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5. The evidence of c a p i t a l  consumption i s  i n  t h e  

dec l ine  i n  t h e  r a t e  of saving from 8.3 p e r  cent  of the  

n a t i o n a l  income i n  7965-66 t o  6.7 p e r  cent i n  1966-67 

and t o  5.6 per  cent  i n  1967-68. As. savings a r e  the  

raw m a t e r i a l  f o r  c a p i t a l  formation and a s  t h e  expansion 

of product ion r e s t s  on the pace of c a p i t a l  formation, 
* c 

c l e a q l y ,  the  economy must decay when savings dec l ine .  

This decay i s  v i s i b l e - i n  the  s t a t i s t i c s  of t h e  Ind ian  

n a t i o n a l L  product.  Capit  a 1  consumption having reduced " 
4 

t he  o v e r a l l  a v e r a g e -c a p i t a l  equipment per  worker, out-  

put p e r  worker dec l ined;  consequently, from 1960-61+, t h e  

expansion of the  n a t i o n a l  product b a r e l y  kept  pace wi th  

the  etxpansion of populat ion and ~r c a p i t a  incbme 

remaiined .semi-'stagnant ,* During the  two y e a s  ending 

I 966-67, per  c a p i t a  income decl ined.  
I 

6. The spur t s  i n  n a t i o n a l  income i n  4 964-65 and again  

i n  1967-68 do not r e f l e c t  .any i nc rease  i n  c a p i t a l  format ion;  
I .  

n o r ,  9s I n d i a ' s  plannel-s may wish t o  claim,  a - b e t t e r  ma- 
r~ ' 

nagement of the n a t i o n ' s  economic a f f a i r s ,  i n  these  two 
yea r s ,  They a re  l a r g e l y  a  g i f t  of t h e  gods, being t h e  

- -- - - -- A --- - - - 

r e s u l t  of the  t imely  and good monsoons. So l o n g 7 a $  t h e  
p reva i l ing  p o l i c i e s m d  the  consequent ial  c a p i t a l  consump- 

t i o n ,  continued, any sustained inc rease  i n  

income i s  ap t  t o  be a f o r l o r n  hope. 

7. The consm,ption expenditures of t h e  publ ic  have re- r 
1 

mained ahead of production and income --  one of t h e  two 

causes ,  . c i t ed  above, of c a p i t a l  consumption -- mainly a s  

a r e s u l t ,  of income t r a n s f e r s ,  from the  a l ready i n d i g e n t  

masses t o  a  t h i n  t o p  l a y e r  of t h e  monted minori ty .  These 
income t r a n s f e r s  have ensued. p r 2 n c i p a l l y  from import li- 

censing, i n f l a t i o n a r y  finance o f  budget de f i c iks -and  
undue economic cont , rols .  This phenomenon of' income t r a n s-  

f e r s ,  t oge the r  with i t s  economic and s o c i a l  e f f e c t s ,  con- 
s t i t u t e  perhaps t h e  b igges t  s ing le  s e t  of problems con- 

f r o n t i n g  the  Indian economy to-day and mer i t s  c l o s e r  a t -  

t e n t i o n  than i t  has received. 

8. The mechanics of the  income t r a n s f e r s  thmugh  import 

l i cences ;  whi-ch t h e  present  writ-er has  d e a l t  with SO f re- 

w e n t l k ,  i s  by now f a t x i l i a r .  As the  combined r e s u l t  e f -  

domestic i n f l a t i o n  and o f  the phys ica l  r e s t r i c t i o n s  on 

imports ,  the rupee p r i c e s  of import goods i n  Ind ia  a r e  

' 
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genera l ly  sky-high i n  r e l a t i o n  t o  the  i n t e r n a t i o n a l  

p ~ i c e s  of these  goods. - Consequenbly, imports nay br ing  

- w i n d f a l l  p r o f i t s  and, beca.use of these  ~ ~ n d f a l l s ,  import 

l i c e n c e s  nay command inc red ib le  va lues .  Tne aggregate  

ma.rlret worth of these  paper documents, r e l a t i n g  t o  pub l i c  
and p r i v a t e  s e c t o r  imports ( b u t  excluding food impor t s ) ,  

may be 75-100 per  cent of the  va lues  of the  imports  they  
au thor i se ,  o r  of an order  of Rs.950 c ro res ,  annual ly .  

I-- 9. These amounts accrue,  each y e a r , . t o  t h e  r ecep ien t s  

of  t h e  l i cences .  Rut they  a re  not  incomes earned by them. 

The mcrc a c t  of rece iv ing  ( o r  i s s u i n g )  import l i c e n c e s  

adcs  nothin?; t o  the  stream of t h e  n a t i o n a l  product .  When 

the  l i censees  appropr ia te  from t h i s  stream t h e  va lues  of 

the  l i c e n c e s ,  q u i t e  obviously, they acquire  incomes earned 

I by the  r e s t  of t.he community and t o  which they  have n e i t h e r  . 
economic nor  moral t i t l e .  

10. P a r a s i t i c a l  income t r a n s f e r s  have'been t a k i n g  p lace  

a l s o  through i n f l a t i o n  a,nd economic cont ro l?  . Income 
> - 

s h i f t , s  tbrough i n f  la t - ion ,  and the  -mech&ics of  - t h c s e  . income 

s h i f t s ,  a re  common &&ledge ; and the  annual avera  e income 
-- . $ 

s h i f t s  through i n f l a t i o n ,  s ince  1960-51 , may be about 9s.350 

c r o r e s ,  tile annual average budget d e f i d i t  o f .  t he  per iod.  

Controls  cause incoive t r k s f e r s  throu& dcprcss ing  p r i c e s  
I 

below t h e i r  competit ive norms; o r  l i f t i n g  thev  above these  

norms. Controls e f f e c t  i~corne  t r a n s f e r s  a l s o  t h ~ o u g h  cor- 

r u p t  paf icnts ,  which they  give r i s e  t o .  It i s  not  poss ib le  
t o  guess t h e  o r d ~ r  of -magnitude of the  income s h i f t s  - 

through economic c o n t r o l s  . 
11 .  The t o t a l  income t r a n s f e r s  from t h e  t n r e c  heads Tay be 

of  an order  of Rs.1 ,300 c r o r e s ,  o r  c . 3 ~  h a l f  of 'the ennu2 
inc reases  i n  Indian fiat i o n a l  income 963-64. These 

income t r a n s f e r s  have a double damage. They h ~ v c  - - 
omic growth and have i n f l i c t e d  unto ld  socfa3. i n  

12. The retards-tiion of economic irowth has ensued - v i a  t h e  
impact of thcse  insome t r a n s f e r s  on n a t i o n a l  'savings and i n-  

' * $ < ?  F 

vestment. When some of A's income i s  w j u s t l y  t r a n s f e r r e d  
- ----"'T---"" .* '+ '" 
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indicated. These expendi tures  rose from Rr.930c.-~qr~e~s.. ; - 
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i n  1954-55 t o  ~s .4 ,930 c ro r s s  i n  1967-68, o r  from 10 p e r  

cefit t o  18 per  cent  oi; Indian n a t i o n a l  imcome; and, t o  

f inance  these expenditurzs ,  the  t a x  and non-tax revenues 

went up correspondingly.  

17.  Revenues s h i f t  incomes from t h e  pockets o f  t h e  peo- 

p l e  i n t o  the  c o f f e r s  of the s t a t e .  1 f  some of t h e s e  ' 

revenues had been l e f t  i n  the  pockets of t h e  people -- 
i. e  . , i f  t he  consumpt'ion expenditures  of the  s t a t e  ha.d 

no t  r i s e n  so s t e e p l y  -- t he  incomes of t h e  people,  a f t e r  

t a x ,  would have been correspondingly h igher ;  and a p a r t  

of. t h e  l a r g e r  incomes ,might haxe been added t o  savings.  

The very r i c h  might acid t o  savings c lose  on 100 p e r  cen-k * 

of t h e  t a x  r e l i e f ;  and the  poorer t a x  payers ,  r e l a t i v e l y  

smal ler  sums. Rut e w r y  t a x  r e l i e f  w i l l  augment n a t i o n a l  
savings and, t h e r e f o r e ,  c a p i t a l  formation and economic 

development. ?Idhen thesc  incomes are acquired by t h e  
s t a t e ,  the a d d i t i o n  t o  n a t i o n a l  savings would be zero ,  

a s  thc whole of t h e  rmenues woruld be burnt  i n t o  consump- 

t ion .  

1 ?. This was t h e  l c g i c  behind-President Kennedyf s  

budget f o r  1363-64, providing f o r  t a x  reductions of $10 

b i l l i o n  i n  t h r c e  y e a r s ,  t o  specd up t h e  expansion of t h e  

n a t i o n a l  product and t o  reduce unemployment and unused 

p r o d u c t i m  c a p a c i t i e s .  I n  a  contcxt  of dec l in ing  n a t i o n a l  
! 

savings ,  low n a t i o n a l  product,  chronic  unc~?ployment and 

unPer-eaplope:i t ,  an? the  unce r t a in  prospects  of f o r e i g n  
?.id, t he  urgcncy f o r  t a x  reduct ions i n  I n d i a  canhot be 

over- s ta ted .  Poss ib ly ,  every reduct ion  of 9s. 100 c r o r e s  

i n  revenues m y  -a>,?d t o  n a t i o n a l  'savings an o r d e r  of 
Fs.30 c ro res .  

