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.1 1ls pbourgoulse propaganda aboult lneceme toxat.on o correct one ?

— The national bourgouise and thelr forelgn collaborations, viz.,

/ ‘Amerl an, West Gcwman etc. have clearly stated times without number

% ¢ . the 'necessity' for re du01ng income taxation yrate, as they nurse ine

§ . idea that the opresent income tax pattern puts a dete”rent to a 'favour-
ablie climate for new investment'. 3ri Asoke Sen, the Central Law »

Uinlgter, has gone far to say that the sourceg of income have already -

dcen dried up and the lacreazing taxation rate has brought conly

, ¥ ~diminishing returns in producticn (see 'Economic Review' 15th Nov.' 57).

! The recent lgeue of Tata Quarterly has also advccated tc increase tue

revenue by indirect taxation. F,1.C.C.I. has published 2 booklet wich

tco much of data to show that taxation rate igs too high.

f ‘' 3¢, a question comes up, - "Is the present income tax pattern a

¢ . deterrent to productiont"

r N Trend of Income

“ a, For filndiang out the trend of income, we may probe into taxable lncome,

because the men within higher 1lncome groupvs are only taxed, aund they
have 2 high propensity tc save (as alsc to hoard), and thelr savings
are channaliced to investmnent stream. The followling data may be con-

X
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y % sidered in thig connecticu.
], Classification by trade 1ncofie In CFOres of RUpsEs. "% of
%0C. or occupation. 1952-53 1956 -57. Col.(4) to (2)
| 518 2 3 4 5
J. Hiines, Quarriesz cte. 14.63 19.15 127
} 2, Food manufacture etc. 23.99 45.75 159
I 3. Textile, Hidcs etc. 41.91 53, 42 124
: 4. HMoanufacture of ceument,
' ‘ Rubber & mircral proaucts 20.81 28.80 145
LS. 2ullding etc. 16. 19 2l.21 131
I » § - “lnoufacture of Metal,
B Chemical =suc. .04 44,13 163
‘gt . Distribution & Coamunication 175.87 245,31 130
%=y, Flinance 56 .25 8C. 36 14%
¢. rrofession etc B.82 54,61 135

(The above dn L% ccmrpiled from 'Income Reveoue Suatistics').

S0 cur Zindinie are - (2) 43% of total incowe tax revenue comes from
distribution aipd comsunication. (b) The ratio of income tax revsnue
froe manufacture of metal, chemical ete. in 195¢-57 to that of 1952-53%
s 1.63, though the ratic of income tux revenue of the same source 1o
the total incone tax revenue was .07 in 1952-5% and .C8 in 1956-57.

(¢) The ratlo of income tax revenue from manufacture of textile, hides
ete. to total income tax rzvenue was .1 in 1952-53 but .(95 in 1056-57.
“ut the percentage of revenue from the same gcuxce of 1952-53 stands

3t 134,
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(d) The ratio of revenue from manufacture of Rubbeyr, Cement and other
mineral producte etec. to total income tax revenus stande at .05 in
1952-53 and in 1956-27. But the percentage of income tax revenue of
1956-57 to the same of 1952-53 works out to be 145,
S50, to sum up the percentage of income tax rcvenue from distribution
and communication to the total i1s much higher than the corresponding
flgure in the case of manufacture.

Causes behind it
The sole cause behind it ig -that prospsctive yellds are greater in
selling and trading than in manufacture. The profit-seekers availl
themselves of speculation in trading. The following data may be dis-
cussed in this connection :-

TABLE II
Income 1in crores of rupees
Year Mines Textile Cement Retall and wholzsale
manufacture. trading.
1952-53 5.35 28.186 3.71 161.45
1953-54 5.80 .27 3.91 166.73
1954-55 3.96 21. 20 3.81 179.55
1955-56  6.48 20. 58 . 5.35 185. 03
1856 -57 5.42 x.15 5.72 227.%2

(Source : Reserve Bank of India).
From Table 11 we find that - (a) Taxable income from selling has lncreagsed
by 1347 from 1952-53% to 1956-57. (b) Thc rate of increase of taxablc
1ncome from trading is much higher than the correspondling figure of
manufacture, and the scope of speculation 1s much higher in the former.
oW gome may argue that capital 1le flowing more into trades than into
manufacture because the profit-yeild ie not favourable in the latter.
But . these watch~dogs of capitallste may be reminded of the rocketting
nrofit-index, whicn we put here below for them.

TABLY II1

Trend of Profit (1930 = 100)

1547 1956
1. Textile otie 3}2.1 593'§
. non Stecl o oln 30. Q3.
S oqaon ¥ B o 216.% 546 .6
4, Sugar e 171.5 454 .5
5. Faper S 167.7 749.2
6. Cement 142.5 430, 2

(Scurcc : Department of Company Law Administration)

This we belleve is enough to whip away the so=-called gophisticated argue-
ments of the bourgouisse to ask for relief in 1lncome tox, and thus
strengthcn their advocacy to enhance indirect taxation for meceting Plan
expenditure. This rise in indirect taxation in the scale-up of the
working class cost of living index.

/ ASSISTANCE FROWM THE GOVERNMENT OF RUMANIA /

An agreement with the Government of the Rumanian Peoples' Republic was
2xecuted on the 20th Cctober,1958, for the establishment of an 01l

2efinery in Assam, with a processing capacity of .75 million tong per
Lonum.

2. The Government of Rumania have offered on lonz term credlit, Rs.5.3
crores, being the totnl estimated value of the gupplies to be made, and
the technical and other services to be rendered by them for the eresction
and constructica cf the refinery. The credlt will be subject to an
interest of 2.5 per cent per annum. 15% of the credit will be repaid in
six instalments the first one to commence 30 days after signling the
Agreement and the last one 3C days after the refinery has been commission-
€d and 1s able to produce the full range of products. The balance of
85% of the total credit will pe repald in 1C instalments with the first
2 instalments coamencing on the 3lst December,1901 and the last one
.nding on the 31lst December, 1065,

------------
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TANCE PRCu U.8.8.R

Aes:stancCe rcecsived from the 7,8,8,%. ie malaly in the form of lonz term
credits for tne Bhilal Stecl Plant and other develorment prcjecte undcr
the Flve Year 2lans. The total amcunt of credite for which ascreements
have been slined uptc September,l959 is 2709 miilion roubles (approxi-
mately Rs.%22.5% crores). )

2. Ihe Government of 1,8.5.8. have also provided gifts of machinery and
equipment, frec services of Russian exoerts and training of Indilans for
the mechanlsed faru at Suratgarh and the Indian Institute of Techuology
at Bombay. The ald provided in the form of wochainery and equipment is
valued at Rs.1l,22 croreasa.

GREDIT FOR BH.LAY ST:ZL PLANT
3. Cn the 2nd February,1955, an Asgreement was entered into with the
Soviet Government for the establishment of an integrated iron ani gsteel
rlant at Bhilai. The plant 1e estimated to coet Rs.131 croreg exclud-
1n2 the cost of township, rallway works, land, ore mines and gquarries,
brespecting and Jegigning, elsctricity and water supply, other ancillary
equlpment and personnel. Under the agreement the Soviet Government
agreed to provide on credit, plant, machinery and equipment to the value
of Rg.63 croregs. The credit is being raigsed upon each congignment and
.2 repayable in twelve equal annuzl instalments payable on or before the
15th March of each year. Interest at 2%% per annum will accrue from the
date on which each particular credit 1s raieed. The project is nearing
completion, and out of the credit of Re.b63 croreg, a sum of Rsg.62.51
crores had been used upto the end of September,l1959.

4. The first 3last Furncce of the Bhilai Steel Plant, with a designed
capacity of over 100C tons of plz iron per day, was inaugurated on the .
4th February,l10529. The first Cpen Hearth Furnace for producing st#el ¢
went into productics on the 12th Octcuer,1959. The work in the remoin-
ing departments ie proceeding generally accordins to schedule. It ig
expected that the seccund Blast Furnace, and the Blllet and Blooming
"1lls will be commisslioned intc production before the end of 1959. The
otaer mills, viz, the Merchant 411l, the Rall and Structural Mill, and
the third Blast Furnace are expected to be commissioned in 1960.

5. The plant under construction provideg for the rolling of one million
tocna of cruds eteel into 77C,C00 tons of billets, rails and structural
gections. In adoition, there will be 3C0,C00 tons of plg iron for gals.

eREDLIT FOR INDUITRIAL PRGJ=CTS

6. Under an agreement concluded cn the Qth November,l957 the Soviet
Government have agreed to glve a credit of 500 million roubles (about
Rg8.59.53% crores) for the establishment of the following industrial
enterprigses in India :-

(2) A Heavy dachine 3ullding Flant with a canacity, at the first atage,
for manufacturing 45,00C tons of wachinery items per annum;

(b) A Coal Machinery plant with a capacity of upto 30,C00 tons of
machinery itemg per annum;

(c) An Optical ard Cpthalmic Glass Factory witu a capacity of 210 tous
compriging 200 tone of opthalmic glassg ana 10 tors of optical
Zloss per annumn;

‘4) A Therwmal Power Station in Neyvell (based on lienite) with a
capacity of 25,CC00 aW;

(e) Enterprises in the Xorba Coal Flelds for mining and treating 2.5
million tong of coal per apnum; Coal Mires, a Coal Cpen Cast Mlne,
a {oal Washlog and Dressine Plant as well ag a Central Mechanical
Repalr 3Shop for repairing the eqguipment of the Ccal enterprises
with an overall outvut of 4 willion tonz of coal per annun.

