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1. REPORT BY MANAGING DIRECTOR 

The Managing Director said that he wished to express once more his 
thanks to Mr. Ismael, Mrs. Sirivedhin. and the Thai authorities for their 
extraordinarily efficient management of the arrangements for the Annual 
Meetings in Bangkok, ensuring that they were both a pleasant occasion ~IIC~ a 
success. 

He had taken advantage of his stay in the region to visit Mongolia as ;i 
new member of the Fund, the Managing Director continued. He had met tllc 
President, the Prime Minister, Finance Minister, members of the Cabinet. 
union leaders--of both the former, official unions and the new, independent 
unions--and members of the parliamentary majority and opposition. He had 
been impressed by the national consensus for radical change and by the fact: 
that the search for that change was also part of the rediscovesy of 
Mongolia's historic national identity. The country faced extreme diffi- 
culties consequent upon the breakdown of trade with the U.S.S.R., including 
the loss of aid, export income, and imported spare parts, and the author- 
ities had expressed deep gratitude for the important international supper-t 
they continued to receive. 

In discussing with the authorities the present course of adjustment in 
Mongolia, the Managing Director said, he had urged them to continue their 
efforts and to try to achieve a good track record, because future support. 
from the international community would depend on it. Mongolia needed such 
support, as well as substantial technical assistance in almost every field. 
Cooperation with the staff was excellent, albeit at the cost of a heavy 
burden on the Fund. There were plenty of possibilities for private anh 
development bank investment in industry and utilities, but the World Bank 
had still to identify projects; meanwhile, a great part of the burden fell 
on the bilateral donors and the Fund, and would continue to do so through 
the spring. 

He had spent one day in Beijing, on the occasion of the signing of the 
agreement establishing the Fund resident representative's office, the 
Managing Director continued. His visit had given him the opportunity to 
have good discussions with the Governor of the People's Bank of China, and 
to meet with Prime Minister Li Peng, at the request of the latter. who had 
promised his active cooperation on the pending matter of the third amend- 
ment. The Prime Minister had emphasized two points: first, how strongl:V~ 
recent developments in the Soviet Union had increased his conviction ttlat a 
gradual path toward economic reform was the prudent approach for big 
countries; and second, his concern that the Fund should not be distracted ?>T; 
developments in the Soviet Union and Eastern Europe from helping the 
developing countries. In response, he had explained the Fund's action iI1 
developing countries and espressed interest in the important efforts of 
China in several of those countries. 

In India, the authorities at all levels had expressed their gratitude 
for the way in which the Fund llad helped t:hat great countl-y at a vel-y 
difficult time of its economic history, when a new Government had taken 
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office following the assassination of former Prime Minister Gandhi and the 
subsequent complex political transition, the Managing Director recalled. 
The crisis atmosphere had passed, and reserves were increasing. In his 
conversations with many people, including those outside official circles? as 
well as the country's leaders, from the President to the Permanent 
Secretaries and Vice President of the Planning Commission, he had been 
impressed by the use of a key word: irreversibility. There was a clear 
wish on the part of the authorities to move to an extended arrangement in 
due course. There were problems in the labor sector and with the exit 
policies required by the rehabilitation of a large public sector, but the 
authorities were committed to moving ahead; moreover, since the Prime 
Minister took office, apparently the de facto majority supporting his policy 
had distinctly broadened. 

In both India and Pakistan the authorities had taken the initiative to 
discuss with him the issue of military expenditures, the Managing Director 
noted. He had been impressed by their recognition that the matter was one 
of appropriate concern to the Fund. He had made clear that it was not the 
Fund's intention to impose conditionality, but that in view of the heavy 
burden that such expenditures had imposed over time on development in those 
two countries, it was important to make sure that the reassessment made 
possible by the global reduction of tensions, and their common efforts to 
reduce tensions in their own area, could lead sooner rather than later to a 
reduction of such a heavy burden on development in India and Pakistan. He 
had obtained positive responses in that respect, although no one had 
minimized the extreme difficulty of the issue. 

He had met in Pakistan with the authorities, from the President to 
Finance Ministry officials, and with members of the opposition, including 
Mrs. Bhutto, the Managing Director added. The Government was strongly 
committed to structural reform for growth. He had stressed the importance 
of macroeconomic control and a reduction of Pakistan's vulnerability to 
ex-+ernal shocks . . L including the possible volatility of aid flows. It was 
clear that, following completion of negotiations on the third annual 
arrangement under the structural adjustment facility (SAF), the authorities 
were contemplating the need to deepen their reform efforts and to obtain 
financing under an enhanced structural adjustment arrangement that could be 
discussed some time during the spring. There was a recognized need for 
fiscal improvement--in India as well--to reduce reliance on trade taxes for 
financing the budget. At the time of his visit, the Fund had conducted a 
successful seminar in Lahore on macroeconomic policy and structural 
adjustment 

While in Pakistan, he had been invited to go to the border of 
Afgharlistan, to view the historical Khvber Pass in Peshawar. the Managing 
Disector concluded. To have seen some-of the three million Afghan refugees 
there ( having in mind also that there were five million more refugees in 
IraIl. had been a terrifying human experience, illustrating the immense 
corlsequences of the war. He had been somewhat reassured by the hopes of 
people he met there in possible progress in peace negotiations initiated. in 
particular, by the United States and the U.S.S.R. 



5 - EBM,‘91,‘145 - 10/31:/?L 

The Chairman bade far-ewe1 
st>i:;lice as Ekecuti.y=e Director. 

1 to PI s. Fogelho llm on the completion of his 

3. INDIA - 1991 ARTICLE ZV CONSULTATION; AND STAND-BY ARRANGEMENT 

The E:;ecutive Directors considered the staff report for the 1991 
AL-tic]* IV consultation with India. together with India’s request for a 
stand-bv arrangement in an amolunt equivalent to SDR 1. 656 million 
~EES;?lj176. lO,/?,~? 1 ; and Sup 1, 10/29/91j. They also had before them 

India’s letter of j.ntent and memorandum on economic policies (EBS/51/143, 
8 ,i ” ; !’ “I 1 j ,. and ri background paper on recent economic developments in India 
CSibI//!l1/2!)7. lO/lS/91> 

Mr, Arora made the foll.owing statement: 

Fly authorities are in broad agreement with the appraisal in 
the staff report fol- the 1991 Article IV consultation and would 
like to thank the staff for i.ts cogent and comprehensive 
discussion of the basic issues confronting the Indian economy. 

In my statement at EBM/91/121 (?/12/91j, when the Board 
discussed India’s request for a drawing under the compensatory and 
contingencv financing faci.lit.y, the main features of the program 
fol- 19c)l/c72 were described. The macroeconomic ob.j ect ives of the 
program revolT.r? round three inter--related elements: first. a 
strong emphasis on the reduction of inflation to about G percent 
h ;,’ t-he end of 19?2,/03. down from an anticipated 9 percent in 
lQ91,‘?2: second, a major effort to ease the external liquidity 
constraint affecting the Indian economy through a rebuilding of 
go-oss international reserves to a level of one and one half months 
of imports by the end of 19?2/?3; and third. the establishment of 
conditions that would permit a stead? growth of about 5 percent 
and abov? without giving rise to internal and esternal financial 
inib:ilances. The financial program for 1991/?2 has been designed 
t:o achieve these objectives 

Simultaneou.sly with the adoption of measures to correct 
fiscal imbalances, a far-reaching proglram of structural change was 
also itlit.iat.ed. Attention is invited to EBS/?1/143 (S/27/91) 
which describes in detail policies relating to fiscal correction! 
mane tayt; targets , trade liberalisation. i.ndustrial del-egulation, 
p~ublic enterprise reform, and financial sector reform. 

Taki+n as a whole. the pol j c ies and measures cons t i tut ing the 
:itljl.istmerlt pro,rram in India represent a major point of departure. 
!;o;lc-cpt\iall:.:, the return to macroeconomic prudence is a restora- 
t ic11-I of thi- t.i.lne-honnred tradition of macroeconomic management 
c 11 d il 113 s chaeacti-rized lndian policy making since Independence. 
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Seen in this perspective, recent developments relating to fiscal 
and monetary relaxation were a sort of aberration that would have 
to be corrected. However, from another point of view, the new 
adjustment program is different from the ones India undertook in 
response to external crises. Whereas the earlier programs, 
including the one in the mid-1970s, focused largely on macro- 
economic stabilization, the program in the 1990s gives equal 
emphasis to the processes of deregulation and liberalization, with 
the objective of exploiting the potential for robust growth 
inherent in our economy. Global economic circumstances are not 
esactly propitious for a major undertaking of this kind. What 
could have yielded larger gains with relatively less pain when the 
expansion phase of industrial economies in the mid-1980s was in 
full swing would now perhaps be productive of much less reward 
with perhaps a larger degree of dislocation. Nevertheless, the 
prospects facing the Indian economy do not offer any viable 
alternative to that of more or less rapid integration with the 
world economy. It is not, therefore, in a spirit of resignation 
that India has chosen to tread the path of reform; it is from 
intellectual conviction that we are making the transition from an 
overprotected and overregulated economy to a market-based system. 
Once again, it falls to me to thank the International Monetary 
Fund, the World Bank, and the donor community for their generous 
and spirited support to a process that promises a better future 
for over 800 million people in my country. 

Since my statement of September 12, 1991, there have been 
some developments that give us reason for thinking that the 
strategy we have chosen is the right one. First, inflation has 
begun to turn down. Admittedly, the deceleration is not dramatic, 
but a tight monetary policy and serious fiscal adjustment are 
slowly but surely beginning to produce results. 

Second, as Supplement 1 to EBS/91/176 indicates, both net and 
gross official reserves have risen significantly since late 
August. There are indications that external sector policies are 
beginning to show results. We have some basis for thinking that 
commercial banks and investment companies may show tangible 
interest in India in not too distant a future. 

Third, and more important, the process of political consensus 
building has advanced quite significantly. As an example, I would 
cite the statement of our Finance Minister at the Annual Meetings 
in Bangkok when he quite unequivocally envisaged the closure of 
patently unviable public sector units. There was muted protest 
back home but overall the country prepared itself to come to terms 
with the new reality. In the assessment of my authorities, policy 
reform is steadily gaining ground, paving the way for stronger and 
more radical steps to follow. 
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Between now and the presentation of the 19?2/?3 budget, 
several issues would have to be addressed. First and foremost, 
the full implementation of the 1991/92 budget and its accompanvinz 

fiscal deficit target would have to be ensured. The Board has- the 
categorical assurance of my authorities that whatever needs to bt: 
done to keep the budget on track would be done. Second ( I F tllin~,:; 

continue to shape up well, as they have so far, steps for e:isillg 
import restrictions would be taken to minimize disruptions it1 
industrial production. Third, serious thought would br given to 
the emerging issues relating to financial sector reform and tri>: 
reform. Concrete policies would be formulated on the basis of 
such examination for which data and recommendations will be 
provided by the two high level committees that are alread:; at 
work. And finally, the process of elaborating structural polict; 
reform in a medium-term framework would be taken in hand. '!‘ 1.1 1.' 
results would be reflected partly in the budget for 1992/513. cocci! 
partly in decisions occurring at different points of time in 
1992/93. The objective of policymakers is to speed up the reform 
process. There are no halfway houses in our reckoning. 

All this presupposes that commitments for exceptional financ 
ing would materialize in the specified time frame. We shall do 
our part and trust that our partners will do theirs. 

Before I request the Board to make available to India its 
generous support for our bold and courageous adjustment program, I 
would like to place on record the deep appreciation of my autllor- 
ities for the spirit of understanding and cooperation shown by the 
staff in the process of negotiation leading up to the stand-b) 
arrangement. It is to the Board that we turn now in the hope that 
its decision would give to the financial markets the sense of 
security they need in overcoming their inhibitions in regt;~-d to 
assisting the reform process in India. 

Mr. Mirakhor made the following statement: 

I would like to take this opportunity to convey the 
sympathies of my authorities, as well as my owny to Mr. Arora axld 
his authorities for the tragic consequences of the recent 
earthquake. 

Turning to the matter at hand, I join Mr. Arora itI compli- 
menting the staff for its concise analysis of the present state 01: 
the Indian economy and the economic reform program. The authol- - 
ities should be commended for their courageous and decisive 
handling of the recent economic crisis and for thei.r deterinini-(I 
efforts to restore macroeconomic stability. Faced with Large 
internal and external financial imbal.ances. ttle new Gove rnrucnt 
that took office in late June moved rapidly and firmly to imple- 
ment a short-run strategy of stabilisation atld a mediulll-term 
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program of adjustment and reforms. To date, notable progress has 
been made not only in economic stabilization but also in the areas 
of expenditure restraint, industrial policy, the elimination of 
structural inefficiencies and rigidities, and the promotion of 
external competitiveness. 

As I am in agreement with the thrust of the staff report, I 
will limit my comments to two areas, namely, fiscal, and eschange 
and trade policies. As I understand it, the major objectives of 
the authorities' program are esport promotion, improved produc- 
tivity, and demand restraint. The exchange rate has been used to 
shift relative prices in favor of tradable goods to achieve export 
competitiveness while restrictive financial policies have been 
relied upon to control the expansion in domestic demand. In the 
coming months, expenditure cuts and substantial tas efforts are 
envisaged to reduce the public sector deficit. India's public 
sector, however. is a large and complex one and the Union govern- 
ment has a somewhat rigid relationship with the States that is 
mandated by the Constitution. The States enjoy a degree of 
independence in fiscal matters which, together with the intri- 
cacies of the political fabric of the society! gives an indication 
not only of the enormity of the task ahead but also of the 
importance of what the authorities have already accomplished. 
Thus far, the firm policy stance of the authorities has placed the 
major burden of adjustment on restrictive monetary policy, which 
has resulted in high interest rates. Moreover, the staff is of 
the opinion that interest rates may have to move even higher to 
protect the recent gains in the external position. Given the 
relatively high outstanding stock of domestic public debt, 
vigilance will be required to ensure that a sufficient reduction 
in the fiscal deficit is achieved so that rising interest rates do 
not lead to an increase in debt-servicing obligations which would 
have direct implications for the fiscal objectives. In this 
regard, I was pleased to read in Mr. Arora's helpful statement of 
the assurance that the necessary actions will be taken to ensure 
that the budget will be kept on track. 

