
What Does Defence Orientation Mean? 
IT is too early yet to know what 
the amended and altered Fourth 

Plan is going to look like, but there 
is reason to be alarmed at many of 
the measures reported to be under con
sideration by the Government because 
of the wooly thinking that they reflect 
under, the surface enthusiasm. Thus 
a three-point plan to give a boost to 
defence production is, according to 
press reports, being considered by 
the Ministry of Industry and Supply. 
Two important aspects of this plan 
are a marked increase in agricultural 
production through rapid mechanisa
tion and achievement of self-sufficiency 
through import substitution. That 
mechanisation is the means of rapidly 
and markedly increasing production 
in agriculture is startling news: have 
we at last found the clue as to what 
has been causing the failures on the 
agricultural front? Again, while it is 
obvious enough that import substitu
tion is the process by which one 
achieves self-sufficiency, can the pro
cess be speeded up at will? In either 
case, one feels tempted to ask: if 
these possibilities were there, why 
did one have to wait for a war with 
Pakistan to realise them? Had not the 
country been subjected to the greatest 
difficulties by the shortfalls in agri
culture and by the ever-recurring 
foreign exchange crises? 

Another major decision that is said 
to have been taken is to withhold 
maintenance imports from all indus
tries that are not defence-oriented. 
Free foreign exchange allocations to 
non-defence-oriented industries has 
been frozen. What industries qualify 
as being defence-oriented has not been 
announced. As the Vice-Chairman of 
the IDBI said, almost every industry 
has been claiming to be defence-orient-
ed and, indeed, it is not easy to think 
of many industries other than those 
producing luxury consumer goods 
which could not directly or indirectly 
meet one or other of the needs of war. 
(Even luxury goods are not easy to 
define. Lipsticks for army wives, are 
they luxury .goods or do they serve war 
needs, like cigarettes for the Jawans?) 
In any case, it is clear that some of 
the industries arc going to suffer from 
the stoppage of maintenance imports 
and it is difficult to share the com
placent view of the Industries Mini
stry that this should not lead to any 
fall in production in any part of the 
economy since there would be "import 
substitution". This is almost school
boy economics, all the more frivolous 

in the context of the deceleration of 
industrial growth last year for which 
the annual report of the Central Board 
of Directors of the Reserve Bank puts, 
the prime responsibility on foreign 
exchange shortage. 

The IDBI has announced that prio
rity would be given to defence-orient-
ed industries which indicates that the 
differential treatment is to be a part 
not merely of import policy but of 
industrial policy as well. The extent 
to which the Government is prepared 
to go to throw overboard the invest
ment allocations made during the last 
two years of deliberation on the 
Fourth Plan is seen from the reported 
decision of the Planning Commission 
to give full freedom to the States to 
divert resources from one sector to 
another. It is difficult to appreciate 
the wisdom of these hasty and sweep
ing moves which make nonsense of 
all calculations of balance that have 
been made. Whatever might be claim
ed now by official spokesmen in sup
port of them, there is no doubt that 
these measures would, by lowering 
production in certain sectors and 
scaling down exports and further ag
gravating the foreign exchange crisis, 
ultimately slow down the rate of 
growth of industries in general and 
even of the so-called defence-oriented 
industries. 

Similar hasty thinking marks the 
Government's actions on the distribu
tion front as well. While proposed de
control measures have been postponed 
and rationing of food grains announced 
on a large scale, the Government lias 

gone out of the way to assure the 
business community that controls or 
compulsive measures are not contem
plated in a general way. Appeals have 
been made to the business community 
to ensure price stability and prevent 
artificial shortages. The Home Minis
ter has been meeting representatives 
of the private sector and the latter, 
duly infected with the spirit of the 
times, have made warm declarations 
of total loyalty to the Government. 
However, the record of the business 
community in preventing artificial 
scarcity and price rise in this country 
is not an encouraging one: one might 
have thought that they had not a 
little direct responsibility in bringing 
them about and the fact that the war 
has resulted in a slight fall in the 
prices of food grains as well as in the 
general wholesale price index is cer
tainly no proof of the co-operative and 
self-sacrificing spirit of the trading 
community, It only points to panicky 
de-hoarding. 