The rate of interest is 2i% per annui and the credit is to be repald in
twelve egqgual apnual instalments. The firet instalment is to be pald a
year after the completion of delivery of machinery and equipment for
each industrial enterprise. Each subsequent instalment is to be pald
twelve months after the previoue one. The detailed project reports in
respect of all the five induztrial nterprises mentioned above have beéen
received from the Soviet Orsanisations. For the Neyvell Thermal Power
Station, two contracts, cne for the supply of working drawlngs '
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2t 2 cost of 2e.45 laknes, and the other for the supply of plant, machi-
nery and edquipment, raw and reinforced steel and steel structurals,etc.
at a total cost of Rs.l13.055 crores, were concluded with Messrs.Technc-
expert, Moscow in March,1959 and May 1959 respectively. The delivery of
equlpment for the power station is expected to be.in towards the end
of 1959 and will be completed in the last quarter of 1961. The detailed
project reporis for Coal Mininc Machinery and Heavy Machine Building
Plant have been accepted by the Heavy Englneerinzg Corporation. Further
negotiations are under way for ceoncluding contracts for the supply of
equipment and other forms of assistance such as the supply of working
drawings for the bullding, erection supervision, training of Indlan
Engineers in the U.5.8.R., technical documentation for production etec.
The detailed project report for the Cptical and Cpthalmic Glass Plant
lg under coaglderation.
CREDIT FOE DRUG_2:0J 1 CTS3

7. An agreenent was signed with the Soviet Government on the 29th May,
1959 for cooperatlon in establishing enterprises for the manufacture of
drugs, mediclnes and surgical instruments in Indla. Under the Agreement,
the Soviet Government will make avallable o credlt of 80 million roubles
(about Rs.9.52 crores). The repayment of the credit will be in equal
annual instalments within a seven year period, beginning one year after
the delivery of complete equipment for all enterprises. The rate of
interest is 2.5% per arnum. In pursuance of the agreement, a contract
has been signed with Messre. Technoexport of Moscow on the Sth Septea-
ber,1959 to render technical assiestance in selecting construction sites
and collecting initial data necessary for desizning these projects.

150C MILLICN RCUBLES CREDIT -
S« In May,l959 the Soviet Union made an initial offer of a fresh credit
cf 15C0 million roubles (about Ks.178.58 croreg) to be utilised towards
the implementation of the Third Year Plan and a formal agreement was
signed by the two Governmentg on the 12th September,1959. The projects
for which the credit ig to be used will be settled by mutual agreemeat
between the Government of India and the Soviet Government. The cred ' t
bears interest at the rate of 2.5% per annum a0d 1s payable within 12
years in equal annual instalments. The first instalment for repayment
Of the credit 1z payable one year after the cowmpletion of deliveries of
equipment etc, for each correspondinzg projsct.

CREDIT FCOn THE CIL REFINExY AT BARAUNI
9. An Agreement was sgsigned with the Soviet Government on the 28th Sep-
tember, 1959, for the establishment of an c¢il refinery at Baraunl. The
Soviet Government have agreed ic allow a credit of 100 million roubles
(Rs.11.90 croreeg). Iin case this amount proves to be insufficient for
meeting the cost of materiale, equipment and technlcal services to be
previded under thls agreement, it has been agreed to extend the credit
upto another 50 million roubleg to be drawn from the credit of 1500
mililon roublés referred to above. In addition, the Soviet Government
have agreed to supply equipment and materlals etc. requlred for ths
maxufacture oi lubricants, should the Government of Indla decide to
irclude facilitiss for this purpoee in Baraunl refinery. The extra
foreign exchange costs involved may also have toc be drawn from the
credit of 1500 roubles. The credit of 10C million roubles carries
interest ¢« 2.5, and lg repayable in twelve years in equal annual instal-
tents. The first instalment for the repayment of the credilt 1s to he
paid one year after the completioun of deliveries of equipment, gteel
structurals aid matsrials required for putting the oll refinery into
operation.

AGRICULTURAL MACHIN. ¥
1C. The Central Mechanised Farm, Suratgarh set up in August,1956, with
the help of the agricultural machinery and ecuipment valued at about
Rs.76 lakhs vecelved as a gift frcm the 17.8.5.:, continued to make
stendy progregs during the year 1958-59. Nearly 755 of the machinery
has been brought into use in connectlon with the cultivation of 2,3C4
acres in Xharif 1958 and 11,232 acrss 1in Rabi, 19058-59. The remailning
machinery will be brought into commission very scon. The Kharil harvest
of 1958 and Rabl harvest of 1958-59 yielded, 1,47,128 Mds. of
food-grains and oil seeds etc.
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+l. Thes Geovernment of U,8.3.-. have offered to supply as a further gift,
worishop equlpment and tools of the value of -is.11.00 lakhs (appro"1—

wately ). Thelr <fTcr hag been accevpted and tne workahop equipment is
-xgected to arrive in India in two lots, one towards the end of Decemper
Y59 and the other early in 1960. The uovernment of U.S.S.R. have also
agreed to send at thelr cost a team of engineering experts not exceeding

slx to help the Farm in the=esreetion of 2 workshop and other allied -
matters.

INDIAN INSTITUTEZ OF TECINCLOGY ,204BAY
12. The Indo-Sovist serecement signed 1in boscow on the 12tk Décembe" 195¢
rrovides for -

(1) Free 2ift of equipment worth 3 mllllon roubles (about Re.36 1akhs)
oy the Soviet Government to the Indian - Ins tluhue of Technolog

} Bombay
(ii) |r31n1ng of 50 Indian specilalistes 1in Englnee 1ng and Technolo)y in
U.S.8.R. at the expengse of the Soviet uovernm”nt £

(iil)Deputation cf Soviet professors and teachers i specifiied fizlds.
Thelr number, other conditions and periods are to be agreed upon
by the autihoriced Indian and Scviet organieations.’

(iv) Securing at the expense of the Soviet Government, translation into
English language cf Soviet text bocks in certain field of knowledge
for ‘higher educational establishments with the object of subsequent
publication L Indla by orsanlsations designated by the Government
of India.

15. The first consignment of equipment, the value of which 1s not yet
gnown hasg been received by the Institute.’

14, The Governwment of India are arranging to send the first batch of 15
indlian specialistes for training to U.3.%.R. It is expected that the
trainees would be sent by the end of November 1659, *
1>5. The Government of Indla are negotiating with the ‘Soviet Government
in regard to the apportionment of financial liability in regpect of the
Soviet profegsors and teachers to be =zent tc Indla.

16. The Institute started functicning in Juiy 1955 and coleotea its
rirst academic s¢gslion.this year. . :

ASSISTANCE FRCOM OZ?LAJSLMVAKIA

An azreement for cconomic collaboration beitween the Government of India
and the Government of Czechoslovaz Republic was gigned on the 24th Nov-
‘mber ,1959. Accordlng tc the terms of the agreement, Czechoslovakia
w11l make available to Indla a credit upto Rs.23.1 crores to defray the
FOB value of muachinery and equipment for the following plants to be
ectabllished in India :~
(a) Third stawe of Foundry Forge Plant; (b) Heavy Machine Tools Building
Plant; (c) Heavy Electrical Flant; (d) Such other industrial yrojects
as Mmay be asreed upon between both the Goveynments.
2., The credit willl bear an interest of 2% per annum and a separate credit
account will be onened for each of the plants. Interest will be payable
nalf yearly on tne amount outstanding in each account on the 30th June
and 3lgt December each year. The credit will be repayable in eight
equal yeorly inetalments commencing one year after the presentatior of
the final invoice. in respect of the last delivery of equipment for each
plant,
Z. Repayment of the credit and payment of the interecst accrued thereon
_h1all be credited to o separate accourt styled as the Indo-Czechoslovak
Credit Repayment Account to be opened by the Resserve Bank of Indi« 1in
the name of the 3tate Bank of Czechoslovakia. The amount in this 'ccount
will be uced by the Czechoslovak Forelgn Trade Corporations for the
purchase of goods in India and the unutllised balances, if any, will be
converted into Free pounds sterling in accordance with such understand-
ing as may be rexched in thig behalf.
4. The Czechoslovak Government nave also offered further aid volued at
Re.6 million for the supply of equivment for o technolcglcal institute
in Indi2 and providing the services of experts for this purpose. The
offer also covers the training of Indian techniciens in Czechoslovak
industrial plants and scientific institutes. 5
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<EFL PLANDYS UNDEER PUBLIC SECiOR

(We hove come to know that the estimates committee of the second(present)
Lok Sabha could not get some data relating to some financial aspects of
Hindusthan Steel Ltd. 1In fact, in its report (33rd.) on the three
projects, it has some harsh words.

The statistical comparison of the three projects we give below may seem
to some to be an intelligent guess work, but others may have reason to
believe that these are known from sources authoritive - Editors).

Our findings are :
(1) The difference in the annual value of output of these three
projects is meagre.

Name of the projects Ex-ante annual value of output
(3) Bhillai cee 48.5 crores
‘b) Rourkella v 49,3
(c) Durgapur ceo 50,9
(2) The capitsl gross output ratio are found to be as follows :
(a) Bhillai ... 3.7 (b) Rourkella ee. 5.9
(¢) Durgapur oo 3.2

(3) The ratio foreign-exchange requirement to annual value of output is
found to be different.

fa) Bhillai ..., 1.0 (b) Durgapur «e. 1.8
(¢) Rourkella e 3.1

(4) The import-content is found to be 60% for Bhillai, 67% for Durgapur
and 72% for Rourkella. "

(5) If the capital cost of Bhillai plant is taken as the index ( - 100)
the capital costs of Durgapur and Rourkella Plants work out (o be 11&
and 135 respectively.

Now the question may come up,

Why is the difference 1n the cost structures so much, though the annuasl
value of output works out to be almost the same ?

‘here is every reason to suppose that,

(a) the capital goods have been supplied at different efficiency prices.
(b) To give separate contracts by calling tenders is not profitable to
a negotiated package deal with a socialist country, such as, Soviet
Union.

In any case, this supports our view to ask for more 2id from socialist
countries, if the aid is found be unavoid=ble.

WHAT ABOUT THE ENCROACHMENT OF WAGES 10 SURPLUS VALUE 1uDAY N INDIAY

We think that the rajor 2im of Trade Union Movement in a capitalistic
economy is to increase the encroz2chment of labour's share to surplus
value. But there operates in Congress 8ocinlism some strong resistence
rechanism ©o any enhancement of labour's relative share in growing ouu-
nutl even under a lot of labour legislations like the Industirial Disputes
act etec. This mny be inferred from the following table, the data of
which has been compiled from the Governmental report on "Share of wnges
in fnctorv output".

