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Foreign Exchange Plan 

ANY large development expendi
ture, par t icular ly in an under

developed country, raises in acute 
f o r m the problem of shortage of 
foreign exchanges. This problem 
Ms received serious attention in the 
Plan and the table below shows 
the Commission's projection of ex
perts and imports at the end of the 
period, 1955-56, as compared w i t h 
1950-51. In the schemes included 
in the Plan itself, the direct foreign 
exchange expenditure involved is 
comparatively small, being only 
about Rs 400 crores over the five 
year period. It is stressed, however, 
that this does not represent the real 
foreign exchange requirements for 
the country as a whole. Relatively 
small proport ion of direct foreign 
exchange expenditure in the Plan 
is due to the pattern of develop
ment proposed to be ini t iated in the 
public sector in this period. If i n 
dustrialisation were more promi
nent in the public development pro
gramme, the proport ion of direct 

foreign exchange expenditure would 
have been considerably higher. The 
emphasis on agriculture, together 
w i t h the general bias in favour of 
labour intensive methods to utilise 
man-power of the country, account 
for the greater reliance on resources 
available domestically as far as the 
Plan itself is concerned. But the 
fact that most of the expenditure 
is internal and would expand do
mestic incomes which would , in 
tu rn , generate additional demand 
for raw materials and basic com
modities for consumption, makes 
it essential that this demand is met 
f rom imports to the extent that addi
tional supplies are not available 
domestically. 

For assessing the effect of the 
Plan on the balance of payments of 
the country, the Commission have 
assumed that a strict control w i l l be 
maintained on imports and exports. 
They have, therefore, tried to esti
mate export surpluses and import 
requirements by 1955-56 on the basis 

of the production and consumption 
targets in the Plan. An important 
variable, however, wh ich would 
affect export surpluses and import 
requirements, is the level of invest
ment in the country. For the pur
pose of making their first assessment, 
the Commission have assumed the 
rate of outlay corresponding to the 
development expenditure on public 
account of the order of Rs 1,700 
crores (i.e. the expenditure which 
could more or less be met from the 
budgetary resources of the Govern
ments, sterling releases and foreign 
aid already received). A higher 
rate of outlay, the report postulates, 
corresponding to the. target of Rs 
2,069 crores in the Plan, is not likely 
to make a proportional contribu
tion to production wi th in this period 
as the additional expenditure would 
be mainly on schemes started in the 
second half of the Plan period, 
which would not be completed in 
this period; but it would increase 
to some extent the direct foreign 
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lopment programme and, even 
more significantly, the level of 
consumption demand in the coun
try . At this stage, therefore, 
their assessment, is b a s e d on 
the development expenditure of 
Rs 1,700 crores at prices prevail ing 
in 1950-51. On this basis and in 
respect of the group of commodities 
shown, the increase in foreign ex
change earnings by the end of the 
Plan due to higher exports and re
duced imports is estimated in the 
report to amount to nearly Rs 133 
crores. This is, however, o i l -
set to the extent of nearly Rs 108 
crores through decreases in the 
volume of exports and increases in 
the volume of imports required in 
order to attain the higher targets of 
internal production and consump
t ion v i s u a, I i s e d in the. Plan. 
The net improvement in foreign 
exchange earnings is thus taken to 
be roughly Rs 25 crores. This, 
however, is exclusive of foreign 
exchange savings from the pro
jected oil refineries and the ex
tension of certain newly developing 
lines of exports to South East 
Asia. But the most startling orn-
mission in the table, though the 
Commission must be given credit 
for taking cognisance of it in the 
script, is the foreign exchange 
required for additional imports 
of machinery, equipment a and 
certain metals needed to main
tain the high level of invest
ment visualised towards the closing 
stages of the Plan. On balance, 
taking all items into account, there 
may not be any net improve
ment in the foreign exchange posi
t ion as compared to 1950-51, but 
is it then to be assumed that this 
last item is not likely to burden the 
foreign exchange budget beyond 25 
to 30 crores? 