V.  ~ a - p i t h  Misdi rec t ion  

I?. Capi ta l  consurotion i s  a bad enough malady. C a p i t a l  

rn isd i rcc t ion ,  i n  t h e  c o n t ~ x t  of f a l l i n g  savings ,  has 

rc-ndered the  s i t u a t i o n  doubly dangerous. C a p i t a l  mis- 

S i r e c t i o n  has onsixeti from d r a s t i c  import r e s t r i c t i o n s  

and t h e  p o l i c i e s  o f ' i nd i sc r imina te  import s u b s t i t u t i o n .  

20. IJc l i k e  t o  s t a t e ,  w i t h  s o w  p r i d ~ ,  t h a t ,  i n  o rde r  

t o  l tsavel l  fore ign  exchange, we have c u t  $own imports 

scve rc ly ;  t h a t  the  import of consu-.Fr goods,, now zlmost 

wholly Toad, represent  'nut about 26 pe r  ccnt of t o t a l  

I 

' 
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imports ;  and t h a t  v i r t u a l l y  the  wlisle of the  ba lance ,  
74 p@r c s n t  o? t o t a l  imports ,  a re  c a p i t a l  goods, raw 

materials, ,accessories and o thkr  h te -med . i a t e  products .  

21. Contradry t o  popular F e l i e f ,  i t  i s  not  a s  i f ,  

by r e s t r i c t i n g  luxury iroports, we cay add t o  n a t i o n a l  

savings;  and by r e s t r i c t i n g  inpor t s  i n  genera l ,  we 

may has ten  economic developrncnt . By t hese  qeasurss  , 
we merely cause thcse goods t o  be manufactured on t h i s  

s i d e  of thc  Ini ' ian f r o n t i e r ,  i n s t ea?  of acqu i r ing  than  

through imports.  

22. The r e s u l t  has bern most unfor tunatc .  Our p

r

oduction 

cos t s  a r e ,  on an average,  about 75-100 p e r  cent  more 
I 

than the  c o s t s  of the  corresponding products nanufactured 

abrbad; i . e n  , with the  sage investvent  reso

u

rces ,  we 

could get  75-100 per  ccn-t more of goods through imports . 
than through manufacturing them i n  I n d i a .  This i s  un- 

concionahle waste f o r  what i s  about the  poorest  country 
I 

i n  the  world. 

23. I f  Indian  fariqiers --- could - - -  get t h e i r  a g r i c u l t u r a l  - -- -- --- 

i npu t s  thrcmgh imports ,  f o r  the  saqe investment f u n ! ? ~ ,  

they coul? havc, f o r  i n s t a n c e ,  two pumping s c b s ,  f o r  

i r r i g a t i o n , '  i n  placc of only one; aboixt 50 p e r  cent  more 

of f e r t i l i z e r s . ;  about twice the  q u a n t i t y  of p e s t i c i d e  

chehica ls  ;' and nea r ly  two p e s t i c i d e  spray pumps i n  p lace  

of only one. T& t h i s  p r i c c  d i f f e rcnce  must be addcd. 

the c o s t s  of the  h igher  consumption of f u e l ,  morc f r e q  d e n t  

break-downs an? r e p a i r s ,  and t ' h c  smaller  l i f e  span, i n  t h e  

case of t h e  I n d i m  profiucts.  +' 
I 

24. The impact of import l i b e r a l i s a t i o n  OII a g r i c u l t u r a l  

production mi-ht b c  i m p r ~ s s i v c ,  a s  a u n i t  of fertilizers 

i s  est imated t o  add 4.2 u n i t s  t o  the  output  of r i c e ,  5.9 
u n i t s  t o  the  output of vhcat an$, 2s much a s ,  18.5 u n i t s  

t o  , t h e  output  of sugarcane and 39.7 u n i t s  t o  the  output  . 

of po ta toes .  Thc corresponding resnonsc,  i n  t c r a s  of value, 

i n  r e spec t  t o  thc  use of -?cs t ic ides ,  miy vary from 6 t imcs 
1 t'o 40 tiyncs. As about one-half cf  the  Inc3ian n a t i o n a l  

prociuct i s  froin a g r i c u l t u r e ,  about 70 per  cent  of t h e  I 

population l i v e s  on i t 9  and as  about 67 p c r  ccnt of a g r i -  

c u l t u r a l  prochction i s  foodgrains , t h e  spur t  i n  a g r i c u l t u r a l  

production from' import l i b e r a l i s z t i o n  might,  i n  a d d i t i o n  

t o  s tepping up thc  n a t i a n a l  incone, wipe out altogether, 
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V I .  Budget Reforms - 
25. The foregoing diagnosis  i n d i c a t e s  t h a t  the  f i r s t  and 
foremost budgct rc-fom should bg t o  put a  s top  t o  p r i n t i n g  
press finance of budget d e f i c i t s .  I t s  imgortance a r i s e s  

not  only from t h e  s o c i a l  i n j u s t i c e  and thc e ros ion  of 

savings ,  which i n f l a t i o n  produces ; i f  i n f l r t i o n  i s  not 

abandoned, there  i s  l i t t l c  hop? of over corn in^ the  chronic  

b ~ l a n c e  of paymnt  d i f f i c u l t i e s .  '-he l i ~ k  b e t m e n  t h e  

tvo --  i n f l a t i o n  and Salancc of paymerLts d j - f f i c u l t i e s  -- 
i s  s t i l l  mt  recogniscd by po l i cy  nakcrs i n ; I n d i a ,  

t l l o u ~ h  t h i s  l i c k  i s  c a s i l y  d i c c c r n ~ r '  . I n f l a t i o n a r y -  money 
i 2 c o . n ~ ~ ~  c n ~ u i n c  from %uc'yct d e f i c i t s ,  flow i:lto t h e  
market and appropr ia t e ,  ' fo r  domes t i c  consumption o r  

inves tncn t ,  equivalent  goads f rom -the  n a t i o n a l  proc?uct. 
This co r rcsmnding ly  reduces the? goods a v a i l a b l f  f o r  

e:iport; and exports  s u f f e r .  The dec l ine  i n  ~ x p o r t s  from 

6 .2  pcr  cent of thc  Indian na t ions1  product i n  1954-55 
t o  lt.8 pcr  c ~ n t  i n  1356-67; an? t he  drop i n  t h e  va lues  
of expor ts ,  a t  constant  ( I  957-f3) p r i c c s ,  from Rs.6,640 

c r o r e s  i n  1954-55 t o  Rs.5',766 c r o r c s  i n  1966-67 i s  s t a -  
t t s t ] i c ? l  evidencc of t h ~  impact of i n f l a t i o c  on expor ts .  

26. The next s t e p  i n  buaC'gct reform should be t o  reduce 
reverxes and consumption e x ~ ~ - i ? d i t u r e s ,  sr) t h a t  t h e  

budgetary balance , cnce ? . t ta incd ,  i s  maintained., and a t  

p r o g r ~ : s s r i v ~ l y  l o v e r  l c v e l s  o r  t axa t ion .  The p e v a i l i n g  
ques t  of go~rcrnmmt e x p r r t s  f o r  f h s h  heads of  t a x a t i o n  

o r  f o r  steppiny up e x i s t i n 5  t a x  r a t e s  shoulfi yield* y lacc  

t,o n r e x r s c  ques t  f o r  hcacts f o r  t a x  r e l i e f  o r  t a x  ?-bo- 

l i t i o n ;  so t h z t  n a t i o n a l  savings an$ economic d6velopmcnt 
may frrov. 

27. Pilhlic s c c t o r  un?kr tak in ,~s  appropriatr . ,  each jTea.r, 
- 

czbout 70 per  cent  of Iniia.n m t i o n a l  sa~~in.g. ;  

.&id. b J h i 1 ~  the  inCus t r i a1  s ~ c f n l -  i s  ?ble t o  acqui r?  i t s  
d,ue shzre o f  rpsourcPs irol*! the bnlancr of 30 p e r  c e n t ,  
- , t . ?  

a1,r icul turc  i s  s5arved of c z p i t z l ;  Capital s t a rva t , ion  

of a g r i c ~ ~ l t u r e  was I-evealrd i n  two surveys conducted by 

t h c  R c s ~ r v z  Sank and i s  r e f l e c t e d  i n  the f a n t a s t i c  

i n t 6 r c ; t  rat  e s ,  wl~icb may vary from 25 w r  cont' t o  50 

per  c e n t ,  on farm loans .  It may Sc also seen i n  thc  

v i r t u a l  s tagnat ion  of g r i c u l t u r a l  production s i n c e  
1960-61. 

Contd.. ..... 
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25. We s e m  t o  be banking on a  grepn revolu t ion  f o r  

redecrnihg the  Inciian o-c-onomy from the  mess a r e  i n .  
While the  spec tacular  p o t e n t i a l i t i e s  o f  t h e  high y i e l d i n g  
varieties of seeds ,  of f e r t i l i z e r s  and of pes t  c o n t r o l  
a re  not  doubted, t h e r e  i s  l i t t l e  hope o f  a  green revolu-  
t i o n  if the  publ ic  s e c t o r  appropr ia t ions  of  investment 
resources a r c  not  scaled d-own d r a s t i c a l l y ,  so  t h a t  a g r i -  

c u l t u r e  may get  i t s  due sham of c a p i t a l .  Our a n a l y s i s  
i n d i c a t e s  t h a t ,  i f  the  p reva i l ing  economic p o l i c i e s  
anP the  70 :30  r a t i o  of resource d . i s t r ibu t ion  be tvern  t h e  

. public  and p r i v a t e  s e c t o r s  cont inue,  a red revo lu t ion  
may come sooher than a green one. 

