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A Negative Achievement 

HE Finance Minister has spoken not a day too soon. Rumours of 
devaluation have been gathering and making the foreign exchange 

crisis even more acute, offering as they did a premium on withholding of pay
ments. These have been scotched for the time being by his bold and forth
right statement that India will not devalue nor would she declare a -
torium on foreign payments. It is the measures for strengthening the rupee 
which he listed that leave much room for thought, not with regard to the 
immediate situation but as a solution to our long run problems. His out
right and emphatic rejection of devaluation will be widely endorsed. To 
look upon it as a possible solution is to assume away our basic problem 
which, as he correctly pointed out, is that of bringing about structural 
changes in the economy and enlarging the base of domestic production. The 
obvious and preferable alternative is the selective approach to the subject 
of imports and exports and judicious use of incentives and disincentives for 
giving a stimulus both to import substitution and export promotion. 

Notwithstanding the acute concern that it has caused and the wide 
publicity it has received, the present crisis is not as serious as it has been 
made out to be. It has been blown up out of all proportions. The regret
table part of it—regrettable, being easily avoidable- is the slackness of our 
foreign exchange budgeting, the administrative inefficiency which allowed 
such a wide and incredible divergence between actual shipments and export 
receipts. That it has gone on so long without anybody bothering to do any
thing about it is, to repeat, incredible. Even today nobody knows for sure 
how it happened and who was at fault. True, in retrospect many things 
appear clear which at the time of their occurrence may have been obscure. 
But surely one did not need the gift of hindsight to suspect the possible 
impact of a sharp rise in the Bank of England rate on India's payments 
position. And that happened way back in October last year. Followed the 
decline in India's foreign exchange reserves, advertised all over 1he world, 
leading to speculation about possible devaluation, the prescription of the 
Fund on such occasions being no secret to anybody. 

That the immediate situation can be met by the measures that have 
been taken goes without saying. Import entitlements issued in advance of 
export receipts have been stopped. The leakage resulting from tardy or 
deliberately delayed crediting of export receipts, it is hoped, will be duly 
and thoroughly investigated and export control apparatus properly mended 
to take care of i t . 

These are not the only factors, however, which upset even the loose 
form of foreign exchange budgeting that we have. There were other drains 
on it , food, fertilisers and defence. Can one say that they were really so 
unexpected, or beyond the range of the provision which prudence demands? 
Another factor mentioned in this connection is the rise in the price of 
imported manufactures, plants and machinery. Not that it was supposed 
that foreign trade and transactions could be conducted without a cushion 
of reserves but the need for more adequate reserves has probably been 
brought out: this time with much greater force than ever before. Vagaries 
of the monsoon and consequently of food production have always been with 
us. To them has now been added unexpected and extraordinary demands 
for defence outside the country's planned defence build-up. 

The present crisis, despite its severity, is no more than a passing affair. 
It is superimposed on a continued and longstanding strain on our payments 
position which, however, is not a matter of accident, but the result of deli
berate design, impelled by the urge for development.. The homely prescrip
tion of "living within our means" which the Finance Minister has also men
tioned in the course of his broadcast, is therefore apt to be misunderstood. 
Taken literally, it is a counsel of despair for a developing economy which 
has, perforce, to strike a balance between its aspirations and efforts, if not 
achievements. At which point should this balance be struck? 

The Finance Minister is quite explicit about it that the measures that 
have now been taken to meet the immediate crisis "are calculated to pro-
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in favour of the thesis of consolida
tion and lowering our sights to agri
culture, to which later in his Bombay 
talks, the Finance Minister added 

machine building. A l l this definitely 
points to slackening of development 
rather than a bold and confident 
march forward. 

Pakistan's Lesson in Aid 
OSTHNSIBLY the U S has only 

postponed her aid commitment 
to Pakistan til l after the Congress 
passes the Administration's aid bill. 
But clearly, the point of the move 
has been driven homo to Ayub 
Khan's government: and for the bene
fit of the public, wide publicity has 
been given to the testimony of the 
U S Assistant Secretary of State, 
Phillips Talbot, before the House sub
committee on aid appropriations. Tal
bot but the matter plainly enough. 
The U S. he said, had been "deeply 
concerned by the extent of the warm
ing up of relations Pakistan has had 
with Communist China at a time 
when the aggressive intent ions of 
Communist China in South-East Asia 
have been increasingly clear . . . Clear-
lv, in our (US-Pakistan) relationship 
the desire to have a common policy 
has underlain a good deal of what we 
have been do ing . . . If it should, in 
the future, become clear that we are 
taking substantially different roads 
politically, this, obviously, would have 
its effect on the rather special aid re
lationship we have had up to now". 

