of whioh the devuluation of the ourrendy
poot is the cundative result of the mistuken econsuie
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for the Oovernuont %o omee forward with a

Declorntion of Folioy on the following lines o

;

policiec of evay kind will ve serupuloualy eeochowed
and that, subject to wwutever furelgu assletange

may be mnde availasl

live within ite

(a) A clear declurstion thet fiea now inflationary

fo oo Iniian Govemment will
UniSe

by emschwwing defliclt finance
e« ALL further reorulijuent of the
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(»)

of ixrigation, roade ud comsunicstioms and elestric
pover) apd, a8 a short-tem weasurc, for maintonanse
snovurage indigencus and fordign eapltel to produce

imports) and the creetion of conditions that would
the goods ot wre requiied Ly the poople,

() Te restriesion of forelg: lowns ou govermment—to-
govermment bacdo only. to such lagltimate morposce
an fall within the matursl Jutios of tho Sate like
the laying of infrestructure (imoluding the provision
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that compelléd Government to devalue the rupee at this
stage wvas the need fo sustain and stimulate the country's flagging

on

the Swatantrs Purty differed from all other Opposition parties was that
it does not regard the act of devaluation to be an offence, but holds
the Government respingible for its mistaken policies over a decade which
hed sade a resort to devaluation necessary. The Party's main concern
was to ses that the benefits of devaluation were not lost and that the
sacrifices made by the peopls were not wasted as a result of correct
policies not being adopted even now.

(w)h‘l urged that, while the long tera measures we were suggesting would

take some time to be implemented, an immediate declaration of poliey

indicating the direetion in which the Government proposed to move was
necessary.

The Prime Minister's initial reaction was that Government's policy would
unfold as 1% took various decisions over a period of time. ILater,
howevey, shs made the remark that after they had consulted the Plamning
Commiseion ete., thay hoped to be able to state their policy by the time
Parlispent met on July 25.

/CJM told that her statement that, while the U.5.5.R. financed the State
Sector, U.S. Aid financed the Private Sector was incorrect, the Prime Minister
laughed and said that she had already received a long letter from Chester

Bowles putting her right!

s L.K. Jhe asked why steel should not be for Government-to-
Government loans? Our comment was that timate sources of finance
for any new Governzent steel plant should be the profits - ss and when made -
by Hindustan Steel Linited.

mﬂ.-..a“i-
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(e)

(1)

(s)

A postponesent snd recasting of the propoced Pourth Flan
droppdng all pew capital projects in the State sector

inoluding the proposed Bokapo Steel m:m;' exoopt

such as fall witkin the erea indicated in (¢) above,

A sbarp reduction in both dircet and indireot taxes eo 29
%0 inerease the flow of national savinge end thus meke
available & large supply of rupee finance for exparding
production and lowering the cost of docentio goodse.

The complete discantling of the etivetwre of permito,
lioenges end controls imoluding import licemsing, exchage
eentrol and Gold Oomtro}, o0 that the mrohinery of
profuction and competitive enterprise oomes under toe
direction and caters to thonesds of tho ccmmon wan instead
of being sanipulated erbitrarily Ly the plamners snd the
Adaind stretion, as thie 1s the only effective way of
inoreasing jrodustion erd bringing dom pricos.

The commenoement of negotietions with India's creditors
designed to ssoure & roducticn in the debt serviecing
charges on foreign dobte already ineurred,

%, Thess are long-term measure ed it 19 realised they may taie
some time %0 be implementod. Pending taedr introfustien ond thelr
beneficial effects materinliwming, the fellowing weamwe should,
however, be taken imsadiately %o prevent dislocailon of the ecoromy
and reduce bardship on thoee coneccrneds

(a)

(»)

industrisl projecte stranded in mide-stresa
should boa helped out by oegy locme Trca publie
finanoinal inetitutions.

An sdequste wupply of Luparted raw satorials should
be ensured to exporters of uon-traditional exjports
who have lost thelr luport entitlamenta.



When pressed to agree the postponement of the Fourth Flan for a year or so
wuntil the cowntry f its momrings, during which time we ocould proceed with
an annual Flan, the Minister objected that it would meke it difficult
to obtain foreign aid wnless a Five Year Flan was presented. Ve argued that
in fact the position d be exactly the reverse. The Frime Minister asked
why ve thought that Plan came in the way of getting increased production
and vhy a rupee in the pockets of the people,/was more productive than in the
hands of the Govermment. Our answer was that, by diverting the people's saviny
from more productive investment by them to Government enterprises, which took
away 60% of the Plan outlay, production was being impedsd. Ihe Prime Ninister
was not prepared to agree that all new projects in the State Sector shouldbe
dropped from the Fourth Flan and said the Government was trying to izprove thei:
efficiency instead. She made the remark that wherever they had a good man in
charge of a State enterprise, it did well., They were trying to make State
Enterprises more profit oriented, Our comuent was that the only way to do this
was to subject a State enterprise to free and equal competition with other priva
enterprises and to abandon monopoly.