1250 12531 1952 1953 1954
Tctal Feactory Income
{in crores) 550 690 700 720 760

Total wrge bill for

labour (in crores) 232 247 257 249 249
iotal Profit{Crores) 318 443 443 481 511
7 of total wage bill
to total fety. income 42 36 37 34 33
% of total profit to

tot21l income 58 64 683 66 67

From the above table it is found that
(1) Within five years from 1950 to '54, the rote of change of ths ratio
of labour's sh-re to factory income has beecn - 11.9%, whereas thoe rate

of change of the ratio of profit to total frctory income hns been
+' 150 :3'}""0
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(2) Withian thesc five years, the prate of change of profit and the rate
of change of waze bill found to 60.9% and 3.01% respectively, whereas
the rate of change of factory income works out to be 40%. So, to sum up,
** Thie period from 1950 to 1954 4s not marked by any positive encroach-
ment of wages to surplus value.

But a rigid ceilinz on any encroachment of wages upon surplus value is
not nothing new in 2 capitalistic economy. The share of wages in
(home-produced) national income in U.K. was 38.6% in 1870, 36.6% in
1913, 38.3%Z in 1939 and 41.9% in 1950. (Source ~ Brown & Hart in
'Econcmic Journal, June 1952).

But when the Congress political bosses along with 'labourite' Sri Nehru
in 2 chorous tc suggest that they are destined to work for soclaliem,
they only try to stir-up some confusion. But the trade unionists
should not be wmixed by these vociferous nonsense, but should organise
more and more to encroach more and more upon surplus value.

*% N.B. Thig 1ls the firgst part of the paper prepared by our research
group on ™ages and National Income in India".

AL WAGES OF WCORKING CILASS In INDIA IN RECENT YFARS

The bourgouise propaganda 1s in full swing to bring cenfusilon, by
stating that the objective of reductlon of inequality of income and
wealth ls beyond thelr venture on planning. A few months ago, the
'Zastern Econonist' - the organ of the Birla Group - has made the use
of the tool of what is styled as 'Lurenz Curve' to show that there has
2 pcsitive reduction of income and wealth.

But contrary to this set of ideas, we hear from Prof. Mahalanobls that
real wages.of workers have not appreciaply changed. In the Indian
Labour Economits' Conference recently held in Madras, Prof. 1s repott- -
‘ed to remark that although there has been 2 lot of labour leglislations
in recent years in the country, yet the real wages of workers have not
been apprecizbly gainful. (See "Hindusthan Standard', 3rd.January,1959).
He hnas also shown through statistical obeervation that the real wages
oi workers hove galned only 3 or 4 polnts, if the real wage of workers
in 1939 be taken as the index. But on the other hand, there has bcen
much expansion in our national economy. And, our labour pollcy,
administration and legislations have only followed the model of the
developed capitalist countries. Prof. Mshalanobls 1le also reported to
reanvs that the condition of the country hag not been taken into
consideration, while frauning these legislations. The result is, real
wage has alwayc lagged behind increase in per copita lncome or con-
sumption. (See 'Zconcaic’ Weekly, 16th January 1960C).

90, it 1s seen from Prof. Mahalanoble's speech —

the rate of change of real wage ls much lower than the rate of change
of national incoue. — The present labour legislatione are not
sufficient to bring relisf to labour — the model of labour laws of
capitalist countries is followed suit perhaps with greater care under

vongress Socialism. What an anomaly !

We give below a Table to see the corelation between the cost of living
and the real wage cf workers.

Year A1l India consumption Real wage index
T Prise_Index {1939 =100) T (1939 =160)
1950 271 90.1

=l 387 92.2

1952 379 1C1.8

1953 %85 99.9

1954 371 102.7

But the price ie sky-rocketting since thesn,

From Regserve Bank of India Bulletin, December 19059, we gee that if the
price-level of 1949 be taksn as 1l0C, the consumption prlce index 1sg
fcund to be 126 in October 1950. 3o, by chnaginz the index, 1ie., by
taking the 1939 ccnsumption price level as 100, the corresponding price
level in October 1959 ig found be 464, Cr, in other words, —

the consumption price index has increased Tfourfold since 1930.
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And we hear from Prof. Moholanobis that the real wage of workers is only
104 or 105, if the index be taken aec 1939-level.

But the profit-suckers have accelerated their profit. Thils is evident
from the following table - (195C = 1C0)

Year Grogs Profit

1851 126,77

1952 9%.0

1953 100.6

1054 ) eSS

1955 150.8

1956 165.0

(3ource - 'Eacstern Econoaist', Quarterly Bulletin, November 1959).
N. B. The Central Labour Minlister, Shri Nanda, in hls speech

in Lok Sabha' on 4th April,1059, had also admltted that
real wages of workers have increased by only 5% since 1939,
whereas industrial production haeg lncreased by 3%5% from
1950~1856.

/ LIFE INSURANCE CORPORAT ION 7

/

The Life Insurance Corporation was set-up in September 1956, following
the nationalisntion of 1life insurance business in the country in January
1956. The nationalisation meant taking over 243 private Companies'
trangaction of 1life business with more than 26,000 employees and field
workers and some 2,000,000 agents. The Corporation tock over some 50
lakh policiles covering an aggregate ineurance of about Rs.1,250 crores
2nd 2seete of more than Ks.400 crores.

Between January 2C, and September 1, 1956, the nationalised industry
functioned under the private management, subject to supervision of
Custodiansg apoointed by Government. The Life Insurance Corporation of
India consists of 15 Directors.

The following TABLE gives comparatlve filgures of completed NEW BUSINE3S
for the years 1953 tc 1957 : -

0 IN INDIA 0 OUTsIDE INDIA =~
( No. of Fclicics(sum assured  (No. of Policies ( Sum assured
YEAR 0 (Crores of Rs. ( Crores of Ras.
1053 5,74 ,749 156. 26 20,441 14.66
1954 7,40,003 237.6C 32,682 17.65
195 7,96,C30 240.51 35,461 20. 33
1956 5,459,401 187.6¢ 17.956 12.56
1957 8,10,738 277.67 5.0C5 5.40

The Corvoration wrote o record 1life business of Rs.276 croreg in 1957
ngninat the oprivote industry's record of Re.238 crores in 1955.

TOTAL BUSINES3 IN FCORCE

The tctal buesiness in force as on 3lgt December 1957 was Rs.l,474 crores
under 56.86 lakh policies out of which Rs.1,375 crores under 54.17 lakh
policies wag the business in India and Rs.99 crores under 2.62 lakh
policies was the business outside Indila. The following table glves
figures of the business in force ag on the 31st Deceumber for the years
1052 to 1957 1=

IN INDIA 0 OUISIDE INDIA 0 TOTAL
(No.of (Sum assured ( No. of (3um agsured(No. of 0 Sum agsured
YEARS (Policies(& bonuses ( Policiegs(& bonuses (Policies ( & bonuses
0in lakhsQin crores. ( in lakns{in crores. {in lakhs ( in crores.

1952 40. 17 025 2.66 70 42,83 995
1853 41.67 370 2.72 77 Gty 39 1,047
1054 48. 05 1,001 2.77 86 47.82 1,177
1555 45,16 1,128 2.76 92 47,92 1,220
1956 (Please sce note below)

1957 54.17 1,375 2.69 99 56 .86 1,474

A0IE : The figures relating to total businessln force are copiled at the
close of an accounting period. As it wa. declilded that the lst ~sccounting
period of the Corporation should cover the 16 months from 1.9.%6 to 31l.12.
57, the Corporation «id not compile the flgures in respect of total business
in force on 31lst.December 1956.
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AJD RECETIVED FROM VARICOUS SQURCLS

*

(Fisures in lakhs of Rupees

sutherisa- |Estimated utifBalance of unutilsid sutherised|Total aviil-|Estiwated uti-|Balance avail-[Authorisaticns|Total authori-
SOURCE tious upte|lisatior to [ lised aid as at |from 1.4.1956 |able utilisaflisation bet- |able as at the|after 1.4.59. |satiouns frouw
31.3.1956. |end of the end of to 31.3.1959. |tion during |ween 1.4.56 tolend of 31.3.59 inception to
31.3.1956. 31.3.1956 the 2nd plan| 31.3.3959 30,11.1959.
Loan [Grant |Loan; Grant Loan | Grant Loan | Grant Loan j Grant |Loan | grant Lcan | Grant Loan | Grant LoanJGrant
) (21 (3 1 (B ) (6) (7 () (9) (o)1 (P1) i(i2)1(33)  1(4) j(15) Qe)iazn 1(as)l a9
1.U.S.A. '
Wheat loan 9031 - 9031 - - - - - - - - - - - - - 5031 -
TCA Programme 3928 9075 229 14200 3699 4875 2263 3594 5962 8469 4063 5848 1899 2621 - 93 6191 12762%
P.L. 480 - - - - - - 18540 4357 18540 4357 500 - 18040 4357 4900 4900 23440 9257 *
Develorment
Loan Fund 8333 8333 687 7646 952 9285
Presidents Asian
Economic Develop
ment Fund 952 952 952 952
U.S.Bank credit
for 4.I.I. 533 533 533 533
Exim Bank 7143 7143 115 7028 7143
56575 21019
I1.U.S.S.7.
Bhilai Steel 6307 6307 6307 5202 1105 6307
Industrial Procjects 5950 5950 11 5939 5950
Drugs Project 949 949
0il Refinery Barauni 1190 1190
Grants for Machinery i22 122 76 L6 122
Credits for 3rd plan 17858 17858
T 32254 122
111, U.K.
Under Colombo Plan 39 3 36 8 L4 31 13 47
ECGD Credit for Durgapur 2000 2000 2000 2000
Lazard Credit for 1533 1533 933 600 1533
IT ECGD Credit for
capital goods "3800 3800 507 3293 ° 3800
IIT -ditto-0il Pipe Line 400 00
IV -ditto- November 1959 2533 2533
10266 L7

* This includes the amount of Rs.32.33 crores being the rupee equivelent of the dollar value of agricultural commodities imported under P.L.665.
Out of this a sum of Rs.18.99 crcres is to be received as a part of the Three Development Assistance Loans and the rest in the form of grents

for agreed projects.