29, Ihrefore,  as a t h i r d  s t ep  i n  budget refom, any 
overall i nc rease  i n  c a p i t a l  investment i n  the pub l i c  
s r c t o r  must b e ,  f i r s t ,  r e s i s t e d ;  and e x i s t i n g  publ ic  
s e c t o r  undertakings must h e  progress ive ly  dena t iona l i sed ,  . 
through s a l e s  t o  p r iva te  3and.s. This may permit ,  among 
o the r  t h i n g s ,  more economic and f r u i t f u l  management of  

r~ 

these undertakings. Ihe proceeds of t h e  s a l a s  of pub l i c  
sector under takinss  may tic. u t i l i s e d  f o r  debt rcdcmgtion. 

30. The foregoing budget reforms may boost  the  cconorny 

sufficiently t o  permit import l i b e r a l i s a t i o n  and the  
eventual abolition of import licensing, the worst among 
the economic c o n t r o l s  deviced by man. 

VII, Auetion Import Licences 

-7 the  abol i t lmn QF import licensing, these li-1 
cemt,; ,  . -;zd of being issued fme  of cost, may be s o l d  
by auc t ion ,  a t  t h e i r  market worth. This may yield f o r  
the  budget inc red ib le  amounts, which, to-day, a r s  d i s s i -  
pated i n  p r i v a t e  hands. Our est imate of the  aggregate 
value ef the  import l i c e n c e s  i n d i c a t e s  t h a t  these  y i e lds  

might, a f t e r  wiping out the budget d e f i c i t ,  permit consi-  
derable  debt reduction. 

B. R. Shenoy 
Ecanomics Research Centre 
D-390 Defence Colony 
New Delhi-3 
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I 

V I I I .  Undue Optimism o f *  t h e  Budget s p e d *  

32, The budge t  f o r  I i 1969-70 was a o p p o r t u n e  o c c a s i o n  f o r  

a d o p t i n g  c e r t a i n  m a j o r  f i s c a l  and mone ta ry  r e f o r m s  which  

t h e  s e r i o u s  s t a t e  a f  t h e  n a t i o n a l  economy c a l l s  f o r .  But 

t h e  b u d g e t  speech  i n d i c a t e s  t h a t  o f f i c i a l  t h i n k i n g  on t h e  

s u b j e c t  i s  on a n o t h e r  p l a n e ;  and t h e  budge t  , p r o p o s a l s  a r e  

h t h i s  t h i n k i n g .  

33. The b u d g e t  s p e e c h  assumes t h a t  t h e  1 n d i a n  economic 

s c e n e  i s  no l o n g e p  a  m a t t e r  f o r  g r a v e  c o n c e r n . '  It d w e l l s  

h o p e f u l l y  on t h e  "new dynamism i n  a g r i c u l t u r e q 1,  t h e  - r e v i v z l  . 

i n  " t r a n g p o r t  a c t i v i t y  and t r a d e n ,  t h e  " d i s t i n c t  s i g n s  of 

i n d u s t r i a l  r e v i v a l n ,  t h e  " remarkab le  i n c r e a s e  i n  e x p o r t s " ,  

t h e  h a l t  i n  t h e  d e p l e t i o n  of  o u r  f o r e i g n  exchange  r e s e r v e s ,  

t h e  " r e s t o r a t i o n  of p r i c e  s t a b i l i t y "  and t h e  "renewed i n t e -  

rest  i n  t h e  e q u i t y  marke t  on t h e  p a r t  o f  g e n u i n e  i n v e s t o r s w .  

The b u d g e t  speech  seems t o  s u g g e s t  t h a t  t h e s e  deve lopment s  

c o n s t i t u t e  - m u t u d l l y  c o r r o b o r a t i v e  e v i d e n c e  t h a t  t h e  I n d i a n  

economy is ,  p r o b a b l y ,  moving o u t  of  t h e  woods. The F i n a n c e  

M i n i s t e r  v iews  t h e  y e a r s  ahead " w i t h  a measure  of  c o n f i-  

dence  , 1 1  , . 

34. T h i s  a s s e s s m e n t  of t h e  I n d i a n  economic s c e n e  seems t o  

b e  r e c e i v i n g  growing s u p p o r t .  ~ u t  a  c lose '  l o o k  ' a t  ' t h e  r e l e -  

v a n t  economic i n d i c a t o r s  yields a n o t h e r  -s t o r y .  O f f i c i a l  

r u r a l  s u r v e y s  have  r e v e a l e d  d e c a y  i n  t h e  c a p i t a l  base  of - 

o u r  f a r m s ,  i n c l u d i n g  implements ,  circulating r e a l  c a p i t a l ,  

r .I f a r m  equipment  and farm b u i l d i n g s .  F a n t a s t i c  i n  , e r e s t  r a t e s  

i n  o t h e r  p r o d u c t i o n  s e c t o r s  -- i n o r d i n a t e l y  h i g h  t h o u g h  t h e  

l a t t e r  a r e  -- b e s p e a e  of t h e  s e r i o u s  h u r d l e s  which  e x i s t  -in 
t h e  way of t h e  f r e e  f l o w  o f  i n v e s t m e n t  - funds  - i n t o  t h e -  mar- - 

I ket f o r  fa rm l o a n s  f rom t h e  c a p i t a l  and c r e d i t  m a r k e t s .  

C a p i t a l  equipment  pe r  a g r i c u l t u r a l  worker  h a v i n g  d e c l i n e d  

a s  a consequence ,  o u t p u t  p e r  worke r  d e c l i n e d  t o o .  T h i s  i s  

r e f l e c t e d  i n  t h e  s t a t i s t i c s  of  a g r i c u l t u r a l  p r o d u c t i o n .  

.Though t h e  working p o p u l a t i o n  on o u r  fa rms h a s  been  i n c r e a s -  

i n g  a t  an annua l  r a t e  of o v e r  2 p e r  c e n t ,  t h e  i n d e x  of 

a g r i c u l t u r a l  p r o d u c t i o n  h a s  s t a g n a t e d  around 140 (1949-50=100) 

from i 4 6 1 ,  a s  t h e  end r e s u l t ,  and a150 t h e -  crovming e v i -  

d e n c e ,  o f  t h e  d e t e r i o r a t i o n  of t h e  c a p i t a l  equipment  v - of  

f a r m s ,  

* Appeared a s  two a r t i c l e s  i n  a e  Times of  T n u ,  .Boombay- 
Ahmedabad-New D e l h i ,  on 13 and 14  March 1969. 
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35 .  I n  s u c h  a  background,  it i s .  somewhat odd - t o  t a l k z e n t h u -  

s i a s t i c a l l y ,  a s  we f r e q u e n t l y  d o ,  o f  a  g r e e n  r e v o l u t i o n  be-  

i n g  r o u n d x t h e  c o r n e r .  The s p u r t  i n  a g r i c u l t u r a l  p r o d u c t i o n ,  
> - 

i n  1967-68, b y  23 p e r  c e n t  o v e r  t h e  p r e c e d i n g  y e a r  i s  n o  
- 

r e f u t a t i o n  o f  t h i s  a s s e s s m e n t .  S h o r t - l i v e d  s p u  roduc -  

t i o n  a r e  c h a r a c t e r i s t i c  o f  t h e  a g r i c u l t u r a l  i n d u s  We 

have  had s u c k  s p u r t s - i n  1964-65, ' i n  1958-59 and s e v e r a l  o t h e r  

times i n  t h e  p a s t .  Bu t ,  b e i n g  g i f t s  o f  t h e  r a i n  g o d s ,  t h e y  

c a n n o t  b e  p r o p e r l y  d e s c r i b e d  a s  c o n s t i t u t i n g  a  new dynamism 
J .  

i n  l t u r e  . TO r e c o g n i s e  s u c h  dynamism, c a p i t a l  f orma- 

ti - .  n d i a n  f a rms ,  a s  d i s t i n g u i s h e d  f rom c a p i t a  on 

on mammoth r i v e r  v a l l g y  and s u c h  o t h e r  p r o j e c t s ,  mus 
moving up .  

36. The s p e c t a c u l a r  p r o d u c t i o n  p o t e n t i a l i t i e ' s  ' o f  t h e  h i g h-  

y i e l d i n g  v a r i e t i e s  of  s e e d s ,  f e r t i l i s e r s ,  p e s t  c o n t r o l ,  

weedkd-ides, -madern imp lemen t s  and b e t t e r  i r r i g a t i o n ,  wh ich  

have  Ueenl d e m o m t r a t i d d n o t  o n l y  on t h e  e x p e r i m e n t a l  -f a rms  o f  
i t h e  government  b u t ' a l s o  b y  t h e  more p r o g r e s s i v e  f a r m e r s  a r e ,  

d o u b t d e s s ,  a  h e a r t  warming deve lopmen t .  If t h e  u s e  of t h e  new 

a g r i c d t u r a i l  t g c h n o l o g y  p r o g r e s s  a t  a r a p i d  enough pace ,  
we may w e l l  have  a  m a j o r  econonric boom and t h e  h o s t  of econo-  

mic i l l s ,  which  have  been  h a r a s s i n g  u s - d u r i n g  t h e  p a s t  a b o u t  
% 5- 

two d e c a d e s ,  may become memories of  t h e  p a s t .  