When expleining 2 (e), we mentioned that if Government desired to guard against
inoreased distribution of dividends as & result of tax reduction we would b
quite prepared to support the creation of a re-investment fund in the assesses
own hands, into-which such savings could be deposited. The Prime Minister
scemed to appreciate the need for tax lsws to distinguish between income that &
reinvested in an enterprise and that whioh is expended on consumption.

Mr, L.K. Jha agreed that rupee finance was needed, but indicatod that this
could be mobilised by higher taxation. Our com.ent was that 1t would be the
best way to demobilise savings and to put them out of effcotive productive use.

5

the subject of Controls, Hr, Jha indicated that the previous day's action
regard to import lideralisation wa: the first step in that direction. The
mumber of industries that benefitted, namely, 59, would go up im the light of
reexanination. The poliey would be a pragsatic one of controls that proved to
be necessary.

When attention was drs¥n to Mr, L, Sawhny's recent article, “The Conscience of
Free Enterprise,” in the Eindustan Tines stressing the need for restoring fres
competition, it was obvious that neither the Prize Minister nor the P.P.S.
had read the article.

E®

3(s)
The question of giving relief to industrial projects oontde s =
strended in mid-streas was bing exaained.
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reply to Prof, Shenoy's griticiam regirdingnew export duties was that they were
traditional exporte that other exports were left duty free. FProf.Shenoy's
that anall pard of the incentive of devaluation nov remained and that 1t
t be enough to o te the growth of exports would be examined, It was
to the Prime Hinister that she would do well to call in for advice Prof.
who had been vindicuted by recent developuents,

gt
:

[

?
g
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i

Government would ever now publish the bell Report so that the
might know what it wes all about and be educated in the process, the Prime

ter said she knew nothing about it, Mr, Jha said that the matter was handled

by the Finance Ministry and memtioned that the permission of the President of the ¥World
Bank would be required. Ve sugsested tutﬂrubcnbm.

We montioned that we would ses 1ittle point 4% serving on the proposed Committes of
H.F.s in regard to prices and other implications of devaluation as we do not believe
that pricea can be controlled by Ordinances and regulations mo long as Government
themsclves yesorted to inflationsry Plans sud fiscal policiss, Ve would therefore
await Sovemment’s declaration of policy before we could respond to the Prime Ministerd
invitation. T™e Prime Minigter indicated that no further action was contemplated
before §&F Parlisment zet, vhen this questiou ocould be discussed.

Vhen Prof.Ranga drew ettention to the fact that the Government had lost the people's
confidence and did not possess the moral prestige necessary to get people to work
harder end practice susterity and musgested that Rajaji's proposal that the Covernment
should be ons of all the talents irrespective of parties should be considered by her,
the Prime Kinister asked wiether, in view of tho wide difference of opinion that would
prevail between the different members, much s Goverrment would work? To that owr
answer was that once the » Who had their own fish to fry, were left out, as
they should b, it would not be more difficult to achieve a conscnsus in such s
sational desoeratio 1 rahip than it was for her to obtain a consensus within her
present Cabinet and Party.

1!
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the beginning of
main resson tha

discusasion, the Prime Minister indicited that
coupélléd Government to devalue the rupee at this

g5

stuge was the need & sustain and atimulate the country's flagging
exports,

We on our part star with the discusaion by polnting cut that where
the Swatantra Party ered from all other Opposition parties was that

it does not regard
the Government resp
had made & resort

sot of devaluation to be an offence, btut holds
ble for its mistaeken policies over a decads which
devaluation necessary. The Party's main concern
was to see that the benefits of devaluaticn were not lost and that the
magrifices made by fhe pedpls were not wasted as a result of correct
policies not beinz adopted even now,

[ tb) We urged thet, whild the long ters mensuros we were sugresting would

taks some time to b4 implementod, an immediate doclaration of poliey

indicating the Yiredtion in which the Jovernment proposed to uove wus
necesAnry.

The Prime Winister's initial reaction war that Government's policy would
unfold as it tock various dscisiona over o« peried of time., Later,
however, she eade the remerk that of ter they had consulted tie Flanning
Comrinoion eto., they hoped to be able to state their policy by the time
Parlinzent met on July 25.

{L‘)M told that her statesent that, wailae the U.7,5.0, financed the State
Sector, U.5. Aid financed the Private Jector wes incorrect, the Prime Niaister
lsughad and said thwat ghe had already received & long lstter from Chester
Bowles ;utting her rignt!