With respect to eschange and trade policy, the program 
envisages a gradual reduction of tariffs. following the July 
devaluation of the rupee. The staff report indicates that the 
authorities ' intention is to keep the rupee stable at its current 
lcv~l in order to bolster confidence. Howeve I- , current and 
projected inflation, as well as the existence of the 30 percent 
premiwn for the EXIM scrips. indicates that, even with the July 
devaluation. there is still an escess demand for foreign eschange. 
Furthermore. the staff notes that the esternal reserve position, 
evet~ though somewhat eased, remains estremely tight, internal and 
t?xternal confidence are not fulls restored, and Lhe continuation 
of: rxternal financing gaps is pL-oject.ed for the nest several 
‘,-i-al’s 
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For these reasons, it would appear that a policy which 
focused more on the external competitiveness of the economy by 
means of a sustainable eschange rate policy accompanied b-y a rapid 
reduction of tariffs, which now cover more than /+O percent of 
imports, would be more likely to strengthen confidenct- 11: inal; 1)~. 
worth noting that the revenue impact of such tariff 1-1-~rlcli~tl.ons 
need not be as onerous as it might first appear since ~l!c fle-::I.bl.- 
eschange rate policy would also generate revenues s'iii 311 automatic 
adjustment of the valuation basis for duties. In our 7.Tie.w. a 
policy sequence that aims at substantial tariff reductions in 
conjunction with the elimination of restrictions on e:.ternnl 
transactions will likely elicit the kind of confidence response 
desired by the authorities, as well as serve the stated objecri\;e 
of rapid integration of the Indian economy with the world economv. 
Furthermore, by implementing a reduction in exemptions as w~li a& 
an estension of coverage, the impact of tariff reductions on 
revenue could be minimized and tariff distortions reduced. 

Now that decisive steps have been taken to implement compre- 
hensive reform policies, and given the fact that Tndia is well 
endowed with all the necessary ingredients required for economic 
growth and development, including a skilled labor force, a vibrarl!. 
entrepreneurial class, and a resourceful and talented pool of 
public servants. I am confident that pulling these resources 
together into harmony with market forces will energize and propel 
the economy forward to meet the challenges it is currently facing 
and enable it to achie-re its full potential. The authorities 
deserve a vote of confidence from the Fund for their handling of 
the economic situation thus far and for their comprehensive 
medium-term program. We support the decision and request 
Mr. Arora ISO convey to his authorities our best wishes for a 
successful implementation of their program. 

Mr. Fukui made the following statement: 

First of all. I. would like to join Mr. Mirakhor in espressing 
sympathy about the tragedy of the earthquake irl India. 

At the outset, I would also like to commend the staff for 
formulating two drawings under the compensatory and contingency 
financing facility (CCFF) and two stand-by programs within a 
rather short time span this vear. At the same time, 1 Ilighl;; 
appreciate the efforts of the Fund, major donor countries. and 
other financial institutions in implementing cooperative measures 
to resolve the foreign reserve crisis of India. The L-F is no net?? 
for elaboration, but Japan provided India with extraordinary 
financial assistance, such as concessional terms of loans. 
parallel lending with the World Bank, and gold collritrral lendirlc, 
by The Bank of Japan to the Reserx.72 Lank of India. 'I'I-LC~S~ efforts 
and cooperation on the pal-t of the internaLiona1 final~c:iaL 



communi Ly , together with the Indi.an authoritirs' deci,sivc~ acti.ons 
have c.nabled itldia E.0 tnore oc less matlage to get throitgtl i.ts 
difficult situation so far. 

Bt?fore commenting on policy matters. first and foremost, 1 
would like LO poi.nt out that: the current foreign reserve crisis in 
India should not be deemed as a temporary or cyclical one but 
rather as on% rooted in the highly regulared and unorthodox 
economic policie:; which the authorities implemented for as long as 
I-WC decades . III retrospect? if- the Indian authorities had 
executed tltc econ0mi.c reforms of the programs agreed wi th the Fund 
~~nc.ler the estettded arrangement approved in November 1981. artd if 
t:he authorities had also full-v intplemenced tlte 1 iberal.izatiort 
measures formulated by the Ga;,dhi Cabinet in t:he mid-198(3s, the 
shape of the economy, could have been mat?-1 different. 

Lt i..s a matter for regret tha’i, while most Asian r.o:tntries- - 
::uch as the newly inc~:tstrializinE economies and ‘ihe member 
c:o:.tlltrirs of the Association of South East Asian Nati.otts (ASEA3) 
Stave beprt enj o;;ing a favorable economic 1upswi.ng in recent vears , 
or;ly India !las had a stagnant economy that is like.ly to take 
rather a long time to get hack onto a .steady gCoVth path. COIlSti - 
ilUPl1 t-1 y , tlte Japanese auchori t i.es expect the Indian acthorit.ies to 
J.iflpI.~lll~tlt the s trttctural reform measures as presented wi th the 
most serious comtnitmetnt, in +he realisation that sus:aina’ble 
growth of the Indian economy in the coming years depends upon the 
successful intpl.ementatiort of these reform measures under Lhe 
c.otning stand-by program. I sii1cerel.y hope that the Indi.art author- 
i-ties xi11 make full use OF t-his opportunity and make sure that- 

t:he Indian economy turns the decisi.ve corner- -passing t:he point of 
T!Ci returll. 
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Bangkok Annual Meetings. Under the circumstances, the Indian 
authorities will be expected to take the initiative to reduce 
military expenditures in the region. 

I I1 ricldi t iorl, I would like to ask the staff and the author- 
ities to cl.arify the concrete polic\; measures to reduce espendi- 
turc i,y an additional Rs 8.0 billion in the 1991,192 budget, a 
reduction that is critical to meet the end-year performance 
criterion. 

As regards the reform of public enterprises, I appreciate the 
authorities' intention to reduce the central public enterprise 
deficit by a sizable amount. However 1 it would be better if the 
red\xtion were implemented not by cutting capital espenditure, as 
suggested in the staff report. but by eliminating overemployment 
or streamlining inefficient management, considering the need to 
build up the infrastructure. 

As for the structural reform of the corporate sector, I 
appreciate the intention but regret the absence of a concrete 
reform plan. In addition, I would like to comment that automatic 
approval for up to 51 percent foreign equity ownership is not 
likely to be effecti\re in inducing foreign direct investment. I 
would appreciate it if the staff would evaluate the effectiveness 
of this new incentive. 

Let me turn to financial sector reform. The staff and the 
authorities intend to use interest rates to allocate credit more 
effectively. and to establish efficient capital markets as well. 
Here again, I appreciate the intention. However, given that the 
public sector is a dominant borrower of total credit and that the 
financial position of most of the private banks is weak, it is 
imperative to give priority to carrying out public sector reform 
and to strengthening the banks' financial position before attach- 
j.ng importance to the interest rate structure. 

On policy design to attain the short-term economic targets of 
India, fiscal consolidation should be continued by all means. 
Consequently. the remaining, effective measures concern monetary 
and eschatige rate policy. Since restraining inflation is ear- 
marked as the first priority target, the exchange rate should be 
maintained at the current level or appreciated somewhat as a 
~iominal anchor In this contest, monetary policy should be a 
major policy instrument and the current lkvel of tightness should 
be maintained or tightened further if necessary. 

Finally? I would like to point out I am tlot alone in being 
conccl-ned about the rstimated huge financing gap remaining to be 
fil.L~d in 10c~2/C~3 and 1993j94. even with the sizable stand-by 
aL-l:angelnent In this context, I would like to conclude my siate- 
mrnt b\: empliasizing that the international financial community, 
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including Japan, expects the Indian authorities to take the 
opportunity they are being given with the utmost seriousness and 
to use all means available to implement adjustment measures. 

With these comments and expectations, I support the proposed 
decisions. 

Mr. Wright made the following statement: 

I should say immediately that I fully support this stand-by 
arrangement, which is critical in providing support to the Indian 
authorities in their macroeconomic stabilization efforts. I have 
a number of detailed comments on the policies outlined in the 
staff paper, but I would like, first, to make some more general 
comments. 

The Indian authorities have now embarked firmly on a wide- 
ranging program of economic reforms. These mark a clear break 
with the interventionist policies of the past which stifled 
enterprise and stood in the way of efforts to overcome poverty. 
India is by no means insolvent; its external debt stock, much of 
which is concessional, remains, for the moment, at a comfortable 
level as a proportion of total national income. However, debt 
service payments as a proportion of foreign exchange earnings have 
increased recently to levels which indicate a considerable 
immediate liquidity problem. 

If this reform program is fully implemented--by which I mean 
not only the policies identified in the staff paper, but also the 
essential follow-up measures which are as yet only under consider- 
ation--and if there is no letup in the pace of reform, then the 
budget deficit will be reduced, inflation will be brought under 
control, and the current account deficit will return to a sustain- 
able level. India will retain its access to international capital 
markets, and its medium-term growth prospects will be correspond- 
ingly enhanced. India is a classic case of a member country 
requiring prompt technical and financial support from the Fund, a 
country which is fully committed to paying its debts on time, with 
an immidiate liquidity problem, but which is ready to take the 
measures required to correct the imbalances that have steadily 
bl:ilt up over time within its economy. 

As Governor Singh reminded us in Bangkok, it would be a most 
regrettable irony if, in our efforts to find solutions to the 
problems of those countries which do not pay their debts, we 
allowed ourselves to lose sight of those such as India which, 
despite facing severe difficulties, continue to hotior in full 
their international obligations. It is important that the 
irlternational community should signal its support to such coun- 
tries, which deserve our strong financial support during the 



imp lementat ion of a reform program. For this reason. we fully 
support the present arrangement, and would encourage the author- 
ities to adopt the necessary strong measures to support, in due 
coIurse, an e>:tended arrangement. In this connection, this chair 
has already indicated that it would be willing to consider an ESAF 
arrangement with an appropriately significant level of access, 
.anything up to 50 percent of quota, provided the program warrants 
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it. 

With this as background, I turn to the specifics of the 
program. I congratulate the Indian authorities on the impressive 
measures they have taken in a relatively short space of time. And 
similarly! 1. commend the staff which. in an even shorter period, 
has written a very clear paper. But for India, this is a just a 
start: the distortions in the Indian economy are so deep rooted 
and ubiquitous that the measures taken so far--welcome and impres- 
sive though they are--are really only a first step. Much more 
remains to be done, especially before the first review of the 
program comes to the Board. 

On fiscal policty, I welcome the commitment to reduce signifi- 
cantly the deficit of the 1Jnion Government during the current 
fiscal year, and the projected further reduction next year. But 
this is only half the story. The deficit of the States and the 
Union territories is barely projected to fall at all, and the 
deficit of the public enterprises is espected to prove disturb- 
ingly stubborn. While I recognize the difficulty of controlling 
the fiscal behavior of the States, it is not an area that can be 
ig,nored 1 and I would urge the authorities to take advantage of all 
the tools at their disposal, particularly by limiting State 
borrowing. to exercise fiscal restraint in the public sector as a 
xwhole The difficulty of controlling, public expenditure outside 
the Central Government makes it all the more important that those 
elements of spending which are under central control--and like 
Mr. Fukui , I would particularly mention defense spending in this 
connection--be kept under the most rigorous scrutiny. 

On the reve1nue side, India still relies too heavily on import 
tariffs, and there continue to be problems with excessive exemp- 
tions, and widespread tax evasion. I therefore look forward to 
the report of thr tas reform committee ahead of the 1992j93 
budget. While I r-Ecognize that it is tlecessary to proceed with 
care in such 3 comples area. the timetable does not seem fully to 
match the urgency of th? situation. I would have liked to see 
greater immediate action to increase the efficiencv of tax collec- 
tion. As far as fundamental reform is concerned, there can be no 
slippage, and thi- timetable should be accelerated if at all 
possible. 

The deficit of the public enterprises is projected to fall by 
only one half percc>nt of C;DP this year and the same amount nest 
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v E! a L- .I I would urge the authorities to speed up the privatization 
program and at the same time bring greater urgency to reducing 
central government transfers to those enterprises which remain in 
the public sector. The establishment of a satisfactory exit 
policy to close down loss-making public enterprises and the 
setting of hard budget constraints for the remainder should be a 
matter of priority. 

The recent increase in interest rates was good news. How- 
e\Ter, I regret that all deposit rates were not also raised. I 
would urge that the current system of administered interest rates 
be replaced as soon as possible by a system which relies more 
heavily on market forces. This will lead to a more efficient 
allocation of savings. And I agree with the staff that a tight 
and flexible monetary policy will be necessary to bolster the 
tight fiscal policy, if the laudable goal of using the exchange 
rate as a nominal anchor is to be a fully credible strategy. The 
e:ichange rate could well be tested further in the coming months, 
in which case the authorities will need to demonstrate a willing- 
ness to take prompt and firm action in the monetary area. however 
unwelcome this may be. 

On structural reforms, again I welcome what has been done so 
far, especially the abolition of cash export subsidies, and the 
partial substitution of quantitative import restrictions by a 
tradable import entitlement. However, further liberalization of 
prices, trade, investment and industrial policy is essential in 
order to increase efficiency generally. I would urge the author- 
ities to proceed quickly with measures to reform the financial 
sector. There is a need to adopt measures to strengthen the 
regulatory framework and capital base of the financial sector, and 
I hope that the privatization of the state banks will ultimately 
return to the agenda. I also suspect that the continued link 
between dividend remittances and a firm‘s foreign exchange 
earnings, while an understandable short-term expedient, can only 
have a disincentive effect on much-needed foreign direct 
investment. 

Overall, I am bound to say that it is hard to avoid the 
impression that, while this program is long on promises and plans, 
it is perhaps shorter than we might have wished of clearly 
specified actions and timetables. This is rather clear from the 
list of structural benchmarks for the first review. However, I am 
satisfied that this does not reflect any lack of commitment; 
rather 1 I think it reflects the speed with which the program is 
Ijeing put together, which in turn reflects the urgency of the 
immediate liquidity problem, and the sheer size of the problem at 
hand. The Indian authorities have r'escricted their undertakings 
so far co what they know they can deliver, which makes sense; but 
ir j.s all the more important thaL what has been agreed is 
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implemented fully and that developments are closely monitored, 
particularly in the area of the budget, so that any adverse 
performance can be quickly remedied. 

The next couple of months will be crucial to the success of 
the program. I am confident that the authorities will continue to 
move forward in this crucial process of reform. It is encouraging 
to know that the changes under way are regarded as irreversible. 
This, it seems to me, is half the battle, and it bodes well for 
India's future progress. 

The Chairman said that Mr. Wright had made an important point in 
expressing interest in the nest program being an enhanced structural. 
adjustment program. As far as the level of access under such a program w:is 
concerned, the size of the need and the quality of the program would h;ll:e io 
be evaluated. 

Mr. Wright responded, first, that he had made precisely that point L;C~I 
respect to the nature of the program and the conditions; and second. tl12t hc 

was merely restating the position of his chair on what it would regard ;?s a 
potential level of access. 

Mr. Dawson made the following statement: 

I would like to join other Directors in expressing our 
sympathy to the Indian authorities and people over the recent 
earthquake. 

The response to India's severe external liquidity crisis has 
been well managed. Under very difficult political circumstances, 
the Indian authorities earlier this year undertook emergency steps 
to arrest a rapid deterioration in the country's liquidity 
position. Even before the new Government was‘organized, plans 
were formulated for more fundamental policy adjustments 1 providing 
the newly elected Government with the basis for prompt decisions 
when it took office on June 21. The Government has since shown 
impressive determination not only to address the immediate liquicl- 
ity problem, but more importantly, to initiate a fundamental 
reorientation and restructuring of the economy. 

