
Weekly Notes 
Tax Credits on Exports 

THE export tax credits announced 
last week cover 22 items, most of 

which do not qualify for import entitle-
merits at present. They account for 
exports of about Rs 500 crores out 
of a total of Rs 900 crores. The 
credits w i l l be allowed on all exports 
since February 28. Jute manufactures, 
loose tea, cashewnuts and de-oiled 
rice bran wi l l get a 2 per cent tax 
credit; packed and green tea and 
calcined magnesite 5 per cent; iron 
ore, coal, fresh fruits, surgical cotton-, 
gum, myrobalan fruit extracts, crushed 
bones; refractories and earthen tiles 
wi l l get 10 per cent. The highest rate 
of 15 per cent is applicable to alcoholic 
beverages, manganese, ferro-manganese 
and processed mica powder. The 10 and 
15 per cent credits have been confined 
to non-traditional commodities or com
modities which face severe price com
petition. Sugar exports, which are to 
be stepped up in the face of declining 
international price, wi l l continue to 
receive a straight subsidy. A consi
derable part of the exports covered 
by the tax credit scheme is canalised 
through the two state trading corpo-
rations; it is not clear who the bene
ficiary of the credits in such cases 
would be. 

Other export promotion schemes 
which involve import entitlements have 
been left intact, except for a few sig
nificant procedural changes. The im
port of certain dyestuffs has been 
completely banned. Ar t silk exporters 
are not required any more to import 
machinery but they cannot import 
polyester fibres and yarn either. 
Imported stainless steel cannot be 
diverted to the manufacture of uten
sils. More important than all these 
are the embargo on utilisation of 50 
per cent of the entitlement t i l l January 
31, and the stipulation that entitle
ments wil l accrue only after the pro
duction of a banker's certificate re
garding export receipts. These an
nouncements will remove the nagging 
uncertainty that exporters felt since 
the Budget and more acutely since a 
large part of the additional export 
receipts was found missing. Under the 
Import entitlement procedure as exist
ing hitherto, exporters had an incen
tive to spread out their exports, delay 
the surrender of foreign exchange and 
at the same time to utilise their im-
port entitlements as they 
could without having to wait for the 

receipt of export proceeds. 
There is considerable sense and ad-

vantage in providing for continuity of 
export incentive schemes, especially at 
a time-when risks can hardly be taken 
with the foreign exchange situation. 
This paper has repeatedly expressed 
the view that import entitlements and 
tax credits are not mutually exclusive 
but that over a period of time the 
latter should be progressively :ubsti-
tuted for the former. As more expe
rience is gained with the working of 
tax credits, it should be possible to 
bring this about. 

Unit Trust's "Over 6 Per Cent" 
THE Unit Trust has been able to 

scrape through to an "over 6 per 
cent" dividend as promised at its in
ception. It has declared a dividend of 
6.1 per cent for the period ended June 
1965, The amount available for distri
bution to unit holders, after making 
the maximum statutory deduction for 
chargeable expenses, was 6.14 per cent, 
earned by unit holders' funds which 
had been invested for a maximum 
period of 10 months only. The fulfil
ment of the promised rate has, how
ever, been possible only by not mak
ing, for the time being, any provision 
for the depreciation of 1.6 per cent in 
the market value of investments as 
compared with their book value. Had 
such provision been made in full, 
which few large investors other than 
banks are ever able to do, the income 
would have been reduced by roughly 
Rs 35 lakhs and a 6 per cent dividend 
to unit-holders would not have been 
possible. 

