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Prolegomena

The mid year review of the Economy for the current year
1983-84, is based on the usual pluses and minuses. On the
pPlus eide should be listed the additional information-
statistical and non statistical - made available in the
Mid Term Appraisal of the Sixth Five Year Plan presented
to Parliament on August 19, 1983, What was lost to the
country in the one year delay in the presentation of the
appraisal document (which should have been placed before
pParliament in august 1982), was in a sense and to some extent
partially compensated by the inclusion of information on the
behaviour of the economy and its sub~-sectors in the first
gquarter of this fourth year of the Sixth Plan. In addition
there are the usual annual documents, namely, the Bconomic
Survey 1982-83, the annual Plan 1983-84, CSO Quick estimates
1982, and the aAnnual report of the Reserve Bank of India for
1982-83 which provide most of the data krase for this review.

On the minus side there are some limitations to the
data in that they are dated and except for the Mid Term
Appraisal refer only incidentally and in passing to the
current year which is the subject of review. In addition
some of the data provided are selective and slanting. In
the case o0f the Mid Term APpraisal document, for instance,
Part I of the document written by the Planning Commission is
atleast relisble in terms of the statistics quoted, as in the
admission that 'as against the 1984-85 food grains production
target of 149~154 million tonnes projected in the Plan, the
achievement may be nearer the lower end of the range, ie, 146~
148 million tonnes', though the interpretation of these facts
is ambiguous as in the statement 'Turning to physical achieve-
ment, the mid term estimates indicate that the plan targets
will be fulfilled in full or adequate measure in a number of
areas including many in the sectors of égriculture and industry’
Part IT1 of the appraisal document has been drafred by the
ministries concerned and has an air of optimism, sometimes
almost of euphoria, that is lacking in Part I. Thus the
chapter on agriculture refers to a table (5.3) as ‘an illus-
trations of the big leaps made in foodgrains production from
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Peak to peak and the rate of increase registered at every
staga'. This together with statements about new peaks as
w211 as the latest trough being invariably higher than
previous ones, providing 'a more reliable measure of the

new Streﬁgth acquired by the agriculture Sectot'l are in

£l at contradiction not conly to Part I of the document but

the comments on agriculture in the concluding chapter of

the Bconomic Survey which states 'the fact remains that
despite increases of 9 million hectares in the irrigation
potentizal and about 2 million tonnes in fertiliser use during
1978-79 o 1982-83, there has not been any significant
increaée in the level of the production of foodgrains. There
also appears to be an imbalance in the cropping pattern’',
calling for a comprehensive review of our agricultural
strategy.2 This means that some of the official data need

a rescrutiny as they are selected and presented with extra

technicsl dissues in mind.

There are the usual proklems of forecasting that the
mid yvear review involves where a simple linear projection
of the record of the first 3 or 6 months of the financial
vear for the vear as a whole is not possible because of new
elements that are unanticipated which have to be taken into
account. 7To take just one example, the first quarter, April-
June, recorde halting prograss of the economy bescause of
the delay in the monsoons on which the entire agricultural
Performance is dependent, but the second quarter July-September
with the adequate and in some case abundant rains introduced

gualitative changes.

Further 1983-84 is the penultimate of the Sixth Five
P2an. Hence the review of the performance of the economy
Auring the year in a sense get blurred with the economy's
Dehaviour of the first 3 years and also invclves some anti-
cipation of what may be expected in the final year of the
FPlan. In other words there is a little mores of the problem
of maintaining the identity of the mid term review of the
fourth year of the Five Year Plan than that of the previous
yvrars. This will be seen pacticularly in the review of the
sectoral and sub sectoral performances of the economy.
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Also there is the usual problem of relating this annual
review to the long term frends characterising the esconomy.
As last year 1982-83 was a year of. poor overall and sectoral
performance, this ¥year's record will show a sharp Ppercentage
increase in parts of both Areas. an increase which will have
to be seen both as a measure of recovery from the previous
year's decline rather than an augmentation over the long
term trend as well as in light of the econony's trend rate

over the past 3 decades of Planning.

Tha performance of the economy in 1982-83 was laver than
forecast in my mid term review which was an estimated low
growth GNP rate of 2.5 per cent,3 . The Economic Survey forecast
is a GNP grawth rate of 2 per cent and so is that of the
Planning Commission's Mid—Term Appraisal.4 An even lawer
estimate of the.rate of gravth of the economy in 1982-83 is
that of the Centre for Monitoring Indian Economy which is
1.5 per cent. The per capita grovth of GNP for +that year is
estimated varyingly'aﬁ ~0.5 to -0.8 per cent.5 The annual
Report of the Reserve Bank of India estimates the grawth rate
in the net national products in real terms in 1982-~83 at
between 1 and 2 per-cent, in contrast to a growth rate of
5 per cent in 1982-83 and 8.1 per cent in 1980—81.6

For 1983-84 with the adequate and favourable Socuth
West monsoon as referred to earlier which is the major
assumption of the Plan for the satisfactory performance of
the economy, the rate of gravth for the current yvear is
likely to be 5 per cent, with the per capita graovth rising
to 2.7 per cent. The ﬂrend rate of GNP grawth from 1970-71
to 1982-83 continues to be 3.5 per cent over all and 1.2 per

cent per capita.

Ona ©of the problems broucht out in the estimates of
the national income and its growth is the increasing and

somewhat alarming gap between the national income both
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aggregaﬁe and per capita, expressed in current prices and
constant prices. For instance CSO estimates that GNP at
factor cost at constant Prices rose from Rs.47002 crores
in 1979-80 by 13.7 per cent to Rs.53424 crores in 1981-82,
while at current Prices it near tripled (at 37.8 per cent)
during that period, increasing from ps.95023 crores to '
Rs.1,30,795 crores. While for the economist the concept of
constant pricaes is of use in making possible comparative
analysis, in the real world of men and women who earn, spend
and consume and save, it is current prices which are the
reality. The enormous increase in the GNP at current prices
registered in just 2 yvears between 1979-80 to 1981-82 means
that those who had access to these increased resources
profited at the cost of those who had no such access. The
same configuration is seen in the per capita NNP repoted by
CSO which in constant prices recorded an increase of 8.6 per
cent from Rs.662.,5 in 1979=80 to ps.719.9 in 1981-82 but in
current Prices the increase near quadrupled from ps.1332.9 to
25.1749.5 in these two years.7 Further the contrast between
these Per capita figures and those established for the poor,
who form about 50 per cent of the country, by Sixth Five
Year Plan, at Rs.2912 per capita per annum in rural and s, 1056
in urban ateass confirm the distortion in access To goois and
services engendered by the grawth of national income expressed
as they should be in current prices.
The _Sixth _ Plan and the Annual Plan 1984285

The Planning Commission's Mid Term Appraisal shaows that
Sixth Plan is likely toO attain an annual average GDP growth
rate of 4.98 per cent against the targetsd 5.27, which is
what I estimated in the Mid Term Review last year. The agri-
cultural growth for the Plan at an annual average 3.89 per
cent is well above the 2 to 2.5 per cent that I forecast, while
the industrial growth is estimated at 6.32 per cent, a little
below the 6.6 per cent forecast in the Mid Term Review.g But
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it is in the short f£all of the public sector investment
forecast which I estimated at 10 per cent but which the
Plamming Commission's Mid Term Appraisal places at 15-20
Per cent and the short f£all in the attainment of physical
targets which I estimated at 15-20 per cent but is more
wide ranging as set forth in the 134 items of the Appendix I
. to chabter 12 on industry and minerals of the ApPpraisal
document that the most serious differences occur as between
the two reviewvs of the Sixth Plan.

The most serious lag in the VI Plan is in regard to
Public Sector outlays and resource mobilisation, which
requires some further analysis. The total investment in
the Sixth Plan was estimated at rs.158,710 crores of which
Ps. 97500 was to be the public sector cutlay. In the first
four years of the Plan Rrs.79,880.26 crores have been the
Ppublic sector outlay which is 81.95 per cent of the total
Plan outlay. If the f£ifth vyear outlay is rs.30, 000, the
total Sixth Plan public sector outlay‘will amount to ps.l1l, 09,880
crores, which is well above the target. But the Mid Term
APpraisal stataes that because of the rise in the investment
cost index at 11 per cent in 1980-81 and 14 per cent in
.1981-82 (which are higher than the GDP 3deflators for thesec
years), the real rate of growth of the public sector outlay
was 8 Per cent per annum against the nominal growth rate of
21 Per cent per annum and the Plan assumption of 16.5 per
cent. In fact a more comprehensive study which takes into
account the rise in the investment cost index for the third
year 1982-83, at 6 per cent and for the fourth year, 1983-84,
at 10 per cent shows that Rs.79,880.26 crores of the first
four years of public sector outlay amounts in real terms to
Rs« 56,997 crores, which is an erosion of 28.7 per cent, and
if the same 10 per cent investment deflator is used for the
fifth vear, when the aggregate nominal public sector Plan
outlay will amount ks, 109,880 crores as just noted, the short-
fall in the Plan will ke 24 per cent and not 15-20 per cent

as estimated by the Planning Commission appraisal document.lo
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On resource mobilisation, the Appraisal document
reporte that the record both by the union and states is
likely in the first four years to exceed the targets for
the whole of the Sixth Plan which was ps.12,290 crores for the
Union and 1s.2012 crores for the states and which by 1980-84
amounted to PFse 12681 crores and ps.2235 crores respectively.
However in real terms there has been a short fall in the
union's additional resource mobilisation due to the rise
in prices notad earlier, which together with the various
wage increases, tranches of dearness allowance granted,
the increzase in defence expenditure, and the augumentation
of gubsidies have resulted in the 15 per cent short fall
of its investment target; and in the case of the states the
shortfall in their investment targets which will be around
30 per cent will be due to the deterioration in their resnurces
because of the State Electricity Board and Stat= Road Transport
Corporation not achieving their target of surplus as well as

the increased expenditure in the service sector.

The Mid Term APpPraisal ocught to lead to some corrections.
Atleast five are indicated. First the resource and investment
short £all which results in the short f£all of the physical
target can in part be corrected if a further Rrs.10, 000 crores
is raised over and above the estimatel public sector outlay
of Fs«109,880 crores referred to above. For this, the time
is short and the necessary decisions needs to be made by
Planning Commission to raise additional resources, both
budgetary and extra budgetary, now. Second the additional
resources should be made available to the core sector - power,
railways, coal, stesel, non ferrous metals - as well as to
textiles, jute and electronics. Here again the decision to
increase their allocations should be made now. Third the
inefficient use of capital resulting in the high capital
ocutput ratib of 6:1 needs to be corrected by sound management
and in particular the public sector capital output ratio which
at 7.4:1 is near double that of the private sector at 3.8:1
needs urgent attention. EBEyen as resources are pumped into the

public sector enterprises, their managements should be given
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the freedom to make the most efficient use of the resources
made available tco them. Fourth the rise in GNP at current
Prices needs to be corrected, as under it the poverty of

the ponr majority increases and the other measures to

reduce poverty need to be strengthened. Fifth the continuous
increase in non plan expenditure at both union and state
levels need to be halted by reining in of expenditure on
defence and subsidies and improving the performance of

state electricity boards and transport bodies and blocking

further increase in the services sector.

The Annugl Plan for 1983-84 is Fs.25,480.32 crores,
divided into Rs.13870.17 crores for the union and ps.11,610.15
for the states and union territories.ll This represents an
increase of 21 per cent over the previous year's plan, which
as the Mid Term Appraisal document states is an increase of
12 per cent in real terms. The largest increases are in the
energy sector by ks. 1586 crores at Ps.8323 crores (a rise of
19 per cent), industry and minerals by ms.470 crores at
Rs. 3492 crores {(a rise of 13.5 per cent), communications by
Ps.97 crores at Rs. 704 crores (a rise of 13.8 per cent)
transport by Ps. 300 crores at s.3033 crores (a rise »f 10
per cent), and health and family welfare by fs.160 crores at
fse 798 crores (a riss of 20 per cent). The poverty amelioration
programmes which are clubbed under Rural Development show an
increase of Rs,44 crores at 05,1278 crores (a rise of 3.4 per
cent) . This Plan of Bs.25480.32 crores is to be financed
from domestic resources to the extent of r5,22015, including
tse 1980 crores as additional resources to be mobilised during
the year. Compared to 1982-83 there is a decline in the
rescurcas generated by the railways and posts and telegraphs
and a continuing heavy decline in revenue from public enter-
prise of the states (at -fs.1527 crores). '

The Annual Plan shows not only the inadequacy of the

financial allocations for the priority sectors in which the
poverty amelioration programme should be ingluﬂed but the

manner of its construction and presentation indicates that



8

the Plan magnitude is determined on the basis of the resources
expected tc be available after the main non Plan expenditures

of defence, subsidies, wages and DA increases are allowed for,
instead of first deciding what should bé the increased physical
achievements that should be aimed at and the necessary resources -
-bulgetary and extra budgetary that should be raised. The fact
that the annual plan is formulated in this manner to fit into
the resources which are =stimgtedto be available after deducting
what are regarded as essential (non Plan) expenditures can be
seen from the small amount of budgstary support that the Plan
receives (of around 60 per cent in 1983-84) but also from the
declining trend in the budgetary support over the six plans.
(For the sescond year annual Plan 1981-82 the budgetary support
was 73 per cent). The Plan should create resources, not only
from its past investments but also through additional resource
mobilisation efforts for which there is scope, if the Plan is
used to mobilise resources rather than be limited by an apriori

determination of estimated resources.

The 1983-84 budget's aim as set forth in the budget
Jocument is aimed at a) raising production without fuelling
inflation, which resulted in the various tax concessions
given to production, b) promoting exports and limiting
imports, which resulted in the extended provision for tax
free export zones and enterprises and raising of customs
duties both on some commodities like viscose staple fibres
and some chemicals like caustic soda and soda ash as well as
tha all round five per cent increase:; <) curbing of conspicuocus
consumption through increased indirect taxss on luxury items
and d) encouraging savings which the new tax on 30 rer cent of
the company's profit provides for being deposited in IDBI,
and the revised tax base on actual statutory liabilities, on
actual excise duty paid and actual employers contribution paid
into the provident fund and state insurance scheme. The fisecal

policy rebresented by this year's budget, however, raise scme
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basic issues. First for the first time more revenue for the
government is raised outside the budget by executive decisions
than by the budget as approved by parliament. As against the
ks.716 crores of revenue from net additional taxation raised by
the budget, by executive decision on the prices of petroleum
products, post and telegraph services and through various
excise levies on cigarettes, coal, metals and 5 per cent
auxiliary customs, double that amount (about ps. 1400 crores)
have been raised outside the budget. This limits the role of
the annual budget and the fiscal authority and responsibility
of parliament. Some of this extra budgetary revenue raising
which was unidertaken a couple of months before the budget was
presented to parliament was perhaps aimed at reﬂuaihq the
rather large budget deficit which was looming and incidentally
led to some consumer goods going off the retail market shelves

due to the uncertainties on the extent of excise levies involved.

A second feature of the fiscal policy is again for the
first time the entire additional »f revenue raised by the
budget, ps.716 crores, was from indirect taxes., with customs
duties contributing 1s.393 crores and union excise taxes contri-
buting rs.325 crores. On the direct. tax side, the increassd
tax on corporations anl its changes which will yield an
additional rs.104 crores is cancelled by the revenue lost on
the feduceﬂ,interest tax amounting to fs, 104 crores and the
concession on personal income tax reducing i1ts ravenue by Rs.?2
crores. Another aspect of this role of indirect taxes in the
economy's fisc is that its share of the total union revenue
is increasing every yvear, from 76 per cent in 1982-83 to 79 per
cent in 1983-84, with its forming 83 per cent of the total
combinzad revenue of the union and the states. Some features
of this preponderant role of indirect taxation in cur economy
may e briefly noted. First this seems to be against the
lessons of economic history. On the eve of independence not
only was the share of direct taxes of the total governmental
revenue 55 per cent, with indirect taxes contributing 45 per

cent, the percentage contribution ¢f direct taxes was increasing
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with the years from 36 per cent in 1938-39 to 55 per cent
in 1944—45,12 The economic history of countries shows

that as countries develop from an agricultural

to industrial society the dominance of indiract taxes gives
way to direct taxes. In India we seem to be moving in
reverse gear. Sgcond while indirect taxes, Pparticularly

on specific goods and services, can be subjected to the
Principle of progressivity, the effects of such taxes cn
inputs, intermediates and capital goods bear heavily on the
poor majority of the country. As the major part of excises
and customs is on this class of goods and services, there is
a Presumption that this growing reliance on indirect taxation
imparts the regressivity feature to our fiscal system.

A third element of the fiscal policy is the worrisome
vroblem of union-states financial relations. There is the
overall guestion of the inadeguate financial resources
avallable to the states in relation to the rather large
and heavy development functions assigned to them by the
constitution, which is one reason for their being perennially
in debt to the union government and periodically run into
large overdrafts as in 1982-83 when the union advanced to
them loans amounting rs.1743 crores to clear their RRBRI over
drafts as of 31 March 1982, and made further advances of
Fs« 787 crores to clear their overdrafts from 1 April to
30 June 1982. On this, two comments may be made. First
this means that real revised deficit for 1982-83 was not the
Fse 1375 crores anncunced in the budget egtimates for 1983-84
but r5.3678 crores because atleast the first group of loans
to the states amounting to ps.1743 crores should be added to
it. This is important because this is primary money that we
are dealing with and its impact on prices and the economic and
sncial distortions it causes need attention. Second the fiscal
policy expressed both in the 1983-84 budget and in previous
union budgets treats these overdrafts as a) the result of
financial recklessness of the states and b) a temporary one,

short affair which will not occur again. On the first count,
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the states are at fault in their mis-management of their
public sector enterprises like their electricity boards,
transport corporations, irrigation finances and in not
raisingy revenue from agricultural incomes. These can and
should be remedied. There are of course even worse derelic-
tions on the side of the union government both in what is
laft untaxed or undertaxed and in the public sector manage-
ment. This is one reason why a national public expanditure
commission has been recommended to examine the constitutional
functions and their financial implications and the actual
expenditures of the union and state governments and recommend

5 . 1
corrective fiscal measures. 3

On the second count, fiscal policy
is grievously in error in treating the states' over drafts and
deficits as an occasional aberration, as a one shot affair.
These over drafts anld deficits of the state government flaw
from the imbalance between their constitutional developmental
functions and the resources available to them. This is one

of major issues before the Sackaria Commission whose delibera-
tion and recommendation on union-state finaneial relations
would be enlightened by the work and conclusions of the
national expenditure commission just referred to. More imme-
diately the 1983-84 bulget worsens thz union-state financial
relations first by its greater reliance on the revenue from
increéses it effected in the prices of good and services as
noted earlier in which the states 2o not share, and second by
making tax proposals which reduce the state's share as in the
case ©of income tax anil its case on the corporate tax. In fact
the states share of the total tax revenue has declined over
the years - from 28.5 per cent in 1979-80 to 25 per cent in
1983-84, which means that the states will receive Fs.800 crores
less this year. The fiscal policy does not promote the financial
viability of the states.