As evidence of determined management and political resolution 
has solidified, the international financial community has come 
forward to support India's efforts. The Fund. the World Bank ( iintl 
the donor community have all extended themselves on an accelerated 
timetable and deserve credit. This demonstrates that the Fund is 
not so committed to other more publicised regions tlla[. India ha:- 
not been able to benefit from the Fund's technical and financial. 
assistance. 
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With reserves having stabilized, and recently increased a 
little, there is some evidence that the cash crisis aspect of 
India's difficulties is past its worst. There is also some 
evidence that inflation has crested. Crisis abatement must now 
give way to economic stabilization and structural adjustment. The 
stand-by arrangement we are revi.ewing lays out an economic program 
extending over 20 months. As Mr. Arora states, this program is a 
major point of departure for India. In macroeconomic management 
terms, it is, as he notes, a return to a time-honored policy of 
prudence. This is essential. No adjustment program can succeed 
without the necessary fiscal and monetary discipline. Disciplined 
macroeconomic management is not easy but past performance gives a 
good basis for expecting that India will find the means to 
implement the required stabilization measures. 

The more dramatic departure in the program is the author- 
ities' commitment to a fundamental reorientation of the economy, 
away from overregulation and overprotection and toward deregula- 
tion and liberalization. Major changes have already been 
announced in the areas of industrial policy, trade policy, and 
financial policy. More, and more detailed, reforms are promised. 
This sea change in India's economic orientation holds out the 
prospect of not only moving India onto a path of external 
viability but also of reinvigorating the domestic economy, thereby 
expanding the prospects for improving economic welfare for all 
Indians. 

Reorientation of the Indian economy will be a long-term 
undertaking. Sustained political support will be required. We 
are encouraged that Mr. Arora is able to report that the process 
of political consensus building has advanced quite significantly 
in recent months. Much has been done since June, but it is not 
surprising that, at this stage, the authorities have not yet been 
able to formulate the full details of the broad agenda of reforms 
they have set for themselves. But. as the necessary consensus 
develops, we would urge the authorities to build on the momentum 
they have established and move forward aggressively to implement 
quickly the reforms they are contemplating. 

In previous reviews of India's economic situation, we have 
had an opportunity to comment on the monetary and fiscal elements 
of the stabilization program, so I can be brief on this part of 
the program. The fiscal adjustment called for in this year's 
b[tdget is substantial, the more so since it is to be compressed 
into the later part of the fiscal year. The one-year target of 
reducing the public sector deficit by 2.5 percent of GDP will be a 
major first step but will still leave the deficit at 10 percent of 
GDP. A further 1.5 percent reduction is scheduled for the 
foliowing year. 



EBM/?1/145 - lC/31/91 

It is our impression that the adjustment in the out years 
COLlld~ and should, be more ambitious. More space needs to be 
opened up for private sector expansion. Esternal viability argues 
for reduced reliance on esternal transfers. Stronger adjustment 
within the state enterprise sector seems called for, a point I 
would like to return to in a moment. 

There are sc-ill some gaps in the fiscal program for this 
5'e a r . so we al‘? quite pleased to read Mr. Arora's categorical 
assurances that wllatever needs to be done to keep the budget on 
track will be done. 

A firm monetary policy has been adopted and will continue to 
be necessary both to keep inflation moving down and to defend the 
external reserve position. In this contest, the authorities' 
explicit commitment to tighten monetary policv further, should net 
international reserves fall below the targeted floor, is 
reassuring. 

We agree that policy-induced nominal exchange stability is an 
appropriate orientation for exchange rate policy following the 
steep devaluation earlier this year. Given the very weak reserve 
position, however, we do not believe it would be appropriate to 
overcommit the authorities by trying to peg the eschange rate 
formally. 

Like the staff, we believe there is a good deal of scope for 
j.,mproving the functioning of monetary policy through greater 
flexibility of interest rates. This should certainly be an 
objective of the anticipated structural reforms of the financial 
system. But even before these reforms are adopted, the need to 
attract both internal and esternal savings argues for improved 
l-eturns to savers. 

The staff report contains some forceful criticisms of the 
state enterprise sector. On p.14, for example. it is stated that 
the central public enterprises "have for years been plagued by 
mismanagement and inefficiency, leading to poor returns and a need 
for budget support." The state government enterprises are also 
said to h.qve been "subject to inefficiency and mismanagement." 
Good returns in the petroleutn sector enterprises may be due more 
tn their mnnopolv position than to efficient operation. C;iven the 
drain that state- enterprises place on scarce resources and the 
cl5sire of the Government to instil1 greater market orientation, 
~11e proposed adjustments in the public enterprise sector are 
disappointing. The targeted reduction in their deficit by 
(1. 5 percent of GDP is extremely modest. even taking into account 
that Chis would be achie~.~ed in addition to a reduction of 
transfers from the Central Go\rernmetit equivalent to 0.3 percent of 
GDF. It is particularly disappointing that reduced capital 
spending would beam- mluch of the proposed adjustment. Hardened 
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budgets for state enterprises will undoubtedly tighten discipline 
but will do little to reorient the economy in a more competitive 
and market-oriented direction. 

Likewise, the proposal to offer up to 20 percent of the 
shares of some state enterprises to private investment through 
holdings by mutual funds will not do much to instil1 self-reliant, 
private initiative in these companies, even though it will provide 
revenue for the Government. Similarly, the proposals for dealing 
with problems in State Electricity Boards seem off the mark. 
These Boards are characterized as having a "noncommercial orienta- 
tion and uneconomic pricing." As a result, they persistently run 
up arrears to suppliers. The proposal to earmark government 
transfers for the payment of arrears to suppliers seems to be an 
exercise in subsidizing inefficiency rather than correcting it. 

In our view, the overall orientation of the Indian economic 
strategy calls for a far more radical reform of the public 
enterprise sector. We would encourage the authorities to exercise 
as much boldness as the emerging political consensus permits. 

While we are enthusiastic about the sweep of the intended 
deregulation and liberalization of the economy, we note a good 
deal of tentativeness and indefiniteness in the proposed imple- 
mentation. For example, the trade regime is characterized as 
"amongst the most restrictive in Asia," yet dismantling the system 
is expected to extend over the next three to five years. It was 
particularly unsettling to read that the "eventual" inclusion of 
the consumer goods sector in the trade liberalization is a 
recommendation of the staff, rather than an intention of the 
authorities. 

In another area, the necessity of an esit policy to support 
industrial restructuring is recognized. At this stage, however, 
the authorities are only able to express their determination to 
formulate such a policy. If the momentum that now exists is to be 
sustained, an exit policy should be adopted--and implemented-- 
promptly. 

In all these policy areas, we believe India is pointed in the 
right direction. Gradualism and half-measures will only frustrate 
achievement of the objectives the Indians have set for themselves. 
which is why we urge the authorities to be as bold as the emerging 
political consensus permits. India has earned the support of the 
jnternational community, and we are happy to support the proposed 
stand-by arrangement. We wish the Indian authorities every 
sluccess in their historic undertaking. 
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Mr. Landau made the following statement: 

In September, this chair expressed its deep appreciation of 
India's new policies and intentions which aim at restoring the 
conditions for the sustainable growth of the economy. Tllese 
include a reduction in external and internal imbalances. and the 
restructuring of the whole system of economic management--which. 
to use Governor Singh's words during the Annual Meetings, had 
clearly "outlived its utility." We totally concur with the staff 
in its assessment that in the last few months, India has made a 
very "promising start" on the difficult but rewarding path it has 
chosen. 

The objectives of fiscal policy and the courageous measures 
already taken in this field are most welcome and will hopefully 
help wean the country from the excessive reliance that it cleve- 
loped, particularly during the 198Os, on budgetary deficits. One 
cannot but be impressed by the magnitude of the adjustment process 
decided upon for 1991/92, which should allow for a decline in the 
Union Government's overall deficit of 2.5 percentage points of GDP 
to a still high level of 6.5 percent of GDP. The staff report 
gives a full description of the different measures taken, or to be 
taken, to achieve this aim, both on the revenue and on the 
expenditure sides of the budget. It also rightly stresses the 
need for additional measures in the range of 0.3 percent of GDP. 
In this regard, due attention should certainly be paid to the rise 
in current expenditures, which is scheduled to reach 17 percent 
this fiscal year with another increase of 10 percent next year 
when capital spending will be virtually frozen. The authorities' 
resolve in this area will continue to be a key factor in the 
restoration of confidence. I am very heartened by the categorical 
assertion made on this point by Mr. Arora in his statement. 

Effective control of public expenditures at the States' level 
will also prove crucial since such expenditures amount to 
16 percent of GDP. Indeed, the public deficit at the States' 
level could reach 4.3 percent of GDP this year. In this context, 
the central authorities must adopt all necessary measures to 
ensure that restrictive actions taken on the union budget are not 
offset, and? for that matter, that they are supported by state 
budgets. We welcome, in particular, the intention to reduce the 
statutory liquidity ratio applied to commercial bank holdings of 
public bonds. This would also help reduce the monetary fitlancj.ng 
of the public sector which was still, during the last fiscal year, 
the major cause of the increases in monetary aggregates. Monetary 
measures have already been taken in order to reduce mounting 
inflationary pressures, and the staff mentions the authorities' 
intention to further tighten policy in case of renewed tensions on 
the reserves or the exchange rate. 
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Of crucial importance wi 11 be developments in interest 1-a tes 
Steps have alread: been taken- -some of them srery recentl~q- -in 
terms of liberali.zing and raisitlg rates. However , interest rates 
on more than ha1.f the credits remain subject to controls. The aim 
must be to achieve positive real rates, at least by raising 
imposed ceilings. even for deposits and preferred sector credits. 
Decisive action in this field helps not only in the fight against 
inflation and i.n improving the allocation 0, i resources ; we agree 

with the staff that it also constitutes a clear and useful message 
to all economic agents, including potential foreign inl.restors. 

1ndi.a must be especiall:: c.ommended for carrying out both 
rigorous macroeconomic adjustment and bo1.d structural reforms. I 11 
spite of t.he difficulty of the endeavor, the authorities are aware 
t-hat these are mutually reinforcing objectives. The radic.al. 
departure from past industri.al policies should substantially 
reduce some major hurdles to economic activity and growth. Since 
I<? broadly agree with the staff’s comments on‘ this topic. I will 
dwel.1 only on four major aspects of structural policies, namely, 
th~_i restructuring of the public sector, the tax reform, the! new 

attitude toward foreign direct investment, and the 1 iberalization 
of trade. 

As a result of the package of measures announced in Jul>;, the 
pllblic sector shou1.d come up against increasing competition. A 
first step will. also be taken in the direction of privatization. 
Those preliminary measures should be completed as soon as 
possible, in particular. by the formulation of a legal as well as 
a social framework for the closure of chronically loss-making 
companies. I am quite encouraged by the reference in Mr. Arora’s 
stat-ement to his Finance Minister’s statement or1 this point at. 
Emigkok It is also important, in this r+:gard. that the restruc- 
t.lulring effort irlc:lude state go~.~ernment fi.rms. Similsrl~. the 
publicati.on of thp precise> conditions atld timetable for asset 
sales would be most useful. 

Wt: also wpl come the aI.lthorities’ commitment. to make ttic fi rst 
s t2ps t.oward a comprehensive tax reform part: of the ne:.:t baclg:et.. 
The staff rigghtl~.: points I:O tile need for. %uter Lilia, reducing 
e b: c 5 s s 1.1~ e relkkce on import tariffs and broadening t-he ta:.: base. 
Re sl.rpport t-he request for F’und tzechnical assistance oI1 rhese 

:i::~tti~rs 
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The foreign investment reEorm is closely linked to the 
modification of tile overly restrictive trade system. In this 
regard, we very much welcome tlhe announced measures of liberaliza- 
tion. In view of the weakened reserve position. we can understand 
the rationale for restricti\.+ measures on imports, although their 
potentially negative impact on export capacity should be limited 
to the maximum extent and. as tzhe staff states, such steps should 
be temporary and nondiscriminatory. 

Progress in all these aspects of structural reform will be 
crucial for the coherence and the credibility of the program. It 
is welcome that there has been a special emphasis on structural 
reforms in defining the performance criteria and benchmarks for 
the first review. 

Finally, let me reiterate our support for the policy of 
nominal exchange rate stability adopted bv India since the devalu- 
atioll of July 1991. We consider such a policy to be an 
indispensable anchor in India's current difficult situation and a 
strong means of containing inflationary pressures. However, and 
as stressed by the staff, the credibility of this stance hinges 
heavily 071 the continuation, on a long-term basis, of appropriate 
fiscal, monetary, and structural policies. 

As far as the arrangement for the use of Fund resources is 
concerned, let me say that we can accept the proposed scheme. 
The level of access, namely, of 75 percent for the whole program 
and 45 percent on an annual basis, could have been somewhat higher 
but seems reasonable in view of the significant amounts already 
disbursed this year. The sequencing of reviews and disbursements 
is also appropriate. 

May I add that this chail- would give favorable consideration. 
when the time comes, to a request to transform the stand-by 
arrangement into an extended arrangement. especially in view of 
the stlrong content of structural reforms incorporated in the 
present program. 

Current developments in India potentially amount to nothing 
less than an important shift of emphasis in the economic policy of 
a major economic power. The authorities' ambitious program for 
adjustment and reform. their readiness to adopt additional 
measures when needed, and their decision to respect debt service 
obligations in such difficult circumstances, all strongly tnerit 

the support of the international financial community. India's 
stance is all the more commendable in that. as Mr. Arora mentioned 
in his statement, it has chosen the road of adjustment and reform 
in a g,lobal environment that is not as favorable as it could be. 
Cc~llsl-r~urlltl?', multilateral institutions and bilateral donors have 
bee11 strongly and adequately suppol-tive of India's efforts. We 
look forward to the successflu co~~cl~~~iot~ of a structural 
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adjustment loan with the World Bank. As for the Fund, it has a 
major role to play in this process in terms of financial assist- 
ance, guidance and monitoring. We thus agree with the proposed 
decisions and wish India every success in its endeavors. 

Mr. V@gh made the following statement: 

First of all, we have to commend the stabilization effort and 
policy action implemented recently by the new Government in India. 
It is clear that the agenda of structural reform announced by the 
authorities represents a break from the interventionist policies 
of the past. The changes already introduced go a certain way 
toward gradual elimination of bureaucratic intervention, allowing 
free entry of firms to the market and opening up the economy to 
increased domestic and foreign competition. 

At the same time that we welcome these movements toward 
structural reform, it is essential to accelerate the process of 
fiscal consolidation. Discipline in public finances has been a 
permanent characteristic of economic policy in India since 
independence, and it would be highly undesirable for the Govern- 
ment, at the same time that it takes the road of liberalization 
and market economics, to abandon its traditional principles of 
fiscal discipline. It is indispensable, therefore, in the area of 
fiscal consolidation, that the program for reducing the overall 
deficit maintain in the following years the speed projected for 
the 1991/92 budget in order to reach by 1994/95 a manageable level 
of 2.5 percent of GDP. In order to achieve this target, I believe 
that the burden of fiscal adjustment has to be more equally 
distributed between the Union Government, the States, and the 
public enterprises. In this sense, I was rather worried by the 
figures in Table 4 of the staff report. With respect to public 
enterprises, special attention should be given to the Electricity 
Boards run by the States by means of a complete overhaul of their 
present inefficient and unfair pricing system. As I have pointed 
out in the Board's discussion of other country cases, especially 
in the context of Eastern Europe, subsidizing the residential 
electric consumer by imposing an additional burden on the indus- 
trial consumer is not only inefficient from the point of view of 
the allocation of resources, but also unfair in terms of income 
distribution, since the bulk of the subsidy goes to high income 
families. 