%% This excludes Cooley funds and amounts ret-~sined by U,S.government for their own purposes.

This excludes amounts obligated towirds U.S.Techritians, Indian Trainees and miscellaneous.



TAELE SIIONING AID (Figures in lakhs of Rupees)

"

Authorisa- Estimated uti Bzlance of unuti Aid authorised Total avail gEstimated uti Balance avail authorisations Total author-

tions upto lisation to lised aid as at from 1.4.1956 able utilisa lisation bet- a&able as at thes af ter gations from
SOURCE 31.3.1956 end of the end of to tion during ween 1.4.56 end of 31.3.59 1.4.59. inception to
31.3.1956.  31.3.1956. 31.3.1959. t0.31.3.1959 30.11.59.
loan Gran: Loan Grant Loan Grant Loan Grant loan Q@Grant Loan Grant .. Loan (rant Loan Grant Loan Grant
Canada - 3234 - 1970 = 1264 1571 3B72 1571 4836 . 157F 3561 - 2275 - 333 1571 7139
Australia 1108 - 520 - 588 34 622 615 7 - S
New 7Zealand 172 33 139 151 290 239 51 323
WVEST GERMANY
Rourkela 7483 7483 h2oll 3269 7483 ~
other Ccredits 1904 1950} " L49 1455 1904 =
Okhla & I.I.T.
Madras 209 209 209 = 209
9387 209
J AP AN 2761 2761 25 2736 2761 x
NORWAY 66 66 100 100 100 - 166
RUMANT A 530 530 530 530 -
CZECHOSLOVAET A 2310 2310
JIENE IR
PUBLIC 3200 2900 300 11838 12138 9268 2870 3576 18608 -
PRIVATE 2570 480 2090 6538 8628 6978 1650 1476 558 -
281¢2
FORD FOUNDATION 561 226 335 4,06 741 272 469 30 - 997
TOTAL 25036 14255 12640 7018 12396 7237 83672 12553 96068 19790 36523 9742 59545 10448 35138 5356 143846 32164

Third Country Currency Allocations in Disbursemsnts to end Further authorisation

Assistence from U,S. A. gurrency gommodi ty $ millions of March,1959 after 1.4.19,9
Lira Fertilizers 2.00 $ 1.64 million
Franc -do- 0.55 Nil $ 2.2 million
Yen -do- 0.87 $ 0.07 million
Yen Tubewell 0.58 Nil
TOTAL 4,00 $1.71 million $ 2.1 million

This statement excludss ;- 1) assistance reoeived in form of suppliers credit e.g., from Jepan, France =nd Rumania.
ii) Rockefeller Foundeation. iii) Gift shipments from private volunt:sry agencies in U.S.4.

iv) assistance under title I1 2nd TIIT of ».L. 480.

(SOURCE : MINISTRY OF FINANCE, DFPARTMENT CF ECONOMIC AFFAI??, GOVT. COF INDI4.)
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INTZERNATIONAL LABOUR IMIOVEMENT BZATING BACK"THE

ATTACKXS OF CAPITAL AND FASCISM

+«+s The movement for higher wages is gaining momentum
throughout the whole of Western Germany. Probably, for the
first time since the war it has achieved such a mass scale.
Many trade unions have lately cancel wage agreements, Manicipal
workers, builders, railway and postal workers are demanding
10 to 15 per cent rise in wageg. In these industries, some
4.4 million workers and office employeces are insisting on their
demands for better conditions and wages. A few days ago more
than a million civil servants came out in demand of a 12 per
cent pay rise. Miners, zgricultural workers and workers in
other industriss are joining the struggle for higher living
standards. All in all, some 10 million workers have cecntercd
the battle,

The intensity and scope of the conflict on the lebour
front is not accidental. Last yecar, for many months the ques-
tion of wages was deadlocked. The lecaders of thce Wecst-German
trade unions displaycsd "moderation" and opposed the actions
of the working people in the hope of a godsend from the
monopolies who had promised to reduce prices. But capitalist
reality has shattered thesc illusions and oncé again ridiculed
the preachers of social "partncrship." Actually the monopolics
made usc of the breathing spell provided by the trade union
-bossecs in order to organise further robbsry of the working
peoplec.

Last autumn prices began to climb everywhere. In the last
two months food prices jumped by an average of sceven per ccnt,
The price of potatoes--a staple food in the population's
ration--has increased by 50 per ceént. Mcat, butter, vegetables,
and practically all other products and consumer goods have
gone up. According to the trade union cconomic institute, in
only the last two or three months of 1959, the West-German
population was robbed of some 1,000 million marks as a result
of price increases....

Not only the ocapitalists' attack on real wages is
aggravating social contradictions. Exploitation is increasing
as well and the intensification of labour has mounteéd considcrab-
ly. In industrics hit by crisis. workers are bcecing laid off.
The army of unemployed has topped the half-million mark. The
thrcet of unemployment remains the scourge of the working
people. At factories,mills, mincs and construction dsvelopments
the bosses time and 2gain resort to overt club rule, deal
summarily with discontented =active workers 2nd suppress
trade-union a2ctivities.,

Millions of workers and cemployees are rising to the
struggle to benat back the =2ttack of the monopolies on their
living standards. Thc trade union lc¢adérs have besn foreced,
willy-nilly, to sound the alarm. They 2re striving to create an
impression of th:2ir concérn for the nscds of the mzsses. The
tension in rclations between labour 2nd capital finds cxpression
in brief but ficrce clashés. Thousands of municipal workers
went on strikc rccently in the Sazr in protcst 2gainst
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speculation priccs. Mass .demenstrations of indignant workers
were held in M2inz 2nd several other cities. Thre:tamed with
strikes, the ownérs agreced to . msct the wages demands of the
textile and chemical workers of North Rhine-Westphalia.....

It 1is often difficult to judge of the scope of the s truggle
beecruse the bourgeois press hushes up so-czlled wildceat strikes, .-’
demonstrations :nd.otheéer menifestations of the working people
carried out without the conscnt and contrary to the trade union
leadcecrship, It is known, however, that "wildcat" strikes have
recently involved tens of thousinds of workers at only a
handful of factoriss. Strikes took place, in varticular, at
steel mills in Gelsenkirchen and #etzlar, the farm machinery
factory in Mannheim, the Volkswagen Works, the car body works in
Osnabriick and many other factories. ‘

The more class conscious and active workers are striving to
use new forms of =2ction in the struggle against eéxploitation and
the club rule of the monopolics, At trzde union meetings and
conferences the. demand 1is being loudly voiced for = resolute stand
in defencs of -class-interests. Represcentatives of . tens of
thousands of metal workers in Mannheim recently called for a2 ncy
workers' march to Bonn.: '

The working class of Western Germeny is becoming morc =nd
more swarc of. the fact that the intensification of gxploitation
and new hardships zZre o direct conseguence of the rebirth of
militarism 2nd ths ~rms drive. This is openly csxpressed at
workers' meetings =nd trzde union conferences. .

"Surely it is c¢lear why the government demands more moncCy
from us for medical service " @xclaimed-an c¢lderly metal worker
of the Ruhr speaking at the conference of the West-German trade
unions in Mulheim."They want to pump hundreds of millions' out of
us end spend thém on nuclear armaments."

The WGTU leaders are trying to prevent the trnde unions -
from participation in the settlement of the most urgent political
problems. But they have to f2ceé the growing pressurc of the
working people who insist that the wvast power of the orgznised
working~-class movement be ussd for the struggle agdinst atomie
armament and the threat of IaSClSm, for disarmement =2nd the
ligquidation of the "cold war. 3

Two significant cvents took placc in the West-Germen trade
union movement shortly before the New Year: the WGTU conférence
of North Rhine - Westphalia was held in the Ruhr city of Milheim.,
The confercnce représented more than two million, or a third of
the organiscd labour. This fzact alone 1mp>rt=d to it the 7
significance of a2.WGTU'minor conference.™
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Later a conference of the trade union of Bavaria uniting
more than 900,000 working people was held in Munich. The com-
mon feature of both conferences representing half of the member-
ship of the WGTU was the openly expressed determination of
the proletariat to btake an active part in the struggle for
peace and against the armaments drive. These feelings
were reflected in the resolutions of local branches and the
speeches of delegates. The members of the trade union of
Dusseldorf declared that they welcomed and supported "all
efforts leading to relaxation and any step aimed at achieving
universal and complete controlled disarmament." The delegates
of the conferences spoke against the insane policy of the
atomic armament of the Bundeswehr.

In their unanimously adopted resolution the delegabtes of
the conference of the trade union of Bavaria called upon all
people of good will to make an effective contribution to the
struggle against atomic death and recommended that each trade
union member should actively Pparticipate in this mass move-
ment,

The WGTU conference of Baden-Wirttemberg also called for
termination of nuclear tests and a peaceful settiement of
international issues. *

The events of recent weeks, the unbridled fascist pro-
vocations stirred up all over West Germany filled the working
people with even greater anxiety for their country' future,
and at the Bonn policy. The protest expressed by the WGTU
leadership concerning the outrages of the neo-nazis does not
satisfy the trade union ranke~and=file.lhey demand the trade
unions offer a decisive and etfective rebuff to the forces of
reaction. militarism and nascent fascism.

fhe call to increase viiilance and to take actions
against the fascist threat and militarisation of the country
once again resounds in the trade union local branches.

The conscious and active forces of the West-Serman working-
class movement call on the trade unions to use all their
efforts and influence to channel the Bonn policy toward peace
and the liquidation of the cold war.