37. .But t h e  d i s c o v e r y  of t e c h n o l o g i c a l  i n ' n o v a t i o n s  and  t h e i r  

g e n e r a l  use  on t h e  f a r m s  a r e  two d i f f e r e n t  t h i n g s .  The d i s c o -  

v e r y  o f  e l e ' c t r i c i t y '  and t h e  i n v e n t i o n  o f  t h e  e l e c t r i c  b u l b  i d  

n o t  so9ve t h e  l i g h t i n g  problem of- I n d i a n  v i l l  y a  " h u r -  ? 
d l e  h a s  t o  b e  ovejr'come b 'e fore  t h i s  p roblem may be s o l v e d .  The 

s p r e a d  of t h e  u s e  o f - t h e  new t e c h n o l o g y  on o u r  f a r m s  c a l l s  f o r  

not o n l y  t h e  r e l a t i v e  know-how -- which t h e  I n d i a n  f a r m e r s  may 

a b s o r b ' f a s t e r  t h a n  many had  t h o u g h t  -- b u t  much more c r e d i t  

and c a p i t a l  t h a n  t h e  o l d  a g r ? c u l t u r a l  methods r e q u i r e .  s h o r t -  

a g e '  of c f e d i t  i s  p e r h a p s  t h e  b i g g e s t  b o t t l e - n e c k  which p r e v e n t s  

o u r  f a t m e r s  f rom p r o d u c i n g  a  g r e e n  r e v o l u t i o n .  M a i n l y  b e c a u s e  

of t h i S  b o t t l e - n e c k ,  t h e  u s e  of ' t h e  new t e c h n o l o g y  i s  ' s t i l l  

r e g i o n a l  /and i n  
,iJ , 

I X  . 
38. P r o g r e s s  i n  ad o f  t h i s  t e c h n o l o g y  w i l l  b e  s l o w  s o  

l o n g  a s  t h e  p u b l i c  s e c t o r  c o n t i n u e s  t o  a p p r o p r i a t e  a s  much a s  
* . -  - - 

70 p e r '  c e n t  of  t h e )  t o t a l  a v a i l a b l e  i n v e s t m e n t  r e s o u r c e s ,  t h e  sum 
i -. 

+f d o m e s t i c  s ay i ings ' and  f o r e i g n  aLd. From- the  b a l a n c e  of 30 

' 
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p e r  c e n t ,  i n d u s t r y ,  t r a n s p o r t  and 'communicat ions  i n  t h e  

p r i v a t e  s e c t o r  have  been able" t o  o b t a i n  t h e i r  d u e  s h a r e  

o f  c a p i t a l ,  a s  t h e  i n s t i t u t i o n a l  a r r a n g e m e n t s  i n  t h e  ca-  

p i t a l  marke t  a r e  t r a d i t i o n a l l y  a t t u n e d  t o  meet  t h e i r  

n e e d s ,  A g r i c u l t u r e ,  which  i s  w i t h o u t  an o r g a n i s e d  l o b b y  

i n  t h e  c a p i t a l  m a r k e t  ( a s  i n  p o l i t i c s ) ,  h a s  had l e s s  t h a n  

a  f a i r  d e a l ,  t h o u g h  l a t t e r l y  it h a s  b e e n  t h e  s u b j e c t  o f  

much sympathy f rom many q u a r t e r s .  O t h e r  t h i n g s  r e m a i n i n g  

unchanged ,  if f a r m e r s  must  g e t  t h e i r  d u e  s h a r e  of  i n v e s t -  

ment  f u n d s ,  p u b l i c  s e c t o r  i n v e s t m e n t s  must  b& s c a l e d  dawn 

d r a s t i c a l l y .  Wi thou t  t h i s  e s s e n t i a l  f i r s t  s t e p ,  w h a t e v e r  

e l s e  we may d o ,  t h e p e  w i l l  n o t  b e  s u f f i c i e n t  s a v i n g s  l e f t  

t o  f l o w  i n t o  t h e  hands  of f a r m e r s .  

3 9 .  The b u d g e t  f o r  1969- 70 d o e s  h o t  improve m a t t e r s  i n  

/- t h i s  r e g a r d .  It c o n t i n u e s  t o  a p p r o p r i a t e  T o r  t h e  p u b l i c  

s e c t o r  t h e  l i o n ' s  s h a r e  of inves tmen  c e s .  The 1cap-i- 

t a l  a c c o u n t  d i s b u r s e m e n t s  of t h e  yea  

Rs,4,980 c r c r e s  a s  a g a i n s t  Rs.4,806 c r o r e s  i n  1968-69 and 

~ 5 . 4 , 5 1 2 " c r o r e s  i n  1967-68. With n a t i o n a l  s a v i n g s  on t h e  

d e c l i n e ,  an i n c r e a s e  i n  t h e  o f f i c i a l  a p p r o p r  . , 

t h e s e  s a v i n g s  i s  n o t  c a l c u l a t e d  t o  r e l e a s e  

f a r m  l o a n s ,  

X.  --- F o r t u i t o u s  - S p u r t s  i n  A q r i c u l t u r a _ l  P r o d u c t i o n ,  
P r i c e  S t a b i l i t y  and R i s e  i n  k x p o r t s  
P -- 

40. Much o f  t h e  s i g n s  of  e ~ o n o m i c  -improvement c i t e d  i n  

,-- t h e  b u d g e t  s p e e c h  a r e  l a r g e l y  b y- p r o d u c t s  o f  t h e  f o r t u i t o u s  d s p u r t  i.n a g r i c u l t u r a l  p r o d u c t i o n .  When a b o u t  Rs: 1,445 c r o r e s  

w o r t h  of a g r i c u l t u r a l  e u t p u t  ( a t  1960- 61 p r i c e s )  was added 
8 

t o  t h e  s t r e a m  of  t h e  I n d i a n  n a t i o n a l  p r o d u c t  b y  t h e  m a t h e r  

gods  i n  1967-68, t h e r e b y  l i f t i n g  up  I n d i y n  n a t i o n a l  income 

b y  a b o u t  8.5 p e r  c e n t ,  many good t h i n g s  mus t  f o l l o w .  T h e  
/ 

movement of  t h e  additional o u t p u t  t o  t h e  u r b a n  a r e a s ,  t o  

f a c t o r i e s  and t o  s e a - p o r t s  w i l l  r e v i v e  t r a d e  and t r a n s p o r t  

a  c t k a r i t y  . - 

4 1 .  P r i c e  s t a b i l i t y  i n  1967-68 i s  a l s o  m a i n l y  a t t r i b u t a b l e ,  

t o  t h e  same f a c t o r .  N a t i p n a l  income h a v i n g  r i s e n  by 8.5 p e r  

c e n t  and money s u p p l y  b y  8 .1  p e r  c e n t ,  t h e  g e n e r a l  i n d e x  

of  p r i c e s  remained s t e a d y .  It f e l l  b y  b u t  two p o i n t s  t o  

2 0 1  (1952-53=100) d u r i n g  t h e  y e a r .  As t h i s  p r i c e  s t a b i l i t y  

i s  n o t  t h e  r e s u l t  of a n y  f i s c a l  and m o n e t a r y  d i s c i p l i n e ,  
/ 

Contd . . . . . . . 
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it may n o t  l a s t  f o r  l o n g .  The b u d g e t , p r o p o s a l s  of L a s t  

F e b r u a r y  p r o v i d e  f o r  p r i n t i n g  p r e s s  f i n a n c e  o f  Rs.250 

c r o r e s  p l u s  t h e  am'ount o f  t h e  long- term government  d e b t  

which t h e  b a n k i n g  s y s t e m  may a c q u i r e  d u r i n g  t h e  y e a r .  A l -  

r e a d y ,  a s  a t  t h e  m i d d l e  o f '  F e b r u a r y  1969, t h e  p r i c e s  o f  

i n d u s t r i a l  raw m a t e r i a l s  have  a l m o s t  r e c o v e r e d  t h e i r  l o s s  

i n  1967-68 and a f t e r ;  and t h e  p r i c e s  of  m a n u f a c t u r e s  and 

of the o t h e r  commodity g r o u p s  - have  - moved up s i g n i f i c a n t l y  

from t h e  l e v e l s  t h e y  had f a l l e n  t o  a t  t h e  c l o s e  o f  March 

1968. A  r e n e w a l  of t h e  r i s e  i n  t h e  g e n e r a l  i n d e x  o f  p r i -  

c e d  is more t h a n  l i k e l y  u n d e r  t h e  p r e s s u r e  o f  t h e  i n f l a -  

t i o n  p r o v i d e d  f o r  i n  1969-70, - .  + 

42. The s p u r t  i n  a g r i c u l t u r a l  p r o d u c t i o n  may a l s o  ex-  
p l a i n  t h e  i n c r e a s e  i n  e x p o r  1967-68, t h o u g h  t h e  de, 

v a l u a t i o n  o f  t h e  - rupee  migh i m  a  s h a r e  of t h e  c r e d i t ,  