The lack of information on the quasifiscal deficit makes it 
difficult to obtain a full account of the real dimension of the 
fiscal problem the country is facing. In this connection, we 
would appreciate any comment the staff may have on this issue, and 
particularly on the existence of the remunerated reserve require- 
ment and exchange rate guarantees as generating sources of that 
deficit. 
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In the external sector, we would postulate the prompt eli.miIl- 
ation of the import compression measures and multiple currency 
practices adopted in the face of the recent emergency situation. 
Quantitative restrictions on imports and discriminator-; measures 
with respect to different goods and services are in conflict i<iL:h 
the main objective of producer efficiency and consumer w~liar~:. ;i 
comprehensive reading of the staff report leads to the conclur-;l.iln 
that there is still in India a strong bias againsi imports atld a 
lack of recognition of the basic economic fact that only a polic:: 
of import liberalization can lead to a strong export sector 
through the assured provision of inputs of high quality and low 
prices. 

On the financial front, moreover, we welcome the recc>-nt 
introduction of a number of measures to tighten monetar;; iloli.c*. 
further. However, we encourage the authorities to adopt t-l!:: IL 
and decisive action in the interest rate structure both t.o pr;.:ry~!:- 
the burden of monetary tightness from falling disproport:iorlat?ll: 
on those sectors without access to preferential credit and to m;i!,:.' 
the commitment to exchange rate stability more credible. 

Finally, I would like to refer to the concern about the ri.sl; 
involved for the Fund in this and other likely arrangements with 
India in the future, External financing gaps are projected to 
estend through 1994-95 at least, and the adjustment efforts are 
likely to require additional support from the Fund beyond the 
present stand-by arrangement, as well as from other sources. III 
addition, debt service has become more rigid, with the shift from 
concessional sources to commercial financing, and the stock of 
external debt has been growing at a faster pace than tile economy 
as a whole during the last three years, and is expected to 
continue doing so for the nest few years. The ratio of total 
external debt to GDP is projected to increase from 24 percent il! 
1990/91 to almost 36 percent in 1992/93. The rate of increase is 
a matter of concern although it should be pointed ouc that the 
higher figure for the debt/GDP ratio is still far from the actual 
proportions already reached by some industrial and developing 
nations. If we look at the time distribution of repurchases, 
there seems to be a critical bunching of projected payments to ~-!lr 
Fund in the three-year period from 1994 to 1996, whicil should he a 
matter of concern for the Government and for the Fund because il: 
concentrates about two thirds of total debt service in the lC!L.;i)s. 
All things considered, India's impeccable record of debt ser-\ric:ir~j;, 
to the Fund and other creditors, its record of cooperation. ant1 
the quality of the program being implemented are. in my opilliotl. 
strong arguments for the staff proposition tllat this c.t-edit risk 
is fully justified. 

I fully support the proposed decision. 



EBM/91/145 - 10/31/91 - 24 - 

Mr. Kafka made the following statement: 

During our last Article IV discussion on India in June 1990, 
the Board commended India's very strong growth during the 198Os-- 
5 l/2 percent per annum, which was very much above the average of 
the previous decade, with impressive gains in both agricultural 
and industrial productivity, a very low rate of inflation, and a 
remarkable reduction in the country's structural rigidities. 
However, there was concern in the Board about the central 
government deficit financed largely by monetization. As can be 
seen from their impressive letter of intent, the authorities 
understand very clearly the danger of departing from an austere 
fiscal policy. 

The target for reducing the fiscal deficit by 4 percent of 
GDP in only two years is ambitious but indispensable. It is 
commendable that the improvement in the fiscal position in 1991/92 
is to be equally shared between revenue and expenditures. The 
staff shows some concern about the continued high level of 
subsidies, particularly in the case of fertilizers and food. 
Already there has been some reduction, but one must consider that 
an abrupt reduction of food subsidies could create social tensions 
which could jeopardize the economic program. What should be 
considered is a subsidy scheme, targeted more effectively on the 
poor. 

The authorities' intention to hold the nominal exchange rate 
to strengthen confidence will be credible as long as it is 
supported by very tight financial policies and export liberaliza- 
tion. This makes India's need for commitment to these policies 
even stronger since it implies adopting the exchange rate as an 
anchor of the program. 

The presentation of an alternative medium-term scenario, in 
addition to the baseline scenario, is very helpful. It is a 
practice that should be more frequently adopted. The alternative 
scenario shows clearly that even with lower savings, lower invest- 
ment, and lower export growth, debt service--compared with the 
baseline scenario ratio--is still very low by any standard, for 
developing countries or otherwise, and it increases only from 
24.7 percent of GDP to 26.6 percent in 1996/97. 

The financing gaps that are espected to reappear in the last 
two years of the medium-term baseline scenario are small in 
1995/96 and 1996/?7 ($1.3 billion and $0.3 billion, respectively) 
and easily covered, if necessary. for esample, bv a small reduc- 
tion in imports. India had, in the very recent past, one of tlie 
highest credit ratings among developing- countries, and all 
indications are that it shouid easily recover that rating after 
this program is successful7.y implemented. As far as the Fund is 
concerned. India's unbroken, prompt payments record to 
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international financial institutions fully justifies the extension 
of the Fund's financial assistance, which must be considered 
riskless. 

What India has done in the recent past amounts to a funda- 
mental shift of economic strategy. The reforms in industrial 
licensing, private and public sector competition, trade liberal- 
ization, and foreign investment show how much they have already 
done; the benchmarks for the first review are extensive and 
detailed and indicate that a radical economic transformation is 
already in process. 

In sum, India's program is estraordinarily impressive and 
commendable. We thus strongly support India's stand-by request 
and ask Mr. Arora to convey to his authorities our sympathy 
regarding the recent earthquake and our best wishes for the 
success of their economic program. It goes without saying that we 
would look with favor on an appropriate request for an extended 
arrangement and concessional assistance. 

Mr. Al-Tuwaijri made the following statement: 

In response to a severe economic crisis, the new Government 
has acted with commendable swiftness to put in place a comprehen- 
sive and far-reaching adjustment program. Moreover! the commit- 
ment with which the authorities have embraced the task before 
them, as described in Mr. Arora's statement, augurs well for the 
success of the program. 

Extensive government regulation and a decade of large fiscal 
deficits resulted in a deep-seated weakness in the Indian economy. 

The consequent vulnerability of the economy was brought to the 
fore by recent esternal shocks and domestic policy slippages, 
which led to an acute liquidity crisis. In trying to redress 
these problems, the proposed stand-by program strikes an appro- 
priate balance between short-term stabilization and longer-term 
growth-oriented, supply-side measures. Indeed, the structural 
reform component of the program is geared to setting the founda- 
tion for a fundamental reorientation of the economy toward greater 
emphasis on open markets and market-based signals. Needless to 
sa;v, success in stabilizing the economy in the short run will be 
essential to the longer-term success of these structural reforms. 

On the whole, I support the staff's appraisal. but would like 
to emphasizr a few points. 

strong fiscal action is essential to both India's stabiliza- 
tion and structural reform efforts. Fiscal consolidation is 
crucial for achieving an improvement in the external position and, 
at the same Lime, providing room for a revival of private sector 
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investment. The authorities have already implemented some 
difficult measures, such as the reduction in subsidies, that 
demonstrate their commitment to fiscal consolidation. Neverthe- 
less, it is important that the process of fiscal adjustment be 
reinforced to ensure sustained progress in this area. In this 
regard, I urge the authorities to expeditiously implement a 
comprehensive tax reform and a more effective expenditure control 
system. In the context of the tax reform, every effort should be 
made to minimize existing loopholes and distortions that would 
otherwise dilute the impact of the program's structural reform 
measures. 

The Central Government is able to influence the fiscal 
performance of the States only indirectly. Therefore, it is 
prudent that the program does not rely on the States contributing 
to the overall fiscal adjustment. However, adjustment at the 
state level should be encouraged, and, therefore, I welcome the 
authorities' efforts to impose some indirect discipline on the 
states' spending, and I urge them to explore further channels to 
promote consolidation at the state level. In this regard, an 
early reduction in the statutory liquidity requirement could yield 
some benefit bv hardening the States' borrowing constraint, in 
addition to liberalizing the portfolio management of the banking 
system. In fact, my understanding of the liquidity requirement 
indicates that the improvement in the Central Government's 
financial position would make more funds that are held captive 
under the liquidity requirement available to the State Govern- 
ments. Clearly, this creates a risk that a reduction of the 
Central Government's budget deficit would be offset by a softening 
of the States' borrowing constraint. 

On monetary policy, I fully support the staff's position that 
the authorities should be ready to make more active use of 
interest rate policy. This is particularly true in view of the 
authorities' desire to use the exchange rate as a nominal anchor 
and the need to revive private-sector capital inflows. Thus! I 
welcome the authorities' recent actions to raise interest rates, 
especially on deposits. However, a more aggressive stance on 
deposit rates, which are now only slightly positive in real terms, 
wouId flelp instil1 greater confidence in the authorities' infla- 
tion target. In addition, the scope of preferential lending 
should be cut back in order to promote the efficient allocation of 
savings as well as to spread the burden of monetary tightness more 
evenly. This also would increase the share of bank lending 
extended at market rates, which would help to improve the 
financial position of the banks and thereby facilitate the 
liberalization of interest rates on deposits. 

The authorities have initiated an ambitious program of 
structural reform in the industrial sector. Key to the success of 
this program will be the ability of enterprises to take advantage 



ion in government regula of the reduct tions. In this respect. as 
the authorities clearly recognize, the timely illtrodac:tion of 
appropriate exit policies will be critical to ensure that the full 
efficiency gains of industrial restructuring will be realised. 
L'ith the National Renewal Fund now in place. I urge ~!lc autllor- 
ities to press ahead with implementing effective e>:i:: policies. 
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Before concluding, I would like to note that althrlugh the 
Indian authorities have already taken a number of significant 
policy steps, much remains to be spelled out by the time of ~1-1~ 
first review. Therefore, I fully support the phasing of purchcris~s 
under the proposed stand-by arrangement. Moreover, mci:l)r 0 f the 
policy actions, upon which the review is conditioned. :3re 
essential to the durability and success of the adius(:l,t>nt pr~~~~r~m. 
Therefore. I would encourage the authorities to a~cel.~~~-itc~ I!-IC: 
implementation of the measures. With these remarks. 1 s~.~pporI- the 

proposed decisions, and wish the authorities every succ~s.s irl 
their efforts. 

Mr. Clark made the following statement: 

The new Government, when it took office in late .June. WAS 
faced with a very serious situation. Not only were foreign 
exchange reserves at a dangerously low level, requiring an 
immediate policy response, but it‘was very evident that there w?r~~ 
deep-seated problems in the Indian economy that would require 
fundamental changes in policy. The measures adopted since June 
are clearly in the right direction and are a very welcome 
indication of the commitment of the authorities to significantl) 
strengthened macro policies and radical structural I-eforms. 
However, while we are encouraged by these actions, it has to be 
stl-essed that this is on1.y a beginning. The external s ituation 
remains difficult and a strong and continued adjustment effort 
will be needed to fully restore confidence, both domestically and 
euternallyY to ensure external viability, and to put the econolny 
on a path of sustained growth. 

In commenting on the program, I would like first to address 
macro policies and then the Ineed for wide-ranging structural 
reforms. Strong fiscal action, together with a continued tight 
monetary policy, is critical to the success of the p~O~l~~3Ii~. 1 I: 

our view, the planned reduction in the public sector deficit is 
probably the minimum that is necessary; indeed, jt may well br 
that the authorities should be considering a more rapj.d fiscal 
consolidation. The targeted reduction in the deficit of thr 
Central Government for 1991/92 is unchanged from the l.nrget sc-t in-, 
I-ate 1990 , although the delayed presentation of the bludgpt 111~x11s 

rhat the planned reduction must bc concentrated ill the last ei.)?,hl: 
to nine months of the year. McJl:~c~\'PI'. ttle target-tic! cl+fi(.it 
reduction for 1992/93 is only one h.+ll.f percent of GDP greatel‘ tt1cln 



EBM/91/14 5 - 10/31/g 1 - 28 - 

indicated in January when India requested a first credit tranche 
drawing. At that time, we had reservations about the pace of 
adjustment and felt that stronger measures might well be 
appropriate. 

Developments since January, if anything, reinforce our 
concern. The external position is now more fragile, reserves 
having fallen further, and the estimated financing gap, both this 
year and over the medium term, has widened. Furthermore, the 
assumptions on the external side, particularly on the growth of 
exports, may well be on the optimistic side. Although the 
repercussions of the Middle East crisis are largely over, the 
external environment is not particularly favorable. Only a slow 
recovery appears to be under way in the industrial countries, 
while the deteriorating economic conditions in the Soviet Union, 
which accounted for 16 percent of India's exports in 1959-90. make 
prospects for exports to that market highly uncertain. There thus 
would seem to be an even more urgent need to address the 
imbalances in the Indian economy and reduce the reliance on 
external savings. 

In the present circumstances, the reduction in the deficit of 
the Central Government targeted for this year may well be all that 
realistically can be achieved. However, as a signal of the 
seriousness of the authorities' intentions to reduce imbalances in 
the economy, it is essential that the target be met. Looking 
ahead, we would encourage the authorities to seriously consider 
more ambitious targets for reducing public sector deficits over 
the medium term than those now projected, which do not strike us 
as particularly ambitious. We are concerned that without greater 
fiscal consolidation, the prospects for sustained growth and a 
return to esternal viability may be at risk. Even on the basis of 
the relatively optimistic assumptions underlying the medium-term 
scenario, India's external position remains fragile, with only a 
gradual decline in the financing gap. Moreover, India will be 
having to adjust in a world environment in which demands on 
savings are likely to be strong. 

Clearly, it will not be easy to achieve the planned reduction 
in the public sector deficit, let alone a more ambitious target. 
Although the planned tas reform, as well as measures to reduce tax 
evasion, will be important in strengthening revenue performance, 
expenditure restraint will have to play a major role. We welcome 
very much the steps taken recently by the authorities to reduce . _ 
outlays on subsidies and the scaling back of defense expenditures. 
Neveriheless, such unproductive expenditures continue to form a 
large component of the Central Government's budget. As Table 14 
~II the background paper on recent economic developments shows, 
espenditures on defense accounted for 16 percent of the central 
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government budget in 1990/'91, more than double the amounts 
budgeted for education, health. and other community and social 
services. 