Even when allowance is made for 
its statutory privileges like exemption 
from tax, there is no doubt that UTI 
has done well in the very first year of 
its operations. Hardly any enterprise 
of this nature can start giving an in
come-tax free return of 6.1 per cent, 
which is equivalent to a taxable divi
dend of 7.62 per cent, within a year of 
its establishment. It is not the currant 
return which the UTI is offering but 
the prospects of receipt of new 
moneys in future that causes some 
anxiety. Out of the total unit funds of 
Rs 19.13 crores received t i l l end-June, 
Rs 17.38 crores came in during the 
first six weeks of sales and another 
Rs 95 lakhs shortly thereafter. Since 
then the sale of units has been disap
pointing. The unit purchasers have 
stuck to their investments—only 2 per 
cent or Rs 40 lakhs out of the units 

sold have been re-purchased. The pro
blem now is to sell more units and to 
earn more on invested funds in order 
to provide a higher and more attractive 
return to unit holders. The Reserve 
Bank expected UTI to provide Rs 40 
crores of share capital to the private 
sector during the Third Plan period and 
Rs 150 crores during the Fourth Plan. 
At the current pace of receipt of unit 
subscriptions, the Third Plan target 
may well remain unfulfilled. 

The trustees of the Unit Trust have 
taken in hand the formulation of sav
ings plans "which wi l l be announced in 
due course". They are also organising 
publicity, in co-operation with the 
Savings Mobilisation Board, in smaller 
towns and rural areas. Arrangements 
are also being made with banks for 
granting loans against units. In the 
meanwhile, U T I has to concent
rate its attention on earning a higher 
return. It took up debenture issues in 
a big. way shortly before the Reserve 
Bank put up the bank rate to 6 per 
cent, which led to jacking up of rates 
on new issues, and depreciation of 
prices of those already issued. Ultima
tely, of course, the Unit Trust's returns 
depend upon the state of the capital 
market but even within that there is 
scope for improvement of earnings. 

Tinkering with Cotton 
Oar Market Correspondent writes: 

UNCERTAINTY about the cotton 
policy for the 1965-66 season 

has at last been ended. The Govern
ment has decided to raise both the 
floor and ceiling prices-floor prices by 
Rs 75 to Rs 100 per candy (784 lbs) 
and ceilings by Rs 50 to Rs 75 a can
dy, the exact quantum of increase de-
pending on the variety of cotton. 
While the obligation of the mills 
to purchase Cambodia A and B, ISC-
67 and Andrews cotton to the extent 
of 10 per cent of their consumption of 
indigenous cottons has been retained, 
the other aspects of the cotton policy, 
such as the quota system of mill buy-
ing and exports, are to be reconsidered 
later after ascertaining the crop esti-
mates of the new season. The system 
of varietal or zonal surveys has been 
dispensed with. There will be compul
sory survey only when cotton is sold 
at or above the basic ceiling price. 

It is not known whether the floor 
and ceiling prices of cotton have been 
revised upward at the instance of the 
Agricultural Prices Commission which 
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has been enquiring into cost-price 
relationships of different agricultural 
commodities with a view to evolving 
an integrated price policy. In the 
absence of authoritative, studies of 
costs of production and prices of 
different agricultural commodities it 
is difficult to compare the return that 
the farmer receives from the cultiva
tion of cotton and other crops. But 
considering that the area under motion 
has increased over the past few years, 
production of cotton cannot be said to 
have suffered for want of remunerative 
prices. 

That the Government has never been 
able to administer the price control 
on cotton is well known. This season, 
except for a very short period, cotton 
prices have been quoted well above 
the statutory ceilings throughout. 
Unofficial premiums at present range 
between Rs 50 and Rs 150 per candy. 
In raising the ceiling prices for the new 
season, the Government has thus merely 
accepted the de facto situation, putting 
its official seal of approval on the 
unofficial premiums, Unwilling to 
abolish cotton control because of die 
partial statutory control over cloth 
prices and yet lacking the administra
tive ability to implement the price 
control effectively, the Government 
has now taken the easy way out by 
raisins the controlled prices to the 
level of the market prices which it 
has singularly failed to restrain. This 
solution of the problem has the further, 
politically important, advantage of be
ing one that will please the farmer. 

Unless the new crop turns out to be 
substantially larger than the 1964-65 
crop, cotton prices are unlikely to re
gister any significant decline from the 
current high levels because on present, 
reckoning the current season is likely 
to end with a smaller carry-over due 
both to increased consumption and a 
smaller crop. The upward revision of 
ceiling prices will make possible smo
other marketing of the crop with a 
greater measure of freedom to the 
trade. The revision of floor and ceiling 
prices is only of academic interest for 
the farmers who are in any case sel
ling at: the maximum possible prices— 
well above the statutory ceilings. 