O t h e r  t h i n g s  r e m a i n i n g  unchanged ,  any  a p p r e c i a b l e  i n c r e a s e  

i n  t h e  n a t i o n a l  p r o d u c t  i s  a p t  t o  i n c r e a s e  t h e  goods  a v a i -  

l a b l e  f o r  e x p o r t ;  even . a s  any  a p p r e c i a b l e  decreas%-e i n  t h e  

n a t i o n a l  p r o d u c t  ; ight p roduce  t h e  d p p o s i t e  e f f e c t  on- ex-  

p o r t s .  ~ g r i c u l t u r d  p r o d u c t i o n  n a v i n g  gone up byX22.6 p e r  - .  
c e n t  i n  1967-68, e x p o r t s  ( e x p r e s s e d  i n  U . S . $ )  r o s e ,  d u r i n g  

t h e  y e a r ,  b y  1 6  p e r  c e n t .  In 1966-67 e x p o r t s  f e l l , b , y ,  2 2 - 5  
2. - >  

p e r  c e n t  a s  a  r e s u l t  of t h e  low l e v e l  o f  a g r i c u l t u r a l  p ro-  

d u c t i o n  d u r i n g  t h e  year ,  the outcome o f  two ' y e a r s - o f  
. - 

d r o u g h t .  - .  

X I .  Recove ry  i n  E q u i t y  P r i c e s  
1 

43, The a l l - I n d i a  i n d e x  of  i n d u s t r i a l  s h a  

r e a c h i n g  a - p e a k m o f  100 i n  1961- 62, s l i p p e d  down an i n E l i n e d  

p l a n e ;  t o u c h i n g  an a l l - t i m e  low of  73?2 (1961-62=100) on 

10 F e b r u a r y  1968 .  T h e r e a f t e r ,  it r o s e  s t e a d i l y  and c o n t i -  

n u a l l y .  I n  a b o u t  t w e l v e  months ,  e n d i n g  on 28 F e b r u a r y  I 

1969, ' t h e  b u d g e t  d a y ,  t h s s  rise p i l e d  up  t o  a b o u t  24 
1 L 

The b u d g e t  f o r  1969-70 h a s  s ~ h u l a t e d  t h i s  u p t r e n d .  

t h e  week enciing 5 March 1969,  t h e  Economic Times - i n d e x  o f  

s h a r e  p r i c e s  moved up b y  o v e r  2 i o i n t s .  

44. The c a p i t a l  m a r k e t  b e i n g  t h e  h e a r t  o f  a modern economy, 

t h e  s t a t e  o f  a c t i v i t y  on t h i s ' m a r k e t  i s  t r a d i t i o n a l l y  re- 

cognSsed a s  a d e p e n d a b l e  i n d e x  o f  t h e  s t a t e  of  t h e  n a t i o n a l  

economy. Mhen n a t i o n a l  p r o s p e r i t y  i s  s t r o n g  b a s e d ,  a s  
e v i d e n c e d  b y  t h e  r i s i n g  curire of  p r o d u c t i o n  and income and 

a  h i g h  o,r r i s i n g  r a t e  o f  s a v i n g ,  it w i l l  m a n i f e s t  i n  a  two 
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d i m e n s i o n a l  deve lopmen t  o  a p i t a l  m a r k e t :  r i s i n g  

e q u i t y  prices a6d an eve r -g rowing  volume o f  b u s i n e s s  i n  

c a p i t a l  i s s u e s  and i n  t h e  t u r n o v e r  :f p a s t  i s s u e s :  B o t h  

a s p e c t s  o f  t h e  phenomenrn -- r i s i n g  e q u i t y  p r i c e s  I - and 

g rowing  s t o c k  e x c h a n g e  b u s i n e s s  -- w i l l  b e  i n  e v i d e n c e ,  

when n a t i o n a l  p r o s p e r i t y  i s  w e l l  f o u n d e d .  

45. T h u s ,  f r o m  1954  t o  1 9 6 1 ,  t h a  n a t i o n a l  income of  

U.S.A. r o s e  b y  42  p e r  c e n t a n d  US n a t i o n a l  s a v i n g s  r e -  

mained a t  a b o u t  17- 18 p e r  c e n t .   his produced  a  jump 
1 

mf 25 t i m e s  i n  e q u i t y  p r i c e s ;  a n d  , I  t h e  o u t s t a n d i n g  amounts  

i f  t h e  "commonn s t o c k  ( o r d i n a r y  - s h a r e s )  o f  c o r p o r a t i o n s  
- -  - 

r o s e  5y 4 2  p e r  c e n t .  W h i l s t  p r o d u c t i o n  and s a v i n g s  k e p t  

m a r c h i n g  f o r w a r d ,  t h i s  t w o  d i m e n s i o n a l  phenomenon h a s  

b e e n  r e p e a t e d  i n  c o u n t r y  a f t e r  c o q n t r y .  

4 6 .  The r i s e  i n  s h a r e  p r i c e s  i n  I ' n d i a  d u r i n g  t h e  p a s t  

a b o u t  nne y e a r  d o e s  n o t  b e l o n g  t o  t h i s  c a t e g o r y .  It d o e s  

n o t  r e f l e c t  a n y  b a s i c  r e v i v a l  of  t h e  n a t i o n e l  economy. 

T h i s  i s  e v i d e n c e d  by t h e  c o n t i n u e d  downt r end  i n  f r e s h  ca-  

p i t a l  i s s u e s  f r o m  t h e  peak  of  Rs.108 c r o r e s  r e a c h e d  i n  

1962-63 t o  Es.85 c r o r e s  i n  1967- 68,  t h e  y e a r  o f  t h e  bumper  

h a r v e s t ,  and t o  Rs.56 c r o r e s  i n  1968- 69,  o r  a b o u t  o n e- h a l f  

of t h e  p e a k .  I f  t h e  I n d i a n  economy was t r u l y  r e v i v i n g ,  

t h e  r i s e  i n  s h a r e  p r i c e s  would h a v e  b e e n  a c  i e d  by 

an e x p a n s i o n  of  c a p i t a l  i s s u e s .  T h e  down t r end  i n  c a p i t a i  

i s s u e s  i n d i c a t e s  t h a t  t h e  u p t r e n d  i,n s h a r e  p r i c e s  d o e s  

n o t  r e f l e c t  economic  g r o w t h ;  t h i s  u p t r e n d  i s  n o t  s u s t a i n e d  

b y  any  r i s e  i n  n a t i o n a l  s a v i n g s .  # 

47. A l o o k  a t  t h e  c a p i t a l  m a r k e t  e x p e r i e n c e  o f  t h e  p a s t  

f e w  y e a r s  h e l p s  t o  b r i n q  t h i s  o u t .  The boom on. t h e  ' s t o c k  

m a r k e t  f r o m  1953-54 t o  1961- 62 was t h e  more' u suaT  two 

d i m e n s i o n a l  o n e ,  I n d u s t r i a l  p r o d u c t i o n  n e a r l y  d o u b l e d  

d u r i n g  t h e  p e r i o d  and n a t i o n a l  s a v i n g s  . .I r o s e  f r o m  a b o u t  

5 npr rent t.o over 8 tser c e n t .  As a  r e s , u l t ,  n o t  o n l y  t h e  - I- -' ---. - - - - .  --  - 1 

i n d e x  o f  i n d u s t r i a l  e q u i t y  p r i c ' e s  a l m o s t  d o u b l e d ;  f r e s h  

i s s u e s  of  c a p i t a l  r o F e  f rom R3.68 c r o r e s  i n  1957-58 t o  

Rs.108 c r o r e s  i n  1962-63. The s lump  i n  s h a r e  

a c t i v i t y  and i n '  e q u i t y  p r i c e s ,  wh ikh  f o l l o w e d ,  e n s u e d  

m a r k e t  , 

f r o m  t h e  work ing  o f  t h r e c  '- -"---  

48. F i r s t ,  t h e  r a t e  o f  s a v i n g  i n  I n d i a ,  a f t e r  r e a c h i n g  

a p e a k  o f  a b o u t  8.5 p e r  c e n t  i n  1960- 61,  t e n d e d  downward.  

It ' d e c l i n e d  n o t i c e a b l y  t o '  6.7 

I 
L 
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5.6 p e r  c e n t  i n  1967-68. Though comparab l e  d a t a  f o r  1968- 

69 a r e  n o t  y e t  a v - a i l a b l e ,  t h e  &pya1  - P l a n ,  J968-69, s t a t e s  

t h a t  t h e  r a t e  o f  s a v i n g  i n  1968-69 may b e  l o w e r  t h a n  i n  

1967- 68. A s  f i n a n c e  f o r  c a p i t a l  i s s u e s  i s  drawn from na-  

t i o n a l  s a v i n g s ,  a  d r o p - i n  s a d i n g s  dampens s t o c k  m a r k e t  

a c t i v i t y .  