The Managing Director? in his recent speech in New Delhi, 
commented on the recent easing of East-West tensions and the 
possibility of substantial cutbacks in defense spending by major 
powers. He suggested that, while the optimal level of defense 
spending depends on many factors and involves a complex value 
judgment for those responsible for a country's security, other 
countries should also reassess military spending, to see to what 
extent human and financial resources could be transferred to 
activities that would more directly contribute to growth and the 
reduction of poverty. I fully support this view. In India's 
case, it is difficult to see how the authorities can meet the goal 
of a substantial reduction in the public sector deficit over the 
medium term, and at the same time, improve India's poverty profile 
and provide some protection against the cost of adjustment for the 
poorest, without reassessing expenditures on defense and 
subsidies. 

I have stressed the need for deficit cutting-measures, as I 
feel that fiscal policy, as with most Fund programs, is at the 
heart of the Tndian program. However . continued monetary 
restraint is also critical to restoring confidence and ensuring 
the credibility of the authorities' exchange rate policy. We 
agree with the staff that India should move away from reliance on 
direct, selective measures of credit restraint and place much more 
emphasis on interest rates as a means both of allocating credit 
and signaling the determination of the authorities to defend the 
eschange rate. 

The lengthy list of structural benchmarks for the first 
review of the program attests to the emphasis that is being placed 
on liberalizing the Indian economy and integrating it with the 
world economy. As Mr. Arora notes in his statement, these 
proposals and the actions already taken represent a significant 
break with the past. GJe welcome very much the recognition by the 
Indian authorities of the need to move away from the inward- 
looking policies of the past. and to reduce the excessive regula- 
tion that has characterized the Indian economy. The measures that 
have been taken and that are planned will provide a basis for a 
long overdue restructuring of the economy, and, over the longer 
term. an improved supply response, thereby contributing to 
stronger growth. 

I do not propose to comment on the various st.ructural reform 
measures, but simply refer to two areas that I regard as particu- 
larly important. The first concerns the need for concrete plans 
for the restructuring or closure of those public sector enter- 
prises operating at a loss. I woluld urge the authorities not to 
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delay. despite the political difficulties of such decisions. More 
often than not, a postponement only means that the problems get 
worse, increasing the cost of taking action. The second area that 
I feel should be on the Government's agenda for early action is 
reform of the banking sector. Action in both these areas is 
critical to the success of other reforms. 

We can support India's request for a stand-by arrangement. 
The authorities clearly face a daunting challenge, but have made a 
promising start toward meeting them. In light of their strong 
commitment, we are extremely hopeful that the crucial first review 
of the program will take place as planned and show substantial 
further progress. 

Mr. Kyriazidis made the following statement: 

Let me join other Directors in expressing this chair's 
deepest sympathy to the Indian authorities on the tragic loss of 
lives in the recent earthquake. 

As clearly depicted in the staff report, India is facing a 
deep economic crisis. The weaknesses and limitations of the 
development strategy pursued so far, based on a growing involve- 
ment of the state in the economic field, through the public 
obmership of industrial, manufacturing, and trading activities, 
have become evident. The large deficit in the Government's 
budget, the extremely weak balance of payments position, the 
sluggish growth of output, and the persistent conditions of 
poverty for a large part of the population are heavy inheritances 
of the past, although exacerbated by recent events--namely, the 
crisis in the Middle East. 

This chair is pleased to ascertain that the new Indian 
Government has reacted to this situation with extreme vigor, 
embarking on a bold reform process which may radically improve the 
future prospects of economic development for the country. 
Mr. Arora's firm statement reassures me that the reform process 
set in motion is irreversible. The bold endeavors of the Indian 
Government merit, in my opinion, the concrete support of the 
international community, in particular when we take into account 
the undoubted positive effects to be derived by the other 
countries of the region from a stable and growing Indian economy. 
Therefore, this chair endorses the proposed decisions. 

Notwithstanding my positive judgment on the new economic 
strategy of the Indian Government, I cannot but emphasize the 
crucial need to strengthen the stabilization program and to deepen 
the structural reform in order to firmly address the main 
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structural weaknesses of the Indian economy that may be summarizecl 

in, first 1 a large overall public sector dkficit: and second: the 
low efficiency of the productive structure. 

Fiscal adjustment is the central pillar of the stabilization 
effort. The programmed measures on both the revenue and the 
expenditure side represent a significant first step CJE tile adjclst- 
ment strategy. However, as clearly emphasized by thv staff, 
fiscal consolidation must be sustained by a comprehellsiT/e reform 
of the tax system in order to reduce India's dependence on tarifr 
revenues. This chair welcomes the commitment of the .Inclian 
Goverljment in this area; in addition, we encourage the Celitral 
Government to implement all possible measures in order ;CI make 
State Governments' budgets consistent with the ongoing fiscal 
adjustment despite the political difficulties that might arise. 
In my view, this is crucial both to reverse the longstanding 
trends that have undermined India's external position and to 
increase the credibility of the Government's stabilization police. 

As far as economic efficiency is concerned, the policies to 
be pursued are two in number: first, to dismantle the net of 
regulations that stifle economic activity, and second, to open the 
economy to international competition. 

Hence, this chair welcomes and supports the structural 
reforms announced last July. However, in the context of the 
industrial deregulation policy, I encourage the Indian authorities 
to strengthen their efforts to attract foreign investment by 
removing, promptly, the link between dividend remittances and 
firms' foreign exchange earnings. 

Even if significant action is taken to reduce go\~ernment 
intervention and enhance domestic competition, India's trade 
regime remains the most restrictive in Asia. This chair is aware 
that the present critical situaiion requires a strong response, 
and in this spirit I agree with the staff in approving the 
exchange restrictions represented by the advance import deposit 
and prior clearance requirements for import payments. From a more 
general point of view, this chair is pleased with the Indian 
authorities' intention to "substantively dismantle" the present 
s;qstem of high nominal tariffs and pervasive nontariff barriers 
hlut considers the programmed period of three to five years too 
l.ong in the contest of the trade liberalization policy. At1 
acceleration of the process of India's integration into the world 
ecol~omy would provide the spark for a more rapid process of 
economic development From theory? we know that tracl<+ stlou1.d make 

fastrr growth possible. Whether faster growt1i i.ndeed resr;l.ilts 
depends on institutional and policy arrangements. 

In this regard, I would like to make ver-) short comments 011 

two isslues : exchange rate pol icy atld wage dyllnnlics. VII the fiL-st 
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issue, this chair welcomes the commitment of the Indian Government 
to stabilize the exchange rate and to maintain competitiveness by 
implementing tight financial policies. Further depreciations of 
the rupee could have negative repercussions on the economies of 
the other countries of the region, exacerbating the economic 
fragility that characterizes the whole area. 

These considerations lead me to the second issue. Very few 
comments on wage policy can be found in either the background 
paper or the staff report, also because data became available only 
with a considerable lag. Therefore, this chair does hope that it 
is the intention of the Indian authorities to pursue a wage policy 
that will not undermine the efforts of stabilization. A coherent 
wage policy is necessary to avoid the risk that the implementation 
of tight financial policies would translate almost entirely into 
reduced employment with small, if any, effects on inflation. Such 
a situation would make any stabilization program short lived. 

Let me briefly conclude by emphasizing the need for 
strengthening the structural reform process of the financial 
sector which plays a crucial role in the development process 
through the allocation of such a scarce resource as saving. 
Therefore, this chair encourages the Indian authorities to 
promptly address the problem of the weaker and undercapitalized 
banks and to free up bank deposit rates that could have 
significant positive effects on the external accounts. 

With these comments, this chair supports the proposed 
decisions and wishes the authorities well in their challenging 
endeavor. 

Mr. Goos made the following statement: 

First of all, I should like to commend the new Government on 
its swift response to the deteriorating economic situation that it 
faced on taking office in late June this year. The measures 
already taken and envisaged under the authorities' adjustment 
strategy are indeed quite encouraging, and that strategy, inasmuch 
as structural reforms are concerned, would indeed represent "a 
clear break from the dirigiste policies of the past." However, 
much remains to be done to validate such an assessment. Actually, 
the authorities are faced with a largely unfinished agenda, which 
brings back unfortunate memories of the rather unsuccessful 
attempt under the extended arrangement of 1981 to embark on a 
comparable exercise of structural reforms and deregulation. But I 
must admit that I took some comfort from the report of the 
Managing Director on his visit to India where, as I understand, 
the authorities unanimously stressed the irreversibility of their 
reform intentions. Still,- and without minimizing the importance 
of the measures already taiten, I am concerned that a large and 



- 33 - EBM/91,'145 - 10/?1;81 

crucial part of the structilral reforms is scheduled for implemen- 
tation, or even just for preparation, only by the time of the nest 
reT,Tiew Tilis approach has a fla~ror of undue gradualism, giving 
rise to the risk that the momentum of reform might be lost--once 
again. I might say--in the rather pervasive bureaucratic apparatus 
of the Indian administration. 

While appreciating that the implementation of some of the 
remaining reforms requires time-consuming legislation, and 
acknowledging that the new Government had, within a short period 
of time. to concentrate on crisis management. there are a number 
of crucial reform measures which I would have thought should have 
been taken as prior actions. Such reforms include, inter alia, 
the abolition--and not just the relaxation, as mentioned in 
Table 7 of the staff report--of the prior approval requirement for 
capital goods imports; the elimination of quantitative restric- 
tions on imported inputs ar.d capital goods for export production; 
the lifting of the existing Limitation on public enterprises to 
set prices according to masket forces; and the hardening of the 
budget constraint facing state governments. Moreover, like 
Mr . Landal. and others, I feel that the financial sector remains 
unduly constrained b-y pervasive regulations, including admin- 
istered interest rates and selective credit controls. The very 
limited reform intentions in that area are one of the most serious 
shortcomings, I believe, of the proposed arrangement, in particu- 
lar in view of the urgent need to mobilize national savings and 
thereby contain pressures on the external accounts and exchange 
rate developments. In this context, I should like to urge the 
authorities to secure without delay deposit rates that are 
sufficiently positive in real terms, although I am not quite clear 
to what extknt the latest adjustments might have already reached 
or met this objective. I would also reiterate my concern about 
the Government's decision not to privatize public banks. 

Other shortcomings of the agenda for reform include the 
following. First? the limited liberalization of the regime 
governing dividend remittances for foreign direct investment. 
These remittances are unnecessarily, and indeed in a counter- 
productive manner, restricted to the amount of actual foreign 
*::.:change earnings , a poi!lt made also 1,)~ Mr. Wright. Second. the 
unduly gradual approach envisaged for tas reform. Given the 
importance of the reforms for macroeconomic stability, I would 
have thoughI: that most of the measures should be ready for 
implementation already by the nest review and not only as part of 
"a timetable for action in the medium term," as indicated in 
Table 7. Third, I was concerned to note that administered prices 
are being managed on the basis of distributional considerations. 
For ~:ell-ktlown reasons, such considerations can be met in a more 
effective manner through direct income transfers. 
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That said, we also encourage the authorities to accelerate as 
much as possible the intended reforms of the public enterprise 
sector. Rapid progress in that area seems to be of critical 
importance because the public enterprises account for about one 
third of fixed investment but only one quarter of nonagricultural 
GDP. To conclude on the issues of structural reform and deregula- 
tion, I think Mr. Wright had it perfectly right when he stressed 
that the program so far is quite long on promises and intentions 
but rather short on specific actions. 

On macroeconomic policies, while appreciating the progress 
intended for 1991/92 in fiscal consolidation, like Mr. Dawson, 
Mr. Clark, and others, I should like to encourage the authorities 
to aim at more ambitious adjustment for 1992/93 than envisaged 
under the program. The overall deficit of 8.5 percent in terms of 
GDP projected for the next fiscal year appears to remain exces- 
sively high; what is more, it would imply a considerable slowing 
in the pace of adjustment, in particular no further consolidation 
in the fiscal accounts of the States and Union territories, and 
only marginal progress in regard to essential public enterprises. 
Such a slowing of the pace of fiscal adjustment would be difficult 
to reconcile with the continued precarious external situation 
projected by the staff. 

The same point applies in a sort of mirror fashion to the 
very limited progress expected in the external current account for 
1992193. That concern assumes additional weight considering that 
export projections appear to be based on rather optimistic assump- 
tions, and here I fully share the views expressed by Mr. Clark. 
As I understand it, the Soviet Union has been the second most 
important export market for India, accounting not just for 
16 percent, as Mr. Clark mentioned, but for 20 percent of India's 
export earnings. Considering the economic disruptions in the 
Soviet Union, I find it difficult to see how the likely decline in 
export shipments to that country could be offset in the short run 
by higher exports to other markets. This appears all the more 
questionable in view of the relatively low sensitivity of the 
Soviet market to product quality, the fierce competition on 
Western markets to be espected for India's traditional manufactur- 
ing exports, and also the rather subdued growth performance in 
industrial countries. Maybe the staff would care to comment on 
this point and the export projections. 

With these observations, I can support the staff appraisal 
and the proposed decisions. 

Mr. Torres made the following statement: 

We welcome today's discussion on India. As Mr. Arora has so 
well pointed out in his statement. it gives us the opportunity to 
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Irevipw a comprehensive economic program that contemplates the 
stabilization measures, as well as the radical structural changes 
greatly needed by the Indian economy. In general, t-he e c 0 1 to mi c 
program for 1991-1993 represents a welcome step in the process of 
stabilization and structural refortn. However, there is still much 
to cover in this process, and we have some concerns with rrsptlct 
to the size and nature of the adjustment measures, as w?il JS witi1 
the pace and extent of the structural reforms. 

The reduction of the fiscal deficit is a key el.emc:it in the 
stabilization program. We welcome the authorities' effol-ts to 
reduce the overall fiscal deficit in 1991. However 1 the results 
may not be as projected given the short period of timi-, l-t-ma-j.ninr 
fo;r the implementation of the measures. Therefore, tl1e aL:tilor- 

ities must be prepared to adopt tighter monetary mezsur~s ii-1 order 

to control inflation and sustain the external posicioll. We Ci II::‘ 

pleased to know from the staff's supplement that some actions 
along these lines have been taken. Nevertheless, the burckn of 
the adjustment should not rely so heavily on monetary policy. 

Evidence shows that such a policy mix may be costly in terns of 
economic activity and income distribution. Therefore, stronger 
actions are required in the fiscal area for the following years. 
especially given the already heavy debt burden. I agree with 
other Directors that the reduction of the public deficit from 
10 percent of GDP in 1991/92 to 8.5 percent of GDF in 19?2/93 is a 
moderate step and still imposes strong pressures on monetary 
policy. It would be advisable to further review the fiscal 
accounts jn order to determine whether there is more room for 
additional measures. The strengthening of the financial position 
of the public sector also requires the adoption of administr:itiylre 
procedures aimed at increasing the authorities' control o\:er 
fiscal activity. We welcome the actions taken in this area. in 
particular those related to central public and state gc.Jernment 
enterprises. 