One further facet of the fiscal policy needs attention,
and that is in relation to the gquestion of non resident Indian
investment in the country. With a view to attracting funds from

ncn resident Indians defined as Indian citizens or those with
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an Indian ancestry, on the urging of the Indian business
community, the government in the 1982-83 budget allowed

non resident tax free deposits and special_savings certi-~
ficate and capital investment bonds, investment with repa-
triation rights, and in the 1983-84 budget carried further
these incentives by allowing them port folio investment,
subject to a flat rate tax of 22.5 per cent inclusive of
surcharge on their income, the same flat rate also on long

term capital gains, alony with exemption from wealth and

gift taxes. On the basis of these provisions, as at May 1983,
about Fs.70 crores nas come in from non resident Indians (which
include overseas companies, partnership firms, societies and
other corporate bodies awned to the extent of atleast 60 per
cent by non residents of Indian naticnality or origin as well
as overseas trusts in which at least 60 pzr cent of the bene-
ficial interest is irrevocably held by such persons). This
fiscal provision toO attract non resident Indians funds i1s now
involved in a controversy because one Indian of UK nationality
used these incentives to purchase some 7.5 per cent to 13 per
cent of shares of 2 reputed North Indian companies, leading to
the business community approaching the govermment to modify
these incentives. J4Accordingly the government has modified

its budget provisions as of May 2 by a) restricting non
resident Iniian holdings to five per cent of the shares of

a company, b) requiring permission 2f the Reserve Bank for
exceeding this five Per cent ceiling and ¢) assuring companies
which are well wmanaged that the term lending institutions
(which hold 40-50 per cent of the shares of over 300 corporate
sector companies) would not be a party to changing of managements.
The companies involved, on their side, have refused to register
the shares purchased by the non-resident Indian and charged him
with violating the rules laid down for the purchase in regard
to sources of fun:is used, the structure of the overseas company
etc. 1In return the latter has called in question the manajement
capacity and the integrity of the two companies. The Reserve
Bank at first blocked the transfer of rs.l crore by one of the
public sector banks for purchase of shares by him but later
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granted the necessary permission. The stock market mearwhile
has had a field day, one company's shares shooting up from

fs¢33 pPer share in January to R.105 in June and the other from

Rs. 41 to rs.84. In the midst of this chaotic situation, certain
issues stand out. PFirst the concessions have not attracted

non resident Indian funds but have become the occasion for

some quite barren controversy. Second what foreign funds have
come in have not been for investment in new areas or companies
nor have they brought in needed technology. Third the provisions
are standing invitation for unaccounted money to flow out of
India and when laundered to come back as non resident funds.
This is assured with the governments statement in Parliamant
that it .will not enquire into the source of funds of non
resident investments. In fact,more generally, this vyear's
fiscal policy turns a blind eye to the parallel economy and

the growing role of unrecorded money and wealth (which I have
elsewherevplaced at around 30 rer cent of the recorded). Fourth
the issue raised by the purchase of shares in the 2 companies

is not a questicn of not destabilising the management which have
a satisfactory record. There could be a case for change of

good managements in the interest of even better management. The
guestion to be put is whether these purchases of shares in
exlsting companies is in the interest of the economy and country.
Can we afford to add to our balance of payments problems through
these developments etc. Finally there are other minor issues
ralised by the 5 per cent ceiling and the RBI's permission for
breaking the ceiling. Why 5 per cent, why not as in the US 1 per
cent, Or as in some developing countries 10 per cent? On what
basis is RBI to permit investments above the ceiling? On the
basis of the record to date, I am of the view that this part of
our fiscal policy = the special tax incentives for non resident
Indian funds should be dropped and these funds should take their

Place along side of other foreign funds.

Prices

The whole sale price index has been falling during the
first 3 years of the Plan both on an annual average and on a
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point to point basis (except for 1982-83) as follawss

Annual average Point to point
1980-81 i8.2 16,7
1981-82 9.3 2.4
1982-83 2.5 6.5

The trend in the consumer Price index is, however, more mixed.

Annual average Point to point
1980-81 11.4 12.6
1981-82 ° 12.5 8.8
1982~83 7.8 ' 2.9

The behaviour of prices last year 1982-83 was in the words of
the Economic Survey ‘'one of the more encouraging features of
tha economic scene in 1982-83'., 1In fact in April 1982, the
week ending April 17, a zero rate of inflation was recordedqd,

as pointed out in my review of the economy last year, though
tha later wo month rise of 3.5 per cent led to a wrong fore-
cast of a whole sale price rise of 10 per cent.14 The low

rate of inflation in 1982-83 stands out because it was a year
which recorded a) sharp decline in agricultural output as well
as a slackening in industrial growth while there was a rapid
monetary expansion as the Reserve Bank points out. Ml increased
by 12.3 per cent in 1982-83 compared to 10.4 Per cent in the
Previous year and M3 incre?ged by 15.3 per cent compared to
12.9 per cent in 1981-82,.%* In part this is explained by

the sharp increase on aggregate deposits at 16.1 Per cent
compared to the 13.8 per cent increase in 1981-82,., Within the
increase the use in Time deposits was marked and in Part is due

—— . s s

*These are the Reserve Bank year which runs from
June end to June end.
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to the falls in demand for food and primary articles by the
pocr majority in face of its relatively high price rise at

3.7 per cent as comPared to the 0.3 per cent rise in manufac-
tures. Within the food group, non cereals prices (pulses)
rose the highest and so there was a shift from them to regular
cereals and as their prices rose, there was a further shift

to coarse cereals.

For 1983-84, there has been a steady rise in both whole
sale and consumer prices. The whole sale price for April rose
by 2 per cent, for May by 1.5 per cent, for June by 1.9 per
cent, for July 1.2 per cent, and for august by 1.2 per cent.
The consumer price index\for April rose by 1.2 per cent, for
May by 2 per cent, and for June by 2.2 per cent. This has
meant an average rise of 6.9 per cent in the whole sale price
index for the first 5 months of 1983-84.

In forecasting the rate of inflation for the present year
several factors need to be taken intn account. The first is the
monetary policy and supply. As noted earlier but on the March-
April fiscal basis, M3 increased by 15 per cent in 1982-83, the
effects of which will be seen in 1983-84., Further M, increased
by P5.812 crores in April 1983 but even more disturbingly by 2.4
Per cent at rs.621 crorss during the first month of 1983-84
slack season, namely May 1983. A&t this stage, the currency
componant of this expansion of Ml was a high 82 per cent, dus
in part to the need to maintain larger money balances to meet
the higher cost of transactions caused by the resumed inflation,
and in part to the rapid rate at which government and the commer-
cial sector injected currency into the economy which stayel as
currency holdings. This alsc gave rise to problems of the
currency notes ard coins shortages witnessed during these months.
Thus during the first 2 months of 1983-84 My expanded by Rs. 1503
crores (5.3 per cent) which was due to increased credit to
government amounting to 1s.934 crore in May and increased credit
to the commercial sector of s.414 crores. The Ml expansion

comprised the currency increase referred to earlier, demand
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dewosits (0f fs.217 crores) and a rather large rise in Time
deposits.16 This trend RBT had not foreseen to that extent.
Against an expected [5.4000 crores increase in time deposits
during April-September 1983, by April-July such deposits
rose by rs.4357 crores compared to ps. 2125 crores increase in
the same 4 months in 1982-83 and Is. 3777 crores du:iﬁg that
Period in 1981-82. These together with the large expansion
of bank creilit to government and the commercial sector led
the Reserve Bank tO raise the Cash Reserve Ratio which had
been raised to 7.5 per cent from May 27, 1983 and to 8 per
cent from 29 July 1983 to 8.5 per cent from August 27, 1983.
Thus already in the first 5 months of this vear the Cash
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Resarve Ratio has been changed thrice. Apart from the uncer-
tainity to trade, industry and the banks that such frequent
changes in the Cash Reserve Ratio introduces, the question of
using preferably a more flexible instrument of credit control
such as open market operation arises. The Statutory Lidiquidity
Ratio determines the direction of credit flows and does not
affect its volume, which is established rather rigidly by the
Cash Reserve Ratio. The liquidity situation of the economy

as at the opening months of this vear will change during the
following months of the busy season, when the Cash Rpserve Ratio
will have to be brought down, introducing discontinuity in

cre tit flows and creation. A more appropriate instrument is
Open market oberations which may involve breaking the ceiling
of bank credit to government as promised to IMF, which is

pPreferable and can be done.

In discussing this first cause, namely increase in
monetary and credit supplies, for the reappearance of inflation
in the first five months of this vyear, some questions about
the role of monetary policy in countering inflation and in the
economy more generally are raised by the Reserve Bank's occa-
sional pPaper published in June 1982. TFirst the linear relation-
ship between money supply and price movement is guestioned with
empirical evidence given of years when money supPply increased
and Prices remained stable and sometimes decrease 1. In this
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context, the more important Part pPlayed by supply of goods

and services rather than money in relation to the behaviour

of Prices is referred to. Second the conventional RBT
instruments of monetary control referred to earlier~- the
Statutory Liguidity Ratio as the indicator of the direction

Of credit flows and the Cash Reserve Ratio as the 1nd1catlon

Of ceilings on credit creation in relation to reserve money

are reported to be not very effective as Price control instru-
ments, because they are ignored by the banks when they f£ind

the controls too rigid in relation to their requirements.

This rather shocking statement is repeatedly documented in

the study. Third this somewhat heavy reliance on the supposed
controls which manetary Policy exercises on prices has led to
overlooking an equally if not more fundamental objective of
monetary policy which is to Promote increased producticn and
gravth. Only in one vyear in the seventieg was monetary policy
addressed to this end, but both the Reserve Bank and industry
regret that this facet of monetary policy is not regularly

used. PFourth the unpredictable movements of foreign remittances
of foreign exchange reserves introduced an uncertain element.
This makes the Reserve Bank control over Raserve money difficult.
Fifth the real content of monetary policy is outside the Reserve
Bank's purview and is’deﬁermined by government and government
decisions through its decision on a) bank financing food and
other procurements and buffer stocks, k) the priority sectors
and the amount of bank credit (40 per cent) which must flow

to them and c¢) the reserve money created by RBI credit to the
government, determined by the budgetary deficit of government.18

A second issue explaining the return of inflation in the
first half of this vear, 1983-84, is as just noted the reserve
money created by government deficits. Here the total builget
deficit is much larger than the union budget deficits which are
readily available and known. To the union deficits should be
added the state governments deficits. The Reserve Bank reports
that the combined union and state deficits for 1981-82 were
i5.2413 crores, for 1982-83 was Fs.2741 crores to which the loan
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assistance to the states of 1s.1743 crores, to which it calls
attention, should be added, and for 1983-84 is Is.2108 crores
{as set forth in the budget estimates). This is all what

the Reserve Bank calls Rgserve money which in terms of credit
creation has a multiplier eftfect and has the mos£ direct
effect on prices (more than the bank instruments of SLC and
CRS z2s noted earlier). Further, as pointed in last year's’
review, deficit financing which includes other bank credit to
governmeat in addition to the deficit in budget makes the total
deficit finance for 1931-82 ps.2413 crores + [5.3572 crores, ie,
15,5983 crores, for 1982-83 [s.2741 crores + [5.2522 crores, ie,
ks« 7006 crores, and for 1983-84 ps,2108 crores + Ps. 2134 crores
(as of hugust 1983) ie, 15.4242 crores.19 These are really
large magnitudes thet the prices for 1983-84 will reflect
tinless stePs are now taken to cut back on the budget deficit

and rein in deficits financing.

‘ Third in the price rise in the first 5 months, the most
disturbing element has een the sharp rise in the prices of
assential commodities. In August the government admitted in
parliament that for 49 commodities of the 66 essential commo-
dities ther= had been price rises and only in the case of 8 commo-
dities had there been a declinc.go In the first five months of
financiallyear, the whole sale price index shows a rise of 13
per cent for primary £food articles, which was over 60 per cent
of the overall index rise. What is equally disturbing is that
while part of this increase is due to last year's production
slcw down, some part of the increased prices is arranged by the
government. 1In last vear’s revisw I cited the case of sugar
whose price was allowed to shoot up in December - February
1982-83 despite a record sugar production, by government restricting
the releases.21 The same development have occurred this year
already in the first five months of 1983-84, in the case of
sugar (against a second year of bumper production), as well as
paper and rubber. To these should be added the rise in adminis-
tered prices of railway freights, electric parts, coal, steel,
and petroleum products which raise input costs and so consumer
rrices.
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On the basis of these factors ani on the assumption that
action will be taken to damp down further price rises, as
suggested earlier and by the Reserve Bank and Planning Commission,
I estimate that our whole sale prices will rise by around 7-8
Per cent and consumer prices by 10-11 per cent during 1983-84,

The higher rise in consumer prices continues the trend reported
garlier and is an index of the deprivation that the poor
majority will be subjected to.

1982-83 was a poor agriculture year, with 48 million
hectares of cropped area in 15 states affected by failure of
the South Wgst monsoon, as a result of which the Kharif food
grains declined by 10 millicon tonnes from 72.1 million tonnes
in 1981-82 to 69 million tonnes in 1982-83., Through intense
2ffort to maintain and extend minnr irrigation facilities and
increased fertiliser distribution ani consumption (by 6 per
cent) over the previocus year, the rabi output of food grains
attained a record level of 58 million tonnes (about 4 million
tonnes more than the 1981-82 rabi output), so that the total
food grains production is estimated at 127 million tonnes,
which would be 5 million tonnes less than that of 1981-82.

In the Mid Term Appraisal document, in the Eesonomic Survey

and in several official document,of the union agricultural
ministry, there is a comparison of the effects of the drought

in 1979-80 which affected 41 million hectares and resulted in a
lower food grain production of 110 million tonnes with the

better results in the other Jdrought year 1982-83 in the following
words: 'the vear 1982-83 could be considered as marking a

turning point in Indian agriculture for é very valid reason.

For the first time in Indian agriculture the new production
technology based on modern inputs and a well coordinated approach
could stand the challenge of natural calamities and emerge

from it with comparatively less damage. The short f£all in
production of food grains during the current year (1982-83)
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compared to the Preceding is expected to be only 5 per cent
or 6.20 million tonnes as against a drop of 16.8 per cent

Or 22.2 million tonnes in 1979. This can be taken as a fair
measure of the inherent strength and the much desired
resilence developed by Indian agriculture in recent years.'22
I shall revert later to this question of resilence, but here
the fact that the 1979-80 drought unlike the 1982-83 one hit
the important food producing states more and that the former
drought hit both the kharif and rabi crops, as pointed out
by the Reserve Bank, must be noted.

The non food crops Performance in 1982-83 was also not
satisfactory. Jute and Measta pProduction declined by 12 lakh
bales at 72 lakh bales compared/$4 lakh bales in 1981-82, oil
segeds to 11 million tonnes compared to the previous year's
12.1 million tonnes, sugar cane at 17.7 million tonna:s compared
to the previous year's 18.7 million tonnes and cotton at 80
lakh bales against the previous vears 84 lakh bales.

The position with regard to food stocks during 1982-83
was not unsatisfactory, with 7.1 million tonnes of kharif rice
and 8.2 tonnes of rabi wheat procured and the import of 40 1lakh
tonnes of US wheat. The offtake of foodgrains from the public
distribution system in 1982-83 was 16.8 million tonnes compared
to the offtake in 1981-82 of 11.8 million tonnes. The food
grains stock was 16.5 million tonnes at June end 1983, compared
to 15.5 million tonnes in June end 1982,

At this point the question of the agricultural strategy
to be followed in the future arising from the reference to
the strength and resilence of Indian agriculture need to be
examined. The evidence on our agricultural performance over
the last five years indicates that we have reached a plateau
in our production. The index of aggregate production with the
base for the triennium ending 1969-70 at 100 records 132,.,7 for
1977-78, 137.8 for 1978-79, 117.2 for 1979-80, 135.2 for 1980-81,
and 137.8 for 1981-82. I am leaving out 1982-83 as it was an
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unusual drought year. If 1978~79 is taken as the base (and
not as the Sixth Plan does 1979-80) there is stagnation in
the index as well as in the gross cropped area which was
175.18 million hectares in 1976~79 and the same 175 million
hectares in 1981-82. With +ho increase in the irrigated
potential of the order of 10 million hectares during this
Pariod, the stagnant volume of production over the same
gross cropped area also means that agricultural productivity
has been stagnant. This aliows tor the fact that some states,
Punjab and Haryana, show steadily improved yields including
in rice output, that some cersals like wheat are doing better
than rice, and that rice i1s doing better than millet and
pulses as the Mid Term Appraisal points out. The Reserve Bank
analysis is in some way3s similar to that of the union ministry
of agriculture, that peaks follow troughs, that new pPeaks are
nigyher than the previous one, and that there is no evidence of
the deceleration of the agricultural growth rate. Only the
2,50 per cent annual growth rate in the last decade is too
nzar the rate cf population increase for comfort, the per capita
food grains availability being unchanged. Against this peaks
analysis, the wo ?eak vears 1978-79 and 1981-82 may be taken
during which period irrigation increased by 7 million hectares
(14 per cent), HYV areas increased by 6.3 million hectares
(16 per cent) and fertilisers use increased by 1 million tonnes

(20 per cent), while food g

ti

2in procduction increased by 1 million
tonnes, which is less than 1 per cent. What is the relation
between the inputs increases and outputs stagnation during these
2 periods bounded by the peaks? This lack of congruence between
inputs and outputs 1is further seen when the period between previous
Peak 1975-76 is taken with the 1978-79 peak when the increased
food grains output of 10 million food grains was attained with
about the same level of inputs except for fertilisers. The moral
of these differing analyses by the agriculturs ministry, the
Planning'COmmission, the Rgserve Bank and that made here is that
the future agriculture strategy should not simply be more of

the same - irrigation, HYV and fartilisers - but should ensure
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a) a change in the cropping pattern which will correct the
current over production of sugar cane and long staple cotton
production and underproduction of oil seceds and coarse
cereals, D) extending the technological revolution to the
dry farming area which covers over 70 Per cent of the gross
cropped area and <) real and urwastaeful use of the irrigation
Potential created, research on and transfer to the farmer of
drought resistant varieties of seeds, and effective field
service reaching out to the small ani marginal farmer. In
the short run for the remaining one and half yeérs life of
the Sixth Plan concentration on point (c) of the strategy
and its effective execution is necessary if even the reduced
food grain tarjyet from 149-154 million tonnes to 146-148
million tonnes is to be attained.