Not many years ago Indian cotton 
was the cheapest in the world; but 
today it is costlier by anything be
tween 30 and 40 per cent after allow
ing for the spinning value of domestic 
and foreign cottons. The prices of 
Indian cotton have been moving up 
year after year, reflecting the growing 
imbalance between demand and supply, 

resulting from near-static production 
and increased consumption due to ex
pansion of spindleage. But the rise in 
prices has not led to any significant 
improvement in production which con
tinues to depend almost entirely on 
the unpredictable weather. The ridi
culously low average yield of 110/118 
lbs an acre, which is less than half the 
world average, speaks for the efforts 
that have so far been made by various 
Government agencies to step up pro
duction. The Government has yet to 
learn that the way to go about helping 
the farmer is not by continuously rais
ing prices, but by giving him the 
necessary assistance to increase his 
production by raising yields. 

Unplanned Planners 
A Correspondent writes: 

FOR a body charged with the re-
sponsibility of planning the 

growth of the country's economy, 
the Planning Commission seems to 
have precious little idea of the causes 
of its own inefficiency as an organisa
tion. Reports which have appeared in 
the Press of a so-called reorganisation 
of the Commission show that it can
not think of anything more than re-
shuflling existing arrangements in the 
hope of bringing about increased 
efficiency somehow miraculously. 
The reorganisation is reported to 
proceed on the basis of the candid 
admission that the Commission is not 
"research-oriented" even though it 
was intended to be precisely so orient
ed and that it is run on a "secre
tarial pattern" rather than as a body 
of high level experts assisted by a 
complement of technical staff. The re
organisation scheme which is said to 
be already under implementation aims 
to secure "increased output of work, 
coupled with qualitative improve
ment". And how is this intended to 
be achieved? 

One of the changes proposed is the 
removal of all secretarial officials, 
from lower division clerks to joint 
secretaries, except in the administra
tive and accounts sections. To any
one who knows something of the 
working of the Commission it should 
he obvious that what is intended is 
really a change in designations: it is 
hardly to be expected that all non
technical and nonpresearch-oriented 
officials can be replaced by technical 
personnel. And reduction in the num
ber of clerks will most likely have the 
same effect on efficiency as the earlier 
removal of peons had: to the ex
tent an official has to keep his own 

files and go to the post office him
self his efficiency as a research worker 
is unlikely to increase! 

The fact, of course, is that the 
members of the Planning Commission 
and its highest: level officials are 
either of political or of civil service 
background with very little experi
ence of research work of any kind; 
and as long as this continues the or
ganisation cannot but have a secre
tarial orientation with a penchant for 
"unnecessary and repetitive notes" 
and all that. It is not as if a planning 
bureau cannot he research-oriented. 
The example of the French planning 
organisation proves that this is perfec
tly possible.. There, however, the 
organisation is headed by a man who 
has made his mark internationally as 
a mathematical economist and econo-
melrieian. The various sections 
are headed, not by retired poli
ticians and administrators, but by 
relatively young economic experts 
who have been collectively responsi
ble for establishing what may be call
ed a French school of thought in eco
nomics which has received wide re 
cognition. 

The proposed creation by the In
dian Planning Commission of a "pool 
of planners" consisting of experts en
gaged for limited periods at a time on 
contract basis to work on specific 
planning problems has all the appear
ance of a fanciful scheme and one 
which is quite unnecessary. There is 
enough scope within the present set 
up for such work being done by ex
perts employed on a permanent 
basis either in the Planning Commis-
sion itself (in the Economic Division 
and the Perspective Planning Divi
sion) or in the associated Central 
Statistical Organisation and the Plan
ning, Unit of the Indian Statistical 
Institute. If no great amount of high 
quality work has been done up t i l l 
now in these bodies, the explanation 
may well be the limited capacity of 
the Planning Commission to appre
ciate and make use of such work. 