One need not doubt the sincerity 
of the offers of co-operation made 
when the actual shooting war was on; 
but to judge by past experience, such 
expressions of public spirit do not 
outlast the very short periods of actual 
crisis. To build upon voluntary con
trol of prices by the business commu
nity to bring about market stabilisa
tion might lead to chaotic conditions 
in the market once the war enthu
siasm starts to wane and the more 
serious economic difficulties resulting 
from diversion of resources to defence 
starts to make their appearance. 

Balance of Payments Ambiguities 
IT remains to be seen whether like 

the Cheshire cat the figure of our 
exports last year will disappear al
together. In the March 1965 volume 
of the "Monthly Statistics of the 
Foreign Trade of India" the Director 
General of Commercial Intelligence 
and Statistics gave it. at Rs 838 crores. 
Then it was discovered that goods 
worth Rs 23 crores had been short 
shipped or shut out. This reduced 
the figure to Rs 815 crores which was 
accepted as the "final revised total". 
But not for long. The compilation of 
India's balance of payments in 1964-
65 in the August issue of the Reserve 
Bank of India Bulletin now takes ex
ports it Rs 803 crores. Of course, 
we have been told that there are dif
ferences between the recording pro

cedure of the DGCI & S and those of 
the RBI; exactly what they are and 
what difference they make to the 
figures have never been clearly ex
plained. The RBI study of balance of 
payments at any rate does not consi
der the attempt necessary. It uses 
the figure of Rs 803 crores as if it 
were the only one in existence. Nor is 
even this total above suspicion. For, 
dominating the balance of payments 
table is the huge figure of minus Rs 
71 crores standing against the item 
"errors and omissions". In 1963-64 
''errors and omissions" were Rs 47 
crores and in the previous year only 
Rs 4 crores. What has been happen
ing to balance of payments statistics, 
really? 

Such as they are the statistics 
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show that in 1964-65 external re- -
serves were subjected to the heaviest 
draft since 1960-61—Rs 56 crores 
against an accretion of Rs 11 crores 
in 1963-64 and an outflow of Rs 2 
crores in the year before. "The large 
adverse swing in payments position 
as between the two years'', according 
to the RBl study, "is traceable to a 
rapid increase in the import bill ac
companied by growing service pay
ments on the one hand and the ab
sence of any growth in exports on 
the other". Exports at Rs 803 crores 
were just a crore over last year's 
figure. Imports, on the other hand, 
went up by as much as 13 per cent, 
for the .second year in succession. 
And, as in the preceding year, the 
entire increase was on Government 
accout; private imports, in fact, de
clined slightly. Of the rise of Rs 173 
crores in Government imports, food 
accounted for three fifths (Rs 102 
crores) and capital equipment for over 
one-third (Rs 38 crores). This leaves 
one guessing about defence imports; 
without doubt, a part of the increase 
in non-food imports must be really 
imports of defence equipment and 
materials. 

The net surplus on invisibles ac
count: rose impressively by Rs 47 
crores, but mostly on account of 
higher rupee grants from the US under 
Title I of PL-480. The growing burden 
of debt servicing is reflected in the in
crease of Rs 21 crores in outflow under 
the head "investment income" repres

enting mainly interest charges on 
foreign loans, 

Net capital inflow in 1964-65 in
creased by Rs 59 crores to Rs 452 
crores. On the face of it, there was a 
striking improvement on private capi
tal account a net inflow of Rs 12 
crores as against an outflow of the 
same order in the previous year. The 
achievement it turns out however, is 
only statistical: from April 1964 
drawings and repayments on account 
of World Bank and foreign official 
loans to the private sector arc shown 
under the head 'private' instead of 
'official' as earlier. Since the source 
of these funds is official, even though 
the funds How to the private sector, 
the rationale of the change is not 
quite clear. 