So Pakistan could either return to 
the path of righteousness with the 
prospect of continuance of the special 
aid relationship or she could persist 
in her erring ways at the cost of this 
relationship. At the moment it does 
not appear as if the choice of Paki
stan will be in favour of the first al
ternative. Ignoring the expected 
spale of anti-American public pro
tests and the alleged (though highly 
improbable) threat to recognise North 
Vietnam, there are indications that 
the Pakistan Government is not en
tirely unprepared for a reconsidera
tion of U S-Pakistan relations gener
ally, including naturally their aid re
lationship. 

For enlisting as a member of the 
American camp in the cold war, for 
joining U S-promoted military pacts 
and for offering the country for 
American military bases, Pakistan 
has been, on a per capita basis, among 
the most favoured recipients of U S 
aid. One half of the investment in 
her second plan came from foreign 
aid—almost entirely from the western 
bloc and mostly from the U S. In the 

third plan, just launched, the propor
tion has been brought down, but it is 
still 40 per cent; in absolute terms 
aid required will be actually higher— 
Rs 1,500 crores compared to Rs 1,100 
crores in the second plan. 

Aid, whether U S, Russian or 
other, is not charity; the aid-giver 
expects to exact a price. How high 
the price is depeds on the bargaining 
strength of the aid-receiver; and the 
experience of country after country 
has shown that the most important 
determinant of this bargaining 
strength is the availability to the 
country of alternative sources of aid. 
In this respect Pakistan's has been a 
woefully weak position—a fact of 
which the Pakistan Government has 
been aware, at least recently. This 
alone would have been reason enough 
for Pakistan to look for new sources 
of aid. But there is another: for 
many of the heavy industrial projects 
included in the third plan aid wil l 
best come from the Soviet Union 
and the eastern European countries 
(and China, perhaps). In April Paki
stan signed a trade agreement with 
the Soviet Union to raise trade be
tween the two countries four-fold by 
1967 over the level of 1.961 Another 
agreement on economic co-operation 
signed simultaneously provides for a 
10-year Soviet supplier's credit of 
Rs 15 crores for import of machinery 
and a Rs 25 crore loan for the third 
plan's oil exploration programme. 

The source-pattern of assistance in 
Pakistan's third plan will have been 
thus in any case materially different 
from that in the second plan. This 
change will now be facilitated and 
accelerated by the U S show of arm-
twisting. It is inconceivable that U S 
aid to Pakistan will be cut off altoge
ther; it will come down from the pre-
cent "special" levels, but over the 
third plan the U S will most likely 
remain the foremost provider of aid, 
as she has been in the case of India. 
Nevertheless, Pakistan's aid relations 
will be in the process put on a 
healthier basis, and one in keeping 
with her national interests. Without 
this crucial change the recent rea
listic realignment of her foreign 
relations would have been incomplete 
and indeed impossible to sustain. 

duce a better balance in our external 
accounts over the current year as a 
whole". But do they also give any 
indication about the future? Do City 
suggest the path the country is going 
to take? There's the rub. Throughout 
the last few weeks or days when 
rumours of devaluation and morato-
riam have been buzzing, there have 
also been siren voices, like back-
ground music of offers of generous 
aid to built the country out of its diffi-
culties provided India would only 
listen and retrace her pain from self-
defeating controls, demolish the struc-
ture of Import Control and replace it 
by steps towards freer imports, tem
pered, if need be, by judicious import 
duties; wise counsel to call a halt to 
the mad rush of development, and 
compromise in favour of consolidation, 
if only for a year. Along with these there 
have been gestures of much move aid 
based on the premise, which can 
hardly be controverted. that foreign 
exchange requirements of all our f a n s 
have been grossly under-estimated re-
suiting in periodic crises and conti-
nuous strain. 

While short term measures will rec
tify the immediate unbalance, the. 
mounting burden of repayment and 
amortisation on past debts will remain. 
This burden, the Finance Minister has 
also made it dear, is not proposed to 
be met by declaring a moratorium. 
The debt- obligations wil l be met all 
right but it is the creditors who would 
be asked for the present to take care 
of them. 

What about the future? The present 
measures taking into account those 
which can he immediately implement
ed will certainly be a stop gap but 
wil l they also ensure that development 
wil l not be halted, that the rate of 
growth of industrial production, e g. 
will not slow down or that. more and 
more of the production capacity, built 
at such high cost, will not be ren
dered idle ? The finance Minister con
cluded his broadcast on a heroie note. 
While scorning illusory short cuts 
he held up before the country the 
need for a greater sense of discipline 
and determination over a period of 
years. Brave words these! But this is 
a direction which can be followed only 
through resolute collective action, du
calI for which cannot come from the 
Ministry of Finance. At about the 
same time that the Finance Minister 
spoke, Lal Bahadar Shastri did some 
loud thinking on the economic prob
lems facing the country. At the meet-
ing of the Productivity Council he 
seemed to strike a different note, more 
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