New US Look a t L i q u i d i t y 
THE recent proposal of Henry 

Fowler, the American Secretary 
of the Treasury, for a conference to 
discuss the world's monetary prob
lems has caused some surprise. For 
many years the attitude of the United 
States on international monetary is-
sues has been very conservative: the 
view has been roughly that if a coun
try is running a payments deficit it is 
committing a moral delict which it 
must atone for by paying out of its 
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reserves or deflating. This view was 
made much easier to hold by the large 
gold, reserves of the United Stales 
and by the fact that the U S did not 
have to pay its payments deficits in 
gold because dollars were equally ac
ceptable abroad. 

However, the circumstances have 
changed now. The gold reserves, 
though still large, have fallen below 
the minimum currency backing, and 
the currency law has had to be 
amended. And there is greater reluc
tance among foreigners to hold dol
lars; so (here is a prospect that an 
increasing proportion of payments de
ficits wil l have to be paid in gold. 

Even more important than the re
serve position are the lessons I aught 
by the American and British efforts 
to improve their payments. The Ame
ricans have had a tax on investment 
income earned abroad for nearly 
three years now; in the last year the 
Treasury has also been exercising 
powerful pressure on the largest 
companies to reduce foreign invest
ment. These measures have certainly 
improved the balance of payments; for 
the first time since .1957 the USA had 
a payments surplus in the first quarter 
of this year. But much of this impro
vement was, it is feared, seasonal. The 
annual balance might still show a de
ficit somewhere between $1 and 3 
billion. 

The British measures have been 
much more drastic and less effective. 
First a surcharge of 15 per cent was 
imposed on imports in November, 
much to the horror of international 
institutions and the chagrin of Bri
tain's trade partners. It has had no 
visible effect on imports. Then a cor
poration tax designed to discriminate 
against foreign investment was intro
duced in Apri l . Though we must wait 
longer to see its impact, it has hither
to had little. 

One will always be able to say that 
the Americans and the British failed 
because they did not go far enough. 
In particular, they have used physical 
restrictions on neither commodity 
trade nor financial flows, and they 
have made little use of tax-subsidy 
measures. They have not exhausted 
a tenth part of the various gimmicks 
that we in our desperation have tried 
in this country. 

But such policies cannot even be 
considered, let alone tried, by Britain 
and the U S. There is a long laissez 
faire tradition to overcome, and if a 
government like the present Labour 
one dares go against it , there are still 

powerful political forces, particularly 
in industry and finance, to cope with. 
The post-war situation in the western 
countries has been highly inimical to 
trade and financial restrictions. 

So Fowler has not been very daring 
in his proposal; on the contrary, it is 
the result of despair regarding the 
possibility of correcting the balance 
of payments by means of unilateral 
measures. Even the present, interest 
equalisation tax has evoked much op
position from American industries and 
from friendly countries like Britain 
and Australia. How much bigger the 
furore would be if the tax were ex
tended to bank loans abroad! 

However, the most that can be ex
pected from an international moneta
ry conference is some extension of in
ternational credit, and extension of 
short-term credit will not help the 
U S much. The essence of short-term 
credit is that it has to be repaid in a 
short period, and it cannot, therefore, 
be used to finance a continuing pay
ments deficit. Even long-term credit 
becomes inappropriate if the deficit 
lasts as long as the Indian one has; 
short-term credit simply does not help, 
except in an emergency holding opera
tion. 

This is what Giseard d'Estaing, the 
French Finance Minister, has been 
saying for the last three years, and 
he has said so again in response to 
Fowler. Me has laid down two pre
conditions to a conference. First, the 
present system should be improved, 
which chiefly means that: the U S 
should liquidate foreign dollar hold
ings by repaying them in gold. This is 
a frankly nationalistic position, but 
that cannot be a criticism of in it is 
unfair that Americans should be able 
to buy European securities and assets 
for dollars while Europeans must pay 
in gold for their purchases in the U S. 
Unfair, that is, if one does not believe 
that a dollar is as good as gold. 