The West-German workers regard the setflement of these
basic tasks as the key to successful defence of the vital
interests of the working class and all working people of
West Germany.

THE END
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Article in TIMES, London, July 22, 1959

BATTLE FOR INDIA'S TRADE UNIONS

by Victor Feather

Indian trade unione haw their strength in the basic industries
on which India's development plans depend. Thus, thouph their mermbers are
only a emall fraction when it comee to political elections, they are
capable of excrtine consgiderable political as well a8 industrial influence.
Most trade unions are modelled on the British pattem but the marmber usually
pays about six rupees a year, which is relatively twice what trade
unionists pay hare. There are no providsnt bensfits,

The trade union movement hae four national centres. The strongest is

_ the Indian National Trade Union Conereses with & membership of 1,400,000.

It 12 strong in ths textiles industry, on plantations, in jute, stesl, cament,
supar and motor transport, and has pood uniogs in the docks and railways and
among seamen . It was formed in 195, and drew its lsadership from
Ahmedabad, where the Textile Labour Assoclation, formed in 1923, is a powerful
industrial body with its 95,000 membsrs, and is also lknown for its ereat
social work. There is a workers' bank in the city and a coopsrative society,
both formed by the union. A maternity and general hospital alzo cams from
the union,

The INTUC leadership is shrewd and experienced and its training of
young leaders follows Tandhian lines. All the leaders oxc;pt four or five
are "outeiders”, Many were former socisl science praduates, or social workers.
The same is true of the other national centres as wall. The main reason
for this is that there are few workers who can read and write even in their
vernacular lanpuage. The nurbar of those who can write inglish and Hindi

is infinitesimal. A trads union leader must be able to read, write, and

\,
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speak even legal English, for there is a preat deal of law - too much,
perhaps, now - relatines to collective barpaining. These laws ars printed
in Eneglish and Hindi. Local union officers and factory representativea-
ars drawn from the workeres themselves.

AUSTERE RBALISTS

The INTWC leaders have dedicated themeelves to the cause of trade
unionism as & means of raising the level of Indian life and culture. They
are thoushtful men, livine gustere lives, setting an example of self-
sacrificet they are enthusiasts and realists, not cranks. The laaders of
the other damocratic centre, Hind Mazdoor Ssbha (H¥S) are men end women of
sirmilar calibre. It may be that they proclaim their zocialism more
loudly than INTUC and that their “andhian philosophy is less marked.

HMS has an affiliated membership of 407,000, althouch some of its
supporters eay that it is now necarly 600,000 strone. Its main strbneheld
is Bombay, where it has the support of a dock-workers' union which is as
efficient as many of the dock-workers' unione in Zurope.

Akkwuw Although the adrs and objects of H¥ and INTUC are similar, the
poseibility of amaleamation seens remote. HM alleges that INTUC is under
ths control of the fGovernment and the Congress Party. The latter denies
this and asserts that it receives no subsidies from party or Tovemment.
Indeed, HMS does not challenge this, but explains that INTUC is "undsr
the patronage" of the Tovemment and is eiven privileped treatment.
INTUC's answer is that, on the contrary, it has found itself penalised
in some.degree becauss it aprees with the fovernment's aime and policy,
and that because it acts in a reasonable and restrained way, Ministers
take advantare of this and bend over backwards to eive the Hi and the
Communist AITUC (All-India Trades Union Coneress) representation to a

greater extent than their membership warrants.
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ATTACK ON STSEL

The Commmist Party trade union front, the AITUC, claims a membership
squal to that of INTUC. But nobody believes that. Its mesbership may be as
high as 600,000 or lower than 4L00,000. "Once a member, always on the
resister" seemz to bs true of AITUC, whose unions sometimes are satisfied
with a membership contribution of one rupee a year.

The AITUC probably in accordance with a Soviet diractive, has concentrated
ite recent efforts on retting oreaniced in the new key industries, particularly
thote relatine to defence and commmications. The terrific onslausht by
Communists, imported from Calcutta and West Beneal, on the INTUC union
at the Tata steel works at Jamshedpur last ysar was a ruthlessly enpinsered
attempt to capture the union, which could then hava baen used as a
brideehead to extend, develor, and control, for political purposes, the
whole of the newly expanding esteel industry in West Bengal and Bihar,

The struesle at Jamshedpur has been won by the INTWC union, but similar
efforts will be made by the AITUC at the new plante still under construction.

In some arear the Communist conpress has managad to pet itself
recomised in the engineering and electrical industries. Both of the
others, having none of the monolithic control sxarcised by the AITUC, may have
been slower to the punch in these new industries, but both are aware of the
dangers of Commmnist advance.

NAIVE ATTITUDES

The decisions and attitudes of some employsre, on the othsr hand, have
been unbelisvably naive. There are employere who prefer to deal with the
AITUC bscause "they control their membere better” and "ons can negotiate
a quicker settlement". This really means that the Commmirts are ready enough
to accept a lower amount and thus make a quicker bareain than the other two.
If these two have put forward what they consider to be a just clairn for an
increase of 10 rupses, and have bsen offsred two, they then still try to

nepotiate nearer to their claim or go to arbitration. The Communists settle
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quickly for the two rupees as their primary air is to keep control of
the worksrs.

In other cases, even where amployesrs do not encourage the AITUC in .
this way, they force the INTUC and HM unions through lonp drawn-out negotia-
tions and then to arbitration rather than establish. a quick, reasonable
ssttlemsnt by bona fide collsctive barpainineg. Under Indian labour law
arbitration is part of the judicial procedure; therefore an award by a
Judes can be subject of an appeal to the lligh Court and thence to the
Suprems Court; the leneth of time taken before finality i= rsached can be
appallineg, two ysars beinpg common,

There iz a fourth trade union centre, the United Trades Union Congress
with 40,000-5C,000 members associated with the R:wolutionary Socialist
Party, whote influence is limited to some plantations in Bengal and Kerala.

Thets four national centres, howsver, are not the full extent.w of t:rade
union oreanisation. There are many unattachad unions. Trade union mexﬁber—-
ship among Civil sorvan.ts and white-collar workars in banke and the
larre commsrcial housass is patchy and can be increasad enormously. The
thras main centres are maidne efforts to attract affiliations and membarship,
but it seams to be resolvine itself into a contest between the INTUC and AITUC,

RICID WaCE POLICY

The dangar is that among public employees there is much dissatisfaction
with the “ovarnment. Ths Civil servants are the Government's employeas
and many are apggrieved, therefore, by the Tovernie™i's wage restraint policy.
The small group of Commamists in the House provide the mein opposition
to the "overnment. Hence, some Civil servents are inclined to assume
than an INTUC union will not put up ax real ficht for wage increases but
that the Commmists will., The INTUC has secured improved livine standards
for workers mnd peasants on the lower levels. Many middle-class commercial
employaes, however, are resentful that thelr standards hauve not improved

at the same rate.
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It may be that the short-term intereets of the nation have rot to be
examined now in order to preserve the long-term aims. Tha gensral view of
mgny observers is that the economic =mituation has reached a point whare
trade union orpanisation is in the balance. It will expand: but it can
expand in the din-action of AITWC unless there is soms relaxation of the
present too rigid reetraint.

This does not msan that the restraint has been unnecessary, or, from
an economic point of view, has extended over too long a period. Indeed if the
latter werv the only criterion, thare i& no doubt that, until the complation
of India's Sscond Five-year Plan in two years' time, rigorous retctraint
would still be essential . Some rslaxation now, however, will not bs fatal.
If thare is no relaxation it will almost certainly put democratic trade
unionisn in a situation of pgreat dfficulty and that could not poseibly

be helpful to India, or indeed to Asia in peneral. 4



LCONUMIC BALANCE SETJESN GEST AND ZAST

West's Duty to Uncommitted Free Jdorld

3y Dr Thomas Balogh £
Fellow of 3alliol,
OXFORD

As 1959 draws to its close, the unison of congratulations
among the economic leaders of the West, especially the inter-
national and national banking leaders, meeting at New Delhi
seems unbroken by qualification or opposition. It, never-
theless, seems in queer contrast to reality.

I'rue we have much to be thankful for. The acute crises
of the pound sterling and the French franc of last year have
been overcome. Despite the sharpest of post-war depressions, no
acute dollar shortage, feared by all compotent observersy
has occured in Europe. Indeed, in recent months, it looked °
as if the dollar might come under suspicion and attack.

Contrary to all previous e Xperience american imports remained
remarkably stable, to some extent because of the newly acquired
taste for small Buropean cars. American exports on the
contrary, fell rapidly despite the mounting excess productive
capacity in America. Fears of inflations coincided with acute
unemployment of capital and labout., Last, but not least,

the boom on the Stock Enchange encoupaged people in Europne

to withdraw capital from the United States. Moreover, the re-
bound from the acute phase of the American depression caused main-
ly by the rapidly running down stocks has been remarkable

and it still seems to gather force. Capital investment,
despite largeexcess capacity, continues at a high level,

It all could have turned out much worse.

Cost of Confidence: Stagnation

3ut , if the gold reserves and balance of payments of
destern Zurope look much better and confidence has returned,
this alone is insufficient grounds for congratulation or com-
placency. The “ritish army was saved at Dunkirk but the occa-
sion was not a famous victory. gx It was the end of a
disastrous campaign and an hair-breath escape from final

catastrophe. So the present relative calm on the foreign ex-



change markets has been attained at a very heavy cost, espe-
cially to the most vulnerable areas of the non-Soviet orbit.,

In highly developed rich countries of the "wWestern "
world, economic pregress up till 1955 was encourageing. Emen
in 3ritain and the United States it was more than twice
as fast as before the wat. In 3ritain, one would have to go
back to the nineteenth century to find comparably favourable
figures. The expansion in France and Germany, as well as Japan
@as far greater, even after the first flush of reconditioning
of war-devastated areas has been finished. But even they
hardly matched t' e expansion in the Communist countries.