The important role that monetary pal-ic;; Ilas to pla:~ in 
defending the external reserve position and controlling- inflation- 
ary pressures requires the utilization of more market-based 

instruments The actual combinatiorl of indirect and direct 
intervention has negative effects on the efficient. allocation of 
financial resources, in particular when the discretionar,: PL-otec- 

tion of some sectors and selective credit controls a1.e rf-infol-c?li, 
Id, understand the difficulties of developing a more transp~irent 
mechanism of monetary management. However. polic;~ measures shouiii 
be graduallv oriented to this end. Notwithstanding the actual 
need for tightening monetary policy, the recent actions taken by 
the Reserve Bank of India still rely heavil;, ot-I dirt-ct cor?tf:ol.:; 
F‘l.lrther steps should be taken to libel-a1.ir.e intro-t,st L- a t t' s in 

order- Co allow market forces to play a mart: sip,nifir.-ant- role. Th? 
iltlFlt!liielitation of a monetarv proc,t-;;m Ijased 011 c;irg+ts f0I- rest!r-.~r 
molney and net domestic assets could ci;present a -..JF.~-v di.fl'icult 
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task for the monetary authorities under the present conditions 
that combine both quantity restrictions and price controls in the 
financial sector. 

The adjustment measures need the support of structural 
reforms in order to achieve lasting positive results. We welcome 
the initiatives taken by India's authorities in this regard. 
However, further efforts are required to accelerate the process of 
transforming India's economy into a more market-oriented system. 
Particular attention should be given to the liberalization of 
trade and exchange restrictions. The reduction of quantitative 
restrictions and tariffs pursued under a program financed by the 
World Bank is a positive step. However, we agree with the 
concerns and recommendations made by the staff. The financial 
sector and tax reforms are other areas of concern. We hope that 
the committees appointed to work on these issues will be able to 
submit their recommendations very soon. Fiscal consolidation 
requires the reduction and rationalization of the public sector. 
Strong efEorts are needed to achieve this objective. The 
significant technical and financial resources needed to develop 
and implement the structural reforms require the support of the 
multilateral institutions, which should be strengthened. 

India's external position remains highly vulnerable, and, as 
the staff comments, significant risks are still present, even 
under relatively optimistic assumptions. The medium-term scenario 
prepared by the staff presents significant financing gaps for the 
next four years, considering that the reserve position relative to 
imports and debt service payments will remain weak. In order to 
cover the projected gaps, additional assistance from multilateral, 
official, bilateral, and commercial sources will be needed. For 
this, a sustained implementation of a strengthened and well- 
defined program, particularly on the structural front, is a 
necessary condition. In this contest also, this chair is ready to 
consider-an early move from the present stand-by to an extended 
arrangement. 

The set of measures taken by the Indian authorities, their 
intention and commitment to stabilize and transform India's 
economy, and India's escellent track record in servicing its debt, 
compensate for the risks involved in the Fund's exposure. There- 
fore. we support the proposed decisions related to the stand-by 
arrangement, as well as the decisions regarding the Article IV 
consultation. We urge the authorities to accelerate the struc- 
tural reforms, and the multilateral institutions to intensify 
technical assistance in this area. \Je wish the authorities 
s~uccess in their important task. 

The Director of the Central Asia Department said that the staff 
espt?cted to be able to present more specific plans in several important 
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policy areas at the time of the first program review, in particular with 
respect to financial sector reform, tax reform? tariff reform, and the 
rehabilitation of public sector enterprises including esit, or closure, 
policies. The new Government had been in office for only four months and 
Llad directed its attention, first, to formulating emergency measures to 
prevent a more serious balance of payments crisis. The Government had 
started to formulate medium-term plans, which had to be well thought 
through, and which took time. Together with the World Bank, the Government 
~3s working on tariff reform, under a structural adjustment loan. In 
FJovember ? two important committee reports would be submitted to the 
Government--one on financial sector reform by the Narasimham Committee and 
one on fiscal reform by the Chelliah Committee. 

Defense spending in the 1991/92 budget was to fall in relative terms 
from about 3 l/2 percent of GDP--the average of the preceding three fiscal 
years--to 2.8 percent of GDP, the Director noted. In nominal terms, in 
rupees, there was a slight increase in defense spending in the current 
budget, but because of the exchange rate depreciation, defense imports had 
declined in volume terms. Whether that decline would continue remained to 
be seen, but the staff expected that that would be the case. 

The staff would agree with Mr. Mirakhor that in order to create 
conditions for sustainable export growth in India, a flexible exchange rate 
policy in combination with a dismantling of import protection was needed, 
the Director continued. That process would begin with the 1992/93 budget. 
For the time being, the Indian balance of payments was still in the phase of 
slowly returning confidence and the gradual unwinding of speculation. Under 
those conditions, the authorities' policies of a stable exchange rate and 
high interest rates were most conducive to support that process. Although 
some appreciation in the real exchange rate was involved, given the large 
decline in the real eschange rate over the past year, a slight and temporary 
appreciation would not present an obstacle to the export recovery that was 
implicit in the projections. 

It would be important, as Mr. Al-Tuwaijri had mentioned, to reduce 
the statutory liquidity ratio of banks in line with the reduction of the 
central government budget deficit in order to withhold those funds from the 
financing of state government budget deficits, the Director said. Such a 
reduction would almost certainly be part of the financial sector reform 
which was being worked out by the Narasimham Committee. 

Several Directors had stressed the need for a larger fiscal adjustment 
than was contained in the present program, in particular in the outer years, 
the Director noted. That possibility, which was desirable, and its 
feasibility would be discussed by the mission that would review the stand-by 
program and start discussions on a program to be supported by an extended 
arr-aflgemrnt. On the espenditure side, whatever cuts were feasible would be 
discussed, bearing in mind the difficult balance to be struck between 
cutting expenditure on subsidies, defense. transfers to the States and 
plublic enterprises , and possible increases in social expenditures, in 
particular for primary education, basic health care, and the social safety 
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The stabilization program should focus on the priority goals 
of bringing down the unsustainable current account deficit and 
reducing the overall public sector deficit in a lasting way. The 
interconnections between these twin deficits make it difficult to 
distinguish external from internal causes. In any case, external 
shocks are to be countered by internal adjustment measures aimed 
at absorbing them, easing the payment situation, and releasing 
resources for the private sector. The severity of external 
influences thus depends greatly on the adaptability of a country's 
economic policy. The only two clearly exogenous factors in the 
Indian situation are the Middle East crisis, with its concomitant 
higher oil prices and loss of worker remittances, and the change 
in the pattern of financing India's external deficits. 

India's borrowing possibilities have narrowed and its current 
account has deteriorated substantially since August 1990, and 
these problems have carried over into 1991. Thus, the ingredients 
of the current constraints were mostly inherited from the previous 
year. The worsening of the balance of payments and increasing 
pressures from the fiscal deficit not only restrict the Govern- 
ment's room for maneuver against inflationary pressures but also 
place limits on economic growth. 

The monetary and fiscal measures taken in late June 1991 to 
stabilize and improve the efficiency of the domestic economy were 
accompanied by a package of external measures which the Indian 
Government and the Bretton Woods institutions hope will help India 
regain internal and external confidence consistent with its level 
of development and its progress in dealing with its structural 
problems. Despite expectations that external financing gaps will 
persist for several more years, creating some risk for the 
proposed stand-by arrangement, we support India's request for the 
stand-by as the request of a member which has displayed an 
exemplary spirit of cooperation during its implementation of a 
strong underlying adjustment program. 

I have two additional comments. The first concerns fiscal 
policy and debt, while the second concerns the structural reform. 
Among espenditures, subsidies, defense spending, and transfers to 
public enterprises have all been rising much faster than the 
average and should be curbed as a matter of priority. An overall 
expenditure reduction was derailed by the rapid rise in interest 
payments, which are borne by the budget. Government debt accounts 
for a large share of India's total external debt, which has risen 
from 18.0 percent of GDP in 1984 to 24.0 percent in 1991. Another 
alarming feature of the same period was a steep increase in the 
stock of nonresident deposits. These began to be withdrawn in 
September 1990 and have led to net outflows of short-term capital 
as commercial banks failed to renew credit lines. It is now time 
to focus attention on the medium-term pattern of debt growth and 
the relationship between deficits and debt. In a Fund Working 
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Paper entitled "Thi- Growth of Indian Public Debt--Dimensions of 
the Problem and Corrective Measures 1 " Raja J. Chelliah notes that 
"on the basis of a number of conservative assumptions. .the 
analysis demonstrates that maintaining the primary deficit even at 
a lel.rel of 3.5 percent of GDP is unsustainable because this would 
raise the debt-to-GDP ratio to 77.4 percent of GDP in 2000/01 from 
60.2 percent of GDP in 1989/90, and the deficit-to-GDP ratio to 
nearly 10 percent." Does the staff agree with these forecasts of 
the size and rate of growth of India's debt? 

Narrowing the scope of government activities, eliminating 
unjustifiable subsidies, and cutting defense spending is the key 
to stabilization. The goal of price adjustment will require a 
recovery of private savings and investment to correct the damage 
inflicted on India's current account by the large public sector 
deficit during the 1980s. The staff stresses expenditure 
restraint as a means of cutting the fiscal deficit, but while 
agreeing that subsidies and defense spending are ideal targets for 
significant cuts, I must insist that equal attention go to 
measures for enhancing revenue. Partly because of the large 
degree of fiscal autonomy of the States vis-8-vis the Union, total 
central government revenues and grants are low, at about 11.4 per- 
cent of GDP, and very low, considering that total tas revenues 
amounted to only 8.4 percent of GDP in 1991. It is clear that 
unlike the stabilization, the fiscal adjustment has to be based on 
tax reform in addition to the restructuring of public espendi- 
tures. Since it is reasonable to assume that certain expendi- 
tures, such as investment, cannot be compressed any further, at 
least five points must be added to the existing government 
revenues of 11.4 percent to bring the total closer to the 
developing country average of approximately 20 percent of GDP. 
This will form a basis for a stable public savings rate sufficient 
to fund infrastructure sehabilitation and domestic debt service. 
Could the staff make a comment on that? 

The structural adjustment program should aim at creating a 
fully competitive market providing constructive and flesible 
mechanisms capable of mediating the economy's responses to social, 
economic, and technological changes without excessive cost. In 
general terms, governments make an important contribution by 
maintaining an adequate political and social environment and by 
establishing ground rules for market operations, and also by 
intervening in the economic process whenever intervention is 
certain to have positive results. An important government con- 
tribution to the process of structural adjustment is to preserve 
mscroeconomic stability while maintaining the momentum of far- 
1-5tjching reforms. 

I welcome the Government's four major initiatives: abolition 
of the complex system of industrial licensing, the liberalization 
of trade. the elimination of special treatment for certain public 
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sector industries, and the liberalization of fore ign direct 
investment. To maintain the momentum of foreign capital inflows 
to support faster capacity growth and somewhat higher output 
growth, the liberalization of foreign investment policies should 
be continued. To prepare the private sector for the essential 
role it is expected to play in the medium term, more capital must 
be mobilized for achieving present investment targets. The 
disinvestment program for loss-making public enterprises should be 
accelerated. The public enterprise sector plays a central role in 
the Indian economy, and is frequently responsible for producing 
essential inputs. However, the failure of public sector suppliers 
of these inputs to respond to market signals results in frequent 
shortages. This unreliability in the supply of such key inputs as 
electricity and rail services has very destructive effects on 
capacity utilization rates. One way out of this situation is to 
find ways of increasing domestic saving and capital accumulation. 
Given India's debt service obligations, the constraints on 
distributional dynamics, and the level of transfers abroad, a 
sufficient rate of capital accumulation can only be achieved at 
the expense of nonproductive uses of resources derived from 
nonlabor income. Tax reform would be a major policy tool toward 
meeting this objective. 

Mr. Trbojevic submitted the following statement: 

We have been impressed by the Indian Government's positive 
approach to reform. Our chair supported India's efforts to 
implement such a program, and we encourage the Indian authorities 
to continue and to further intensify such efforts, because we 
think that the Indian program is the right answer to the present 
economic, financial, and social situation of that country. 

We are in general agreement with the staff appraisal, but 
before I make any specific remarks, I would like to say that the 
most crucial problem for India at the present stage is the 
restoration of confidence, both on the domestic and external side. 
Restoration of India's economic creditworthiness demands firm 
action by the authorities to deal with fiscal imbalances in order 
to increase savings and investment, both in the public sector and 
the private sector. It is essential that structural reforms to 
promote economic growth, and trade policy liberalization as a part 
of those reforms, are implemented as planned and even strengthened 
ill order to regain that confidence. 

It seems clear enough that the correction of accumulated 
fiscal imbalances should be the first priority. We fully endorse 
the Indian efforts to reduce the fiscal deficit of the Union 
Covel-nment to 6.5 percent of GDP in the current fiscal year, but 
we St-ill have a problem with the high level of subsidies. at 
1.9 percent of C;DP. Their reduction shollld be espedited. A full 



price liberalisation, a speeded-up process of privatisation. and 
illcreased competition between public and private sectors should bt: 
conside~-ed by the Indian authorities as complementarT: measures to 
a clut in subsi.dies In the same contest, I would raise the 
problem of transfers to loss-making enterprises. We fully agree 
and support the authorities' decision to close or restructure some 
of the nonviable public enterprises, but the simple fact: that the 
Indian authorities have set end-March 1992 as a deadline to 
formulate specific policy proposals ga\ve me the impression that 
the process might be delayed. Staff comment on this possibility 
would be welcome. as well as on the level of defense expenditures;. 
which seems to be rather high under the present economic 

circumstances. 

On the revenue side, I would restrain myself to the obserl>.:j- 
tion that the ratio of tax revenue to GDP has been declining! atid 
I would reiterate a previous recommendation for an enlargement of 
the VAT base. 

On the monetary side, we were pleased with the tightening of 
the policy that took place on October 8, including increases in 
both lending and deposit rates. We agree with the staff that the 
authorities should be ready to raise deposit interest rates 
further . should the need arise. 

On the external front. I would note that India's external 
equilibrium is currently very fragile. The ratio of India's 
exterrlal debt to its GDP has increased sharply in recent years. 
The level of gross international reserves is still verv low. 
Thus , in our view? one of the most important macroeconomic 
objectives of the program in the period ahead must be rebuildirlg 
those reserves in accordance with the staff's projection, which w? 
fully support. 

At the same time. however, I would prefer to stress the 
cautiousness of this chair regarding the larger involvement of the 
Fund in financing India's external gap. I would like to reiterate 
th+ position expressed by this chair on July 22, 1991, that for 
India, and for other member countries as well, the Fund should 
remain the lender of last resort and that its resources should be 
available iI-1 times of need as additional reserves, rather than 
bpcorne a part of regular financing. We agree with the staff that 
the proposed stand-by arrangement "does entail a degree of risk 
for the Fund" Howexrer 1 taking into account India's go-eat 
economic potential and its past excellent record with the Fund and 
other creditors. we support India's request for a stand-b;,7 
arrangement and the proposed decision. 
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Mr. A. R. Ismael made the following statement: 

We welcome the comprehensive program of economic and 
financial adjustment that the Indian authorities are implementing 
in support of their request for a stand-by arrangement. Indeed, 
they should be commended for the bold actions they have already 
taken and which should help to reduce significantly the prevailing 
imbalances. 