Second, there should be some agree
ment on the principles of monetary 
reform, which means basically agree-
ment on the division of the burden of 
adjustment between debtors and credi
tors. Having been a persistent credi
tor for the last seven years, France 
insists that debtors should correct 
their own payments deficits by inter
nal means. The United States was also 
a persistent creditor during the last 
War, and in 1944 it insisted on an 
IMF in which cards were slacked 
against the debtors. It can hardly 
complain now if France has stolen 
its mantle. 

States and P l a n n i n g 

LIKE Chief Ministers of other 
States, Ajit Prasad Jain, who is 

Governor of Kerala, was speaking up 
for the interests of the State which 
is temporarily in his charge when he 
said in Trivandrum on Friday last 
week that States should have the right 
to decide inter-sectoral priorities for 
allocation of investment under the 
Plans according to their requirements. 
Though he did not say what they 
were, there are apparently differences 
between the Planning Commission and 
(he Kerala administration over distri
bution of the investment proposed in 
the State's Fourth Plan and over the 
projects to be included in if. Jain is 
anxious that Kerala's views on these 
matters should be accepted by the 
Planning Commission. This immediate 
and limited purpose he has formulated 
into a general principle of planning-— 
that the States' and not the Planning 
Commission's should be the final de
cision on how the investment in the 
State Plans should be distributed un
der different heads and on different 
projects. 

The Kerala Governor's proposal, in 
the form in which it is made, is 
plainly silly. Planning is not just fix
ing investment targets; much more it 
is deciding a pattern of investment on 
the basis of priorities established to 
achieve desired economic and social ob
jectives. Over half the proposed public 
sector outlay in the Fourth Plan is 
allocated to the Slates and Union Ter
ritories. Is it proposed that in respect 
of this part of the outlay there should 
be 14 different plans or more (why 
should the Union Territories be de
nied the privilege?) with different sec
toral priorities decided independently 
by each State? 

However, if one ignores the Kerala 
Governor's exact words and instead 
considers the spirit in which ids re
mark was probably made, it is diffi
cult not to agree with him a little. 
Kerala is not the only Stale that is 
dissatisfied with the Planning Com-
mission's dispensation. What the 
protracted bouts of bargaining be
tween the Planning Commission and 
the States, which we have witnessed 
in recent months, and the expressions 
of disaffection by spokesmen of the 
States underline is that even today,  
after the experience of formulating 
and implementing three Five-Year 
Plans, no satisfactory procedure has 
been evolved to secure the effective 
participation of the States in the 
planning process. No expert planning 
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I HAVE road with great interest 
your comment and A Mitra's 

letter on the subject of census publi
cations in the issues of July 3 and 
17, respectively. Mitra's letter is very 
encouraging indeed. In particular, 
the consumers of census data will 
heartily welcome the proposal to at
tach a branch of the Publications Divi
sion to the Registrar General's Office. 

It is not quite clear whether Mitra's 
comparison of the publication record 
of the last Indian census with that of 
other countries relates only to the 
number of volumes published. The 
1961 census of Pakistan, which relied 
largely on hand sorting, had, in fact. 
published all of its basic data by 
about the middle of 1963 in six census 
bulletins; and by the end of 1964, the 
main national, provincial and district 
census reports were also out. It is my 
impression also that almost all the 
tables based on the 1960 census of 
U S A , which uses the most up-to-
date mechanical equipment, were 
published by the end of 1963, Of 
course, the differences in (i) the size 
of the population, (ii) the number of 
territorial units for which the data 
are tabulated and published, (iii) the 
scope of the tabulation programme, 
and (iv) the level of mechanisation 
severely limit the validity of such com
parisons. But unless Mitra's assertion 
relates only to the number of census 
publications, I have strong doubts 
whether it is tenable. 

Now, as was noted in your com
ment, the 1961 census has been uni

que in its scope. I am an admirer of 
the quality of its output as well as of 
its richness. When one hears of de
lays in its publications, one may point 
to the experience of the United King
dom where the general report on the 
1951 census was published only in 
1959. Besides, many who complain 
about these delays seldom give more 
than a cursory glance to the census 
volumes when they came out. But at 
least genuinely interested students 
would benefit a great deal from better 
speed in the publication of census 
data; and perhaps the necessary 
printing facilities, etc, need to be 
planned on a much larger scale than 
has been done so far. 