49. S e c o n d l y ,  c r u s h i n g  company t a x a t i o n ,  coming on t o p  

of t h e  d e c l i n e  i n  s a v i n g s ,  added t o  t h e  woes o f  t h e  c a p i -  

t a l  m a r k e t .  T h i s  t a x a t i o n ,  a l r e a d y  h i g h ,  c l imbed  f u r t h e r  

upward f rom 1957- 58 and r e a c h e d  a  peak  of  o v e r  80 p e r  c e n t  

o f  p r o f i t s  ( b e f o r e  t a x ) .  i n  1963- 64.  It h a s  d e c l i n e d  no-  ' 
? - 

t i c e a b l y  s i n c e  and h a s  been m a r g i n a l l y  s t e p p e d  down i n  the- 

b u d g e t  p r o p o s a l s  o f  l a s t  F e b r u a r y .  But t a x e s  may s t i l l  

amount t o  54.7 p e r  c e n t  of p r o f i t s  ( b e f o r e  t a x )  i n  1969- 70, 

i n  t h e  c a s e  of  c e r t ' a i n  " s p e c i f i z d  p r i o r i t y  i n d u s t r i e s " ;  

o r ,  u n d e r  c e r t a i n  c i r c u m s t a n c e s ,  60 p e r  c e n t .  To b e  a b l e  

t o  d e c l a r e  a  d i v i d e n d  o f  15 p e r  c e n t ,  a  company may have  

t o  e a r n  g r o s s  p r o f i t s  of a b o u t  32 p e r  c e n t ;  o r ,  u n d e r  c e r -  

t a i n  c i r c u m s t a n c e s ,  w e l l  o v e r  .32 p e r  c e n t .  

50 .  T h i r d l y ,  t o  e s c a p e  cokpany t a x a t i o n ,  b o t h  s a v e r s  and 

companies  have  by- passed  the c a p i t a l  m a r k e t  t h r o u g h  t h e  - - - - 

d e v i c e  of  s iv ings  b e i n g  h e l d  a s  f i x e d  d e p o s i t s
k  

w i t h  com- 

p a n i e s .  F ixed  d e p o s i t s  e n a b l c  companies  t o  o b t a i n  t h e i r  

r e s o u r c e  n e e d s  a t  l e s s e r  c o s t  t o  p r o f i t s  t h a n  i f  t h e y  c o l -  

l e c t e d  t h e s e  r e s o u r c e s  t h r o u g h  f r e s h  i s s u e s  o f  e q u i t i e s ;  

and f i x e d  d e p o s i t s  p r o t e c t  s a v e r s  a g a i n s t  c a p i t a l  l o s s e s  

f rom s lumps  i n  s h a r e  v a l u e s .  The P e f e r e n c e  of s a v s r s  

f o r  f i x e d  d e p o s i t s  w i t h  companies  i s  e v i d e n c e d  i n  t h e  If 

r i s e  i n  t h e s e  d e p o s i t s  f rom 135.~97.5 c r o r e s  i n  1961- 62 t o  

Rs.228.5 c r o r e s  i n  1965-66. F i g u r e s  f o r  l a t e r  y e a r s  a r e  

n o t  y e t  a v a i l a b l e .  

51. The i n i t i a l  l e v e r a g e  f o r  t h e  r e c o v e r y  i n  s 

c e s ,  i n  F e b r u a r y  1 9 6 8 ,  would seem t o  have  come f r o m  t h e  bud-  

g e t  p r o p o s a l s  o f  l a s t  y e a r ,  which a b o l i s h e d  t h e  t a x  of 

7 . 5  p e r  c e n t  on d i v i d e n d s  i n  e x c e s s  o f  10 p e r  c e n t .  T h i s  
r e c o v e r y  was d e s i g n e d l y  assisted b y  t h e  r e d u c t i o n  i n  t h e  

i 

Bank R a t e  b y  one p e r  c e n t  t o  f i v e  p e r  c e n t ,  -on 2 March 

1968 .  But  t h e  main s d s t e n a n c e  of t h e  r e c o v e r y  stemmed f r o m  

t h e  f o r t u i t o u s  a d d i t i o n  o f  Rs.2,620 c r o r e s  of a g r i c u l t u r a l  
i / 

o u t p u t  ( a t  c u r r e n t  p r i c , e s )  t o ,  t h e  s t r e a m  of t h e  n a t i o n a l  
* - 

p r o d u c t  b y  8.5 p e r  c e n t ,  was p r o b a b l y  l a r g e r  t h a n  i n  

1967-68. The i n c r e a s e  i n  t h e  quantum of s a v i n g s  g a v e  an 
upward push  t o  s h a r e  p i c e s .  
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52. C e r t a i n  g e n e r a l  and s e c t o r a l  t a x  c o n c e s s i o n s  i n  

t h e  b u d g e t  p r o p o s a l s  f o r  1969- 70 would seem t o  h a v e  

s t imu1 , a t ed  t h e  r e c o y e r y  i n  s h a r e  p r i c e s . '  The  s u r t a x  

on company p r o f i t s  h a s  b e e n  r e d u c e d  f r o m  35 t o  25 

per -c e n t ;  t h e  t a x  exempt ion  l i m i t ,  on d i v i d e n d  i n c o m e s  

h a s  b e e n  r a i s e d  f r o m  Rs.500 t o  Ks.1,000; t h e  " t a x  h o l i -  

day", on new i n d u s t r i e s  h a s  b e e n  e x t e n d e d  u p t o  31 

March 1976; t h e  deve lopmen t  r e b a t e  c o n t i n u e s :  and this 

r eba te  h a s  b e e n  e x t e n d e d  t o  c o t t o n  and j u t e  i n d u s t r i e s ,  

1 i n  o r d e r  t o  e n c o u r a g e  t h e  m o d e r n i s a t i o n  o f  t h e i r  
, machinery and e q u i p m e n t .  

- - - 

XII. Erosion of-S_avInqs 

54.  As t h e  s p u r t  i n  a g r i c u l t u r a l  p r o d u c t i o n  i s  w c a t h e r  

,-. 
b a s e d ,  n o t  r o o t e d  i n  t h e  economic  d e v e l o p m e n t  o f  a y r i -  

I 

I c u l t u r e ,  t h e  s h a r e  market r e v i v a l ,  w h i c h  seems t o  r e s t  
I m a i n l y  onu t h i s  B p u r t  i n  p r o d u c t i o n ,  l a c k s  l o n g  term 

p r o s p e c t s .  T h e s e  p r o s p e c t s  may n o t  b e  v e g y  b r i g h t ,  a l s o  

b e c a u s e  t h e  b u d g e t  f o r  1969-70 may f u r t h e r  e r o d e ,  n o t  

add t o ,  n a t i o n a l  s a v i n g s ,  a s  it s t e p s  up t h a  consumpt ion  

e x p e n d i t u r e s  of  t h e  government  - by - Rsi263 - q r o r e s ,  or;  

f a s t e r  t h a n - t h e  p o s s i b l e  pace  o f  i n c r e a s e  i n  I n d i a n  na-  

t i o n a l  income;  and p r o v i d e s  f o r  u n d u l y  h i g h  p r i n t i n g  

p r e s s  f i n a n c e .  The e r o s i o n  o f  s a v i n g s  f r o m  i n c r e a s e d  

consumpt ion  i s  o b v i o u s .  The e r o s i o n  o f  s a v i n g s  f r o m  

p r i n t i n g  p r e s s  f i n a n c e  e n s u e s  f rom t h e  i n c r e a s e  i n  con-  

s u m p t i o n ~  wh ich  s u c h  f i n a n c e  g i v e s  r i s e  t o ,  w i t h o u t  

a d d i n g  t o  p r o d u c t i o n  and iricome, c o r r e s p o n d i n g y y .  I 

55. The c o n t e m p l a t e d  p r i n t i n g  p r e s s  f i n a n c e  i n  1969- 

7? may b e  much l a r g e r  t h a n  Rs.25C c r o r e s ,  t h e  " o v e r a l l  

d e f i c i t 1 ' -  of t h e  b u d g e t ,  s t a t e m e n t s .  T h i s  d e f i c i t  t a k e s  

n o t e  o f  o n l y  t h e  amounts  of  t h ?  n e t  i n c r e a s e  i n  t r e a s u r y  

b i l l s ,  ( w h i c h  i s ,  a l m o s t  w h o l l y ,  t a k e n  up  by t h e  R e s e r v e  

Bank)  and t h e  v a r i a t i o n s  i n  t h e  c a s h  b a l a n c e s  o f  t h e  

Government .  - For  some unknown r e a s o n ,  t h e  l o n g- t e r m  d e b t  

a c q u i r e d  b y  t h e  R e s e r v e  Bank i s  n o t  i n c l u d e d  i n  t h e  

o v e r a l l  deficit, t h o u g h ,  i n  a p a s t  b u d g e t  s p e e c h ,  t h e  

F i n a n c e  M i n i s t e r  had  a c c e p t e d  t h a t  l o n g- t e r m  d e b t ,  e v e n  

l i k e  t r e a s u r y  b i l l s ,  s o l d  t o  t h e  Bank c o n s t i t u t e d  d e f i c i t  

f i n a n c i n g .  As may b e  s e e n  f r o m  t h e  f o l l o w i n g  t a b l e ,  t h e  

p u r c h a s e s  o f  l o n g- t e r m  d e b t  b y  t h e  b a n k i n g  s y s t e m  ave-  

r a g e d  ils. 123.6 c r o r e s  d u r i n g  t h e  eight- , , I , - -  y e a r s  - ,:?ding 
1966-67, ' f o r  wh ich  f i r m  f i g u r e s  a r e  a v a i l a b l e :  

. , 
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Union Budqet  ~ e f i c i i s  -- , 

1968-69 R:E, 13.7 

(1) I n c l u d i n g  ad hoc  T r e a s u r y  B i l l s  o f  .Rs.75.00 c r o r e s .  
S e e ,  E-xplanatory Memorandum on t h e  Budget  o f  t h e  - 
C e n t r a l  Government,  Par t& f o r  1969-70, p.10 n. 