¥r, L.Z. Jha nsiced vhy steel should not be ares for Governmemt-to=
Covernment loans? O(ur comeent was that s zitizate sourcef of finance
for any mew Governsemt steel plant sno.1d be the profits - as and when made -
by Hindustan Steel Lisdted.
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of belng manipulited arbitrerily iy
Aduind stretion, @8 thie io e only efiective
Uoreasing oduction end bringing demn prices.
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(g) The eomenomuent of nagotintions with India’s creditors
deaigned to secure & rodustion iz the debt servicing
obargee ou foreisn debie already inmeourred,

% These are long-term measure avd 15 15 realised fhey may take
oone tim¢ %0 be implmented, Pending Shelr introductiom =nd thelr
beneficial effects materinlising, the following measure & wld,

bovever, be taken imweiistely to revent dislocation of tw eocnony
and reduoe bardship om thicse concernaeds

(s) Orphaned iadustrisl yrojeote stranded in mid-etream
should be helped out by enwy losns from putlie
finenelal institulicns,

(») An sdequats supply of suported raw saterials should
e ensured to exporters of sosetraditicoal eaporte
o have lowt thelr Lsport sniltlements,
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Hinister objected that it would sake it diffioult
& Five Year Flan was presented. Ve argued that
d be exsctly the reverse. The Prime Minister ssiced
Flan came in the way of getting incressed production
ts of the people,/was more productive then in the
Jur answer was that, by diverting the people's savings
tuent by thex to Government eaterpriges, which took
lay, production was baing iszpedad, ‘The Prime Minister
# that all nuew projeots in the State Lgotor shouldbe
Flun and sueid the Government wes trying % iuprove their
@ made the remark that wherever they had a good man in
chapge of A Stste entepprise, 1t did well., They were trying to make State
Enterprises wore profif oriented., Our gomsent wam that the only wuy to 4o this
vas $0 subject u Utatelenterprise to fres and eguel competitiocn with other priva
enterprises sné to nbu.’d:m monopoly.
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When explainiog 2 (e), we mentioned that if Govermment desired to guerd aguinst
inorsased distribution of dividends am a result of tax reduction we would be
quite prepared to sup the creantion of a re-investzent fund in the sssesses+
own hands. into which stoh savinge could be deposited, The Prime Kinister _
scemed to appreciate the need ror tax laws to distinguish betwesn inocome that <5
reinveated in an enterprise and tuot which is expended on consumption.

Mr. L.K. Jha agreed that rupee finance wus needed, but indicated that this
oould be mobilised by higher taxation, Our coment wao tost it would be the
best vay to deachilise savings and to put thea out of effeotive productive use.

On the subject of Controle, Mr, Jha indicated that the previous day's sctlon
in yegard to iaport liberalisstion wa: the first step ia that direction. The
smber of industriea Uat benefitted, namely, 59, would go up in the light of
reszanization. The policy would be a pragaatic one of controls that proved %o
be pecessury.

When attention was drewu o ¥r, L. Savhny's recent srticle, “The Conscience of
Free Bnteryrise,” in the lindustsn Tises streosing the need for restoring free
compotition, it wss obvious thut neither the ‘Tize Hinister nor the P.7.5.

had rend the article.

ils)
The question of giving relief to industrisl projects contde.e ¥~
stranded in mid-streas was bing exasined.
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sorning's announcesent regarding imports om an 0.0.L.

basis.
3(e)
The reply to Prof. Shency's ctiticiem regardinguew export duties was that they were
only on traditional exporte that other exports were left duty free. FProf.Shenoy's
charge that only & small part toe incentive of devaluation now resained and that it
would not be enough to » the growih of sxports would be examined. It wea
suggested to the Frime Minie that she would do well to call in for advice Frof.
Shenoy, who had been vindicated by recent developments.

|
¥When asked whether Govermment would even now publish the Bell Report so that the
mﬂ!dﬁthﬂﬂtltmhﬂn\nﬂmﬁhtﬂuﬂhhm. the Prime

Hinigter said she knev no about it. Mr, Jha said that the matter was handled
by the Finance Ministry and .mmtmmmmntmn-m«umu

Ve mentioned thot we would ses little point gf serving on the proposed Comsittes of
H.P.# in Tegard to prices and other implications of devaluation as we do pot believe
that prices oan be controlled by Ordinances and regulations so long as Covernsent
themselves resorted to inflationary Plans and fiseal policies. We would therefore
swait Jovernsent's declaretion of poliay before we could respond to the Frime Finisterh
invitation. The Prise Minister indicated that no further action was o ntenplated
before ke Parlissent mot, vhem this question could be discussad.
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