The exnansion in the less developed non-communist areas was
also impressive. The fundamental change which had taken pfacec
since hefore the war im the relation between xsmwExixn
sovereign countries was an important element in this
favourable turn., The U.S. and, to a lesser extent, Britain and
France directly and through international institutions put
at the disposal of wide areas of the world in less fortunate
circumstance not merely loans and direct investmentslthat
after all, had happened on a relatively greater scale before
the t wo wars), but also free contributions in capital resources
and technical knewledge. The United Nations Relief and Reha-
bilitation Adminstration of the more immediate XARXXWAD
post-war period was followed by Marshall Aid and the Point Four
Programme in its various guises in the United Statesj}
by the Colombo Plan and the Colonial Emxzispsmm Development
and w#elfare Grants in 3Britain, and by extended technical aid
organised xx in the United Nations,

Moreover, the war freed poorer areas of  their heavy foreign
debt and permitted them to accumulate siz&ble liquid balances.
This lifted the heavy pressure of repayment from a very large
part of Africa and Asia, enabling them to begin with
development programms. Ihe consumption of theip own

products increased and this XRZXEESEXIXANE TECPISOS- SN
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oincrease in their standard of life had further important
consequences. Lt accentuated the relative scrcity of the
primary products food and raw materials on the export =m

of which they had to rely to pay for the manufactures they
needed. Thus, immediately after the war, their terms of trade,
the relationship between theprice of the primary produce they
exported and the manufactures which they imported,
considerably improved. Ehi§ further increased their standard
of living and there was hope that kx this favourable trend
would continue and would be the basis of a continued self-
sustaining capital investment and growth.

i Effect pf Political Freedom

Fd

These hopes were supported by the achievement of indepé%-
dent by many countries in much the same wide area, countries, which
had been under foreign rule for centuries past. And imdependence
at first seemed to give solid basis for these hopes. Though
they lost the services of many highly qualified administratérs
(they retained some and obéained some more through the
international agencies), fheir economic mExxmEzpmexr® development
was not merely not retarded, it was accelerated. A fund
of unsuspected energies was freed by the liberation from foreign
domination. Moreover, the new national administrations were
not merely convinced that conscious action was needed to 1lift their
countried above the primitive poverty standard in which they
had suffered since antiquity. They were under powerful
popular pressure in contrast to the pre-war colonial regimes
whode mentality refgected the prevalent laissez-faire attitude
of thexgmyzrmmErk governing classes in the colonial powers -
in sharp contrast to the earlier regimes of colonial adminis-
stators who pursued a forward policy of economic and technical

advance in the nineteenth century.



Thus, the new national administration established plann-
ing organisations and were not deterred by dogmatic scruples
from State intervention where it seemed to be
needed. The success of the first Five ~Year Plan in India,
the tremendous forward bound of Turkey, achieved in the
early 1950s, are éxamples of this trend. It could be hoped
that the xm&x inter-war difficulties, which meant stagnation
or much reduced prozress in trke highly developed areas, combi-
ned with acute distress in thebhoorer areas, were
at last over.” A new era seemed to have dawned. One
ecould hope thatthe Communist economic challenge,
which was bound to have great appeal to the poor in
a’'stagnant world, would and could be countered. -

UISAPPOIN [ED HOPLS
-

All this has changed in tke last three years. Growth
has practically ceased even in highly developed Wester
countries. A secere enemployment of capital and of labour
has appeared again, even though not on thepre-war
scale. In the less developed areas of the non-Soviet
bloc much the same difficulties seem to be encountred as
before the war. The fall in the proceeds of their exports
has much more than offset the diminished flow of grants and
loans.

#hat were the reasons for this dramatic reversal of
the facourable trend? The dogmatic aporoach to economic poli--
cy of the Zmmumwsxfk Conservative Parties in England and
America led to an almost total discarding of all direct
controls over economic life which permitted subtle and detai-
led direction of production. This economic disarmament in
the face of an increasingly comnlex problem has had
fateful conseéquences. Jhen the continued expansion and full
employment led to a marked increase in wage costs and also

of prices, the authorities could not deal with the problem.



They were forced to fall back on severe monetary restri-
ction despite theominous lessons of the inter-war .
period. The only way of countering the broadening and
accelerating sweep of cost inflation was the haphazard

and rather unsubtle weapon of drastic credit rationing

and dear money-

GROJISA CillECKED

This policy proved quite insufficient to prevent further
wage and cost increases. Indeed, in America, the
period of highest unemployment coincided with a period of
the sharpest increase in the cost of living. EZxpansion,
however, ended., The American figures for production
.are still well below the 1955m 1level and the 3ritish )

; .
also show a decline., &xpansion in Germany has practically
come to a standstill®, and only in France is expansion
sustained by the large budget deficiency due to the
Algerian war. In all highly industrialised countries,
moreover, the monetary pressure was rather concentrated on
stocks, especially on stocks of raw materials. Consequently,
the full force of the monetary policy struck at the producer
of primary commodities, especially of agricultural raw
materials. The fall in thefurchasing power of their
exports has been very severe. The dollar value of the
exports of all primary producers fell from a cuarterly
average of J 7.6l billion in the first quarter of
1957 to $7.12 billion or by almost $500 million per quarter.
The fall accelerated in the second quarter of 1958.

Nor was this all. The earlier period of expansion
had coincided in a number of countries with a favourable
weather cycle. The encouraging increase in food sunplies
and consumption standards in India in Turkey and in large
parts of the l'iddle =zast, can, to a considerable decree
be zccounted for by an exdeptionally facourable coincidence
of rain and sunshine. 3Since 1954, the weather in large
varts of the world has been inclement: rain fell in

the e worng period or not at all. Consequently,
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a very severe reduction in production took place at a time
when the deflationary policy in the richer areas already »
proved a great handicap to the prices of the primary
progucers. [he .sum total of these policies was an

unexpexted sethack in a number of primary producting countries
loss of reserves, loss of employment and income. The change-~
over to pre-war policies, though it improved the balance of
payments of the leading areas in Europe, has reproduced

the uneasy stagnation and crisis in thepoorer countries of

the mEK*xx non-Soviet orbit.

[HE SOUIST CoALLENGE

| 3]

In contrast to this relative or even absolute decline
in the non-Communist countries, the situation in the Soviet
ofbit has shown a remarkabde recovery and expansion. The‘
FRNXXERYEX comrunist gountries of Eastern Burope had
been thrown into violent tumult in 1956 mainly as a result
of muddled thinking and muddled planning. The [ussians
did not use their overwhelmins economic power to create a
well working and harmoniously balanced economic system in the
East of Europe which they dominated.

Among the countried which they had overwrun in the last
convulsion of the MNazi empire, Czechozlovakia was perhaps
the most fortunately situated. It had been an industrial

country already before the war; it had a well-balanced

economic system based on considerable raw material resources:
it bhad a high standard of education ard technical knowledge,
and the Germans, during the intense bombing period, had
shifted a great deal of industrial capacity into the country,
only little of which was lest through the last
American air raids. Altogether Czechoslovakia was in an excep=
tional position.l In Hungry and Poland, as well as in Eastern
Germany there were areas of advanced industrial develop-
ment, but they had been shattered as working units during
the war, and agriculture was also at a low ebb. All needed

careful nursing back into full productions The same was true

of Bulgaria and Rumania .,



PRESSURE OY SATELLITES

Now it ¥¥ was quite comprehensible that the Russians, =
who had suffered losses far beyond the inagination of anyone
in the West, wéuld use all their energies to restore their
own economicxzRExXgiIgx xXx system first. After all, they had
borne the brunt of the war against @ermany and it was essen-
tial from a Communist point of view, that they should be
restored as quickly as possi ble into working order. What
is less comprehensible is that, in their eagerness to obtain
supplies ujder theguise either of reparations or favourable
trade agreements, they should exert such pepessure on their sa-
tellites as would render reconstruction much more difficult
“and would certainly expose them to furious hatred on the,
part of the countried which they dominated. #hat was
completely incompreﬁénsible, however, was that, in their
planning they did not at any point mobilise their condider-
able liquid resources in gold to ease the burden on
themselves and their allied, and that they did not create
a balanced sustem using fully the avantages of specialisation
and mass production.

The sterilisation of the thousands of millions of gold
reserves, which have lain idle in Moscow in the zx last
12 years and which could have considerably eased the hurden
of reconstruction, seems a fantastic sacrifice on the altar
of the Maxist belief that money cannot measure trugly
value unless it embldies value itself. In addition, the
Stalinist planners in the post-war period were everywhere
ruthlessly and thoughtlessly imitating the Russian industrial
example, without having the immense national resourdes
and compulsion over the people which eabled the Russians to
carry their plans to a successful Rxx fruition,

The plains, the woods and momntains of Central Europe are strewn
with gigantic structures which could not be completed
could not produce at an advantage.

The Western Powers have much to be thankful for.
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Nor has the self-imposed impairment of productive power
in the Soviet zone ceased completely. If the Stalinist .
grip has relaxed, thid has meant that a mumber of capnital
projects were prematurely abandoned and will not for some
time benefit the Communist powers. Consumption has increased
in the satellite ceuntries and the Soviet Union has been forced
even to lend substantial sums to those countries, instead
zf of being able to exploit their productive capacitye.

PAST HISTORY

But all this is now past history, and if, as in Poland, the
violent reaction atainst State Planning has now resulted in
a return to free markets which will further impair productivity
and dissipate the enerzgies of the people in all other co%ptries,
the Soviet grip has tightened, and, with tre passing of
time, the relentless return to forced investment is beginning
to skow its first fruits. Production in #mx Czechoslovakia
and Hungary is increasing.and in 3Bulgaria, for the first
time, a consideravle improvement in the standard of 1life
has been experienced whicl contrasts not unfavourably
with the situation in Yugoslavia, despite the great efforts
of the *ugoslavs and theconsiderable help they have
received from the West.