56.  It i s  i m p o r t a n t  t o  nit; t h a t ,  from 1962-63, &it; p r i -  

c e s  i n  I n d i a  c e a s e d  t o  r e f l e c t  t h e  s t a t e  o f  i n f l a t i o n  and a 
growing  l a g  d e v e l o p e d  be tween  t h e  g e n e r a l  i n d e x  of p r i c e s  and 

t h e  i n d e x  of e q u i t y  p r i c e s .  C u r r e n t l y ,  t h e  g e n e r a l  i n d e x  of  

prices i s ,  r e f l e c t i n g  t h e  s t a t e  o f  i n f l a t i o n ,  67 p o i n t s  h igher  
/ 

t h a n  i n  1961-62; t h e  i n d e x  o f  e q u i t y  p r i c e s ,  on t h e  o t h e r ;  
4 

hand,  i s  be low t h e  1961-62 l e v e l  b y  a b o u t  12 p o i  n t s d e s p i t e  

t h e  r e c o v e r y  i n  it o f  t h e  p a s t  one y e a r .  This l a g  i n  the 
e q u i t y  p r i c e s  i n d e x  b y  79 p o i n t s  i s  a r t i f i c i a l  and abnorma l ;  

i t  i s  m a i n l y  an outcome o f  r u t h l e s s  company t a x a t i o n .  C o n t i -  
nued r e l i e f  i n  t h i s  t a x a t i o n  may c a u s e  s h a r e  - p r i c e s  t o  c l imb  . 
back t o t h e i r n a t u r a l  p a r i t y  w i t h  t h e  r e s t  of t h e  p r i c e ' . s t r u c -  

t u r e  i n  t h e  economy. Such s h a r e  p r i c e  r e c o v e r i e s  mus t  b e  d i s -  

t i n g u i s h e d  from t h e  development- based upward movements i n  
s h a r e  ' p r i c e s ,  

57. The f a v o u r a b l e  deve lopmen t s  -- r e v i v a l  o f  t r a d e  and 
t r a n s p o r t  a c t i v i t y ,  p r i c e  s t a b i l i t y ,  r i s e  i n  e x p o r t  e a r n i n g s  

and r e c o v e r y  i n  e q u i t y  p r i c e s  -- t o  which  t h e  F inance  M i n i s t e r  

h a s  i n v i t e d  a t t e n t i o n  i n  t h e  b u d g e t  speech, a r e ,  s o  t o  speak ,  

l a b o r a t o r y  d e m o n s t r a t i o n s  o f  the p i v o t a l  r o l e  of  a g r i c u l t u r e  

i n  t h e  I n d i a n  economy; and o f  t h e  l e v e r a g e  t o  economic a c t i -  
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- v i t y ,  which  an i n c r e a s e  i n  a g r i c u l t u r a l  p r o d u c t i o n  

m i g h t  b r i n g .  Our a n a l y s i s  i n d i c a t e s  t h a t  t h e  p r o s-  

p e c t s  o f  a  c o n t i n u e d  u p t r e n d  i n  a g r i c u l t u r a l  p roduc-  

t i o n  b e i n g  u n c e r t a i n ,  t h e  s i g n s  o f  economic  r e v i v a l  

may n o t  s u r v i v e  f o r  l o n g .  

58. The b u d g e t  f o r  1969-70 d o e s  n o t  show a n y  d e p a r -  

t u r e  f rom t h e  p o l i c y  t h i n k i n g  o f  t h e  p a s t  a b o u t  1* de-  

c a d e s .  It i s  y e t  a n o t h s r  b u d g e t  o f  t h e  now f a m i l i a r  

se r ies  p r o v i d i n g  f o r  more consumpt ion  e x p e n d i t u r e s ,  

more t a x a t i o n ,  more i n v e s t m e n t  i n  e x t r a v a g a n t  and no- 

- r e t u r n  p u b l i + s e c t o ~ -  p r ~ i e c t s  --a s p e c i a - l  Memorandum 

on P u b l i c  S e c t o r  E n t e r p r i s e s ,  i s s u e d  w i t h  b u d g e t  pa- 

p e r s ,  s t a t e s  t h a t ,  i n  1967-68, on a  t o t a l  i n v e s t m e n t  

of Rs.3,500 c r o r e s  i n  80 i n d u s t r i a l  and commerc i a l  

e n t e r p r i g e s ,  t h e  t a x  p a y e r ,  f a r  f r o m  r e c e i v i n g  a n y  r e-  

t u r n s ,  s u f f e r e d  a n e t  l o s s  of k.35 c r o r e s  -- and more 

i n t e r f e r e n c e  i n  t h e  economic l i f e  o f  t h e  p e o p l e ,  w i t h  

s o p s  t o  c e r t a i n  p r e s s u r e  g r o u p s  and t i n k e r i n g  w i t h  

some d i s e a s e  symptoms, N o t h i n g  i s  b e t t e r  c a l c u l a t e d  t o  

p u s h  t h e  I n d i a n  economy down t h e  i n c l i n e d  p l a n e  f u r t h e r .  

There i s  l i t t l e  hope of  t h e  economy b e i n g  p l a c e d  a l o n g  

t h e  r i g h t  r o a d  t o  p r o g r e s s  w i t h o u t  b a s i c  p o l i c y  c h a n g e s .  

59. But  t h e  u r g e  t o  change t h e s e  p o l i c i e s  may n o t  b e  

v e r y  c o m p e l l i n g ,  a s  t h e y  a r e  h e a v i l y  u n d e r - w r i t t e n ,  f i -  

n a n c i a l l y ,  b y  f o r e i g n  a i d .  I n  1967-68, t h e  b u d g e t a r y  

r e s o u r c e s  of t h e  C e n t r e ,  Rs.240 c r o r e s  r e p r e s e n t e d  b u t  

19.4 p e r  c e n t  o f  t h e  n e t  P l a n  O u t l a y  of t h e  ~ 6 n t r e  

(~5~1,236 c r o r e s ) .  The r e s t  o f  t h i s  o u t l a y  (~s.996 

c r o r e s ) ,  80.6 p e r  c e n t  o f  t h e  t o t a l ,  was f i n a n c e d  f r o m  

f o r e i g n  a i d ,  I n  1968-69, t h e  C e n t r e ' s  own r e s o u r c e s  

(k.509 c r o r e s )  p r o v i d e d  36.8 p e r  c e n t  o f  t h e  f i n a n c e  

f o r  i t s  P l a n  O u t l a y  (%.1,385 c r o r e s ) ;  f o r e i g n  aid found  

t h e  b a l a n c e  of 63.2 p e r  c e n t  (~s.876 c r o r e s ) .  The p o s i-  

t i o n  i n  1969-70 may b e  of a s i m i l a r  o r d e r ,  t h o u g h  z i d  

amounts  a r e  n o t  y e t  p r e c i s e .  

I F 3 -  R, Shenoy 

Economics R e s e a r c h  C e n t r e  
D-390 Defence  Co lony  
NEW DELHI-3 
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Your kind l e t t e r  o f  the 3333 d s t ,  has Been 
in hands fox a little while, but the glatter 
it raises required a l i t t l e  reflection. The 
new dut ies  I have asswed here leave me free 
f o r  February and I w o u X l i B e  to use that time 
for a v i s i t  to India.  But I ~u8t a l s o  treat 
this vaaatian aa a s o r t  o f  ho l iday .  Though 
genarallry in good health, I am after all get+ 
ting on in years a s d  find that I easily t i r e  
and need a good deal of reat  2';E f s h ~ ~  to do 
good work. I would nornally use Zebrusry as 
a vacation ~ n d  certairilg aant t o  g o  South, 
and in onfe senae change of environment and 
scenery i a  a m c a t i a n  even if ane has t o  du 
soae work. But I 9m no l o n g e r  up t o  a tight 
schedule of lectures s n d  need lair camfort and 
p e r i o d s  of rest- in betwoen. IP  on this under- 
standing a trip t o  I n d i a  could be 
for Pebruary, I should  be delighted. As, 
I believe you know, my only e q s r i e n c e  o f  India  
so far are f e w  days in Calcutta, detained in- 
voluntarily during the hot&est season - n o t  
a very pleasant experience. I a h o u l d  very 
nuch like to see a l i t t l e  more of the c o u n t q  
and if in the course o f  such n visit I am t o  
give a few lecfures on rather broad philosophi-  
cal subjects end ho ld  a number of d i s c u s s i o n s  
of a slightly more technical kind, and can use 
for t h i s  the subjepts of the b* hook on "Law, 
L ~ g i s l a t i o n ,  and L x b e r t p  which I have nwnearly 
coapleted, J shall be glad to i$o so, 