. 

As has been noted by previous speakers, over the years, the 
Irldian economy has become overregulated and thus inefficient. It 
is therefore encouraging to note that the authorities are giving 
full attention to structural reforms in order to improve the effi- 
cjency of t;.he economy. We especially welcome the measures being 
implemented in the area of trade liberalization and the general 
dtjregulation of private sector activity. The strong commitment of 
1-11~ Indian authorities to a program of liberalization, as indi- 
c.,ted in the letter of intent, is therefore appropriate. These 
1-c:~ol-llls should go a long, way in helping the authorities to achieve 
i. 1-l t? n?,j2ctive of "esploiting the potential for robust growth 
irlherent in the economy", as indicated by Mr. Arora in his helpful 
ntatement. 

We note also that the public enterprise sector is quite 
extensive and has become inefficient. While welcoming the several 
initiatives being taken to improve its performance, we are, 
however , of the view that much more could be done in this sector. 
In addition to the envisaged closure of unviable enterprises, as 
mentioned in Mr. Arora's statement, could the staff comment on 
whether a comprehensive program of reform and privatization is 
being envisaged? Such a program could contribute significantly to 
n reduction in the public sector deficit as well as improve 
economic efficiency. 

As regards the financial system, we welcome the liberal- 
i::at:ion process that has taken place. Nevertheless, the system 
still hampers economic development and a more comprehensive reform 
is I-equired. The setting up of a committee to study the financial 
system and to make recommendations for its improvement is an 
intpol-tant step, and we would encourage the authorities to 
pt:rse\Tere in their efforts at reforming this sector. 

Overall, we are in general agreement with the thrust of the 
authorities' program and with the staff appraisal. While noting 
the staff's view that there will be a certain degree of risk for 
Ltle Fund, owing to the continued existence of external financial 
gaps 1 we do not think that this is a major problem in view of the 
scr-t-ngth of the program and India's excellent past performance in 
mcrting its obligations. The firm intention of the authorities to 
c : I I t-1 Y 1-1 I‘ e the adjustment process, and their commitment to taking 
additional measures to liberalize and improve the efficiency of 
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the Indian economy 1 are all important factors that augur well for 
the future financial position of India. We are confident that the 
remaining financing gaps will be closed. We can, therefore, 
support India' s I-equest for a stand-by arrangement. 

Mr. Fridriksson made the following statement: 

The new Indiatn Government's policy declarations, and its 
swift action to address the deteriorating economic situation, 
signal that it wishes to make a clean break with past policies and 
embark upon a radical reform program that will transform the 
economy into a modern market economy. The staff report before us 
describes several major initiatives that have been announced by 
the authorities. A picture is drawn of a promising beginning in 
tackling both the underlying problems and the immediate diffi- 
culties facing the economy. The stabilization package has been 
favorably responded to by the international community in the form 
of financial support for the initial efforts of the Indian 
authorities. Consequently, residual financing gaps under the 
program have been eliminated. 

This is the setting for today's consideration of India's 
request for a stand-by arrangement involving a substantial amount 
of Fund resources. In assessing the program, we have, on the one 
hand? India's impeccable record of cooperation with the Fund and 
the authorities' reaffirmation of their commitment to maintain an 
unblemished payments record; and on the other hand, we note from 
the staff appraisal that the stand-by arrangement does entail a 
degree of risk for the Fund. 

The fundamental elements of the required strategy are clear. 
The authorities need to bring about a major reduction in the 
fiscal deficit and radical structural reform. Only fiscal 
consolidation can change the current situation in which a large 
share of domestic financial savings is pre-empted by the public 
sector. Monetary policy must. of course, remain tight and the 
rationalization of the public enterprise sector be given high 
priority. 

I note with some concern the staff's medium-term scenario. 
which states , among other things, that viability of the package 
will be strongly influenced by the strength of the adjustment 
program. India's continuing adjustment efforts will require 
additional support from the Fund as well as from other sources 
beyond the present stand-by arrangement. The attainment of 
medium-term viability is far from being assured. Should India, 
Ear any reason. fail- to maintain momentum in the reform process or 
encounter unforeseen difficulties. Fund resources will be at risk. 
The process of adjustment has just begun, with many of the 
policies still to be formulated. The economic situation calls for 
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The Fund has been very forthcoming in its relations with 
India. Now it is up to the Indian authorities to live up to our 
high expectations. 

Mr. Spencer made the following statement: 

At this stage of the discussion, I do not have much to add. 
However, I would like to reinforce some of the earlier comments 

ahout the need for an acceleration of the adjustment process in 
India. 

The medium-term outlook portrayed in Table 11 of the staff 
report shows quite starkly the extent of adjustment needed, witll 
large financing gaps estending out to 1996, even though the 
projections already assume a significant intensification of the 
reform effort. This points very clearly to the need first. for ;I 
more aggressive and comprehensive approach to structural reform: 
and second, for handling India's adjustment program in the future 
under some form of estended Fund arrangement. 

There is no doubt that the new Government has made a good 
start in some policy areas, but there are two aspects of the 
program that give me cause for concern. The first is that 
notwithstanding the recommended phasing of purchases, a long 
agenda of reforms is not due to be completed until after the 
initial purchases under the stand-by arrangement have been made. 
In other words, as noted by Mr. Wright and others, the program is 
long on promises but relatively short on actions. 

My second concern is that many of the reforms to date 
continue to be of an incremental and/or patchwork nature. In too 

many cases, we see direct controls being eased rather tharl 
abolished; and we see new special schemes being introduced to 
offset distortions arising from the partial liberalizatioll of 
markets I might just mention two examples here. The first is 
the tradable import entitlement scheme, which appears to have been 
introduced to counter the effects of a reduction in esport 
subsidies without any accompanying reduction in import protection. 
A second example is the special scheme aimed at attracting capit; 
back into the country that has apparently been needed in the 
absence of a flexible monetary policy mechanism that woc11.d 

normally be expected to generate the positive real intertast L-aLi;s 

necessary to support the capital account and hence the exchange 
t-3 t e The reluctance of the authorities to liberalize interest 
rates ahead of financial sector reform is perhaps understandablt-. 
but this exatnple helps to highlight the difficulty{ of implementil::, 
a 2,raclualist reform strategy in the face of an apparetitl)r searril?ss 

~cieh of interacting rlules and regulatiotls , 
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A more rapid and aggressive approach to reform would have the 
advantage of avoiding the need for temporary stop-gap measures-- 
and also has a potentially important political advantage. As the 
staff points out in its appraisal, the need to build a political 
consensus for reform has become urgent. And to achieve this, the 
experience in Eastern Europe and elsewhere suggests that some 
critical mass of reforms might be needed to get the political ball 
rolling, so to speak. The important thing is to achieve a 
sufficient momentum in the reform process such that newly affected 
interest groups begin to call for a spreading of adjustment costs 
to all groups, rather than calling for insulation from those 
adjustment costs. 

I am encouraged by the Chairman's earlier comments regarding 
the emerging mood of irreversibility. And I hope that India can 
develop this consensus further, as I am sure it will be essential 
for the ultimate success of this and any subsequent programs. 

Mr. Fayyad said that his chair was in broad agreement with the staff 
appraisal, and supported India's request for the stand-by arrangement. As 
emphasized by the staff and previous speakers, sustained action on the 
fiscal front was of critical importance, particularly if further tightening 
of monetary policy, which was already quite tight, was to be avoided. That 
was all the more so, considering the need to impart credibility to the 
authorities' announced intention to hold the nominal value of the rupee 
stable. 

He had two specific comments, Mr. Fayyad continued. First, in 
principle, his chair could understand the rationale for not treating 
proceeds from asset sales on an equal footing with those resulting from 
structural-type deficit reducing measures, but only to the extent that such 
sales could not be expected to yield a durable improvement in the deficit or 
conditions that were at least conducive to further fiscal consolidation in 
subsequent years. In the light of that qualification, he would appreciate 
some elaboration by the staff on the justification for treating proceeds 
from asset sales in fiscal 1991/92 in excess of Rs 25 billion as a financing 
item. 

His second point was a presentational one, Mr. Fayyad noted, related to 
the treatment of grants in the budgetary accounts. He said presentational 
hecause his chair believed that regardless of whether grants were included 
above the line- -as, for example, in the case under discussion--or as a 
financing item, the determination as to the magnitude of the needed domestic 
fiscal effort was made in individual cases depending on the specific circum- 
stances. Nevertheless. a case could be made for presentational uniformity 
across countries in that respect, by including grants above the line or as a 
t‘incincing item in all cases. as that would improve the transparency of the 
h~lt!gt~t:nry accounts and facilitate intercountry comparisons. 
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Mr. Mwananshiklu made the following statement: 

The financial assistance requested by the Indian authorities 
that is being considered by the Board, together with the financing 
provided by other sources, is no doubt of critical importance for 
the successful implementation of the adjustment strategy envisaged 
by the authorities to address the internal and external macro- 
economic imbalances currently affecting the Indian economy. The 
staff report provides a clear and concise analysis of these 
problems and advances policy recommendations with which we are in 
broad agreement. The readiness with which the authorities decided 
to tackle the deteriorating economic situation, despite the 
current difficult political environment, is a reflection of the 
authorities' commitment to pursue prudent economic management and 
deserves the full support of this institution. 

Despite the progress achieved in the recent past on many 
fronts, the Indian economy continued to be confronted in 1991/92 
with large fiscal deficits, weakening of the external position, 
and the building-up of inflationary pressures. It is encouraging 
to note that the authorities, realizing the seriousness of the 
wide fiscal deficit and its effect on growth and inflation, 
undertook to implement a large set of measures that hopefully will 
reduce the overall public sector deficit by 2.5 percentage points 
at the end of the current fiscal year. In particular, the 
comprehensiveness of the measures with which the authorities 
intend to enhance the revenue performance and reduce significantly 
current expenditures, essentially by restraining military 
expenditures and reducing subsidies, are noteworthy. Given the 
burden of the public enterprise sector on the public finances, it 
seems that a thorough reform of this sector is warranted, 
essentially through early implementation of a divestiture and/or 
privatization program whilst improving the economic efficiency of 
the enterprises that remain under state control. In this regard, 
it is to be noted that not only are the transfers to public 
enterprises to be significantly reduced under the current budget, 
but actions are also being envisaged by the authorities to 
rationalize this sector. The other commendable signal is the 
creation of an incentive to private investment, particularly 
foreign direct investment, which was significantly liberalized and 
procedures for its approval simplified. These steps will 
certainly contribute to easing the burden on government finances 
stemming from the low productivity of many of the public 
enterprises, and more directly. have a positive impact on the 
esternal accounts. 

In this area. significant efforts are being made by the 
autllorities to improve the external current account position, 
through a better monitoring of import growth and in particular 
through export promotion measures that will be criticall) 
important to sustain medium-term balance of payments viability. 
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However, for those external policy efforts to succeed, it is 
crucial. that India‘s export markets be expanded through easy 
access to industrial countries' markets. Considering that a 
significant part of the export market was directed to the Eastern 
European countries, including the U.S.S.R., it becomes even more 
important that access to alternative markets be provided in view 
of the developments taking place in those countries which may 
eventually have a negative effect on the Indian trade balance. As 
for the projections for the medium-term outlook, despite the 
strong policy measures that have been undertaken by the author- 
ities, large financing gaps are expected to persist for years to 
come. We believe, however, that the strong commitment shown by 
the authorities, and expressed in Mr. Arora's statement, to adhere 
to the strong adjustment program lays the basis for continued and 
much needed financial assistance from the donor community. This 
will help to bring the Indian economy onto the path of sdstainable 
growth with an undoubtedly positive impact on the alleviation of 
the widespread poverty. 

Mr. Deng made the following statement: 

Since the decade began, India's economic performance has been 
seriously disrupted by large internal and external imbalances. 
The economic difficulties during this period were intensified by 
domestic political tensions as well as external shocks, which, to 
a large extent, contributed to policy slippages and disruption of 
the adjustment process. Faced with a deteriorating economic 
situation, the authorities responded promptly with stabilization 
measures to overcome the immediate difficulties. In particular, 
the recent initiation by the new Government of a comprehensive 
economic program aimed at addressing long existing, fundamental 
economic problems is especially encouraging. 

From the staff report and Xr. Arora's helpful statement, 
there is clear evidence that, despite the seriousness of the 
current economic situation, the authorities remain firmly 
committed to the adjustment effort. The policy measures contained 
in the program are correctly focused on the key areas! particu- 
larly on the fiscal imbalances, which have been the fundamental 
cause of external difficulties facing the economy. The strength 
of the adjustment program has begun to show its effects, with 
inflation dropping and gross official reserves rising signifi- 
cantly. In this context, it is crucial that the authorities move 
forward with strong and decisive action to ensure that the 
economic reforms not be diverted from this course. 

On policy aspects, we fully endorse the staff proposals. The 
key to the success of the adjustment is the correction of the 
large fiscal imbalances. The target for the reduction of the 
fiscal deficit demonstrates the authorities' determination, but it 
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also poses a great challenge; extraordinary efforts will be 
required in order to achieve this objective. We certainly support 
the various policy measures the authorities intend to implement 
during the period ahead. However, we would like to emphasize 
that, given the underlying problems, which apparently are 
difficult to correct in the short run, policy action should be 
oriented more in a medium-term or long-term perspective in order 
to achieve a sustainable improvement in fiscal performance. 

Structural reform is important in order to ensure the steady 
progress of the adjustment program and a general improvement in 
economic performance. In this regard, the liberalization measure-L; 
undertaken by the authorities thus far are encouraging steps 
toward the transformation of an overprotected and overregulated 
economy into a market-based economy. We would like to encourage 
the authorities to continue implementing structural measures, with 
priority being given to tax and public enterprise reforms as wc?ll 
as trade reform, so that deep-rooted structural rigidities can 
gradually be eliminated and the objective of sustained economic 
growth achieved. 

Finally, we believe that the Indian authorities' firm 
commitment to the underlying adjustment program deserves further 
financial aid, and, therefore, we support the authorities' request 
for a stand-by arrangement. We can support the proposed decision, 
and wish the authorities success in their adjustment endeavors. 

The Director of the Central Asian Department said that as he had 
already mentioned, the fact that more concrete measures of policy reform 
would be in place only at the first review was partly a matter of nece:<sitv. 
because of the time it would take the new Government to formulate a mediuin.- 
term plan of action. That timing aspect had been taken into account i!r the 
phasing of purchases; as shown in Table 1 of EBS/91/176. the normal 
quarterly purchase would be SDR 185 million, whereas the amount available 
following the first review would be SDR 461 million. 