The forward progress of the Soviet industrial
economy has continued at an undiminished, if not higher, rate
than in 'revious years. Production in industry has been increa-
sing at over 1lOpercent. per annum, which contrasts sharply with
our own 2 per cent. since 1952 or even Sermany'é 82-9 per
cent. up to 1957, and with the stagnation here and in the ¥R
U.S. since theny There xemx seems to have been a considerable,
if not as considerable, increase in agriculturel
output too, as the result of the ruthless concentration of
the youth on ploughing up the wastes of 3iberia. #hile
the immense backlog in urban investment, and in transport,
both of which absor”» much capital, will clearly prevent an

acceleration of the rate of increase in Soviet productive power,
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there is no reason to supoose that it will decline., On

the ogher hand, if the virgin lands will give only fitful return
even when the gigantic Xk tree shelter stripes stretching across
the asian steppés will have been completed and irrigation has
been pushed further, there is as yet no reason to suspect

that the Rugsians will use their ever accumulating industrial
productive pover to obtain food and agricultural raw

materials by selling manufactured goods, though the case of
damage ahey could do to Western economies if they set their
minds to obtain the fruits of international division

of labour.

THS CuIlMESL "LoAP"

3ut the really wvital change of the last year or so.has,
been the Chinese burst of investment and production. It is
this factor which is\likely to change the balance of the
world, as it ras already clearly changed the balance within
the Soviet suystem. The basic principle behind the Chinese
industrial and agricultural revélution which has taken
place, and still countinues, is very simple: it is the direct
mobilisation of i1dle or underemployed manpower for invest-
ment, without, initially, permitting any increase in consumption.
It is this Columbus egz of development whick bids fair to
revolutionise the international economic and kilitary
situation.,.

1t has always been the opportunit, as well as the
course, the underdeveloped areas that they had a vast over-
population in their rural areas, which could easily be spared,
with only sligit changes in agricultural production teclniques.
If this could be mobiliseq, the basis would be laid for a deci-
sive upsurge in ivestment, especially in investment in whet
is called the infra-structure: .the puhlic work:s needed for
further improvement in »roduction if standard of life is to
be rais«d. Amkong these roads, canals, dams, and last
but, not least afforestation schemes re-uired to stem the de-

vastation by soil erosion, would Ye most important.
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But, however great the opoortunity in this latent source
of manpower for productive works, no one yet was able to
moblise it because any movement from the rural areas, khougkk
though it would not result in much of & decrease in agricultural
output, would noﬂ release any of the food which has hitherto
heen consimed by the peasants now no longer on the land. Food
consumption per xk head in the rural areas would just rise
and the employment in the ci ies or on public works of the member

of the family who left would necessitate the provision

.of additional food. Thus, the total needs of the country would

rise.

CRUXL OF ThE PAOQBLE]

In the end, the additional demand, as we have seen it
recently in India and in other underdeveloped areas, woulds .
nrxkxxxxx® burst the Zemandx bounds of the bhalance of payments
and a ®Xx crisis would“be inevitable., This would seemingly justi-
fy the misgivings voiced by more conservative members of the
Government strongly supported by the heads of the International
Sanking fraternity. The plans would be cut back. Thus, the
hopes which had been prematurely raised would be disappointed,
and in all probability social discontent would be rife. Mo
democratic or totalitarian Government has as yet been able
to to arrange matters as to enable the large peasant under-
employkent to be exploited, while t'e man is maintained
by his family. It is obvious that the Government which
X XEX X¥EM AKX B8 X8 AXXARXYE NAXXBXE AF KB SENXNXE XKE XAKEH
REASAKE MNAXXKEMPISYMERE ku ke explalzed  xyhiiz ks xax xx
mEXRRIXRER Ry kxx KaAmxXx¥ could succeed in doing so would
reap an immense advantage immediately and micht achdeve
dominance among the underdeveloped areas, bothximkexik
intellectually and politically.

The development of the last few years make &k X
it tolerably certain that something of this tyoe has happened
in China, with completely staggering results. These cevelop-
ments are based on the establishment of, at first, loose, but
at the moment rather close, economic co-operatiwas forcefully

directed from the Centre and capable of ruthlessl’' imposing
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whatever the Communist high commanrd wishes to achieve in mobili-
sing to the utmost the relatively unemployed mass of Chinese
rural workers.

It is ,of course, necessary to take all figures with some
secpticism, China, like India, is cast, and there is not
doubt a great many of the statistics which are available

must be the xEsX result of estimates rather than detailed

"statistical investifation. There can be no doubt about this,

however: the Chinese, working in a sociological background
which was far more favourable to the establishment of

a planned economy than thelussians were able to count on, have
achieved an almost complete domination over underemployment.

They have used manpower for investment in works which most

Jestern observers would have judged impossible to netform without

heavy machanised equipmengi* It seems that literally hundreds
of killions of people have been mobilised for various works,
and the result of thdr effort is phenomenal. The irrigated
aceeage has apparently been extended by something over 20
million hectares; the fertiliser imput is staggering.
Thirty-five million acres of low-lying land which used to
be waterlog-ed, were provided with drainage. This involved
33 billion cubic metres of earth moving. Trees were planted
in an area of something like 200,000 sq. kilometres, or more
afforestation than the whole world put together. NMost
of China's crops are threatengéd 'y the continuous rise of
the bed of the Yellow River, leading to floods, due Eo the
immense quantities of earth carried by it from the Loess
Mountains and, moreover, a large part of the Chinese indus-
trial plans are based.on sboring the waters of the Yellow
River and the Yangtze Kiang for the generation of
alectricity, which would not be possible so long as erosion
continued, as it would fill up the dam basins, Afforestation
will solve thing problen.

The summer crop, despite the inclement weather conditions

seems to have increased by some two-thirds in China. The

total foodgrain production rose by a sixth. This incerease
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represents as much as that achieved by India during
the whole of the first Five-Year Plan. It seems that the Chinese,
Faving been very noticeably below Indian standards, have now
reached. the Indian availability for food. They expect to
have a large surplus in two years' time by the end of the present
Five -Year plan.

KLELXLX X

RUNAL RevOLU LT Ok

Nor is this all. While the main forces of reconstruction
centred on agrixulture and related infra-structure, a completely
new development has taken plce in creating rural industries.
Already during the war, some foreign experts had occasion to
admire the Chinese ingenuity in producting small arms ammunition
éﬁd tools with barely more than their bands. This skill %asc
now systematically begn put &t the disposal of the ru-al recon-
struction, and carried through with a completely ruthless emergy
under conditions which would hardly be telorated &y anybody
but the Chinese. In consequence, vast increases have taken
place in the supnly of tools and equinmenr, which in its turn
helped forr the rural revolution. 4s, in these matters, it
is always the first step which counts, there can be little
doubt that this will sather increasing mementum,

In the same way, there l@as been 2 successful effort to
establish small-scale industru, even in those fields of manufa -

cture which:ire traditionally reserved for heavy equipment.,

*It was the reliance by India on such highly complex macha-
nical equipment which had to be imported, which has been one
of the main causes of the exchange crisis to which India has
fallen prey, and which, as the result of the advice of inter-
national bankers, imposed not merely a cut in the second
Five-Year Plan, but also threatens to dominate the

conception of the third.
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Consequently, a vastly quicker increasein industrial output

has been possible than would have been expected by most obsar -
vers, and far greater and far more pervasive than has been
achéeved even in the Soviet Union. Mo doubt, statistics

must be treated with some reservations in this respect too.

3ut, whatever is thought of the actual figures, the order &x

of magnitude of the progress seems incontestable and mw
awe-inspiting. The increase in coal production rose from

some 63 million tons to 130 million tons in 1957(this

alone is double the end target of the second Plan £fx

for India). In 1958, it is said to have risen to about

200 million tons. In 1959, it is planned to exceed 300 million

. tons, Steel production is expected to jump from 5.3
million tons in 1957 to over 10 million tons. Machine
tool output has incretased in the same gigantic proportions.

AT

A 'md LZCONCHIC T“ECOLUTIONM

Indeed, the Chinese experiment must by now be regarded as
far more sigﬁificantly revolutionary in its scope and far more
interesting for the future of poor areas, than the Soviet
development, however impressive that may have heen.

Its importance is due to the fact that, for the first time,
a country has been able to mobilise xkxx the insert masses
without first having to equip them ~ith more or less elaborate
equipment. Thus, the increase of both employment and output
has been far more instantaneous than in Russia (or, oc course,
in India), where increases in output are pPanned mainly as the
result of prior investment and not as the result mainly and
mobilising inert underemployed rural manpower. Once this
success has been achieved its cumulative results folilow as
an inevitable rorrent, for, with increased production, increa-
sed capital equipment is put into the hands of already employed
people, and thus productivity will frow steadily without
waiting for a prodigious effort of equipment. 1f we
contrast the Chinese success in quickly boosting steel production

with the relatively long pertod needed until similar redult
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could be achieved even xk in Russia ( not to speak of India),
the poryentous significance of this new system of totalitarian
rural mobilisation becomes clear. At the end of

the transition period, the workers will be absorbed in highly
capital-intensive and high productive works whatse building

has been proceeding all along. The fact that the public sector
is pervasive permits the establishment of industries on

the basis of larpge-scale output capable of competing in tle
world market. lthe motor car industry in China is restricted,
it seems, to one firm capahle of, in the end, producing
hundreds of thousands of vehicles. In India, sevefal
small-scale firms were permitted to start, thus condemning

-, them to low productivity.

AnSTERN INCAPACITY

iJhat has been the response of the Jestern world to these
revolutionary developments in the competitive system of economie
and social organisation? Hu#it, at long last, been realised
that only a determined concentration of economic and social
betterment can save us from being undermined from within,
from losing the race of competitive co-existence in the.
most vital areas of the world?