One important development during 
the year which stands out in the capi
tal account is the large net outflow 
of banking, capital of over Rs 10 
crores against only Rs 3 crores in the 
previous year. In fact, the outflow 
in the first two quarters of the year 
amounted to Rs 16 crores before the 
Reserve Bank imposed from Decem-
ber 1964 a ceiling on short-term bor
rowings or lendings by authorised 
dealers from or to their branches and 
correspondents abroad. 

Net receipts of official capital 
(meaning, under the new definition, 
receipts of the official sector) were 
Rs 430 crores, Rs 43 crores more 

than in the previous year. Official 
loans showed a rise of Rs 146 crores 
though two-thirds of this increase re 
presented nipec loans from the US 
out of PL-180 counterpart funds. 
Drawings on loams from West 
Germany, the IDA and the Soviet 
Union were higher by about Rs 20 
crores each and on those from Japan, 
UK and Canada by about Rs 6 crores 
each. Loans from the World Bank as 
well as dollar loans from the US were, 
however, lower. Net amortisation pay
ments, as in the previous year, in
creased by an identical sum, Rs 3 
crores, to Rs 62 crores. 

At first sight, a striking change 
in the capita! account is the net out 
flow of Rs 77 crores under the head 
'miscellaneous' as compared to an in
flow of Rs 43 crores in the previous 
year. This large swing was, however, 
just the result of the liquidation of 
short-term liabilities arising out of 
Pl. 180 transactions. This raises the 
question whether it would not be 
useful to indicate separately in the 
balance of payments statement trans
actions arising out of US assistance 
under PL-480. Similarly, transactions 
with the rupee payment countries 
which have no effect on the exchange 
reserves could be shown separately. 
Sticklers for form will no doubt resist 
any change in the time-honoured 
pattern of presenting the balance of 
payments, but there can he no doubt 
that the statistics will become more 
meaningful with a few changes. 

Weekly Notes 
West German Elections 

'THE results of the general elections 
in W Germany show a shift to 

the Social Democrats: while the Free 
Democrats' representation has gone 
down from 67 to 49, the Social Demo
crats' has risen from 190 to 202 and 
Christian Democrats' from 242 to 245. 
If one considers the fact that electoral 
positions change only slowly as young 
people enter the electorate and old 
ones leave it, the results are not at all 
discouraging for the Social Democrats. 
In particular, there is no justification 
for reports which talk of a ' land
slide'' Victory for Erhard, who will 
again have to form a ministry in coali
tion with the Free Democrats, 

Nevertheless, there are reasons why 
the Social Democrats are downcast. 
The chief one is that they have for 
many years been thinking of and pre

senting themselves as the alternative 
government. In 1959 they radically 
changed their policies, dropped nation
alisation from the party programmes 
and from opponents turned supporters 
of the NATO. After the 1961 elec
tions they could console themselves 
that the change was not of long enough 
standing to carry conviction with the 
electorate. But this time they stood 
or fell by the new programme — and 
by the new leader. Brandt– and they 
failed to win. Further, their share of 
the vote has remained about: the same. 
They are not attracting a larger pro
portion of the electorate. 

The election will cause much concern 
to the Free Democrats. In a demo
cracy a large party can succeed only by 
combining a wide spectrum of views, 
while a small party can succeed by re
flecting and giving force to the feelings 

of a minority. The Free Democrats 
have mule themselves popular by op 
posing the dictatorial tendencies of 
Strauss, the former Defence Minister, 
and by taking a less blinkered at it-
hide on the Last-West question. In 
this election Strauss has been leaning 
over backwards to present himself as 
a sweet and reasonable man; and the 
position of German politicians on the 
East-West question has become less 
hidebound. So the Free Democrats 
have lost their mission. They might 
well find another, but they will have 
fo look for it. being a junior partner 
of the Christian Democrats in the 
government is not a good enough 
qualification. 

The election will prove even more 
momentous for the Social Democrats. 
Quite a few socialist parties in Western 
Europe — among them, those of Bri-
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