The amount of asset sales that would be counted as revenue had beeti 
limited to the predetermined estimate, simply to preserve the planned fiscal 
rffort in other areas, namely, expenditure cuts and increases in domestic 
tab: revenue , the Director explained. If additional unplanned asset :;:~lr‘~ 
he'd been counted as revenues, the fiscal target could have been met witholrt 
reducing expenditllre cuts or by reducing the domestic revenue effort-. i', . r . 
agreeing on a predetermined value of asset sales, that potential prol-)l<-~!,. ;,: ; I '< 
eliminated. 

Finally. the Director of the Central Asian Department noted thai- i-i:. 
workit:S paper to which Mr. Prader had referred had been written for talk, 
Fiscal Affairs Department by Mr. Raja J. Chelliah, who was heading tllc 
cnmmittee on fiscal reform. Mr. Chelliah had made his estimates and 
extrapolations precisely to show that past fiscal policy was unsustaiuabi~. 
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and would eventually lead to an explosion of government debt. The fiscal 
ad.justment that was implicit in the program kept the revenue deficit below 
Chelliah's threshold, and the adjustment should therefore be sustainable. 

Mr. Fayyad commented that he understood the rationale for not treating 
the proceeds from asset sales on an equal footing with expenditure 
reducing/revenue enhancing measures of a structural type. His more specific 
question was whether proceeds in excess of the specified amount would not 
create conditions conducive to further fiscal consolidation. In other 
words! was it the staff's determination that amounts in excess of Rs 25 
billion would not, in fact, be so conducive, and how had that precise figure 
b&en arrived at? 

The Director of the Central Asian Department replied that any excess 
would certainly be desirable, but at the time the fiscal program was 
formulated. it had been very uncertain that such an excess would, in fact, 
occur. If it should occur, it should not be allowed to influence the 
measurernent of the fiscal adjustment that had been agreed with the 
Government. If the staff had known with certainty that there would be an 
excess it would have built it into the program and probably would have 
agreed'on a somewhat tighter fiscal target. The authorities themselves had 
decided on the amount they actually planned to sell, based on their ability 
to do so with certainty, but without setting a limit. If there was enough 
absosptive capacity, they might sell more, and they should. 

Mr. Arora thanked Directors for their expressions of sympathy for 
victims of the earthquake in India and for their strong support of the 
program. 

Some Directors had suggested that the pace of specific policy actions 
was falling short of expressed intentions, Mr. Arora observed. He wished to 
remind the Board that the Fund, the World Bank, and the members of the India 
consortium had come to the country's assistance during a period when one 
Government had left office, in the middle of November 1990, and another had 
taken office. following the June elections. Ways and means had had to be 
found , with that assistance, to create an environment in which later policy 
action would be possible. The civil service, in the absence of an effective 
,goverIlment, had been unable to do more than formulate views derived from 
past experience. Those views, which had been presented to the India 
consortium in April. had not, as a matter of fact. addressed the problems. 
The new Government was inclined to take a much bolder view of what needed to 
be done, requiring a reorientation of the entire process of thinking. 

Once the new Government came to power, the basic question had been 
whether it would or would not default on its debt, Mr. Arora noted. Many 
people in India had suggested that default would in a certain sense protectr 
the.+ pt.ople's living standards, and that eventually the problems would solve 
t.l~elrlsrl.ves The Government, of course, had decided that that was a 
d a n 6 e r 0 u s , risky , and wholly suicidal view to take. With the cooperation of 
tt1i- Fund and other partners. the Govet-nment had decided upon a stabilizstion 
pt-ogram, whi(~b had claimed its entire energy. It was fortunate that the 
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devaluation had not led to the catastrophic consequences forecast by so111e. 

especially as it had been decided upon when the monsoon in the north seemed 
likely to fail; it had not rained for about four weeks, and the specter of 
rising food prices would have overwhelmed any stabilization program. The 
strong, tangible support given to India had reinforced the Government's 
confidence to take measures which would have a more durable value. But in 
July, it had been quite clearly impossible for the Government to do much 
more than shore up confidence in India's prospects. It would not be correct 
to say that no action had been taken, but in India, even liberal minds 
proceeded cautiously. Unlike earlier reforms, which had nevertheless 
contributed to India's growth, the reform undertaken in July at the height 

of tackling an emergency went quite a long way in indicating the direction 
in which India was headed. 

It must also be said that there had been doubts and fears about the 
Government's ability to carry its policy in parliament, in which it did not 
have a majority, Mr. Arora added. To the credit of India's leadership, the 
resistance had gradually been worn down. As the Managing Director had been 
told by the Prime Minister and the Finance Minister, there was a virtual 
consensus on what needed to be done to address India's problems. The 
suggestion that India was somehow trying to drag its feet on essential 
policy actions should be evaluated in the light of the actual situation that 
the country had faced at the end of June 1991. True, much remained to be 
done, and he was grateful to those who had made suggestions, which would be 
communicated to the Government. He took it that Directors' comments had 
been made essentially from the point of view of injecting a sense of urgency 
into the reform process. But he wished to submit to the Board's attention 
the complexity and size of India and its economy! with its multilayered 
society of people, some of whom were living in the sisteenth and seventeenth 
centuries, alongside others living in the twentieth century both in India 
and abroad. 

In addition, the reforms in all sectors were mutually interlocking, 
Mr. Arora noted. Simultaneous action had to be taken in many areas, and in 
others, it was necessary to determine what steps would take the reform 
process forward most effectively. For esample, with respect to banking 
reform, it was important to strengthen the capital base of the banks before 
moving to interest rate liberalization, which would create problems for the 
banks in meeting the competition for deposits. Similarly, trade reform was 
a complex issue. As the Managing Director would recall, the Minister of 

Trade had initially thought that liberalization of the trade regime in two 

to three years was quite a bold objective. After four or five months, the 
Minister could envisage completing in two years what he had thought would 
take three to five years. It was a process of learning how fast action in 
different areas could be taken, and the first review should provide the 
occasion to help move that process forward. Certainly, politj.cal opinion in 
India seemed to support a faster move forward than had been thought possible 

in J ul y 19 9 1 

Therefore, the suggestion that India was not into a fast enough mode of 
action warranted reassessment, ML-. Arora considered. Of- course, he would 



EBM/91/145 - 10/31/91 - 54 - 

communicate to the Government the feeling that as much as possible should be 
done to stabilize the situation and then to move forward. Signs of 
stabilization were beginning to be evident, as he had mentioned in his 
statement, but fiscal adjustment and the implementation of the budget were 
of paramount importance. Some Directors had suggested that the process of 
fiscal adjustment was perhaps too slow, and that a reduction in the deficit 
of 4 percent over a two-year period might need reconsideration. But based 
on the experience of the past ten years, fiscal adjustment of that order of 
magnitude appeared to be quite strong. It was very difficult to change 
espenditure patterns in a short time frame without creating the risk of very 
serious problems. Some economists in India suggested that a reduction in 
the deficit of from 1.5 percent to 2.5 percent in one year could depress 
economic activity to the point of disrupting the adjustment process. The 
creation of a serious unemployment problem because of much stronger fiscal 
adjustment and depressed economic activity might sound good in theory, but 
in practice, it would lead to serious problems of adjustment in a country 
where unemployment was already quite high. 

To conclude, Mr. Arora said that he welcomed the suggestion made by 
Mr. Wright and by other Directors on converting the program under the 
stand-by arrangement into a medium-term program, perhaps with an added 
element of an ESAF arrangement. That was indeed the intention of his 
authorities. 

The Chairman made the following summing up: 

Executive Directors welcomed the measures taken by the 
authorities to correct an exceptionally difficult external 
payments situation. A series of stabilization measures had been 
implemented to cope with the immediate crisis; soon thereafter, a 
comprehensive adjustment program had been initiated to reverse the 
basic forces underlying the crisis, namely, excessive fiscal 
deficits and deep-rooted structural rigidities. Directors noted 
that these steps had already received large financial support from 
bilateral and multilateral sources, including the Fund, and that 
there were now some signs--particularly after the recent 
tightening of monetary policy--of a welcome easing in the tight 
external reserve position. 

Directors welcomed the view of the authorities that initial 
progress of the program had made its continuation irreversible 
because the remaining agenda of macroeconomic adjustment and 
structural reform was large. Inflation was still high, signifi- 
cant external financing gaps were projected for the medium term, 
and concrete and detailed proposals still had to be formulated to 
address some of the most intractable structural problems. In 
these circumstances, there was clearly no Toom for policy 
slippages; if anything. the macroeconomic adjustments and 
structural reforms should be accelerated in order for India to 
I-eap the benefits more quickly. Several Directors suggested that, 

at an appropriate time, the authorities might wish to cotlsider a 
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program that could be supported by an arrangement under the 
extended Fund facility, or under the enhanced structural 
adjustment facility, in place of the stand-by arrangement. 

Directors generally agreed that the targeted reduction in tlli! 
Union Government fiscal deficit to 6.5 percent in 1991/92 was 
appropriate and, indeed, even ambitious given that the reduction 
was largely to be implemented in the last eight months of the 
fiscal year. Most important from the point of view of restoring 
public confidence, key measures to bring about this fiscal 
adjustment had been taken up front, including welcome cuts in 
export and fertilizer subsidies, and an increase in oil prices. 
Directors also welcomed the lower budgetary provision for 
transfers to public enterprises, and fully supported lower real 
military spending. Directors stressed the importance of careful 
monitoring and tight expenditure control to ensure that the 
targeted fiscal consolidation was achieved. A further sharp 
reduction in the fiscal deficit was clearly needed in 1992/g? to 
alleviate excess demand pressures and improve the external 
position. 

Many Directors stressed the importance of an early implemen- 
tation of comprehensive tax reform. Further cuts in subsidies and 
transfers to public enterprises should also be sought. Several 
Directors noted that there was scope for further savings in 
military expenditure, and for cuts in the public sector wage bill. 
Directois also emphasized that the process of fiscal consolidation 
had to be estended to all levels of government. In particular, 
the States and the public enterprises should bear a share of 
the adjustment burden. 

Directors were in broad agreement with the authorities' 
intention to keep the nominal exchange rate stable following the 
recent devaluation. However, they emphasized that the desired 
restoration of confidence could be realized only if financial 
policies were sufficiently tight to make such an exchange rate 
policy credible. Accordingly, Directors emphasized the importance 
of the authorities' commitment to tight money and credit policies. 
In this contest, they welcomed the recent monetary measures, 
especially the increases in interest rates, and considered that :J 
further ihcrease in deposit interest rates and in lending rates t~j 
pl-iority sectors, which were still negative in real terms. would 
b? warranted. 

Directors commended the authorities for the impressive 
structural reforms aimed at breaking away from the legacy of 
extensive state irltervention in the economy The de - I. icens ing o I- 
most industries. the scaling back of areas reserved e:<clusively 
for the public sector. and the liberalization of foreign direct 
inl/estment were clearly of far-reaching impolrtance t:o reinvigol-3;t' 
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the economy. Directors urged the authorities to maintain the 
momentum of reforms through a timely formulation of action 
programs in all other key areas. 

In particular, a clear policy allowing for the exit of 
unviable firms was needed, and Directors urged the authorities to 
accord the highest priority to the early formulation of an exit 
policy that was socially and politically feasible. They noted 
that the closure of unprofitable firms was essential if the other 
structural reforms were to generate their full efficiency gains. 
A number of Directors also urged the authorities to enlarge the 
program of partial disinvestment in selected public enterprises. 

Tax reform, including a broadening of the tax base, was 
essential to support the ongoing process of fiscal consolidation 
and to allow for a much-needed reduction in import tariffs. Trade 
and payments liberalization was essential to increase efficiency, 
promote greater competition, and encourage India's fuller integra- 
tion into the world economy. In this context, Directors welcomed 
the trade liberalization proposals that were being formulated in 
the context of a proposed World Bank structural adjustment loan, 
and stressed that the proposed tariff reductions would have to be 
closely integrated with the broader tax reform in order to safe- 
guard the fiscal objectives of the program. A number of Directors 
also urged that the special import compression measures be phased 
out as soon as possible. 

It is expected that the next Article IV consultation with 
India will be held on the standard 12-month cycle. 

The Executive Board then took the following decisions: 

Decision Concluding Article XIV Consultation 

1. The Fund takes this decision relating to India's 
exchange measures subject to Article VIII, Sections 2(a) and 3, 
and in concluding the 1991 Article XIV consultation with India, in 
the light of the 1991 Article IV consultation with India conducted 
under Decision No. 5392-(77/63), adopted April 29, 1977, as 
amended (Surveillance over Eschange Rate Policies). 

2. The restrictions on the making of payments and transfers 
for current international transactions described in SM/91/207 are 
maintained by India in accordance with Article XIV, except that 
the restrictions arising under the remaining bilateral payments 
agreements with two Fund members, the cash margin requirements for 
the payment for most imports other than capital goods, the undue 
delavs created by the prior clearance requirements for the payment 
for current international transactions above specified amounts, 
and the restrictions on the sale of foreign exchange for the 
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import of capital goods, are all subject to approval under 
Article VIII, Section 2(a); and the multiple currency practices 
arising from the 15 percent tax on foreign exchange provided for 
travel abroad and the exchange rate guarantee on principal and 
interest payments on foreign currency nonresident accounts are 
subject to approval under Article VIII, Sections 2(a) and 3. The 
Fund welcomes the recent actions of the authorities to lower the 
cash margin requirements for the payment for imports and to relax 
a number of the prior approval requirements for the payment for 
certain current international transactions, and grants approval of 
these two restrictions until March 31, 1992 or the completion of 
the first review under the stand-by arrangement, whichever is 
earlier. The Fund urges the authorities to remove the restrictive 
features of the bilateral payments agreements with two Fund 
members and the restriction on the sale of foreign exchange for 
imports of capital goods and to eliminate the multiple currency 
practices. The Fund also encourages the authorities to further 
simplify the exchange system, which remains complex. 

Decision No. 9849-(91/145), adopted 
October 31, 1991 

Stand-by Arrangement 

1. The Government of India has requested a stand-by 
arrangement for a period of 20 months from October 31, 1991, in an 
amount equivalent to SDR 1,656 million. 

2. The Fund approves the stand-by arrangement set forth in 
EBS/91/176, Supplement 3. 

3. The Fund waives the limitation in Article V, 
Section 3(b)(iii). 

Decision No. 9850-(91/145), adopted 
October 31, 1991 

DECISIONS TAKEN SINCE PREVIOUS BOARD MEETING 

The following decisions were adopted by the Executive Board without 
meeting in the period between EBM/91/144 (10/30/91) and EBM/91/145 
(10/31/91). 
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4. ISRAEL - RELEASE OF INFORMATION 

The Executive Board approves transmittal of the background 
paper on recent economic developments to the CONTRACTING PARTIES 
to the GATT, as set forth in SM/91/199, Supplement 1 (10/25/91). 

Adopted October 30, 1991 

5. EXECUTIVE BOARD TRAVEL 

Travel by an Assistant to Executive Director as set forth in 
EBAP/91/254 (10/29/91) and Correction 1 (10/30/91) is approved. 

APPROVED: April 16, 1992 

LEO VAN HOUTVEN 
Secretary 