there is something more. While 
mentioning above the additional im
ports of equipment and metals etc., 
the Commission qualify the state
ment immediately by the following 
words—-" to maintain the high level 
of investment visualised towards the 
closing stages of the Plan ". From 
this as well as from the very meagre 
allowance made for it - Rs 25 to 30 
crores—it seems that the additional 
foreign exchange requirements on 
account of the machinery and equip
ment imports by the private sector 
has not been taken into account at 
a l l ! In 1951-52 imports of machi
nery including locomotives, electri
cal goods and apparatus, metals— 
iron- and steel and non-ferrous—and 
vehicles amounted to about Rs 180 

crores out of the total imports of 
Rs 860 crores i.e. about 25 per cent. 
In the same section where the Com
mission discuss foreign exchange re
quirements, they have estimated that 
on the assumption that foreign aid 
would be available to the extent 
planned for in the Report, the Plan 
would ensure the implementation 
of a total investment programme 
of the order of Rs 3,400 to 3,500 
crores (of which half w i l l be the 
net investment visualised in the pub
lic sector). Where so many i n t r i 
cate problems have been handled 
w i t h so much compete net,, it would 
perhaps be unfair to say that the 
Commission have not taken any 
account of the very serious pressure 
to which the foreign exchange bud
get is likely to be subjected from 
the requirements for imports of the 
private sector where a large volume 
of investment is likely to take place. 
Theoretical issues apart, this is a 
very serious problem and one would 
like very much a clarification from 
the Commission as to what provi
sions have been made to meet this. 

There is also another aspect of 
the Commission's estimates. This 
relates to the export-import price 
ratios assumed by them- namely the 
ratio which prevailed in the year 
1950-51. The Commission them-
selves stress that during the last few 
years including 1951-52, terms of 
trade had first moved violently in 
our favour and then against us. 
1 rue, it is necessary to assume some 

particular ratio to he able to make 
any estimates at al l . But 1050-51 
is a particularly bad choice. not only 
because the international scene is 
likely to alter substantially wi th in 
the next five years but the structure 
of domestic prices is certain to ex
hibit a slow change from year to 
year, if the Plan is going to be im
plemented at all 

Recognising a l l this, the Commis
sion consider that the future teinis 
of trade are likely to be about 10 
per cent worse than in 10,48-40. 
F rom the Report, it is not possible 
to see clearly the precise imputa
t ion of balance of payments deficit 
dur ing the plan period, to worsen
ing terms of trade on the one hand, 
and to increased outlay wi th in the 
country on the other. However, 
they consider that wi th investment 
in the public sector at Rs 2,069 
crores (instead of Rs 1,700 crores 
assumed in preparing the table) 
and wi th terms of trade much 
worse than in 1950-51, "a deficit of 
about Rs 180-200 crores per annum 
in the balance of payments is likely 
and even necessary in the. remain-
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i n g years of the Plan" ( l t a l i c s 
ours) . Surely such a deficit cannot 
be financed out of drawings on 
sterling balances; how then do the 
Commission propose to cover it? 
Should foreign aid fail to materia
lise, where w i l l the axe fall? It is 
a pity that despite the extremely 
sophisticated treatment of the. 
foreign exchange aspect of the Plan, 
this familiar problem is left un
answered. 

Ban on Export of Scrap Mica 

Export of scrap mica may he 
banned by the Government for two 
or three years, the Deputy Minister 
for Education and Natural Re
sources told the House of the Peo
ple this week, in order to prevent 
manufacture of synthetic mica from 
scrap obtained from India. India's 
export of scrap mica, the Minister 
stated, amounted to about 80 per 
tent of the total world trade. 

There has been a large increase, 
in exports of scrap mica ground, 
scrap or waste) in recent months. 
These totalled 105.003 cwts in the 
five months to August last, com-
pared with 81.899 ruts and 47.706 
cwts respectevely in thecorrespond-
ing periods of 1951-52 and 1950-51. 
Exports in the last three years, 
1951 52. 1950-51 and 1049-50 were 
144,8.15. 137,017 and 81,375 cwts 
respectively. 

Along with the increase in the 
export of snap mica, exports of 
other categories have been declin
ing as the following figures show: 

(April to August) 

1930 1951 1952 

Blocks cwts 6,478 15,177 11,400 
Splittings ,, 106,371 137,217 41,891 

The decline has been fairly steep 
in the case of exports to Western 
Germany and France— from 967 to 
207 cwts in the five months A p r i l 
to August last; compared to the 
same period last year and from 
1.264 to 571 cwts in the case of 
France. Exports of splittings to 
Britain fell sharply from 41.482 
cwts in Apr i l to August 1951 to 
9,590 cwts in the same period this 
year and those to the United States 
declined even more drastically from 
78,548 to 22,086 cwts. Canada took 
in these five months only 430 cwts 
compared w i t h ' 1,737 cwts in the 
same period last year. 