As for other things, one is not 
really convinced about the value of an 
official report for each State or Union 
Territory. It is doubtful whether one 
needs to refer to the general state of 
scholarly enterprise in this country to 
appreciate the point here. It is cer
tainly true that we arc indebted to 
the past census reports for their laud
able contribution to both demographic 
and/or socio-economic research in the 
country or, more correctly, in the 
entire sub-continent. But the demo
graphic expertise in the country has 
increased markedly during the past 
decade or so. India is often said to be 
a major exporter of demographers who 
occupy responsible positions and do 
competent work in international insti
tutions or in the public services of for
eign countries. Further, there are re
ports that the Demographic Advisory 
Committee of the Government of 

India has made grants for special de
mographic studies of each State with
in the country. Such studies are bound 
to rely greatly on the census data and 
while they may not actually be "re
hashes" of the State reports which 
are yet to be published, the common 
source of much of the empirical ma-
terial will inevitably involve a good 
deal of avoidable duplication. The 
best course of action, under the cir
cumstances, would probably be to 
bring out, instead of the State re
ports, one or two special volumes of 
papers contributed by State census 
officials who may thereby communi
cate to interested scholars and poste
rity the insights gained by them in 
the course of their work. Such an 
approach will further expand the scope 
for stimulating scholars to work on 
various demographic and non-demo
graphic topics, and a vigorous dialo
gue between academic personnel and 
the technical branch of the adminis
tration, such as has been encouraged 
by the Office of the Registrar-General, 
will be advantageous for the country. 

PRAVIN VlSARIA 
Bombay, 
July 21. 

Village Industries 
The author of the Weekly Note 

"Village Industries in the Fourth 
Plan" published in our issue of July 
3, 1965, writes: 

SUBHASH Chandra Sarker's let-
ter (July 17, 1965) is more 

weighty in invective than in economic 
argument. Discussion would be pos
sible if he would provide facts and 
figures about capital invested, value 
added, employment generated and 
surplus created in the village indus
tries. Whatever criterion of economic 
efficiency one chooses, one wi l l draw 
only one result. Of coures, no discus
sion is possible if Sarker is going to 
judge the efficiency of investment by 
counting every paise of income with
out counting the rupees that are 
sunk. As to the marketability of 
products of village industries also, 
the dispute may be settled if he were 
to produce figures of the quantity 
produced and the quantity sold. Pur
chase of village industry products by 
certain people for fanciful reasons 
does not create a mass market. It is 
revealing that Sarker cites the inst
ance of "prestige publications of 
renowned companies as well as the 
match boxes used by them". He 
could have also mentioned Ministers' 
homes being furnished in top quality 
khadil 
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bodies have been set up in the States 
to formulate plans which are techni
cally viable, consistent and complete 
and not just a string of programmes 
and projects which add up to an im
pressive outlay total. The lack of 
planning organisations in the States, 
incidentally, makes the Kerala Gover
nor's suggestion that the States should 
decide their own investment priori
ties even sillier than it would be 
otherwise.) As it is, the State plans 
are prepared with the minimum of 
contact and consultation with the 
Planning Commission; and after they 
are ready the main use they are put 
to in discussion between the States 
and the Commission is to horse-trade 
and bargain over the aggregate out
lay figure, The plans themselves arc 
never closely examined, which under 
the existing arrangements is perhaps 

no great loss considering, first, the 
quality of the State plans formulated 
mainly by administrative officials and, 
secondly, the fact that without a 
live liaison with the States the Plann
ing Commission has not the neces
sary knowledge of local needs and 
problems. 

If, with his recently-gained expe
rience of dealing with the Planning 
Commission over Kerala's Fourth 
Plan, A P Jain had drawn attention 
to these problems, he would have 
served some purpose. As it is, he was 
perhaps only playing to the gallery; 
one gets the impression that if in
stead of being Governor of Kerala, 
he had been a member of the Plann-
ing Commission, he would have been 
taking the States to task for warning 
to depart from the priorities laid down 
by the Commission. 


