgrain and sugar stocks. I mderstand Qovernor Patel has indicated
his reservations to the Finance Minister ‘and um tlut they be recorded when

the issue is discussed by the Cabimet. e

8. External borrowing

_ The authorities were able to providc the mission with details of the
main components of their commercial borrzowing program for the remainder of the
program period. This indicates that aggregate commercial borrowing contracts
(excluding long-term defense loans), which amounted to SDR 0.9 billion in 1981/82,
 may reach SDR 3.7 billion in 1982/83, and SDR 2.1 billion in both 1983/84 and
1984/85; of these amounts, loans falling outside thc cxuml debt ceiling wuld




amount to some SDR 0.6~0.7 billion per annum over the next three years. The '
ceiling on official and guaranteed borrowing in the 1 to 12~year maturity range
{n 1982/63 has been agreed as SDR 1.4 billion, with the provision for autematie
increase if large but uncertain loans for two projects totaling SDR 1.8 billion
are contracted. A subceiling on borrowings with maturities in the 1 to S-year
range Was been agrded at SBR 0.2 killion. g o By i

9. . Phasing

The authorities have accepted the proposed phasing of pﬁrchuaes and "/

schedule of missions during the 1982/83 program as included in the briefing //

paper.

¢e: - Mr, Carter
I/ Mr. Palwmer
Mr. Tanzi
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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). 1In most respects economic performance during
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Table 1. India: Quantitative Performance Criteria for the

1981/82 Program 1/

March November 27, 1981 February 26,1982 March 26, 1982
1981 Actual Program  Actual Program Program
(Base)
( (In billions of rupees)
Bank credit
Domestic credit 621.26 690.56 703.59 719.61 733.20 741.81
(25) (22) (25) (22) (2.3) (19)
Net credit to Government
(subceiling) 258.06 288.29 294.29 292,31 304.64 309.81
(34) (24) (26) (23) (28) (20)
(In millions of SDRs)
External borrowing
Maturities between
1 and 12 years 106.3 1,400.0 246.2 1,400.0 1,400.0
Maturities between
1 and 5 years '
(subceiling) 0.6 400.0 25550 400.0 400.0

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

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

_E'[._




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, financial 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 (1l 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. 1India: Selected Economic and Financial Indicators, 1980/81-1982/82

1981/82 1982/83
1980/81 Program Revised Program Projected
estimate
(Annual per cent changes)
National income and prices

GDP at constant prices 6.5 4.8 4.5-5 4.8 4.5=5.0

GDP deflator 1l ok 9.0 AN 8.5 6

Wholesale prices 1588 115 0 8.0 9.0 6

External sector (on the basis of SDRs)

Exparts, f.o.b. 1 g5 16,2 1105 1671 13.1

imports, c.1.f. 3879 12.4 7oty 1'2.0 6.6

Non-o0il imports, c.i.f. 18.5 29.8 18.8 19.0 1556

Export volume —Dh 3t 5.0 6.7 S0 7.0.

Import volume 1201 20 ~1.4 2.4 2.5/,

Terms of trade (deterioration,-) -4.9 023 -4.0 -1.0 158

Nominal effective exchange rate 1/ =308 12/

Real effective exchange rate 1/ 3.0 9.1 2

Central Government budget
Revenue and grants 13.1°3/ A6:8 19.8 145
Total expenditure and net lending 19.3_2/ 15545 14.6 9.5
Money and credit 4/

Domestic credit 25.0 19.4 195 5/ 18.3
Government 34.0 20.1 2248 5/ 17.6
Commercial sector 18.6 18.9 L7 Ey 18.9

Money and quasi-money (M3) 182 LS 13.7 5/ 14.5

Narrow money 16.6 11.3 1205/ 11.0

Interest rate (annual rate, one-year
savings deposit) 7.0 y 8.0

(In per cent of GDP)
Central Government savings st 259 2is T 32 32308
Central Government budget deficit 6.6 6.4 6.0 6.6 5.3-60
Domestic bank financing 4k il e 3.0 7,2 . 6=259
Foreign financing e 0.9 0.7 1.0
Gross capital formation 24.2 257 2522 261
Gross domestic savings 22.2 23. 7 22.8 24.1
Current account deficit 2.2 2.0 254 2.0 2.1
External debt 4/ 10.9 10.6 10.6 10.4 10.4
Inclusive of use of Fund credit 10°..9 112 112 110 1 L0e7
Debt service ratio 6/ 7.8 8.1 7.8 8.1 8.5
Interest payments 6/ 2.7 2.7 2.6 3.1 35
Overall balance of payments (SDRs mn.) =440 -1,683 -2,421 -2,024 “=1,551
Gross official reserves (months of imports) 6 5 4 4 4

External payments arrears >

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.



heavily and at January 1982 were reduced to SDR 4.5 billion, equivalent

to about four months of imports.

8 1 i e The Framework 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.

In brief, these are: the achievement of appropriate public savings targets
if necessary by additional resource mobilization and expenditure measures,
encompassing the questions of subsidies énd efficiency in the public
& (5)

sector; an appropriate monetary policy, including interest rates;—a
strengthened extgrnal sector, with close attention to the competitive-
ness of exportsfféhe "opening up'" of the economy by relaxing controls,
especially on internationalyfrade, foreign business collaboration and
the domestic pricing syste&%bgnd 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 prgfile 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;



(c) 1Implementing measures to liberalize import restrictions and
reduce the incidence of controls on industry and the export sector;l/
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
in the whole range of areas identified in the original statement of
policies. These include policies to promote further agricultural
development and diversification;l/ 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;l/ 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;l/ and policies 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.

i3 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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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 o0il 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 woula 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)

400 [ ExPORT PRICES: Unit value (Rupees)

.
o
o'
.
o'
o
e
----
.
.
o
o'
P
e
.

350 |+

P
e
e
.®
.o
»
ey
----
o
.
e
.
.
.
P

B e

.
s
------
oo
oe®

Actual

""""""" Estimate

250 1 L | |

650
600 -

ot
....
et
----
....
,,,,,
o
e
i

550
500 |-

—  Actual

450 -

--------------- Estimate

400 | | ‘ | |

63 -

62 -

o,
-,
oy 7
.
.
e,
e
., .
"""""
., e
N e
N o'
. o
""<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>