——— —— v — o

AS the South West monsoon has been adequate throughout
the country except in parts of Himaéhal Pradesh, Tamil Nadu
and Kerala, the kharif prospects in 1983 are good. The
kharif food grain output could amount to 75 million tonnes
and rabi production could be 60 million tonnes amounting to
135 million tonnes for 1984-85 against the year's target of
142 million tonnes. Within this output, pulses production
will continue at 12-12.5 million tonnes, lagging 1-1.5 million
tonnes behind the target. Pulses, being the poor man's protein
diet faces a falling Price and growth rate problems, which an
increcase in its support price and incentives to switch over
its production to irrigated areas might arrest. The major
Problem faced in the first half of the yvear in regard to food
grains is the increased offtake on the one hand (from 1.2
million tonnes a month in 1982-83 to 1.6 million tonnes a
month in 1983-84), with the share of rice being 40 per cent of
the offtake. Of the 16.5 million tonnes of food grains stock,
rice formed only 3.5 million tonnes. The public distribution
has been under pressure in all states and there has been mutual

recrimination between the union and states on the responsibility
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for this situation. In the case of Tamil Nadu, the Mettur
reservoir not being opened till August meant that its kharif
production was about one quarter of a normal year and together
with the 2 year droughts that it has faced its public distri-
bution has had to cut its rations and the state has had to
purchase rice wherever it could. A similar situation applies
with relation to Kerala and West Bengal, and the rural areas
generally where apart from Kerala the publicvdiStribution
system does not functicn. There are two issues that arise

in the food grains fileld. First the shortage of food grains

in the pubklic distribution system is related to our agricultural
strategy as analysaed earlier, and is not simply a fall out of
the drought problem but is a long term problem calling for the
lony term strategy suggested earlier. Second and in the short
run there will have to be marginal imports of wheat - amounting
to 2-4 million tonnes a year. The import of rice in the early
part of this vyear is hopefully a temporary phenomenon, as the
country is normally self sufficient in rice and exports an

annual 10 1akh tonnes.

The cotton season of 1982-83 is ending in September 1983
and the usual problems to which I have called attention in the
part 3 annual mid term reviews, continue to be 3Jevil estimates
of cotton production., For the year ending September the
estimate varies from 75 lakh bales which is the union agricul-
tural ministry estimates, 78 lakh bales the cotton trade estimate,
79 lakh bales the textile industry estimate to 86 lakh bales
the Maharastra State Marketing Cotton Federation estimate. This
uncertainty which is bad for the cotton graver as well as the
textile industry should be snded by establishing a central
forecastind agency which can provide firm estimates of the
crop on the basis cof whicn cotton procurement prices can be
fixed, the distribution of the crop between domestic and export

purposes determined, and the needed credit facilities established.
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A second problem of the cotton crop is the varietal imbalance,
with the proiuction of long and extra long cotton varigty which
forms about 50 per cent of Gujarat and Maharastra production

(the two largest cotton grawing states) beind €ar in excess of
the demand by the domestic' textiles industry, while short and
medium variety are in short supply and have to be imported to
meat the industrys' demand. There is need here to establish
Precisely what varieties are needed and production assisted

to meet the needed varieties. This raises the third problem of
pPrices in which for the first time the union government announced
the support pPrices for the 19832-84 marketing season starting in
September 1983 of the 3 major varieties, leaving the textile
commissioner the responsibility of fixing prices of other
varieties. The prices are based on the APC recommendation which
have raised further the 1982-83 prices which were fixed at 25

Per cent agbove the 1981-82 prices. The pPrices are therefore
quite remunerative particularly so as actual prices rule well
above those minimum prices - as they do in all agricultural

gonds in our chronically short supply markets. For cotton
Jrowers to benefit from this adequate price situation, the
marketing system needs attention. The major markets are the
Gujarat State Ccoperative Cotton Federation which operates in
the largest cottcen producing state and which annouvnced on
September 1, 1983 that it will purchase 4 lakh bales (25 per

cent of the state cotton crop) at APC support price plus 25 per
cent, the Maharastra State Cooperative Pedaration, operating in
the second largest cotton producing state and operating a monopoly
procurement scheme, offering the grower the gJuaranteed price plus
bonus, and the Cotton Corporation of India handliny an annual
8-10 1lakh bales and which has been making large annual losses.
There is need for this marketing structure to be rationalised

to relate its operations to the price received by the grower and
to establish some agreed relationship between the minimum support
Prices and the prices established by these bodies.

Jute production for the 1982~83 season is a low 72 1lakh
bales which is less than the target and normal output by 10 lakh
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bales. This sharp £all in output is due to dArought and
decline in the area of cultivation. One effect of the l1ow
cutput is a sharp rise in the price of raw jute which deéspite
a 30 per cent molsture content is selling at rs.400 per guintal
ajgainst the statutory minimum price of r5.250.50 per quintal.
Parliament at its 1983 monsoon session has passed a Jute
Development Council Bill which along with a cess on jute

mills production is aimed at promoting an inteqgrated approach
te jute cultivation and marketingy as well as to jute manufacture
and R and D in jute goods. The central problem of ensuring
that the jute jrower receives most of the price at which the
raw jute that he graws sells in the market as a means of
preventing the switch from jute production to padidy and other
ajyricultural goods is not sgolved by this legislative action.
The cquestion of the price received by the grower is a central
issue to the future of the jute cultivation and needs adequate
marketing arrangements. Only then will the 1983-84 target of
82 . to 85 lakh bales of jute production be attained.

The 0il seeds production of 12.06 million tonnes in
1981-82 was due to the extended winter rains in April and
May 1982 which damaged the wheat crop but which provided
the 0il seeds with the much needed irrigation. In 1982-83
0il seeds production is likely to be 10.8 million tonnes only,
as the major oil seed, the summer groundnuts is not likely to
pass 10 lakh tonnes. For 1983-84 the target is 12.5 million
tonnes and with the good South West monsoon which if followed
by winter rains may attain the 1981-82 level of 12 million
tonnes. This includes the production of soyabeans to which
special attention is being paid and the prospect of a major
break through in this 0il seed has led to fixing a tarqget of
2 million tonnes. This is attainable but both the production
of this and other o0il seeds as well as the import of o0il seeds
instz2ad of the import of edible oils, which is what all other

industrialised and industrialising countries do - is constrained
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by problems created by the processing industry with its
excess capacity, leading to its unviability and the problems
nf quality of our 0il and o3l exXtracts - on which further
comments will be made under the industry sector in the edible
0ils sub sectors.

- ot e o e o o oo o

The 1982-83 ocutput of the Plantation crops - tea, coffee,
rubber, cardamom and cashew Present a mixed picture. Tes
production in 1983 in the South sharply declined because of
the drousht, by 50 per cent in May 1983 at 7.2 million kg
compared to 14 million kjy in May 1983. The decline was 10
million k3 for the months January-May 1983 at 33,3 million k7.
Tea production in the North, hawever, for the five months
increased by 5 million kg to 68 million kg, so that the aggregate
tea production in January-May 1983 was 101 million kg ~ a decline
Oof 6 million kgs. Tea production in the South is picking up
between June and September which will not however enable it to
pick up fully on its earlier lasses. Tt is the North India
tea Production which increases in the second quarter of the vyear,
compensating for the decline in the South and thus helping to
reach atlast last vyear's level of 565 million k3. There are long
Cerm problems concerning the volume of Production and prices.

Tea production, like food grains production, has been stagnant
over the last four year 1980-83 - betwe=sn 565-575 million kgs.
On the other hand, domestic consumption is increasing by 50 per
cent between 1970 and 1980, and from 321 million kg in 1981

to an estimated 380 million in 1983. This increase will continue
into the future and has so far been met by lower exports, at
for example 185 million k3 in 1982 compared to 240 wmillion kg
in 1981, which was possible because of reduced inventories by
wholesalers and retailers, and which are now leading to sharp
Price increases, both domestic and international, with no carry
Sver stocks and reduced world tea Production except in the case

°f China. In this situation the tea strategy should concentrate
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on a) increasing tea productivity in Darijeelingy which is
650 k3/ha compared to all Assam yield of 1500 kg/ha and

b) extending tea production to non traditional arcas in
Arunachal Pradesh, Meghalaya, Mizoram, Manipur, Nagaland
and Orissa and replanting in traditional areas. The latter
involves planting on 4000 hectares yvielding 2500 kg/ha,
rejuvenating, pruning and improving field practice and

¢} replanting on 45000 hectares.

Coffee production for 1983-84 is unsatisfactory. Because
of the drocuzht, the production is estimated at 1,40,000 tonnes,
which is 30,000 tonnes less than the vear's target. The decline
in coffee production and Profitability in Karnataka, Tamil Nadu
and Kerala beinyg heavy, the Coffee Board has announced enhance 1
and liberalised crop loans on the basis of the average crop of
the last 4 seasons, leaving out the 1983-34 poor crop, at
Rs. 13,500 (increased fromrm.BSOO) for arakico and ps.12, 000
(increased from Rs.7000) for robusta, with 80 per cznt advance
to small grawers and 20 per to large Jjrowers. Her= again a 1-ong
term problem is the grawing of coffee in non traditional arsas
as well as the Coffee Board's short term proposal to snhance
rreplanting and expansion as one means of reachingy the pro luction
target of 300,000 tonnes by 2000 AD. One of the naw states
grawing coffee is Andhra Pradesh where the Andhra Pradesh
Forest Development Corporation's two coffee expansion schemas of
4000 hectares at a cost of s.9 crores has besen cleared by ARDC
which, with existing area, total 11000 hectares pProducing
7000 tonnes.

Rubber production during the current tapping season June-
‘August 1983 amounts to 35,500  tonnes compared to 30, 320 in
that period in 1282. Due to drought, there was a short fall of
8000 tonnes during April-May 1983. For 1983-84 the estimated
Production at 1.75 lskh tonnes which with the opening stock of
45000 tonnes will make 2.20 lakh tonnes available while the
demand £rom the industry and rubber users is estimated at 2.03
lakh tonnes plus inventories, making for a total demand of
2.50 lakh tonnes. To close the,supply-demand gap the Jjovernment
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has asked STC to import 30,000 tonnes. Industry's complaints
about the rubber supplied by STC being 1w guality, spoilt by
rains durinyg storage, and delayed leliveries continue, along
with the demand for the industry itse2lf to import rubber
directly, which in view of the price differences might be
hurtful to the indijenous rubber grawers (in Kerala and Tamil
Nadu) . 1In fact because of the severe drouyht in K=zrala,

rubber production in 1983-84 may fall short of the earlier
estimate by over 50,000 tonnes of 1.2 lakh tonnes. Antici-
Patiny some such short fall to which delays in STC's import
projramme should be added, rubber pPrices have been shocting up
from fs.14, 000 a tonnes in April 1983 +to fse21, 000 - a tonne in

May 1983, while international prices are s.15,000 a tonne.

The decision to import and cut back the import duty from 31.3
Per cent to 35 per cent has resulted in a price fall of by
Fs.15C0 a tonne only. The long term problem is of course the
increase of rubber production and for this the Rubber Board is
financing the planting and replanting of high yieldiny varieties
in larje areas of the country. Around 63000 additicnal hectares
have been covered during the last few years, attracted by the
Rubber Board's packajge pProjyramme for financing new planting along
with free technical alvice and concessional delivery of inputs,
particularly for the non traditiconal areas of Goa and Orissa.
The Board also provides the financiny of replanting, which is
important for small gKONeis of Kerala and which seems to be
Jiven a low Priority. The short term problem is the sharp
fluctuations in the price of rubber which very seriously affects
the small grower in periods of decline and the industry of rubber
users. To deal with this problem there is need in addition to
the resort to imports, the question of buffer stocks. This
pbuffer stockiny as a means of dampening price fluctuations
raises important questions of size, storage, costs and marketing
stages. On all these, there is the All India Rubber Industries
Agsociation 1980 study completed by NCAER on which only decision s

remain to Pe taken.
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Cardamom production in 1982-83 declined by 33 per cent
to 32000 tonnes (in 1981-82 4400 tonnes). The 1983=84 crops
is estimated at an even lover level, pointing to the need for
the Cardamom Board to take action to prevent this declining
trend in production. Also in order to increase cardamom
exports, imports from Gautemala were increased in order to
mix it with the superior Indian variety. There was sOme mix
up on this with government's order prohibiting cardamom imports
for blendiny purposes. This was ultimately straightened but
after a deal of expenditure of time and money. Cashew production
in 1982-83 is estimated at 1.1 lakh tonnes and the production
for 1983-84 is not likely to be much hiyhar. The two problems
in this area are that the capacity of the cashew processing
industry is four times domestic production at 4.5 1lakh tonnes
which makes the industry heavily dependent on imports, whose
prices the industry cannot pay. The othar problem is that,
namely the Prices which the industry facelwith a huge stock
of Fs.50 crores of processed cashew and a falling export demand,
resulting in offers at arcund rs.3.50 a kg of raw cashew nuts.
At this price, the grawer will find it viable to cut down cashew
trees, sell them for firewood ani Jraw alternate crops such as
cardamom, Ppine apple and tapioca. The cardamom growers face a
serious situation and demand the attention of the Board and the

union government.

Manufactures

While agricultural production in 1782-83 suffered a
serious decline due in the main to the drought, the poor
per formance of the industrial sector at 3.7 per cent for the
year is in the words of the Reserve Bank annual report dis-

23 And this decelerating grawth performance worsened

guietingj.
with each quarter. The averaje increase in the industrial
index for the first quartar April-June 1982 was 6 per cent
(in January-April it was 6.4 per cent) against 11.3 Per cent
in the first guarter of 1981-82; in the seconi quarter July-

September, 19382 the industrial growth index was 2.1 per cent
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a7ainst 9.1 per cent in the second quarter of 1231-82 : in

the third quarter, October-December 1932, the industrial

jrawth recorded was 3.6 against 8 per cent in the third

quarter of 1931-82 : and in the fourth quarter January-March
1933 it was 3.4 ajainst 7 per cent in the fourth guartar of
1931—82. In this decelerating inidustrial performance, manu-
factures which carry a weight of 81 per cent in the index
recorded a mere 2.2 per cent growth (the rise of the growth

was carried by mining which did well at 10.5 per cent and )
electricity at 7.2 pPer cent). Further examining the performance
of the manufacturing industries during 1932-33, the index shows
a decline in the grawth rate of capital goods industries at

3.9 per cent (against a rise of 7.7 per cent in 1931-82), a
small increase in consumer goods industries at 0.6 Per cent
against a rise of 10.6 per cent in 1981-82,:a moderate increase
of 3.2 Per cent in intermediate gonds industriss which recorded
about the same at 3.3 per cent in 1231-32 and a qond 8.4 per
cent jyrowth of basic industries compared to 11 per cent in
1381-32. The poor performance of manufactures in 1981-32

cannot e attributed to infrastructural constraints, because,
except for electricity in some states, the infrastructural sector
performed well as will De seen later. The Mid Torm Appraisal
attributes this deceleration to lack of demand, wnich, Pput more
Lluntly, is the recessionary trends which I analysed in some
detail in last vear's Mid year Review24 to the slowing down of
Jdemand in consuming areas, the shortage of some key inputs,
industrial unrest, liberalised imports which led to some dumping,
inadequate crelit and working capital funds, to which I would
add poor management and wasteful use of capital seen in only

5 manufacturing sectors working to 30 per cent capacity, while

3 functioned at 380 per cent capacity, 9 at 60-70 per cent and
two important sectors at 30 Per cent. Against 30 industries

which increased their capacity use, 34 decreased their capacity

usee.
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The outlook for 1983-34 is a little better. 1In April
1983 the index of industrial producticn increased by 5 per
cent over April 1982, according to CSO and the Centre for
Monitoring Indian Economy estimates that for the first four
menths April-July 1983-34 the index of industrial production
rose Dy 3.2 per cent compared to the corresponding period in
1?82—?3, with manufactures registering a growth.of 3.2 per -
cent. For 12383-84 .as a whole, it forecasts.a growth ratel. -
of 4.5 pPer cent against the revised FPlan target 0f£-6.32 per-
cent.25 Manufactures touched a.low point-last vear. and now
with improved agricultural production and. the retreat of
raecessionary forces,manufactures should record a growth rate
nearer the Plan target. There is one general constraint and
that is the effect on costs of manufactures of the increases
in railway freights, postal and telegraph charges and prices
of petroleum products, steel and coal. The effects of these
increased input costs could lead to a further rise in prices
and monetary policy, as earlier analysed, will have to keep

this contingency in view.

The Public sector performance in 1982-83 as reported by

the Bureau of Public Sgctor Enterprises records an overall

net profit of 15.600 crores in 19832-33 comparei to Rs. 438 crores
in the previous year. The units unler the Department of Heavy Indus.
tries  report a turnover growth rate of that year compared to

24 per cent in the previous year. The government has decided
that public sector units should not go in for commercial
borrowings of foreign currency on their own, (though under the
IMF credit arrangements, India is allowed borrawal of $1.6
billion in the foreign commercial market), because of a) the
rapid rise in external commercial borrowing, b) the use of

these loans to meet rupee expenditures rather recklessly and

c) the mounting debt service burden for future years. AS part
of the poor management, if not of maladministration and
corruption in the public seator, the report of the parliamentary

committee of pgpers laid on the table in august 1933 is important.
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It calls attention to the large number of items of accounts

of many public sector banks being left unreconciled, in=-
complete, and in arrears for several years. In the matter

Of reconciliation of inter branch accounts, the outstandingys
are of an alarmingy nature. As on December 1731 in respect of
13.95 lakh entries to the tune of rs.38.378 crores, reconcilia-
tion of inter Branch account in one nationalised bank was
outstanding. This, the report says, is the result only of a
sample study so that what it has found may be just the tip

of the icebury. In examination of the working of public

sector units, little attention is paid to public sector financial
institutions because they always record a profit. The parliament
committee report calls attention to other facets of the mal-
functimniny of these institutions. Taking a lonjy term view
of all public sector enterprises with an investment of ps.71, 000
crores (as reported by CMIE units March 1983 review) and the
problem of accumulated losses of over Rs.300 crores against an
investment of fs.24, 761 crores in the public sector, as reported
by the Bureau of Public Enterprises 12981-32, certain basic
issues need attention. The basic problem, even after making
full allowance for the fact that the public sector enterprises
have social cbligations relatiny to priciny of their product,
purchase of their in?uts, employment of weaker Secﬁion of
society, employee housing etc, is the ambigious position of

the public sector manadger. In the jovernment's management or
investment decisijions, the 3 elements in the order of priority
are the decisions made on grounds of 2a) pblitical expediency,
b) administrative desirability and ¢) manajerial feasibility.
This is just the obverse of the private sector manajyement, in
fact of any manajement system, and accounts for the basic
dilemma and loss makinjy nature of the public sector enterprises.
Their culture demands documentation on every point, and s system
of audit and preaudit which inhibits entrepreneurial Jjudgment
and risk takiny, and the obsession with literal legality which
does not allow f£or corborate Planning and makes for primitive
personnel and financial management styles. The public sector
enterpPrises of the states not includsd in above investment
fijyures have similar cost and financiny patterns, and their

manajyement cultures are at even laver levels.
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Private sector

Private sector units performance as reviewed by RBI,
Economic Times and IDBI shaw a sound all round performance.
The RBI study of 1011 companies shows a 7.7 per cant increase
in production, 7.6 per cent increase in sales and 11.5 per
cent increase in Jross assets formation in 1977—78.26 The
Economic Times survey show that in 19380~31 220 large companies
record a rise of 15.3 per cent in their gross fixed assets,
a rise of 20,7 per cent in their total inventories, an
increase of 12,6 per cent in capital formation, and a 10.3
Per cent in retained profits, besides using various concessions
to reduce their effect rates of taxation from 42.4 per cent
to 40;3 rer cent of profits before tax.27 Similarly a survey
Iy IDBI of 401 public limited companies drawn from its port-
folio for 1379-380 to 1981-82 shows a continuing up trend in
sales (from 13.2 per cent in 19380-81 to 21.3 per cent in
1931-32), in value of production (by 11.4 per cent, ps.2305
crores), level of profits (by 3.8 per cent), fixed capital
formation (at 19.2 per cent) and gross value added (at ps.3215
crores) . The industry ministry reported in June 1933 that out
of the fs.17,5832 crores which the private sector was to invest
in the Sixth Plan,s.9436 crores had been invested in the first
two Plan years. 1In this connection the study group on the
financing of the corporate sector states that rs.8639 crores will
be Jenerated by the sector internally, and that the balance of
Pse 7446 crores will be mobilised from term lending institutions,
banks, capital market and public deposits. While the overall
target will be met, individual coOrporate units and industries
will face problems in mobilising internal and external resources
and for this it recommends the abolition of surtax on company
profits, postponment of the whole or part of excise subject to
a limit of 15 per cent of clearance of new companies, and
advance investment allowance in respect of amounts deposited
with IDBI by small and new companies. It has had its attention
called to the fact that the m.l7,582 crores investment it is
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expected to make at 1979-80 prices amounts to Ps. 30,000 crores

in current prices., It has recommended that well established
companies should move towards financial self reliance, that

to encourage the flov of household Savings in corporate
securities, the infrastructure of the capital market should

be improved, that the functioning of stock exchange should be
studied in depth, and that the 6-9 months time lag in raising
funds by the corporate sector should be reduced. It has not
recommended reduction in the corporation tax rates. These
recommendations are sound short term measures, but the report
lacks any scheme of long term reform of the system. In May

1983 the government issued guidelines on the debt: equity ratio
for industrial investments, at 1:1 and 1.5:1 in Projects of

less than Bs.5 crores, at 1.5:1 and 2:1 in ps5.5 crores — ps.10
crores, and 2:1 in the case of projects above ps.10 crores.