,LC - I she l l  probably be in ~ ~ i c h  o n l y  for the 

i l .  f irst  three dags, but hope v e q , ~ u c h  then t o  
I see' you$, 
i 
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Phone : 626863 

DIRECTOR Economics Research Centre 
D-390 Defence Colony 

New Delhi-3 

3 June 1970 

Dear P r o f e s s o r  Hayek, 

A t  t h e  Caracas meeting of  t h e  Board 
o f  D i r e c t o r s  of  t h e  Mont P e l e r i n  S o c i e t y ,  
i t  was agreed t h a t  t h e  Soc i e ty  would b e  
glad t o  cons ide r  f i n a n c i n g  v i s i t s  t o  I n d i a  
by overseas  economists  sponsored by t h e  
Economics Research Centre .  When I met you 
l a t e r ,  you had k i n d l y  agreed t o  cons ide r  a  
t r i p  t o  I n d i a ,  though not  immediately.  I f  
you a r e  ag reeab l e  t o  a  v i s i t  i n  J anua ry ,  
February o r  March 1971,  we s h a l l  be g lad  
t o  put up t h e  p roposa l s  t o  t h e  nex t  meeting 
o f  t h e  Board o f  D i r e c t o r s  a t  Munich. The 
programme we would l i k e  t o  a r r ange  would 
comprise l e c t u r e s  and seminars a t  U n i v e r s i t y  
c e n t r e s ,  a t  o t h e r  educa t iona l  i n s t i t u t i o n s  
and a l s o  p u b l i c  l e c t u r e s  under t h e  a u s p i c e s  
o f  ~ r g a n i z ~ a t i o n s  a r r ang ing  such l e c t u r e s .  
I n  view of t h e  v a s t n e s s  o f  t h e  coun t ry ,  t h e  
v i s i t  may be f o r  t h r e e  t o  f o u r  weeks. We 
s h a l l  be glad t o  p repa re  a  d e t a i l e d  programme 
a f t e r  hea r ing  from you. 

Looking forward t o  s ee ing  you i n  Munich, 

Yours s i n c e r e l y ,  

( B .  H .  Shenoy) 6' 

P r o f e s s o r  Dr.F.R. (von)  Hayek 
F i rmians t r .17  A 
A 5@0 SALZBURG 

( ~ u s t r i a )  
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Profemr B. R. Shenoy 
D-390 Defence Colony 
New Delhi, 3 

Dear Professor Shemy, 

t h i s  is b r i e f l y  t o  acknowledge the receipt  of your Note on 
the budget for 1969170 and to say at the same t i m e  t h a t  
since I have only reaantly returned from t h e  United States 
there is also an earlier study of yours waiting t o  be 

acknowledged and read. And now I hope t o  have my affairs  fairky 
soon in order s o  tha t  I can t&rn t o  reading t h i s  and other 

material awaiting my attention. 

With best regards 
yours sincerely, 

I 

' 
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January 3 r d  1965 

Mr. B.R.Shenoy 
University School of Social Sciences 
Gujarat UniversityAHMEDARAD-9 

Dear Mr. Shenoy, 

Thank you for your letter of December  9th. I am delighted 
by the preapect %ha-L The E o a d  to Serfdom and The C,nsti-cution of 
Libert may become available in Guajarati and very glad to give 
d o r  R.K.Amin permission to proceed, I d o  not expec t  to 
derive any financial gain unless the final book edition makes 
a p r o f i t  (which is unlikely) and am ready to accept whatever 
share in such net profits seem equitable to you. I should perhaps  
mention that aoout 194'7 I had given permission to a Mr.Lalchand 
Hirachana in C-nstruction House, Bombay l 1  for a translation 
of The Redd to Serfdom into Marathi, out was informed in 1951 
that the p l a n s  had been abandoned. 

If you have no t  yet Sear about it you may be interested 
that in about two weeks I sha l l  probably be giving a lecture in 
London to an "Old Whig SOcietyn which I understand your daughter 
has created there at the London Sckool of Economics .  I shall be 
going there for a public lecture at L.S.E. and have just consen- 
ted to give that second lecture in reply to an indiregt approach. 
But I am at any rata looking forward to meeting you daughter on 
that occasion. 

Fith all the best wishes for the new year and 
the most cordial regards, 

Sincerely yours, 
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DIRECTOR 

Phone : 626863 

Economics Research Centre 
D-390 Defence Colony 

New Delhi-3 

3 August 1970 

Dear P r o f e s s o r  IIayek, 

I r e g r e t  t h i s  de l ay  i n  r e p l y i n g  t o  

your  l e t t e r  o f  a6 June.  I w i s h  t o  thank  you 

most s i n c e r e l y  f o r  your k indnes s  i n  a g r e e i n g  
- ---- - L- - 

t o  cons ide r  a v i s i t  Lo India i n  February  

1971. I have w r i t t e n  t o  Mr.Ralph H a r r i s  r e -  

gard ing  this r e q u e s t i n g  h i m  t o  p l a c e  this 

i t em b e f o r e  t h e  Board o f  D i r e c t o r s .  I am loolr- 

i n g  forward' t o  have a chance o f  meet ing you 

in Munich. 

With b e s t  r ega rds ,  

Yours s i nce l - e ly ,  

P r o f e s s o r  F .A.IIayek 
H i rmians t r a s se  1 7 A  
A 5 0 2 0  SALZBURG ( k c s t r i a )  
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Phone : 626863 

Economics Research Centre 
D-390 Defence Colony 

New Delhi-3 

Dear P r o f e s s o r  Hayek, 

May I i n v i t e  r e f e r e n c e  t o  o u r  correspondence r e s t -  
i n g  w i t h  m y  l e t t e r  t o  you dated 3 August 1970 r e g a r d i n g  
t h e  i d e a  o f  your v i s i t  t o  I n d i a ?  I n  terms o f  t h e  Caracas  
d e c i s i o n ,  t h i s  was p l a c e d ,  on my r e q u e s t ,  b e f o r e  t h e  
Board meeting i n  Munich. I was no t  p r e s e n t  a s  I was i n  
a  n u r s i n g  home, I had t o  remain f o r  two months. 
Mr.Ralph H a r r i s  ha s  w r i t t e n  t o  me t o  say t h a t  t h e  S o c i e t y t  5 
funds a r e  r a t h e r  meagre and t h a t  i t  h a s  been decided t h a t  
I should make a  s p e c i a l  r eques t  t o  t h e  R e l m  Foundat ion 
f o r  t h e  r e q u i s i t e  f i nance ,  

2 ,  I delayed w r i t i n g  t o  t h e  Relm Foundat ion,  among o t h e r  
r ea sons ,  because t h e r e  were s e r i o u s  t a l k s  o f  a mid-term 
e l e c t i o n ,  The Par l i ament  has  s i n c e  been d i s s o l v e d  and we 
a r e  now f a c i n g  what may t u r n  ou t  t o  be t h e  most c r i t i c a l  
e l e c t i o n  a s  t h e  p a r t y  i n  o f f i c e  ha s  extreme l e f t i s t  b i a s  
border ing  on Communism. E l e c t i o n s  a r e  scheduled t o  be 
he ld  i n  t h e  f i rs t  week o f  March. Because o f  t h e  c r u c i a l  
n a t u r e  o f  t h e  e l e c t i o n s ,  e l e c t i o n e e r i n g  t ime  may no t  be ap- 
p r o p r i a t e  f o r  o r g a n i s i n g  meet ings  t o  be addressed  by you; 
and with t h e  coming of  t h e  ho t  season ,  you may no t  l i k e  t h e  
v i s i t  t o  be scheduled a f t e r  March, 

3. May I t a k e  t h e  l i b e r t y  t o  sugges t ,  t h e r e f o r e ,  t h a t  
t h e  v i s i t  may be de fe r r ed  u n t i l  t h e  nex t  w i n t e r  months? T h i s  
w i l l  a l s o  g ive  u s  enough time t o  a r r ange  f o r  f i n a n c e  by t h e  
Relm Foundation.  

1 

4 .  T h i s  ha s  been a  m a t t e r  o f  g r e a t  d isappointment  t o  
many of  u s  who have been look ing  forward t o  your v i s i t .  

With b e s t  r e g a r d s ,  

Yours s i n c e r e l y ,  

P r o f e s s o r  F .  A ,  Hayek 
F i r m i a n s t r a s s e  1 7 ~  
A5020 SALZRURG ( A u s t r i a )  
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F. A.  Hayek 
A-502C Salzburg 
Fismianstrasse 17  A 

Thank YOG fox .  $mu l e t t e r  of  -the 4t;h i n s t .  It; was as well 
t h h t  we d i d  not  plan a visit -s-f m i ~ e  t o  I m d i a  f o r  %his 
winter? a e  during t h e  p a s t  f e : ~  mcnth q y  health has not l~een 
euch thaL  I cauld ktave mder takam it. I am s l o w l y  reoove- 
rlng and perhaps the posk-%ion g i l l  be Eore favourable next 
winter. A t  any ra te ,  t h e m  is no choice but to de fe r  the 
p lan  u n t i l  then. 

I h ~ p e  yau have fully recoveredf'wom ptlr illness. Y i - t h  
all. t h e  b e s t  wishes and kind regards, 

Tours sincerely, 
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Professor B. 8. Shenoy 
Director, Economics Research Centre 
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