These guldelines are less favourable to large houses, but are
favourable in the case of‘capital intensive industries. The
total capital raised frbm the market through shares, debentures
and right shares was Rs.432.2 crores in 1981-82 and Ps. 369,.3
crores in 1982-83, which was a 12.7 per cent decline. In 1982-83
drug multinationals were granted endorsemsnt of their actual
installed capacity only in the case of high technoiogy area and
have been given an inducement to reduce their foreign equity
Participation to 40 per cent to slip out of the FERA net. Thsa
resulting unloading of their shares on the stock exchange 1s
Part of a continuing process which started with the pPhenomanal
inflation rates and run away stock prices, followed by new issues
on attractive conversion terms by established companies on to
the flurry caused by non resident investment, the purchase by
Indian business of Indian based companies held abroad and the
various amalgamations and Indian take over.battles. In a1l this,
the government is forced to intervene, unlike in other countries.
and that intervention is not always in the interest of the
Private sector itself. A study of the functioning of the
industrial licensing system based on the annual reports of 2000

Private corpcrate sector companies states that: 1) there is an
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ambiguity as to whether the industrial licensing is required
for a particular company Decause it beloangs to the small

Sscale sector, or because it does not fall under the schedule,
or because it has special exemption; 2) there is identity
between licensed and installed cabPacity because they were
established before the licensing regulations came into force,
3) a numbar of licenses do not specify the capacity permitted
in volume, 4) the licens=z and the goods are stated in terms
which are vague and admit of a variety of interpretation, like
so many Packets or tablets etc, 5) many reporting companies do
not give licensed and installed capacities and production figures
in the same measurement units, and 6) the vagueness of the
ctnczapt of capacity, despite the 1975 effort to bring it on a
uniform basis. The reports recommends that the licensing

regulations be clarified and tightened in light of its findings.28

Industrial sickness

The annual report of the Reserve Bank for 1982-83 states
that sick units with credit limits of ps.1 crore and above
nunbered 439 involving aggregate outstanding bank credit of
Rs.1728.40 crores as at June 30, 1982. Both the numbers and
the credit locked up are on the increase from 422 units with
credit outstanding of Rs.1453.2% crores on June 30, 1981, In
addition as at June 1982 26,973 small scale sick units awed
the banks Rs.393.67 crores compared}55260 units owing Ps.321.52
crores at the end of June 1981, Of the sick units in 15 states,
the largest number are in West Bengal (106 owing Rs.371.7 crores)
followed by Maharastra (84 cwing Ps.341.2 crores), Gujarat (37
with rs.118.5 crores), Uttar Pradesh (55 owing Rs.120.5 crores)
and Tamil Nadu (35 owing s.174.5 crores). Sickness is also
fairly wide spread by industrial sector with textiles (owing
Rs. 454 crores) leading followed by engineering (Bs.321 crores),
chemicals (rs.173 creres), Jute (ps.110 crores), Iron and Steel
(Rs.99 crores) and sugar (k.74 crores). In March 1983 the government

announcad its decision to tackle industrial sickness, involving not
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nationalising sick industries but eavolving and applying a

new policy, with new responsibilities for each Sector,
incluling financial institutions to monitor incipient insti-
tutions. Lead Banks are to initiate indepth studies to
determine the potential viability of sick units and suggest
remedial measures, including a packet of concessions involving
deferment of dues recovery, charging concessional interest
Lates, conversion of over due interest into eguity capital

and Parts of'wofking capital finance into term loans etc.

Not much has happened on this policy so far, except the

fur ther spread of sickness. The Reserve Bank reports that

£ 429 large sick units identified by banks, viability studies
have been completed on 374 units, of which 320 units are
considered potentially viable and 275 units put under a nur sing
programme. Of small scale units, 5316 are considered viable and
1982 put under nursing programmes and 14,576 units are found
nonviable. The causes of sicknesss and remedies have been set
forth in earlier mid term reviews. Now the need is *o act
promptly on these conclusions of the studies, incluiding selling

Off and closing dawn unviable units.

Lechnology policy
The government released in January 1983 a statement of
the guidelines for import and development technology as follows:
(a) technology import will be allowed only where the nce2d was
established, the technology does not exist within the country
and. the time taken to generate the technology indigenously
would delay the achievement of development targets: (b) the
government may from time to time identify areas of high national
Priority for which simplified procedures would be used for the
timely acquisition of technology. There must be a firm commit-
ment for absorption, adaptation and development of imported
knaw haw, through adeguate investment in R and D to which the
Technology import will be expected to contribute: (c) in

acqguiring technology, consideration will be given to the choice
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and sources of technology, alternative means of acquiring it,

its role in meeting major felt needs, selection and relevance

of products, costs and related conditions. A national register
on foreign collaboration will be maintained to provide analytical
inputs at various stages of technology acquisitiont (d) technology
assessment systems will be reviewed and an assessment mechanism
consisting of competent groups will render aivice in all cases

of technolcgy import relating t~ highly sophisticated technology,
large investments and national security. Aspects of employment,
energy efficiency and environment will be kept in view: (e} human
resources constitute India's richest endawment, and conditions
will be created for fullest expression and utilisation of scien-~
tific talent. Measures will be taken for identification and
diffusion of technologies that can progressively reduce the
incidence of poverty, unemployment anil regional inequalities:

(£) use of science and technolcgy for the improvement of the
standard of living of those engagel in traditional activities
will be promoted, particularly houszhold technolngies. Techno-
logies relevant to the cottage, village and small -industries
sector will be upgraded in the decentralised sector, labour

must be diversified and all steps taken to reduce drudgery.

In all sectors the potential impact on employment will be an
important criterion in the choice of technology: (g) the

fullest support will be given to the davelopment of indigenous
technology to achieve technological self-reliance and reduce
dependence on foreign inputs, particularly in critical and
vulnerable areas and in high value added items in which the
domestic base is strong: (h) as for upgradation of technology

to prevent obsolescence, a strong central group will be consti-
tuted to undertake technology forecast, and technology assessment
studies and it will, among other things, draw up Programmes of
purposeful research. Arrangement will be made to provide high
level scientific advice in major sectors of the economy. Where
big investments are involved or a largas volume of production is
envisaged, it will be incumbent on the ministry or agency concerned

to provide a technology forecast of its regquirements over a 10 year
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or longer period and evolve a strategy for development based on
priorities: (i) since the country has invested heavily in setting
up research and development facilities as well as design consul-
tancy and engineering capabilities, the technological potential
inherent in this system of intsrlinked capabilities must be

fully utilised and in turn provide a fillip to further development
from within the system. Incentives will be provided to users

of undigencusly developel technnlogy and for products ani
procasses resulting in such use: (j) in view of the cost of
technology development and the time required for successful
marketing of a new or improved product, indigenously developed
items are invariably at a disadvantage compared with imported
technologiles and brand names. Support must, therefore, be
provided through fiscal and other measures, for a limited perind,
to products made through indigenously developed technologies,
care being taken to ensure guality. Suitable financial mecha-
nisms will be established to facilitate investment on pilot
Plants, process demonstration units, and prototype development

in order to enable rapid commercial exploitation of technolngies
developed by laboratories. Linkages between scientific and
tachnological institutions and development banks will be streng-
thened: (k) gaps in technolegy will be identified and corrective
mzasures taken with adequate funds. Fiscal incencives will be
provided in particular to promote inventions, increase the use

of indigenously developed technology, enhance in-house R and D

in industry, and efforts directed at absorbing and adapting to
imported technology. In the 7 months that have passed since

the publication of this Technology policy statement, there is

no evidence of its execution., One gap in the statement is the
identification of industries where technological upgradation is

urgent and others where sophisticated tachnology is inescapable.

A brief review of the major manufacturing sectors may now
be undertaken.
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Saleable steel production by SAIL was 5.671 million
tonnes in 1982-83 against the target of 6.3 wmillion tonnes.
Throughout the year the plants werz dogged by power cuts.
In 1983-84 for the first 4 months, April to July, saleable
steel productionr was 1.78 million tonnes which was sven lawer
than the 2.12 mi) " ion tonnes produced during the first four
months of 1981-82. The main problems facing the industry are:
1) shcrtagé of power faced by all the plant particularly
Bokaro and Durgapur, leading to less than 70 per cent capacity
use. The need to establish captive paver plants in Bokaro and
Durgapur to start with is established: ii) In July steel prices
were raised as the seventh Pprice revision between July 1980
and July 1983 for various categories, pushing up some sSteel
prices by 280 per cent. This continuing price rise plus the
April 1983 railway freight revision is hurting both the steel
industry and industrial steel users anl should stop. The demand
elasticity for steel needs careful study and in place of the
two options facing the government, whether to raise prices or keep
them low, the government can give consideration to reducing the
steel companies contribution to the steel development fund,
which can atleast stop this rising price trend: iii) steel
inventogies in early 1983-84 are reported at 1.5 million tonnes,
though during the follow ing months there has been some reduction.
The real issue is not, however, the problem of the large stock
nor wheather exports are decreasing (SAIL has decidel to reduce
its exports of HR coils), but whether the problem of glut would
not have arisen if the product mix had been right. It altered its
product mix in 1982-83 with more emphasis on structurals, plates,
rails an4d thinner HR coils and made cut in semis and thicker HR
cnils. But this was in response to the demand recession. There
is need to review the product wmix again to ensure that supply
aquates the flagging Jemand: and iv) finally as long term steel
policy, there is need to review the methods used for projecting
the longy term demand for steel, comparable to the short term

strategy to change production to match customer demand which has
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brought down inventories from 1.7 million tonnes to 1.2 million
tonnes. Till the long term strategy is decided and operationalised,
Plans for expanding capPacity, such as the plans to expand Bhilai
from 2.5 million tonnes to 4 million tonnas at Rs. 1605 crores,
Bokaro to 4 million tonnes and at Rs.1637 crores, modernise Rourkela
at a cost of Rs. 1700 crores and TISCO at a cost of Rs.300 crores

do not rest on firm foundations.

v - - o v — —

The 1982-83 production performance shows that aluminium
at korba, copper at Khetrie ghatsila, zinec at Vishakapatnam,
lead at Tundo recorded increases, while Dehari sinc and Visag
mills showed losses contributing to overall losses of the mines
sector Of Rs.93 crores. BALCC plans to increase its output from
43, 450 teonnes in 1982-83 to 55,000 tonnes in 1983-84, and
increase its fabrication facilities of extruded sections from
4000 tonnes to 6000 tonnes and rolled proiucts from 10,000 tonnes
to 18,000 tonnes. Hindustan zinc plans to incr=ase its production
from 44,000 tonnes in 1982-83 to 60,000 tonnes in 1983-84 and
lead production £rom 15,000 tonnes to 30,000 tonnes in 1983-84.
Hindustan Copper plans to increase its blister copper production
from 34,000 tonnes in 1982-83 to 40,000 tonnes in 1983-84. The
non ferrous metals production is slowly expanding and meeting
a part of the essential demand of the econocmy. It needs further
resources and updating of technology, which the Orissa Aluninium
complex with French collaboration will begin to provide, though
here there i1s a serious Problem on the offtake side.

GpErom Bextiles

Cotton textiles production in 1982-83 was 11 per cent lower
than in 1981-82 in yarn and 29 per cent in fabrics. This decline
is largely attributed to the Bombay textiles mills strike which
lasted for over a year {(the whole of 1982-83 in fact) as well as
other factors such as the high price of cotton, high taxes and
wages which the industry states all put together eats up 85 to
95 per cent of its value added. aAnd the poor performance of
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of cotton textiles with its weiljyht of 17.43 per cent in the
manufactures weigyht of 81.08 per cent. In turn the poor
performance of manufactures contributed to the 1w overall
economic performance in 1982-83. There are a number of
guestions to be raised about the role of cotton textiles in

the low manufactures growth rate in 1982-83. TFirst there

was no shortage of supply in relation to the demand for cotton
cloth in 1982-83, primarily because there was a rather sharp
increase in cotten cloth produced in the decentralised sector,
particularly by the rapidly increasing small power looms which
enjoy the same tax concessiong and wage levels as the handloom
subsactor. BEven baefore the textiles strike, as the Economic
survey 1982-83 shows, the profuction of cotton fabrics in total
cotton fabric production increased from 46.7 per cent in 1970-71
to 63.4 per cent in 1981-82 and that of blended fabrics from
37.4 per cent to 42.9 ner cent.29 In 1982-83 the Bombay textile
mills strike speeded up this trend. Second this increased contri-
bution of the Jdecentralised sector is however not reflected in

the listribution of the 17,43 weightage of textiles between the
mill and decentralised sectors, where against the evidence of

the contribution of the latter as given in the REconomic Survey
table, the cotton and blended/mixed fabrics of the mill sector

is given over 20 times the weight of the decentralised sector at
5.3407 to 0.0688. This distcrtion hides the large contribution
bLeing made by the decentralised, Particularly the pover looms
sector. Production of cotton and blended fabrics and yarn in the
first four months of 1983-84 was 2 per cent higher than in 1982-83.
Further as at July end, it is reported that the increased pro-
duction of fabrics with no improvement in despatches has led to
increase in the mills of unsonld stocks of fabrics from 249 willion
metres in June end to 271 million metres in July end, mainly
because of the increased production of the power looms sector as
just noted. The per capita availability of fabrics is about 15
metres and even the plan target is just 16.4 metres which is less
than a tenth of the world per capita average. Even the low Plan
Per capita target of 16.4 metres in 1984 is based on a cotton crop
forecast of 92 lakh bales which on the basis of the performance in
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1982-83 has been reduced to 90-92 lakh bales by the Mid Term
ApPraisal, and +there is °~ little chance of attaining. In

this situation the question is posed as to why more viscose
fibre, which 1is suited to our climate and which can help

produce cloth cheaply for the poor masses, is not being produced.
There is no reason for the very low caPacity use of the viscose
inlustry at 40 to 60 per cent (45,000 tonnes proiucel in 1982-83
cut 2f the installed capacity of 1.05 lakh tonnes), the demand
for viscose beiny about double indigenous preduction, the gap
being filled by imports. At a time when there is acute shortage
of foreiin exchange, this large import of viscose fibre is
inexcusable, when that can be produced within the country as
internationally compar=able Prices as the Gwalior Rayon's South
Asian plant shows., The multinaticnals who are dumping viscose
fibre in India should be prevented from doing so by taking anti
dumping measures and by making fuller use of capacity. This
would also be a means of raising the low per capita cloth avail-
ability in the country. Finally a word about sickness in the
textile industry which is in the first rank of sick ‘industrics,
as. noted earlier. In total, some 45 per cent of the total spinning
caPacity and 60 per cent of weaving capacity are from sick mills.
The existence of this large scale scale sickness covering 25 per
cent of the private sector and all of NTCs 112 mills if found
side by side with the establishment of 200 new wills in the past
dacade. This means that the explanation for sickness given by
the wmills, namely, high cotton prices and taxes, rapid obsole-
scence and preference given to the decentralised sactor are

less important than the diverting of the firms' finances by the
concerned managements - through statements of inflated costs,
discounts, commissions and making more money from cotton purchases
than from cloth sales etc. Haw else can the setting up on the
average O0f 20 new mills a year be explained for the cotton cloth
mill area is a money spinning area:. Once more the suggestion
must be made that the mills which are sick and unviable should
be closed and sold, while the pace of modernisation of the others,

which is really needed should be speeded.
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Chgmicals Chemical and chemical products production has

been going through a low, almost stagnant, level of
production during 1981-82 and 198283, and the first
four months of 1983 -84 record similar low levels. In
some areas like antibictics, alkali products, petro-

chemicals, plastics and polyester fibre have been actual
declines and in the case of dyestufs there is the danger

of stoppage of production. The reasons given by the
industry for this declining production situation is tine
liberalised. import policy and the effects of 0OGL imports,
the high price of raw materials and low export demand.

Un the danger - from imports, there is some exaggeration

&g thoy are 5«10 per cent of the aggregate Indian pro-
cguction which is protected 100 per cent. The real problems
faced by the chemical industry and accounting for its

low production is its use of obsolescent technology in
place of the cost effective, fuel efficient and mon polluting
technology that is available. Equally important is the
lack of a policy on fuel for the industry which pays the
high naptha prices for available gas and which itself

will lead to w:ong technological options. Finally thers

is the small scale on which the industry operates for which
the government with its policy of industrial dispersal

and preferences for small scale units is responsible. But
this question of scale in some areas of this industry is
not always in favour of ths large scale, as the chemical
multinationals in the west find, with their large scale
operation, high fixed cost and break even point facing a
depressed market. On the other hand, the Indian dyestuff
units now facing problems operate cn a small scale and yet
compete gainfully with multinationals in Asian markets.
There is need for government policy on technology for this

area to supplement the general technology policy statement
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that it has made and which was reviewed earlier. Some
specific parts of the chemicals and chemical products
industry may now be referred to.

Rharmaceuticals 1hg 1987.83 production of bulk drugs

at Rs 325 crores (+12.5 per cent) and formulations at

Rs 15.45 crores (+8.0 per cent)represent increases in
absolute terms but werc half ths poercentage increase of
1981-82. Even so production particularly of anti- bioties,
vitamins, analgesics, and other essential drugs has in=-
creased and is increasing which in part is due to the

price rises (10.4 per cent between March 1982 - March 1983)
accorded to bulk drugs and intermediates going into
formulations. Fformulation prices also were raised during
that pdriod by 8 per cent. This means in real terms

there was no increase in drugs and formulation prices.
Imports of bulk drugs and-pharmaceuticals continue at a
high level: while in 1974475 thege imports amounted to

Rs 25 crores, in 1981-82 “they were Rs 137 crores and in
1982<83 Rs 150 crores. Indian and foreign companies, which
were against the 1978 drug price control order because of
low prices and drug shortages, are still unablz to mest the
plan targets. Against -the 1984-85 target of Rs 2425 crores
formulations, the 198283 production was about two thirds
of that. The targets for 20 types of drugs have not been
attained. In this situation some issues to be faced are:
(a) the non production of bulk drugs of foreign firms and
non cbservance cf the ratio of 1:5 bulk drugs to formulations,
their actual ratic in 198283 being 1:10. They need to be
brought into line: (b) the public sector and the Indian
firms also are lagging in drug production whibh need Sorrectionx
and (c) dual pricing has been proposed, but what is needed
ig the restructuring of the entire drug policy which should
address itself to real regulations and control.
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Fe ilise . . A
=-£Ei£i§§£§ Production of mitrogenous fertilisers was

higher at 3.4 million tonnes in 1982 =83 (target of 3.6
million tonncgs), in phosphatic fertilisers the target

of 1 million tonnes was fulfilled. In the production side,
the problem is industrialisation of capacity which is

at less than 60 per cent at a time when there is a iarge
supply demande-gap which is made up by Rs 500-600 crores

of imports which the country can ill-afforde. An equally
distressing problem is the 5 per cent decline in the rate
of growth of fertiliser consumption in 1982 -83, reversing
the 10 per cent incrcase registered in 1981-82. Fertiliser
consumption in 198283 was 6.4 million tonnes against the
target of 7.2 million tonnes and in 1981032 was-6million
tonnese The government announced in parliament that as at
August 1983 there was a two year old stock which had
accumulated of 1.3 million-tonnes of urea and DAP and to
ensure its use (a) set a target of 41 per cent of increase
in fertilisers consumption and (b) cut fertiliser prices

by 7.5 per cent in July and additionally in ARugust ordered
the sale at a special rebate of 10 per ceont. This makes the
total fertiliser subsidy Rsl000 crcres and raises the
question of how far the price cf fertiliser and its subsidy
is a ngoessary and sufficient condition far its growing
usee. That it is a necessary condition may be conceded,
particularly in irrigated areas and areas which use #YV
seeds as empirical studies have shown. Even here the extent
to which farmers actually benefit from the price cut and
subhsidy in thes abssesnce aof price control is in gquestion.
Further those who bhave access to irrigation, pérticularly
ma jor asfiell as pumpset water, are not the small and marginal
farmers who therefore are outside the reduced price frams.
There is reascn to believe that fertiliser use is also
discouraged by the 70 per cent of the cropped area being
dry farming, by the wasteful use of fertiliser by those

who have access to water in theghbsence of indications of

optimal doses of fertilisers for different soils and water
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conditions, and finally by the problem of the access %o
and cost of credit which fertilisers involve. It is to
thess variables in addition to the price and subsidy

factor that the government and farmers need to turn their
attention.

- To e o S

32d2.280 soda ash production declined from 6.14 lakh

tonnes in 1981 to 5.95 lakh tonnes in 1982 and to a further
1,27,550 tonnes in the first quarter of 1983 as against

1,46,300 tcnnes in the first quarter of 1982. Capacity

use which was 74 per cent in 1981 has fallen tao 60 per cent
in 1982. This declining production trend is attributed

by the industry to a fall in the demand by the major users,
namely the aluminium, textiles and rayon industries and

to power shortages. But this production and supply decline

is accompanied by a rise in price of Rs 80C at Rs 3000

per tonne in Jduly 1983 compared to July 1982, hits the

many small and unorganised consumers very hard. Thers

is. .a decline in stocks to 40,000 tonnes and a demand for

accelerated protection to the domestic industry which

comprises five firms which have been bringing ologopolistic

pressure on the government against dumping of soda ash

by East European countries. This lead to a customs duty

of 45 per cent in 1981, revised to 108 per cent in early
1962 and to 137.23 per cent in the 1983 -04 budget, along
with physicalfontrol of every import.. It is therefore
timely and appropriate that the government has set up two
committees, one chaired by secretary of the Ministry of
Chemicals and Fertilisers and the other by Director of the
Bureau of Industrial Costs and Prices to examine and make
recommendaticns on demand, production,; distribution, cost
and price structure of soda ash and soda ash based industriéé,
along with the import policy issues.

Engloesriog The engineering industry in 1982 ~0803 recorded
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-U.5 per cent growth, which was serious as its weight

in the manufactures index is 14 per cente The VEery poor
performers were electrical machinery (=l1.6 per cent),

metal products (4.1 per cent) and transport equipment
(=2 5 per cent), while miscellaneous industries did

well (11.2 per cent)e This poor performance was fore=

seen as in the first 2 quarters of 1902«83 the growth was

a mere 1.0 per cent and in the last 2 quarters negative
rates were reccorded. This decline was reflected also

in its export performance which fell short of the years
target of Rs 1500 crores by Rs 100 crores, and which has
for that reason besn given the same target for 1902-84. The
pecor performance of the industry is attributed to (a) de-
clining demand for the engineering products from the

pcwer, coal, transpcrt and basic industries run by government,
b) power shortage, ¢) raw materials prices and constraints,
and d) the results of decline in the real rate of growth

of public investments. However the industry should do
botter this year with the help it is receiving from pig
iron being brought into the price reimbursement scheme,

and the supply tc it of carbon steel, HR coils and CR
sheets at international prices. Ffurther with the improved
infrastructure, the economic recovery beginning in the
industrialised world, and the new machinery demands of the
0il and gas sectcr and atomic energy sector, there are new
perspectives opening up. On its side the industry and
individual firms need to update their techn logy and plan
on the basis of a long term strategy;

@?EEEQE-EEE%E The above generalities are specifically
illustrated by the machine tcols industry whiech produced

Rs 334 cruores tools in 1902A(+21 per cent). The demand for
machine tools is assessed at Rs 4CC-45C crores in 1903 -04
and Rs 450=5C0 crores in 1984-85. The good performance

to date of machine tools, however, faces some sericus problems
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in facce of this growing demand. First the capacity of

the industry in the organised sector is Rs 300 crores

and small scale sector Rs 50 grores. Letters of intent

and licenses have been issued for Rs 72 crcres. With

all this, it is clear that the domestic units will not be
able to meet the demand in the country, and so imports

which have increased from Rs 40 crores to Rs 115 crores

will continue this year and next at a little higher level.
Second these imports are related to the guestion of techno-
logy which was referred to earlier and discussed in last
year's mid yeer reviow-BD "As the country's modernisation
and expansion programmcs in commercial vehicles, (TELCOD

and Ashok Lcyland), passenger cars (Maruti-Suzuki), two

and three wheeclers (Bajaj), the 50 railway workshops
(expanding and modernising with the World Bank loanl), and
defence production units renovations go ahead, it is esti=-
ma ted that the demand will be for 48,300 machine tools

of various types betwscen 1962-86, and even morec important
the machine tools in demand will be those with advanced
technology, higher productivity, and operational efficiency.
For the present, the user industries are relying on imported
machine tools to providé the high precision and scphisticated
technology tocolse.e There is need for the domestic industry
not only to expand :anc diversify its capacity which becoms
possible with the governments conceding on July 21, 1983

its demand for a flexible and liberalised licensing system
in 15 groups and its including of machine tools in Appendix I
of the industrial policy which allows FERA and MRTP cocmpanies
to snter this important production field: even more the
Indian units should now update their technblogy with foreign
collaboration if needed to move more rapidly in import
substitution of high technology tools.

Lemeny Cement production in 1982 was 23. million tonnes

against the target of 26 million tonnes, and for 190203
was 21.9 million tonnes, which continued short of demand;
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Imports were 1;2 million against the target of 2 milliong «
The cement scene presents some problems. First there

was an impressive increasc of installed capacity in

150203 from 32 million tonnes to 36 million tonnes. This
leaves 4 million tonnes to be constructed in 1984=85 tc
attain the Sixth Plan target. This increase in target

is not however leading to adequate increase in supplies

and certainly is quitc far away from the revised Sixth

Plan productiocn target - of 34.5 million tonness In the

first 2 months of 1903 <84 cement production has picked

up at 41 lakh tonnes (+17.1) per cent, but the short fall
in relation to demand continues. The second problem is the
skaewed manner in which the dual pricing system is function-
ing and the persistent demand of the industry for an
increase in the levy price. When partial decontrol of
cement was introduced in 1981, the industry agreed to a
fres market price of Rs 6U per bag (of 50 kgs) in 3 states
and in the North East, and Rs 56 per bag in other states.
But to start with almost all of the preduction was maved
into the open market, and later when, on the government's
insistence, the industry had to make up the levy arrears,
the fres market supplies dwindled and prices shot up to

Rs 90 per bag and has remained at a level were.the industry's
profits are high. 1In fact this led to the 1983 -04 budget
proposal to increase the basic cement excise lTevy from

Hs 135 to Ks 205 per tonne which the producers have however
passed c¢cn to consumer by raising the free market price

by Rs 5 per bag toc Rs 70. Unce more lsvy arrears have
increased, and in some deficit arsas the allocations are
not even 50 per cent of the levy. The industry attributes
this to slow production increase which it traces to power
shortage leading to §5-70 per cent capacity use. Power
shortage has been part of the natiocnal scene, but in ocne

of the worst years, 1979-00, the cement industry attained
9C per cent capacity use. There is really no resason why
this should not now be the case, unless there is a decision
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to go slow on productiocn to push up prices. The industry's
plea for a rise in levy price has been referred to the
Bureau of Industrial Costs and Prices as the case made
by the industry is not continuing.

§E§§£ The production of sugar for the 12 months Uctober
1982 « September 1983 of the sugar season was 032 lakh
tonnes against 083.44 lakh tonnes in that pericd in 198102 .
The Agricultural Priceos Commission (APC) has recommended

A sugar cane price of Rs 165 per tonne for the 1903 -804
Season, but the government has maintained it at the previous
year's level of Rs 120 per tonne. In the sugar area there
are three problems. First the minimum cane price announced
by government has little relation to the prices paid to

the cane growers by the mills because the prices fixed

by the states range between Rs 200 - 220 a guintal. The
union attompted in December 1982 to get state governments
to stand by the union price, but in February 1903 gave the
stete governments back their fresdom. S0 ths only function
of§the minimum support price announced by the union govVEerna
ment is that the price of levy sugar is based on ite The
industry's insistence that the government raise the support
price to APC's lovel will mean that levy price will have

tc be increased. Second is the problem of cane arrears in
August, the industry states is Rs 400 crores (caused by

the high state government prices at which sugar cane has

to be purchased and low levy prices). The government, however,
reports that arrears to cane growers is only 13.9 per
cent of total purchases, at fs 202 crores and believesthat
it can be reduced to less than 10O per cent by the end of
August. Meanwhile it has asked the Reserve Bank to change
its system of valuation of stocks held by the mills to maks
availlable to them additional credit to clear the balance

of arrears expeditiously. Third there is the problem of

the large accumulated stocks carried by the mills, amounting
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to 45-48 lakh tonnes and involving finances of the crder

of Rs 1500 to Hs 1700 crorese. This is a heavy burden on
the mills and the buffer stock of 5 lakh tonnes sstablished
by thes geovernment does not really meet the problem. The
industry wants the buffer tc be raised to 15 lakh tonnes.
Fourth there is the problem free sugar prices. Despite the
large record production for 2 years running, free sale
sugar prices have been ruling high (the government
~announced in parliament in August that it _will not allow
the free price to fall below Rs 5 a kg) Since January
sugar prices have been rising because of restricted monthly
releases. In February the price rose by Rs 20 a guintal
because of a cut in the March gucta. There was some
lowgring in June, because of the larger free sale releass
for July. Fifth thers is the problem of exports. STC is
planning to export 9 lakh tonnes in 1903 -84 against the
pfeuicus vearts 4.10 lakh tonnes. India's IS0 quota is

65 lakh tonnes and for 1984 India has asked for a guota

of 10 lakh tonnes. If exports are to be one effective

way of relieving the industry of vast stocks, then the.need
to modernise the mills and reduce costs by 5C per cent in
inescapable, as otherwise the present absurd situation of
exports being subsidised to the extent of 50 per cent will
continue. Sixth there is the problem of sickness in the
industrye. The banks reports 107 mills as sick, so that the
proposal to nationalise the mills means that the government
and people will be taking on wunits which have been made
unviable by their owners. Here again what is needed is to
close unviable mills and help modernise and update the athers
in the industrys. Finally an analysis of the rising sugar
production -« now averages 8C lakh tonnes for 3 years in-
cluding this year - and domestic sugar consumption which seems
to range from 50«60 lakh tonnes cver the guinquennium 197079
to 1902-83 points to the need for the adoption of an agri-
cultural strategy under which contrary to what is happening
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in Maharashtra and the southern states, there is need
contract the area growing sugar cane and expand that
growing oil seeds and pulses. This Has implications

also for agricultural product prices. Ffrom this point

of view the reported decline in the sugar cane acreage
becausc of the heavy dues to the farmer which may lead

te a reduction in sugar production in 1980304 is a wel-
come developmente.

JubE EeXEIleS  5iin textiles in 196203 were 125 lakh
tonnes which was 1 lakh tonnes lower than production in
1901-02. 1In the first four. months of 198304 jute manu-
factures amounted 3.9 lakh tomnes. The incustry is in

deep crisis. Production is declining. The price of rauw
Jjute, as noted earlier, even with a 30 per cent moisture
context has risen to Rs 4L0 per quintal against the statu-
tory mipimum price of Rs257.50. As a result the rauw
material cost has risen to Rs 3900 per tonne and conversion
and power costs have also risen, making tctal sacking
production cost Rs 7000 per tonne. This means the costs
are Rs 7UC per 10C bags, whils thewvruling market price is
Rs 535 per 100 bage. Hence most of 71 jute mills are faced
with a ligquidity crisis, 19 have closed douwn and 6C,G00
badli workers have been laid off. Production costs can

be brought down only through modernisation, but modernisa=
tion will lead to retrenchment in its work force, which
coth the trade unions and state government resist. The
cost DF'modernisation of the mills was estimated Rs 250
crores in 1%77 but is now over Rs 400 crores. Daomestic
demand absorbs about 65 per cent of production andfo the
viability of the industry depends on its ability to export '
the residual 35 per cent, and in this it faces low inter-
national prices, competition from synthetics and from a
neighbour, Bangladesh. #s noted under the agriculture section
under jute, the government has got parliament to pass

legislaticn setting up a Jute Development Council and for
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collecting access to improve manufactures and intensify

R and Ds This could be of partial ﬁelp. The real answer

to this crisis is once more the clear but harsh one of
clesing down the unviable mills and punishing the delinquent
managements, modernising the rest and accepting some

decline in employment.

===<= Paper and paper board procuction in 1902 =03 was

13 lakh tonnes and the reports on the performance of the
industry in the first four months of 1903 -04 indicates

that the year's target of 14 lakh tonnes may be attained

and the Plan target at 15.5 lakh tonnes will be reached
with the Hindustan Paper Corporation's two plants at Nowgong
and Cachar, with an aggregate capacity of 2 lakh tonnes
going on stream this year and the next. The Sixth Plan

will end with capacity of 2C lakh tonnes. But in the lang
run, the Planning Commission has estimated the demand and
output at 3¢ lakh tonnes in 1994-95, and if capacity use

is 75 per cent, then installsd capacity will have to double
by then, which may not be possible because of the long
gestation period and thc sizeable investment of Rs 450G
crores at 190203 prices that will be required. There are
alsc problems of raw materials reguests which the/derundation
of ocur forest rescurces raises, the continuocus price rises
(in March the government raised the administered price of
paper by Rs 1200 per tonne) which evoke consumer resistence,
and the worsening of the competitive position of small

paper producerse.

Electronics Electronics production in 1982 was Rs 1205 crores

against Rs 865C crores in 1901 (a growth of 40.7 per cent).
The 1982 productibn figures include Rs 40 crcres of colour
TV receivers which were assembled in the country during the
Asian Games. The 1902 growth without this item of colour TV
sets comes to 36 per cent and about a third of it has also
td be attributed to price increases since 1960. In 1902 the
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production of consumer electronics items was Rs 337

crores, computers contrel and instrumentation Rs 242
crores, communication and broadcasting equipment Rs 480
million. For 1963-84 and the following years the govern=
ment placed bofore parliament in August a package of
measures intended to facilitate the growth of the elece
tronics industrye31 The package consists of promotional

~ measures to rationalise and liberalise licensing and

the capacity creation policy, to reduce input costs thrcugh
a rationalised duty structure, to inﬁest by government
units in critical and strategic areas such as silicon,
micro wave tubes, large scale integrated circuits, R and

O for electronic switching systems. Considerable attention
is to be paid to developing electronics application in
agriculture, medicines and education in addition to TV,
satellites, micro processor basedrcomputer aided instructicn,
and other electronic equipment which will change the
literacy and educational profile of the country; Licénsing
of capacities in elqptronics is to be governed by techno-
economic considerations and has been applied for producing
colour TV sets. To rationalise fiscal palicies and

reduce input costs; the customs duties, excise duties

and depreciation rates have been reduced, details of which
were notified by the ministry of finance as involving

(a) reducticn of basic excise from 5 to 4C per cent on
group of items, (b) full exemption from special excisa

of electronic goods and (c) a number of ‘custocms concessions
to 11 types of inputs entering the electronics industry.

s a result the revenue loss to the government will be

Rs 98 crores in a full year. The policy is sound and will
lead to improved production in the shert run. In the long
run for the policy to succeed in its objective there is
neced to resolve (a) the contradiction between the use of
high technology and the development of backward areas,

(b) the contradiction between the stress on small industry
and high technoclogy, (c) the contradiction between self



55

reliance and rapid obsolescence, (d) the contradiction
and the spin off cffects of defence, electronics and the

- harrow domestic market, (e) the differences between DCE
and cthar departments like defence, atomic energy, and

(f) the centradiction between the policy of self reliance
and import substitution and the liberalised import policy
which is not limited only to capital goods, but extended
to components and raw materials and costs ths country

Ns 4uL0 crores annually.

-------------- The production of tyres and tubes began
moving up in 1962-83, with rates registered in giant

tyres (6.1 per cent) and bicycle tyres (3.4 per cent),
~mainly because of an increase in the demand fFrom the
relevant equipment manufactures,; and because of the re-
placement demand as stocks wefe depleted. But tractor
tyres continue their decline (=3.4 per cent) as did
scooter tyres (-14.0 per cent). The production in 1583 -84
will grow even faster in view of the sharp increases in
the production of heavy and light commercial vehicle

and passengar cars. Proposals to~increasc the capacity

is based on the fact that ths current capacity is for the
production of 9.1 million tyres and with the 25 per cent
capacity expansion amcunt to 11 million tyres. The Mid
Term Appraisal presents the revised target at Plan end

at 12 million tyres and production at 1C.5 million tonnes .
The demand at that time is estimated at 12 =14 million tyres
and hence the increase in capccity is needed and will
introduce a competitive element as far as tyre prices

are concerned, a sore point with individual truck ouwner-

drivers.

_____________________ Vanaspathi production was 0.75
lakh tonnes against a capacity of 14.15 lakh tonnes in
1982«83, and in 19383 -84 the targeted production is 9 lakh
tonnes against the capacity of 14.6 lakh tonnes. A number
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of guestions arise in connection with this arecas First
therc is as the above figures show, a vast gap between
installed capacity and its use which is an indication

of the restraints on production that the country is res-
ponsible for with the resulting profiteering pricese.
Second the amount of vanaspathi produced is unrelated

to the domestic availability of indigencus edible oils.

In the last 8 years, 1975-1902 vanaspathi suppliss have
doubled while domestic indigenocus edible oils supplies
have becn stagnant. Third about 60 per cent of the vanas-
pathi industry's needs have been met by imports which

for the past decade have been at the annual level of

10 lakh tonnes of edible ocils at a cost of Rs 600 /700
crcres per year. In 1980 imported ocil was 20 /95 per cent
of the industry's output. This allocation of imported oil
to the vanaspathi industry at a price which is Rs 5000/
6000 a tonne lower than indigenous mustard/rape seed,
groundnut and coconut o©il is Jjustified on the grounds that
otherwise it will send up the price index. There is not
only waste of scarce foreign exchange in importing edible
~0ils and allocating it at low prices to the vanaspathi
industry, therc is also the question of social justices
only one third of the product is consumed by the poor
sector of North Indian society, so that this subsidising
of the vanaspathi industry is for the benefit for the well
to do in societys. Fourth ths subsidised price does not

go to the consumer because the industry does not sell it
at below the liquid oil prices. These latter prices are
'ruling highe. In August ground nut oil is selling at an
unheard of Rs 21/22 a kg and nothinge-neither the certainty
of a gocd kharif groundnut crop assured by the good south
west monsoon nor the large releases of imported cils by STC
to the vanaspathi industry (the allocation of which has been
increased from 60 to 80 per cent in June) = has been able
to bring the prices down. This price rise is not due to
seasonal factors or short fall in the 198283 supply of
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groundnut oil, but is due mainly to restraints on the

inter state movement of groundnut oil. As a result there
are reports of adulteration of groundnut o0il by the cheaper
cotton seed and rape seed 0il. Lass excusable is the
government®s lack of action to dampen this price rise

by using its 10 lakh tonnes of edible 0ils « which would
also bring down the prices of coconut and gingelly cil
which is ruling at an even higher level. Finally given

the fact that the country faces a long term problem of
ehort supply of indigenous edible vils, the country can
follow the examples of 0il deficit countries, and that

is to import 10 lakh tonnes of oil seeds - sunflouer

seed, rape seed, and soya bean which can bé processed into
edible o0ils with the triple advantage of (a) having edible
0il of improved quality at lower prices, (b) recovering

at least one third of the foreign exchange expended on

0il seed imports through exports of meal from the processed
0il seeds, and {c) enabling our snlvent industry to use

part of the 55 per cent of idle capacity that it is

presently nursinge.

SISSETIONEY Py ankriefty gensrabion @ 1982 i
increased by 7 per cent (thermal by 13.5 per cent and
hydel by 2.6 per cent reflecting the drought conditions) .
In billion units (bu) against the target of 140 bu the
generation was 139.5 bu. In capacity addition against the
target of 3482 MW, 3060 MW (+9.6 per cent) was created.
Also the plant load factor improved marginally from 47 per
cent in 1981-82 to 50 per cent in 1982-83. However in re-
lation to demand, there was a short fall of 10 per cent,
which involved heavy powser cuts in Kerala, Karnataka, Tamil
Nadu, Gujarat, West Bengal, Rajasthen and parts of Maha-
rashtré, involving a loss of Rs 3000 crores in industrial

production. The power deficit worsened in 1982=83 in seven
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states; sven though the growth in the demand for power

fell by 5.9 per cent in 1982-~83 compared to the rise

of 7.6 per cent in 1981<82. This is important because

it shows that the overall power supply growth outpaced
ths'growth in power demand which is what enabled the
government tu state that the gap between supply and demand
declined from 10.8 per cent in 1981-82 %to 9.2 per cent

in 1982-83. The long term trend of physical achievement

in electricity is declining from 84 per cent of the target
in the First Plan, to 64.3 per cent in the Second Plan,

67 per cent in the Third Plan, 49.8 per cent in the Fourth
Plan, and 66«4 per cent in the Fifth Plan, with an anti-
cipated 66 per cent in the VI Plan. Further the union
government reports that funds for creating power trans-
missions and disbtribution facilities (RsB848.03 crares in
1982~83) are being diverted (only Rs 800 crores actually
spent) to meet the revised targets of power generating
capacity (Rs 1773 +80 crores spent on creating new generating
cap_acity against an allocation of Rs 1739.52 crores). In
1983~84 against the target of 4.57 MW for installed capacity
and 154 bu for generation, in the first five months of

1983 -84, April-August, 55 bu have been generated which is
2.6 per cent above the generation in 1982-83. Due to the
geod south west monsocon, all major hydel reservoirs are

at or mear their full level mark so that power generation
is expected to increase by 8 per cent during the ysar, with
thermal increasing by 10 per cent and hydel by 5 per cent.
However the short fall in relation to demand will still
continue at 10~12 per cent (because of the increase in the
industrial activity and structures), and there will be
power cuts in the last guarter of 1983 and the first quarter
of next year. The states mast affected are Bihar, Orissa,
Karnataka, Rajasthan ; Tamil Nadu, West Bengal. 1In this
situation captive units are being set up in public coal
mines and steel plants, and in one state propocsals from a

consortium of private firms for setting up two plants with
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generation of 110 MW each have been forwarded by the
state government to the unicon. The ministry estimates
that a massive Rs 50,000 crores investment in the power
sector will be reqguired to commission the additional
25000 MW foreseen in the Seventh Plan. Even for the
present plan, the Mid Term Appraisal calls for sizeable
increases in outlay if the tempo of work is not to slow

down and e¢ffect results in the seventh plan.32

€eal coal production in 1982-83 at 130.6 million for

the first time in the Sixth Plan was lower than the revised
target of 133 millicn tonnes, (the original target was

135 million tonnes). Equally disturbing is the lower off=
take of coal than predicted at 109,80 million tonnes against
the assessed demand of 119.8 million tonnes in 19800-81, at
122 .5 million tonnes against the assessed demand of 127
million tonnes in 1981-802 and at 128 million tonnes against
the assessed demand of 132 million tonnes for 1982-~03, due
to slow pace of industrial develcopment and the slow growth
in the major coal consuming areas of stgel, power and cement.
On the one hand the production short fall due to power con-
straints, labour unrcest and delayed equipment supply needs
correction. The short fall in offtake results in large pit-
head stocks (18.2 millicn tonnes in 19080-81, 21 million
tonnes in 19861-02 and 23 .3 million tonnes in 1962 «03)

and calls for attention to demand-supply management. The
disturbing increase in pit head stocks can be corrected by
fellowing a systems approach and improving rail transporte.
Ancther problem to which I have called attention in last
year's review is the declining under ground production of
quality coal from 77.40 million tonnes in 1981-82 to 75.29
million tonmnes in 1902-83, while poor quality open cast coal
is continuously increasing from 47.50 million tonnes in
1981=-02 to 55.36 million tonnes in 1982-03. Ffor 1983-84 the
target has been lowered from 152 million tonnes to 142 million

tonnes against the assessed demand and of 147 million tonnes,
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the balance. being met from the pit head stocks and 1.2
million tonnes of imports of coking coal. The achievew
ment of this production of 142 million tonnes calls for

an additional outlay over and above the Rs 946 .17 crores
provided in the current year's Plan. The production lag

is noticeable in the Firstm%ui§ggr of 1903-84, April~Bune
when production was 29.0%9/tonnes lower than 29.68 million
tonnes produced in the first guarter of 1901=02. On the
rescurces gide, the coal sector has used Rs 2913 .99 craores
in the first 4 years of the Sixth Plan zgainst the planned
cutlay of Rs 20670 crores for the entire 5 yesars of the
Plan. Hence if 1984-85 target now revised down from 165
million tonnes to 154 million tonnes is to be attained, the
sector will have to be given an additional Rs 1000 -

Rs 1200 crores in the last year of the Plan. One last
comment, the time and cost over runs of the mining projects
are disturbing. Of the 99 projects under execution, less
than 50 per cent are on schedule, and 28 are delayed by
3=5 years mainly due to poor feasibility reports and non
availability in time of land and machinerys This has

resulted in a cost escalation of around 35 per cente

=IZ82 The increase in the rate of growth and in absclute
volume of the production of crude o0il is one of the
bright spots in the economic scene. In 1980-81 crude
production was 1l0.5Imillion tonnes in 1981<82, it was

16 .19 -million tonnes {(both of which were on target), for
1982 -83 the target was revised up from ZC-S miliicn tonnes
to 22. 65 million tonnes; and the actual production was
21.06 million tomnes and for 1983-04 the target is 26 .25
million tonness. In the first quarter of 198304 crude
production was 5.76 million tonnes (3 .65 millicn tonnes
offshore and 2 .11 million tonnes onshore), which means
for the current year, it will surpass 25 million tonnese
The crude throughput in refineries in the first quarter

also raose by 9 per cent at 0.22 million tonnes. At this
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level of production, net crude imports were reduced

from 12 .61 million tonnes (imports 16.96 mt minus expaorts
of 4.35 mt) and 4.22 millicn tonnes of petrolesum products,
valued at Rs 4433 croreos in 1902<033 to net impeorts of

7.29 million tonnes of crude (import 14.1C mt - export
601 mt) and 6.27 petroleum products together valuaed at

Rs 3402 crores in 1903-04. Thus a saving of Rs 1000 crores
in our import bill comes from crude imports. This 1is a
satisfactory picture. Certain guestions nesd to be

raised however, in the crude production arsa. Ffirst the
amount of gas that has been developed is much more than
anticipated, and unless additional investment is provided
to use this additional gas, it will have to be flared

and wasted. Second the domestic refining capacity cannot
take the increased crude production, part of which will
have to be exported and sold and exchéihged in the current
volatile international market. Third the reduction in the
crude import bill of Rs 1000 crores is entirely due to
increased domestic crude production, particularly Bombay
High which bas increased its output frcem 5 million tonnes
in 1900«01 to 12.8 million tonnes in 1932-03. No part

of the roduction in the import bill has come from economy
in the consumption of this extremely expensive anergy. On
the other hand the government repcrts that consumption of
petrcleum production rose by 9.7 per cent in 1981.02, by
7«6 per cent in 1982-03 and is expected to increass by 8.6
per cent in 1903«84. This rate of increase is completely
unacceptable. Inspite of the solemn assurance of the Sixth
Plan document to the contrary, the wasteful use of high
speed diesel continues in the fuel inefficient transport
sector where its use is expected to rise by 26 per cent
from 11.5 million tonnes in 1902-83 to 14.5 million tonnes
in 1983-84. Again there is no evidence of econcmy in the
use of petroleum, fuel o0il etc inspite of various recommenda-

tions to that effect made by the Fuel Ressarch Association}
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As for alternate energy sources they are still in the
talking and laboratory stage so that a gtart has yet

to be made on economising on this costlygnergy source;

as I have been pleading in every annpual review. Finally
there is need for public and parlid mentary discussion

on our proven crude reserves and how long they will laste.
s far as I know, our proven reserves as set forth in

the Sixth Plan document at 360 million tonnes still hold
goods and if this is so, then they will last for 13 og

15 years depanding on whether the 1902-83 or 1983-84 output
is taken as the yardstick. In light of this, the

raising of the Sixth Plan target from 51 million tonnes

to 61 million tonnes does not seem & very responsible

decisione

Railways . .
———————— The railways report carrying 254 million tonnes

originating traffic and- 2238 million tonnes of revenue
earning traffic in 190203 . The modest 3 par cent growth
over 198102 is a reflection of the low 1.5 to 2 per cent
GNP growth that year, and that of other ccnstraints that
railways faced tc be referred to later. Even so there were
sericus complaints of the non delivery of cocal by the
railways from thermal plants of Tamil Nadu, the textile
mills of Gujarat, and cement factories in the country =
continuing into this ysar. The Ahmedabad textile mills

did not recsive a single wagon of coal in May 1983, Tamil
Nadu reports that the cocal was not delivered to its Ennore
thermal plant till July 1983, and many industrial units had
to arrange for coal movement by road at 3 times the cost

of moving it by rail, resulting in cost escalation of their
products. For 190304 the originating traffic target is 202
millicon tonnes and revenue earning target is 241 million
tonnes. In the first two months of 1983-04, the railways
have moved 37 million tonnes against the target of 40 million
tonnes, and there are similar future short falls feared,

pérticularly if the economy gathers momentum and registers
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a 5 per cent growth rate. There are gaps in management
such as in ensuring a guick turn around of wagons, wagons
KMs and loading per day. But the essential reason for

the Uariou§ short falls and lacks in the performance of
the railways 1is that at 1979480 prices, the Plan expenditure
and ocutlays have been declining every year (1980-B1

Rs 887 crores, 19B81=82 Rs 875 crores 1982-83 Rs 823 crores
and 1983-84 outlay Rs 745 crores). Even in current

prices the 1982283 expenditures were Rs 1332 crores and
the 198384 cutlay Rs 1342 crores. The results is that
the railways are not able to undertake renewal of 18,000
km. of ocutworn tracks (which in part accounts for railways
derailments and accidents), toc overhaul an annual 30,480
passenger coaches and l.14 lakh wagons instead of 25,500
éoaches and 1 lakh wagons actually overhauled, to replace
32,000 sickK wagons, to procure 1 lakh wagons instead of
some 70,000 by the end of the Plan and to undertake the
celectrification of the 2800 kms planned. In other words
the railways will not be able to provide the passenger
services which the people and freight services which
industry will need in the coming yecars because we are
eating into the railway capital.

1rrigation 1 1982-83 ©.09 million hectares of major
and medium irrigation and l.44 million hectares under
minor irrigation were attained and for 198384 (.94
million hectares under major and medium irrigation and
l+43 million hectares under minor irrigation are estabe-
lished as térgetse The irrigation infrastructure which is
a vital input to our agricultural performance presents

the following features at this point of time. First at
this rate, the Sixth Plan target of creating 13.74 million
hectares of additional irrigation which would provide a
total of 70 million hectares is unlikely to be attained,
the Sixth Plan short falil being 2.3 million hectares. Second

the time and cost over runs of the major irrigation projects
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are high and increasing. Out of the &5 ma jor projects
which continue from April 1976 and which were expected

to be completed by the end of the Sixth Plan, only 38

will be ccmpleted and the other 27 will spill over into

the Seventh Plan. Time and cost over runs are increasing
for Nagajunasagar, Gandi, Kosi, Malaprabha and Kallada .
Third in the utilisation by the farmers of the'potential
created by mejeor and medium projects there is a similar
lag. Of the 2.6 million hectares of the potential created
by the.major and medium projects, utilisation was only

2 million hectares which thae ministry attributes to (a)lack
of ‘field channels to individual farmers' fields, (b) lack
of land levelling and shaping, and {c)} lack of control
structureness to ensure and regulate the flow of water to
the tail end. To counter this wastage, the command area
development programme should concentrate on constructioh

of field channels and extend the canal system. Fourth

the minor irrigation programmes with its target of 8 million
additional hectares is, as noted earlier, doing well, and
will attain atleast 7 million hectares, the only reason

for this shortfall being lack of funds and short fall in
the erergisation of pumpsets. Here the disparity betuween
the financing of major and medium irrigation projects

on which Rs 8448 crores is being expended to create 5«7
million hectares additional potential and of the minor
irrigation projects on whieh Rs 3510 crores is being spent
to create 8 million hectares should be nocted. This difference
of spending 76 per cent of Funds on major and medium
irrigation to create 49 per cent of irrigation and expending
. 24 per cent of the outlay to create 51 per cent of the
irrigation potential calls for revising the irrigation
financial strategy in the Seventh Plan.

D s et e A e om0 B T e en e e 03 om

As noted earlier, a slow start is registered

in 1983 -84 in developing nsw sources of energy to relieve
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the high cost cruds energy and the limited electric
energy in the country. In the area of biocgas develop-
ment, slow progress is being made with 25,369 units set
up in 1981-82, 57,498 in 1982 -83 and 75,000 planned for
1983 =84, @long with the community bio gas plants, each

cf which will provide energy to 60-100 families and for
which the Sixth Plan target of 100C has been fixed, but
as at July 1983 anly 24 campleted. There is noc reason
for this slow pace of expansich of the biogas programme
which uses known technology and which our neighbour China
shows can be set up at four tc five times the rate at
~which it is being done in India. The other area where
commercial productiom is being attempted is scdar energys
where some 25 solar Watar heating systems have been com-
pleted by July 1982, and some solar timber kilns, pacddy
dryers and cold storage plants are being set up. 10,000
Sglar ccokers have been manufactured and sold under the
subsidy scheme. The subsidy should now be withdrawne. The
other solar snergy programmes - the solar thermal pump,
the Thermal Enerqy Centrs, and sclar cells and modules
are in the labcoratory or pilot plant stage. The energy
plantation programme along with two biomass ressarch centres
are under way and will produce results in the Ssventh Plan.
Wind energy for pumping water through 4CC wind mills,
cceoan eneray, geothermal energy and chemical socurces of
energy are being investigaced. The time has now arrived
to expand the Plan provision of Rsl00 crores for this

pctentially important prcocgramme.

el e g F R=EE 2 b - R = g =

In light of the rtepnrt of the working group on
savings (chaired by KN Raj), I set forth the savings and
investments estimete of the country from 1970«71 and also
set side by side the estimates of the Reserve Bank. The
astimates of the working group, like the estimates of the
Planning Commission, are expressed as percentage of Gross
Domestic Product (GDP)Y, while those the Reserve Bank are
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expressed as percentage of Net National Product (NNP).
Thesc estimates are identical with those set forth in

my last year's and earlier mid term reviews of the economy,
except for corrections after 1980-81 introduced by
correctiogs by CSO or the Reserve Bank in their estimates
of GDP or NNP.

Year Percentage of GDP ' Percentage of NNP
At current prices 1%70-71 Savings InvestaGNP Indus=
Savings Invest- Savings Invest- . ment growth trial
, ment ment rowth
(1) 2y () () (5) © (& (9
1970-71 16 .8 17 .8 ' 17.8 . 12 43 13.1 6 4.2
197172 173 1844 18.3 114 12 .9 1.6 3
197273 16 «2 16 .9 17 .3 12 .6 13 .4 1.1 =3
197374 19.3 20.0 214 11.8 13 .8 5 -3
197475 1842 19.1 19.3 14 .6 15.6 1.2 2
1975-76  20.0 19.9 18.3 16 .1 15,59 9.6 9.8
197677  22.0 20.4 19.3 1844 16 .7 0.8 5.3
1577=78 21.6 20.0. 19.1 18.3 17 .7 8.9 6«9
197879 23 .9 23 .7 21.4 20,1 19.7 547 77
197980 212 21.8 19.7 172 17.8 4.8 <le4
1960-81 27 2 249 16 .1 18.0 8 4.1
1981-82 22 +8 2563 16 .5 19.1 562 8.2
1982 =83 22 9 24 .8 16 .8 18.8 2 3

Source: Columns 2«5 upto 197980 working group on
savings, and for later years CS0 anc Planning
Commission
Columns 6 and 7 Annual Reports of Reserve Bank
of India
Columns B8 and 9 Economic Surveys 1970-71 to
1982 =83

First the savings rate at current prices is between
22 =23 per cent of GDP during the last three years in the
table and has increased from 16.8 per cent in 1970.71 to
near 23 per cent in 1982-83. The working group points to
a number of estimational errcrs derived from the weak data
base of the household sector savings, the residual methods
of computing the gross capital formation offthe unorganised
sector, the indirect sources of data in estimating changes

in stocksy, the effects of price rises, the savings of financial
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enterprises against those of non financial, non depart-
mental enterprises in the public sector etc but its broad
conclusion is that the estimates are on the whole reliabls.
To guote the report: 'on the whecle the improvement thus
achieved in the series on gross capital formation and
savings over the last two decades, as a part of the more
comprehensive series on national income and expenditure
have made thesc esstimates almcst as good as they can be
expected to be, given the nature of the economy and the
difficultics inherent in securing adeguately reliable data.
It is doubtful if the estimates for anybther country at a
similar stage of development have a much firmer foundation'
in support of our estimates being as good as that of any
country, tihe report guotes from a US Congress

committee report *The inadequacy of the underlying data
for this sector of ths sconomy (!Uninmporperated enterprlses)
evfects the reliability of practically every important
component of the accountsi eg saving, capital expenditures,
depreciations saies, inventories, and many othsrs but

particularly that of profits.>

Second the working group makes a number of
suggestions for improvements in the estimates of savings
and investments. These includs the suggestion to dise
aggregate the estimate for the household sector through
estimating saving and capital formation separately for
farm households, for unincorporated enterprises etc, to
provide for depreciation or capital consumption and for
capital losses and destruction, to improve estimates of
inventoriss and the public sector, and to builo regional
estimates of capital formation on which firm national
estimates can rest. Alsc it has suggested updating many
¢f the norms and ratios which go back to the 1950s and
1960s. Scme of the surveys on which these propocrtions are
based and are being used are dated 1962 and 1964. This

section o©n means of correctimg the estimational errors
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particularly organising nation wide field survey to
obtain the .cata on norms and ratics, is perhaps the

best, strongest and most practical part of the reporte.

Third as noted at the start there is a
marked rising trend in the rate of savings of the
country. In order not to load this reviesw with statistics,
I have not guoted from.the reports?! three yearly moving
averages of the rate of savings(table 5.8 and statistical
Annexure -5) which show that the rate more than doubled
from less than 10 per cent of GDP im 1950 to near 23 per
cent in the late seventies, with the rate registering
increases in bcth the public and private sector, parti=-
cularly in the houseshold subsectcir, notably in the form
of financial asssts. The reasons for this increase are
multiform which the working group tracés tc higher profits
rates obtained frcm investment in the small scale sector
of industry, trade and transport and in real estate, which
accounts for the rapid increase in household sesctor
iflcomes and savings: to higher financial sauinés traced to
various grecwing financial intermediations and the compul-
sory deposits schemegto shift in terms of trade against
agriculture with its low marginal propensity to save: and
to the increase in the real income of middle class and
upper class households and large governmental foodgrain

purchases and rising foreign remittances.

Fourth ancther valuable recommendation of the
working group is one which 1 have been making in my annual
mid year reviews, namely to stop the publication of different
estimates of savings and investment, based on different
basis by CSO0, Planning Commission and Reserve Bank, which
the above table reflects. Now €S0 and the Planning Commission
have jcined tcgether and they bring cut a single estimate.

It is the Reserve Bank which still continues a different

methodology. The working group has made recommendation to
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reconcile the methods of estimation used by the Reserve
Bank amd CSO and if these arc acted upon, then the only
difference would be the time element - the Reserve Bank
runniwg between June-July and published in August and the
€50 Planning Commission running from April to March and
published in July. This uniformity would be of help to

government, the busingss community and ressarchorse.

Fifth the savings rate for 1982 -83 shows a
marginal rise, from 22 .8 per cent of GDP in 1981-82 to
22«7 per cint in 1982-83 and from 16.5 per cent of NNP
in 1981-82 to 16 .8 per cent in 198283 due to the low
NNP in 1982 -83 which rose by 1.2 per cent. The break up
of this savings, investment and flow of foreign resources
is given in the following table of the Reserve Bank.34

Estimate_of Net Domestic_Saving_and_Investment

BT M D SR S 2 e om o e o TR D e ST KD GO £ KD e £ e 6D K € G WD O D RS e o e e o &

Fimnancial Years

Sector 198081 1981-82 198283
1. Househcld sector 13 4 12 .5 13 .7

at which

saving in financial assets 6.8 6 o2 8.0
2. Public sector 2.1 3 .3 25
3. Domestic corporate sector 8.5 D.5 0.6
4. Total net domestic saving 16.1 16 .5 16 .8
5. Inflow of foreign re- 1.9 2 6 2.0

sources

6+ figgregate Net Investmnet 18.0 19.1 18.8

Note: The ratios for 1980-81 and 1981-82 differ.
from those given in last year's Annual Report
because of the substantial revision in the
estimates of national income and savings and
investment due tc the availability of further.data.

The near stagnation im domestic saving in 1982 -83 is due

to the fall in the savimg of the public sector which was <8,
cecmpensated by the 1.1 per cent rise in the household sector
savings. The savings of the private corporate sector have
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been staticnary for three years at 0.6 per cent. The
increase in the financial asset saving of the household
sector has increased by 1.8 per cent due to increase in
households® savings in currency and deposits. Further
the Reserve Bank reports that households!' saving in the
form of currency rose from 0.7 of NNP in 1981-82 to 1.3
per cent in 1908283 and savings in deposits at an even
higher level from 4.3 per cent to 5.1 per cent. The fall
in public sector savings is due to dissaving in union and
state government administrations and their departmental

gnterprisss.

Sixth the table in the previous page shows that
investments, depend, since 1979-80 an foreign savings and
their inflow averaging around 2 per cent of GDP and NNP.
The original Fifth Plan objective of zerc net aid seems to
have receded and we now regard the aid India consortium
pledges as part of our national investments entitlement,
in which élso the World Bank assists us. I am of the view
thatfgg high time that ws ended this dependence on 'aid!
ar COHCGssiohal loans assistance and step up cur ouwn
savings, as we did betwesn 1975-76 to 1978«7Y, and go to
the foreign commercial markets for financing fcreign techno-

logy and capital imports.

Seventh the one major gap in the report of
the working group and in fact in all our analysis and
thinking about savings and investment (and the working of
the economy generally) is the blind eye turnmed to the para-
llel economy. The working group calls attention to this
lacuna in the estimates {chapter B8 para 8.10) and proposes
an intelligence unit within €SO to undertake studies on the
under reporting of wealth, incomes and production, the forms
in which savings so generated tend to be held and regular
investigation into unincofporateq enterprises in manufacturingl
industry, transport, trade stc. It refers to thes nsed to

clear the confusion on how far the concealed income and wealth
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aro held in highly liquid assets like gold and CUTTEenNCcY,

the extent of their link with bank deposits and real sstate,
and how they are-all part of the current production
activities, that is the 'flows' of the economy. Until

this part of the analysis is completed, the savings and
investment picture of the country will continue to be

an incomplcte one.

Finally the working group attompts a partial
and in my uview incomplete answer to the puzzling contra=
diction between the high rate of investment and the louw
rate of industrial and the stagnation of the gconomy as
cclumns 8 and 9 of the first table bring cut and which I
have called attention to in my sarlier annual mid year
reviews. The working group points out that while the rate
of investment (gross fixed capital formation) has increased
two and half times betwesn 1950 and 1979-80 (from 10 per
cent to near 24 per cent) in current prices, in constant
prices the rate of investment in 1979-80 was 108 per cent
of GDP (see column 5) which it was already in the middle
of the 1960s. It also discounts the force of the agreement
that we are using our capital rescurcos'mastefully as seen
in the rising capital ocutput ratio by ascribing this to
our resort to capital intensive, high capital output ratio
industries such as fertilisers, electricity from mid 1960s
andpetroleum, steel, coal and non ferrcus metals in the
socventies. But this is an incomplete and partial explanationw
The shift in investment to capital intensive sectors has
been gradual and has been maintained at a balanced investment
lovel for an industrialising ecconomy like ours. Even mare,
the constant price rate of investment of 138 per cent represents
a 60 per cent rise from the start of 11 per cent investment
in 1950451, and the gquestion needs to be put again, what
happened to this high rate of investment? Further if this
increasing (real) rate of investment ending with 18 per cent
of GDP in 1979a00 is juxtaposed with the fact that our

gconomic growth during this period has stagnated at 3.5 per cent,
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the question of the relation or lack of relation between

the increase in the rate of investment and the stagnatian

of the economy and low. growth of industry takes us back

to the facts of poor management, under use of capacity,
inefficient and wasteful uses of scarce capital. The high
rate of savings and investment may also be related to the
skewed income and wealth distribution which favours the well
to do who have a high propensity to save, and whose savings
are diverted to various forms of capital donsumption.

This presumption needs empirical testing.

Foreign Trado

DTk VR —

Deducting the export of crude oil exports caused,
as ncted earlier, by the country's crude mix and the capacity
of the refinmeries, as well as ecrude or POL imports under
balancing arrangements in 1982-03 the country's exports
were Rs8000 crores and imports Rs 13,950 crorss against
the target of RsO0650 crores exports and Rs 14,000 crores
imports. The trade deficit for 190283 is therefore
Rs 5750 crores against the deficit of Rs 5849 crores and
Rs 5036 crores in the twc previcus years. The export
performance in 1902 -083 was poor against the euphoria of
the ministry over the first six months performance. There
was No ingrease in exports on any item except in regard
to crude oil which should be excluded in arriving at the
export-import effort. Its inclusion iﬁﬁﬁpe ministry
statistics causes confusion as when it/annocunced to parlia-
ment in fugust that the 1902-03 exports were RsB660 crores,
registering a 17 per cent rise over the 1901-02 exports
and theAmports wera Rs 14,047 crores which was a 7.1 per
cent increase. The Reserve Bank's Annual report for 19082 -03
also repeats these gross figures. The Planning Commission,
howsvers in both the Annual Plan 1983 <04 document and in
the Mid Term Appraisal document deducts the crude oil exports
and balancing imports to arrive at a correct assessment

of thec foreign trade status of the country.
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The sluggishness in exports is attributed by
the Planning Commission to exogenous factors such as slack
demand, recessionary conditions in industrialised countries,
protectionist barriers faced by our non traditional exports
such as engineering gcods, chemicals, leather goods and
garments. But there are alsc internal and other factaors
at play acccunting for the year's pcor export showing, such
as ready made garments which recocrded an export of Rs 450
crores in 1901 and only Rs 633 crores in 1902 against a
target of Rs 750 crorss because,‘though faced with protcction-
ist barriers, the Indian cost .and price structure were not
competitive compared tc that of Pakistan which increased
its export. Or again Indian ready made garments' use of
the US and EEC quota fell by 6-10 per cent because of the
over emphasis on fashion garments instead of regular ones
which faced the constraint of limited polyester /cotton
blended fabrics supply, and because the ELast Eurcpean market
was neglecteds Un the cther hand in 198283 Indian exports
to West Europe and US fell by 10 per cent, that tc Asia
also declined and exports to East Europe and Africa increased
by 20 per cent. ©EBut the surplus in the rupee trade areas
could not pay for the deficit that the country faced in
. the free currency areas, which is accelerating at Rs 1400
crores in the 1980-01, Rs 1900 crcres in 1981-=02 and
Rs 22¢0 crcores in 1902-03. The trade deficit with Asia
also increased from Rs 3500 crores in 1981082 to Rs 45G0
crores in 19082-83. All the various incentives and concessions
given to cur expourters - producers such as the increased
imports of chemicals, stesl and capital goods and machinsry
have not only accelerated exporfs from the units which
benefited from thsse imports. In the case of cotton and
man made fabrics, ready made garments, leather goods,
machinery and transport equipment:.there was a deceleration
of exportse. A specific cause for disqﬁiet is the performance
of the free export zones such as SEEPZ which reports exports
in 1982-83 of Rs 54.37 crores against a target of Rs 35 crores.
Apart from the fact that the export figure of 198203 ought
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to have been reached in 1976-77 according to the plans
made when the zone was established, the major component
of this export amounting to over 71 per cent uwas computer
parts and compounents which required import of components,
st that the value added by the SEEPZ exports is about

s 20 crorss onlys. On top, of its 45 operating units, 13
account for 50 per cent of the exports, 32 for the other
59 per cebt (each exporting about Rs 30 lakhs) and are
suspectac to Be sick. Another example of poor export
performance due to ‘actors which can be corrected is the
case of exports of groundnut extractions, cotton seed
extraction, castor 0il and HPS groundnut, where the
government has conceded all the demands of the industry
and trade, decanalising exports from STC, drnpping the

Hs 125 export levy, and delinking the 5 per cent cash
assistance to target. Despite all these concessions, the
1982 -03 target of Rs 400 crores was not achisved and the
Rs 750 crores for 1903<84 is not a serious proposition.
There is a very great demand for rice bran extractions
which however is not being made available, as the state
gevernments are continuing with the compulsory levy of
rice bran extraction at low prices, and the alleged presence
of aflatoxin in groundnut and cotton seed extractions
alleged by exporters has not been analysed and disproved

by the government.

For 1983-84 the Import-Export policy announced
by the government in mid April 1903 continues the liberal
framework o©f the 1982-83 policy which had been promised to
to IMF in the Finance Minister's letter in 1951 which stated
that 'it is our intention that the import policies Fof
1902 =03 and 1903 -804 will contain significant steps aimed at
liberalising imports ... Specific measures contemplated
include increasing access to import of restricted and banned
items permitted under automatic import licenses as well as

changes in the classification of items under the restricted,
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banned and open lists'. This is repeated in the Finance
Minister's letter of C June 1983 toc the Managing Director

of IMF: ‘the policy providing liberal access to imports

of raw materials, intermediates and capital goods is being
maintained and mhere‘appropriate strengthened. Accordingly,
significant steps have been taken in the import policy for
1983<«84 to further liberalise access to imports ... The
import policy for 1933-804 thus presezves the structure of
liberal access to imports and strengthens it in. important
areas'. Accordingly the import for téchnalogical upgradation
wzs liberalised, DST recognised research units being

allowed to Zmport Rs 1 crore technology sach. The liberalie
sations provided are to benefit sexports, specifically

*the 100 per cent export orientecd units', permitting them

to use GGL to import in addition to new capital goods,
components and raw materials. Sscond=hand capital goods,
diesel generating sets, consumables and packing materials,
¢GL imports of capital goods are permitted to other units
producing exclusiuely for exportse. More items have been
added to the Duty Examption Scheme for import of ~raw materials
manufacture of intermediate products. The scheme pertaining
to duty free import of raw materials and cocmponents for
deemed exports has been made casier. The scope of the

Duty Free Scheme for imports against REP {import re=
plenishment) license have besn enlarged «ee Manufactures -
exporters having annual exports of atleast 50 per cent of
their production of select products .. will have a much
wider choice in the selection of items to be imported

within the value cof their REP licemses. The flexibility

in the utilisation of REP licsnses ... has now been ax-
tended to trading houses and export houses ... incentives
has been provided for sxports to new markets or new products
«+s actual users exporting atleast 25 per cent of their
products .. bave been allowed to utilise their automatic
and supplementary licenses on a repeat basis ... additional
provisions have begen made for in the policy to provide
facilities for technology upgradation ... 144 neuw items of

incdustrial machinery ... and 0800 new items of raw materials,
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componesnts and consumebles have been allowed for import
under GGl ece 30 items of raw materials and components
have been taken out of UGL, 40 items ... have been shifted
from the Automatic Permissable list to the Limited Per=
missablce list or banned list <.« 14 items of capital

goods have been moved tc ths banned list! waa?? With

the view to dealing with complaints of dumping, the system
of prior reugistration of import contracts for CGL itams
already in force for man made fibres etc has been extended
to soda ash, FVC resin, raw wool, caustic soda and synthetic
rubber. i special procedure has been introduced to re-
gulate the import of DGTD units, imports of spares for
after sales service have been discouragede Exporters are
encouraged to surrender their REP licenses by treating the
surrendered liccnses as exports in coemputing export PDEr -
formances .

The effects of the policy of liberal imports on
exports remain to be seen. For 1983-34 export targets
which was to increase by 8 per cent has been lowered to
5 per cent to eafn Rs 9,000 crores, and the imports may
be placed at 14,500 crores, both exports and imports being
net of crude sxports and erude balancing imports as in the
statistics given for 1982-803. For the first two months,
April and May 1983«04 cexports were Rs 860 crores (net of
crude exporfs) and imports Rs 1552 crores (also net of
balancing crude imports), giving a deficit .for the tuwo
months of Rs 692 crores. The trade deficit fcr 1903 .84
at this rate will be well below the original government /
IMF estimate of Rs 6LG0 crores and is likely to be betwcen
Rs 4L00 - Rs 5GLU crores. This trend of declining trade
deficits is attributed to the decline in the volume of
bulk imports in 1902-83, when crude output reached the 1984-05
(Plan end) target of 21 million tonnes, and fertiliscrs
imports were reduced due to low offtake. In 1983-04 bulk
imports-crude, fertilisers and steel = are expected to
decline cver the 9 per cent decline of the previous year

because of the increase in the production of these articles.
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At this point, the effect of the export-
import policy summarised earlier on the production
structure needs to be examined. It is not evident that
the policy will promote industrial investment and develop-
ment . The government states in its Annual Plan for 1983 =
84 that the peclicy is meant to support the growth of
indigenous industry by facilitating technological up-
gradation with special emphasis on export promotiocon and
energy consaruation.36 The OGL facilities and the further
liberalisation of impcrt of capital goods could, on the
other hand, reduce capacity use in the Indian capital
gecods incdustries below their already low levels (in fact
it is reported that bstween April 1979 - March 1983 for
the first time since 1970-71 the capital gocds imported
gxceed domestic capital gceods production), increasing
unit costs, exhausting their ordef books and making them
unviabhle. There isg the further protlem that the capital
goods imported embody outdated technclogies, sc that our
industry is in danger of being tied in with obsoclete techno-
logy and becoming dependent on import of capital goods
whenever the technology is tao be upgraded. Hence the exporte
import policy has to be sustained, corrected and supple-
mented by an incdustrial and investment policy which will
provide the base for the growth of the economy and improved

trade balancees

Anocther aspect of the éxporthimport pclicy
is to see how far it promctesghe structural adjustment
which the balance of payments situation of the country calls
fore How far has the policy promoted exports? Here the
evidence is not very sncouraging. The rate of growth of
export in the first three years of the Plan comes to 7.6
per cent in nominal terms and is 1.4 per cent in 1979-00
prices, is stagnant for 1902-803 and is targeted at a low
3 per cent for 19803«04. For the Sixth Plan the export growth

37

target has been reduced from 7 to 4 per cente. Thers is

another curicus feature about our export import scenario.
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The majer, if not the only purpose of exports (and the

aim to expand them) is to pay for our imports, including

the foreign leans used to finance imports. But in the
Indian scene exports have become a major instrument and
conduit for the flow oFlimports into the economy. Import
licenses issued to registered exporters in the private
sccter expanded 8 fold in value between 1975-76 and 1981-02,
froem Rs 219 crores to Rs 1719 crores. Thus exports instead
of paying for our imports, increase the value and volume

=]
of our exports. As for the question, is/policy reducing

our importsy, that question is somewhat thecretical in view

of our commitment to a policy of liberalised imports. The

rate of growth of imports over the first 3 yéars of the Plan
was l4.6 per cent and in 1979-00 prices 4.5 per cent. This

has meant an increasing deterioration in the term of trade.

For the Sixth Plan the annual imperts growth projection has
been reduced from 8 per cent tao 6 per cent. The deteriora-
ting terms of trade has continuedi%%e Sixth Plan projections

of the depletion of rescurces of = Hs 2913 crcres at 1979-

80 prices, while the import elasticity during the first 3 years

of Plan averaged 1.2 agains* the Plan assumption of 1.5.

Turn ing to the balance of payments position, the
1982 -83 position was not very different from that of the
previous year. While the trade balance deficit was mar-
ginally smallsr - than in 19081-02, the inuvisibles were less
at Rs 2450 crores in 1902 <83 ccompared to Rs 2586 crores in
1901=02. Hence the balance on current account was about
the same -~ s 3300 crores in 1902 <03 against - Rs 3250 crores
in 19861=02 (which includes drawals of Rs 1891 crores from
the IMF extended fund facility out of a total Rs 5349 crores).
For 1963-04 the World Bank projection is that without
deducting the crude exports elcment, exports will be Rs 95C4
crores, imports Ks 14,957 crores, so that the trade deficit
will/tr)D s 5353 crores, invisibles Rs 2477 crores and current
account balance - Rs 2076 crores. Taking into account the

drawing of Rs 1691 crores from - the IMF credit and other capital
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inflows, the year ended with an increase in foreign
exchange reserves of Rs 960 crores. This led the govern-
ment to reduce its next drawing in July 1983 from the

IMF from SDR 1.5 billion to SDR 1.2 million. Ths extent

tc which this dscision to reduce the drawal on the IMF credit
was voluntary and to what extent it was suggested by the
Fund; which is itself under pressure from Latin American
and cther borrcwers and potential borrowers, and the

sxtent to which the increase in exchange reserves of

s 90U crores at the end of 1902<03 is real and is not the
result of book adjustment and postponement of payments

cn government account, are guestions raised by the Mid Term
Appraisal statement that the increase in reserves may be
explained 'partly as a result of leads and lags in settle=
ments (page 27 para 49%9)'. However the improvement of
fecreign exchange reserves by ®s 150 creores in April-May
1583 (compared to the decline in Rs 105 crores in the first

two months of 1902-83) is reassuringe

That the balance of payments will continue to
be under strain this ysar and the next year, the final
year of the Plan is to bs seen from an analysis of the
current account position. The country's debt serviving
will rise sharpnly from Rs 14C0 crores in 1982 <83 to Rs 1200
croregin 1983-04 and s 2400 crores in 1904-85, accaording
to IMF projections, going on to ks 31ul crores in 1986+-07.
While our exports are inadequate to ,pay for our exports,
the problem of finding funds for the debt service liabilities
can only be met from more locans and credits which can lead
Ls into a debt trape. Cf the four corrective measures for
cur balance of payment deficits propossed by the Mid Term
Appraisal document and repeated in the 1983 <804 Annual Plan
document - namely recrienting the foreign trade policy to
induce producers to plan for a rapid export growth, improving
the infrastructure of railuays, pouwer, stezl, fertilisers,
cement, coal, and crude both to facilitate production and

cxport increases and reduce bulk impaorts, undertaking intensive
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resource mobilisation to reduce the rate of foreign

berrowings, and demand management, I would once more

emphasise the decisive importance of the second and

last correctives which are inter-relatec. I have shown

in my last year's review that we can and must cut baﬁk

‘not only on bulk imports but on 12 items of pon bulk

imports which is what demand management is, and which

will save us Rs 1997 crorcs in imports, increase pro-

duction and exports by Rs 1500 crores to reduce our current

account deficit to 1 per cent of GDP - which is also the

Flanning Commission target'.38
tn concessional loans (mis termed aid), the

1982 «83 receipts were Rs 2415 crores which was Rs 177 crorcs

over that in 19801-02. For 19083-84 such foreign resources

inflow are estimated at $3 .6 billion, Rs 3.2 crores (the

aid India consortium pledge). With the mounting debt

service problem raised earlier, with the so called aid

weariness of industrialised cduntries, with the question

which we never face as to the extent to which thesc foreign

resources are helping the countries providing them, and

how many of the poor in our country it has brought abovs

the poverty line, the question of continuing tc ask and

receive these concessional loans and their use should be

squarely faced.

Un internaticnal commercial market borrowings,
the government reports that Rs 4324 crores have been borrowed
in the 3 years since we started commercial borrowing from
198081 to 198233, which has been on the increase from
Rs 1U3C crores in 1980-01 to Rs 1204 crores in 198102
and Rs 2082 crorss in 1902-0803. These comprise 27 borrowings
by public sector nen financial enterprises, 7 by public
ssctor financial institutions, and 256 by private sector
firms and shipping companies, at repayment periods ranging
from 39 years and interest rates averaging 10-16 per cent.39

The rate at which commercial loans have been increasing
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has led the World Bank to warn India against resort to
this high cost bprrowing, and has led the government

to tighten the approval procedures and issue a directive
to public sector enterprises that they should use their

own earned foreign exchange incomes or where available
bilateral loans in preference to resort to international
commercial banks, as over 50 per cent of such loans have

to date been cowtrasted by the public sectors. further

with some 4600 US banks and 500 European banks having

lent some $4OD‘billion to Latin American and some Eurge
pean and Asian countries (Mexico and Brazil alone ouwe

the banks over 150 billion), which the countries are

not able to repay, leading the US government to urge re-
scheduling of debts and even a new Brettenwoods conference,
the Euro dollar market is ceasing to be attractive and easily
accessible to borrowers from developing countries. The

nded to return/tﬁe objective of self reliance in regard

toc the country?!s external financial relations is nouw
stronger than sver.

Employment and Labour Relations

The Mid Term Appraisal deoccument ends ths chapter
on Labour Manpower and Employment with the statement
that *there is no regular annual series of data to indicate
employment generation in the entire economy' (para 9.14
page 121). I have called attention to this lacunas in
every one of the last seven annual reviews and have suggested
how information can be collected ®n the status of employment
and unemployment particularly from the rural country side
busifng universities, colleges, employment exchanges, district
industrial centres etc. Necthing however has been done to
develop such an information series. There are two somewhat
unrelated pieces of information on employment. The Mid
Term Appraisal states that as against the Sixth Plan objective
of an increase in employment of 34 wmillion standard person

years, which is an increase of 4.17 per cent per annum,



82

based on prcovisional results of sectoral growth (which

is a rather weak and hazardous base), employment was

157+75 million standard person years in 1980-81, 162 .96
million standard person years in 1981-82, which was a

rate offgrowth of 3.5 per cent for the two years against

the Sixth Plan target of 4.2 per cent increase (12 million
standard person yesars against the Sixth Plan 34 million
standard person years), so that evep on this rather un-
certain estimational base, i1t is seesn that unemployment

is increasing. The Annual Plan 1983 -84 document reports
that under ths National Rural Employment Programme 337 .85
million mandays of employment was generated through social
forestry, construction of irrigaticn and drinking water
wells and village tanks, scil and water conservation, rural
roadsy; and schools and balwadi buildings. The union
government announces that it will be reducing the allccation
to the states in 1983 -84 under NREP because out of the

Rs 541 .62 crores made available to them in 1982 =83 only

Rs 246 .58 crores were used and out of 4.46 lakh of food-
grains allotted to them, only 1.07 lakh were used. The
laggards in spending the funds were Bihar (allocated

Rs 76 .13 crcres used only Rs 32 .87 crcresy), Maharashtra

(Rs 29.96 crores allocated and Rs 13 .33 crores spent),
Orissa (Rs 24 .24 crores allocated and Rs 9.93 crores
spent), UP (Rs 99.04 crores allocated and Rs 37.60 crores
Speﬂt) and West Bengal (Rs 54.15 grores and-Rs 26 .13 crores
spent). The union ministry plans to decentralise this
programme and allot both resources and NREP works district
wise to avoid future short falls in the spending of the
resodrcess. [he live registers of the employment exchanges
report that number of scientists and technologists looking
for jobs is increasing from 3 .87 lakh in 1980 December to
4.16 lakh in 1981 December to 4.48 lakh in Decsmber 1982 .
The registers show the total number of job seekers as 16 .2
million in December 1980, 17.8 million in DOecember 1981 and
19.1 million in December 1982 . In August, or Independence
Day the prime ministey announced two further modified pro-
grammes to combat unemployment. One is for the rural landless
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under which one job is to be provided to each landless
family. The scheme is an adaptation of Maharashtra's
Employment Guarantee scheme: if one person from each
agricultural labour houschold is given employment, Rs 3750
crores will be reguired annually: if one person in each
family below the poverty line is given a job, the annual
cost will.be Re 75,000 crorss. So the programme is

being started on a pilot basis with 3 lakh families. The
second programme is for the urban educated unemployed
under which som= 2 to 2.5 lakh matriculates in the age
group 18<35 in 30 districts will bs helped by the District
Industrial centres to obtain bamk loans upto Rs 25,000

for each entrepreneur - youth.

The governmecnt anncunced in parliament that
excluding the textile strike in Bombay 33 .38 million man
days were lost in 1982, ipvclving a production loss of
Rs 243 .91 crores, the states maost affected being AP, Maha-
rashtra, and Gujarat. The Bombay textile strike from
January 1982 to July 1983 invelved the loss of 58.41
million man days and the production loss of 1310 million
metres of cloth. There is also the human side. The 60
textiles mills, prior to the strike, emplcyed 2 to 2.25
lakh workers, while tcday the -3 mills which have resumed
production with most running the full 3 shifts, employ
less than half the workers (1.1 lakhs), according to the
Maharashtra governmont, with many of them being emplayed
temporarily at about 1/3 of the ncormal wags. The employment
of 51,000 permaneﬁt workars has been terminated, and in
addition 15,000 have been replaced because cf raticnalisation
and modernisation. Apart from the question of where the
mills gct the rescurces for this costly modernisation
programme, the ngéﬁus position of 1 lakh workers who have
been dispensed /- neec attention by the union, the govern-
ments and the mills. Ffurther the reports on thec millions

of mandays lost in labour unrest need to be seen in perspective.
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The labour ministrys!' monitoring cell reports that the
total number of mandays lost to the total number of mandays
worked fell from 1.73 per cent in 1976 to 0.99 per cent
in 1983« The number of bonded labourers rehabilitated
till March .1982 was 81,930 and in 1982-83 the target

for rehabilitation of bonded labourers is 35,828 leaving
about 40,000 to be rehabilitated in 1983-84, according to
the labour ministry. But these figurses of bonded labour
are far below the report on the number involved, resulting
from the national survey conducted by the Bureau of Labour
Statistics and Gandhi Peace Foundation in 1978. The
minimum wages of agricultural labourers is to be reviewed
evary two years according te the decisicn of the 3lst
sessiocn labour ministers conference. Accordingly the
union geovernment revised the minimum wages in April and
August 1982 for the union and union territcories, and &
states havb taken similar action.

Poverty eradication

What dees all this activity reviewed for
1982 ~83 and at this mid year point mean for the welfare
of the masses of the pebple of the country -the people
living below tne poverty line. The Mid Term Appraisal,
recalling that the Sixth Plan target to reduce the people
living in poverty from 339 million (revised after the
1981 census) in 1979280 to 215 million, estimates on a
somewhat loose and guesticnable basis that, mainly on the
basis of the NREP programme reviewed above and the Intee
grated Rural Development Programme, the total number of
pecple below.the poverty line at the end of the second
Annual Dian in March 31, 1982 was reduced by 41.5 per cent
and the poor now mumber 282 million. This means that
34 per cent of the Plan target of 1ifting 124 million
has besn achieved in the first two years. There are reasons
to believe that this estimate is not correct. First under

NREP, the union government reports that in every one of the
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3 years there wers large expenditure short fﬁ%ls- In

1980-81 20.48 lakh tonnes of foodgrains and /127 .40 crores

in cash were made available and only 13 .33 lakh tonnes

and Rs 36 .36 crores were used. The short falls in 1981-82
and 1982 =83 were referred to earlier. Against this record,
either the reportsd 500400 million mandays of employment
created by the states is.not true, or there is very loose
budgeting of the projectss. Under the Integrated Rural
Development Programmes operating in 5011 blocks in 1982 -83
and assisting 600 families under the poverty line in each
block, the expenditurespave been bstter at Rs 156 crores in
1980-81, Rs 262 crores in 1981-82, and Rs 320.55 crores in
1982-83 along with bank credit being made available for the
3 years at Rs 37 crores, Rs 485 crores and Rs 460 crares.
The number of beneficiaries assisted with 25 per cent of
capital cost subsidy per small farmers, 33 1/3 per cent

for marginal farmers and agricultural labourers and 50 per
cent for tribal people was 5«5 million in the first two
years. The problem facedi'by the programme is its inadequate
manpower sc that the overworked.-BDO tends to repart that
gsach beneficiary should be given a cow or some poultry.

More sericus, sample studies of the programme made in Kerala
show that the beneficiaries havd not crossed the poverty
line, those in Gujarat show that in 194 blocks 156 families
(about 10 por cent) creossed over, and the studies in Tamil
Nadu repcrt rather optimistically that 40 per cent crossed
the poverty line. Under TRYSEM programme which trains rural
youth for self employment, the yocuths trained in 1980-81
were 12 .2 lakhs and of them 44,000 became self employed, in
1981-82 of the 20 lekh traiped 98,000 became sslf employed,
and in 198283 out of .18.5 lakh trainmed 95,000 were self
employed-41 As for the more general programme of agricultfural
development of food and cash crops, the major beneficiaries
have not been the poor because while wheat and sugar cane
and rice have shown increase in output, the Mid Term Appraisal

document shows that the millets consumed by the poor and
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dryland cultivation which was their cultivation were

left behind. So too the industrial development reported
both in the Mid Term Appraisal and the Annual Plan 1983 «B4
shows that the consumer goods of the middle classes and
upper income greoups increased, but not the goods called
wage goods consumed by the poore. The impact of our pro=
duction structure on the weaker secticn in the threes years
of the Plan has not been such as to 1ift them above ths
pocverty.

Another prcgramme addressed to the poverty
sradicaticn effort is the land distribution programme, which
will give the poor beneficiary some self regliant activity;
Here the Annual Plan for 1983-84 gives an account of the
use of funds allotted toc help the newly settled farmerse.

In 1980-81 Rs 3 creres were ailocated and Rs . 0.54 crcres
were used, in 1981-82 Rs398 crores were allccated and

Rs 1.13 crcres were used and in 1982-83 Rs 3 .37 crores

werse allocated and Rs 0.98 crores were used. This record
shows how seriously the programme is being taken, inspite

of its being point No 4 of the revised 20 point programme.
The Mid Term Appraisal document reports that as of July 1983,
43 .31 lakh acres of land have been declared surplus, 29.45
lakh acres have been taken over and 20.05 lakh acres have
been distributed amcong 14 .82 lakh eligible rural péor- This
is far from the Sixth Plan suggestion to distribute 5 per
cent of holdings above 5 acres, which is 140 lakh acres -
about 3 times of the declared surplus.42 The Annual Plan
1963 =84 document reports (pl83) that under the uraing of

the Revised 20 point programme, there has been an increase
of distributiocon of surplus: land from 80,000 acres in 19381032
to 2+55 lakh acres in 1982 -83 which is about 10 per cent of
the distribution to date. But even so it is lass than half
of the year's target of 5.30 lakh acres.

All this relates to substance of report on the

poverty eradication which does not provide a firm foundation



87

for the estimate of 57 million people having been raised
abocve the poverty line. When we turn to the methcd
fellowed by the Planning Commission in making this estimate,
the doubts about the reliability of the estimate are
reinforced. The Mid Term Document arrives at this

figure: by assuming that the increase in real incomes

in 1980<«81 and 1981-82 is uniform in all expenditure
classes. This assumptiocon goes against the empirical
evidence referrecd to under the section on prices and
inflation earlier in this study and the last two mid

year reviews, namely‘that the real income of the poor
sections (the beottom 4 fractiles of society have increased
in these 2 years. What is happening to our poverty
amelicration cobjective and ts the peoople living in

poverty requires a mcre serious treatment and action
atleast along lines set forth in the agreed “Sixth Plan
document .
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