The answers to these questions are unfortunately wholly
in the negative. #e have, despite all warnings in the
Sputnik, as well as in the wheat-fields and baby-steel-
smelters of China, continued our slipping back into a pre-
copernican sustem of thought, with money at its centre, which
has been the bane of the inter-war period, combined with
a Fontgomery-3limpishtness on the mili<ary fromt
which disregards the bitter lessons of the humiliating
retreats and losses suffered in all peripheral areas,

The reason for this incapacity is not far to seek,
Bven the progressive parties have suffered from a smut
complaeency which blinded them to the critical outlook of the

non-Soviet countries.
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Inflaential members of the bbour Pafty have come to share
the views of American business consultants, patronised by thq
largest of big business, that the character of the American
and also of 3ritish capitalism has completely changed since
before the war. The economic problem had, in this view, been
conquered, and stead progress assured, unintrrupted by those
devastating fluctuations of business activity which disorgani-

sed the United States in the 1930's and defastated the world's
primary producers.

Jhere the business economists and the Socialist
"re~-thinkers" differed was only in that the one wished to
have large tax reductions 80 as to give "incentive'" for indi-
vidual effort and investment (while at the same time expre-
Lssing alarmist xa&w views about the menace of inflation ahd =
crying for dear monqy) while their progressive opponents wanted
to combine an increasing Americanisation of tastes and increa-
sed accent on n_hteriak advance, driven forth by mass-adver-
tisinge media, with greater equality enforced bya
refined and multifarious tax reform. The contradiction bet-
ween equality mnfurxzed x X xERIgEx® amd and the American
way of life seemed to bother the Left as 1litrle as
the Right was aware of its own contradictions between simul-
taneously adcocating both tax reductions and dear money,

In point of fact, the consequences of economic disarma-
ment which has been enforced unidaterally, both in America
and Sritain by the ruling Conservative Tovernments
showed the pre-matureness of these claims. It was no longer
possible to deal with the fundamental cause of inflation,
the steady increase in costs, especially wages, by a conscious
policy of income #ixkxibbiu distribution, because the subtle
controls needed had been anolished. Thus, on the one hand,
the full employment created a speculative boom, which drove
share prices towards new heights, while, at the same time,

sage claims resulted in a steady upward riovement of prices.
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DEELATION .

In the absense of controls, this could only hbe countered
by drastic rcdﬁction of demand, by credit respriction and dear
meney, though it‘was becomineg increasingly clear that
there was no excess of demand which could ~ossibly have accoun-
ted for t e increase in the price level. #hen dear money was
nevertheless enforced, despite mounting evidence of under-employ-
ment, the futility of the policy was amply demonstrated by the
failure of ensuring stability. Domestic costs and prices
continued to increase in the face of mounting unempioyment
and this increase was only pargially offset by the slump in
“«the price of primary goods. Yet the latter caused grave d}ffie
culties of the less privileged areas we e very much accentuated.
#hile anemployment is still rising in 3ritain, and is at a very
high level in America, & distinct stiffening of interest rates
can be observed in America, accentuated by official policy,
and there is little sign of a recovery of the export income
of the primary producers,

In the absence of a balanced dncome distribution policy, %
there is no doubt that further deflationary actior will bhe Xksurk
thought inevitable by the American authorities, and tiis
myst render the current revival, astonishing as it was, very
precarious. There was no change in the attitude to these
matters in the /Jestern buropean industrial countries either,
and the sternest admonition addressed to the poorer countries
coming from their representatives at the New Delhi
annual meeting of the I.M.f.showed that it would be foolish
to hope for such & change.

The general implications of current American attitudes
for thedest are obvious and ominous. 3ut the doematic laissez-R
faire approach to economic matters in Burope and in Britain,
in particular, is even more destructive of the hopes of the imre-
diate post-war period that a new and more prosperous gra was

dxwirx dawning, as their problems are far more complicated.,



DISIEIEGRATION OF BRITISH ECONOKIC POJER

The economic disarmament in 3ritain and the Sterling Area
in general had particular regrettable consequences in this )
respeét. It coincided with a determined drive in Zurope
towards the creation of the common market with unified tariffs
and some rudimentary beginnings of a commom economic policy.,
Had the Sterling Area been maintained at its former strength,
Jritain and her Commomwealth partners would have had a useful
vargaining counter in hand, with which to enfqrce modifications
in the Common Farket structure, so as to acoid disruptive effects
on the rest of Zurope and the Commonwealth by diwverting rather
than increasing trade.

3ut the Pritish Government had taken a prominent part in
emagculating the C.E.2.C., which might have, immediarely*after
the war, increased and co-ordinated Zuropean investment and thus
created a large wiable economic areas with the whole Commonwealth
as a complementary partner. At the same time, it was the
British Government that enforced a considerable reduction
of the credit facilities provided by the ZSuropean Payments Agree-
mentg and it replacement by gold payments. Thus intra-
Suropean trade was discouraged, as £old reserves remained pre-
carious, and anu loss resulted in sharp deflationary
action.

Nor was this all. The Zmmxsr Conservatives, in strange
sontradiction to their past, espoused the cause of
passice liberalisation, without positive policies to facilitate
read justments and help the weaker members of the regions.

These effects culminated in the proposals to

establish® & Free Trade Area in Europe, conveived as a comple-
tely negative teturn to the interplay of free markets

though exculding agriculture,

The ham-handed marrer in which thi§ proposal
was put forward rendered the Sritish bargaining position even
weaker than it would in zny case have been, because of the

unilateral abandonment of the Sterling Area preferential s stem.
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Consequently, further consessions were forced on 3Sritain
without as vet leading to any acceptance of the Free Trade
Area by the partners of the Cormmon Market. Thus , instead

of leading the-smaller countries and preventing, by thid
leadership, the emergence of the Common Market in its present
shape ( after al!, there were plenty of opponents ane critics
in France as well as in Germany who could hawe been
encouraged by the 3ritish Government instead of being rebu’fed),
Beitain was forced into & position, where at best, she would
have to accept an unconditional entry into a system very much
closer resembling the Common [Farket than the original Zree
Trade Area,

Now even this would not have been fatal, if policy in
Britain had steadfastly been caliculated to increase natgonai
investment and productivity, so &s to meethe growing threat
of increased German productivity. The actual policy, however,
had a doubly unfawvourable effect. It made it likely that
Sritain would have to accept more or less unconditionally
the entry into the Common Market,without beincs able to
safeguard the interests of the Commonwealth. At the same time
it made England less capable of sustaining the pressure which,
inescapably, would be pradnrgz®x produced by having to accept
prematurely German competition without protection. The
dear money policy and credit restriction prevented
productive investment which cot under way in 1955 from
increasing further. dhen monetary pressure was relaxed
it was not investment but consumption that was stimulated.

A more unfortunate policv for 3ritain could not have been imagi-
ned: in the absence of a sharp and steady rise in nroductivity
expansion is bound to run into a severe deterioration in the
balance of payments.

Nor was this all. Inste.d of increasing foreign aid, to
parry the consequences of declining demand, to the vital areas
of Asia and Africa, there was a continued drive to cut back

foreign aid and to cut agricultural production in developed axg

areas,
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instead of increasing the first and usinc the second to enable
the poorest areas to increase the rate of their development. .
Yer, the first terrible difficulty in the way of capital accumula-
ted in poor areas’ cannot be solved withott using methods
which had to be adopted by Stalim in Russia, or even those
which are new prattised by Mao in China, unless foreign aid in
increased.

VERY UN#ISE

The so-called dise Men of G.A.T.T., in their rather unwise
:report, have put forward the idea that the trouble of the under-
develoomd areas were due mainly to agriculturel protectionism in
advanced countries.

It is quite clear, however, that a revolution in agrigulture

.
is taking place in the capital-rich countries, & parallel to
wkz which can only be found in the industrial revolution of the
late eithteenth or early nineteenth century. Decrease in
agricultural protection migh accelerate this revolution
hy eliminating the weaker peasants and farmers in highly industria-
lised countried, and dgading to & concentrated ownershin of
operational units with rapid increases in productivity. An
eminent German expert, ‘rofessor 3aade, believes that the
whole of Europe's needs could easily and economically be supplied
by Zurope itself, with something to sparey if this revolution
were enforced, as it obviously would be by discontunuationof
protective measures. 1t is under x& way in an- case,
No salvation for the poorer areas could be looked for
in that direction, save for Zmx some tropical produce which are
now subject to heavy excise taxes. Only a detervined increase
in and for the vital uncommitted poor areas could possibly emable
them to achéeve their aims in a demacratic framework,

[op FAILURE OF THs wiST

These simple, if wital, xkx truths are not realised,
Despite the complete ill success of nonetaty mystification,
the combination of inflation and stagnation,

the protagonists of deflation had not learnt the lesson.



Those strategically vital areas whose march towards
prosperity has suffered an appreciable seéfb,ck in the .
last Tfew years-India and Turkey being the most imnortant
examples - arenow enjoined by the I.M.F. and the financial
leaders of the dest to "live within their means," to cut back
commitments and to use the diminished proceeds of
their precious exports for an increase in the zold reserves.,

A more unfortunate counsel could hardly be possible,

If the fall in the export proceeds leads to '"moderatgon"
in development plans, this will mean that the progress towards
self-sustaining growth will be further imperilled. The con-
trast of stagnation with the industrial and agricultural
.transformation of China might prove impossible to suprort w}thin
the framework of cemocracy. #hile preaching freedom, the .
present polic, of the West, in fact, means the encouragement of
the spepead of xka& dictatdoships. The example of 3urma and the
renewaéd suspension of constitutions, however far they might
have been from being democratic, in Thailand and Pakistan, shouldz
warn people in Europe and America that the crowing social and
economic tension in the non-Soviet area wili, inevitably, lead
to hepeless and hopelessly nefative dictatorships, If
their social and economic record will contrast violentlly
with the material acheivements of the Communist world, all resis-
tante to a totalitarian solution of their problems will be
worn away.

The talk about the danger of outside subversion and the
need foe military resistance to Communism, which has been spread-
ing increasingly of late, does not stand up to critical
examination. Unless it is speedily reconsidered, the gradual
defeat of the West is inevitable. It is the activities
of the Jestern Finance Ministers and economic leaders which
really subvert the non-Communist orbit. Instead of preaching x=
restraint and encouraging consumption in the already riuch
countries, the leading non-communist states ought to revert

to the war-time plans of rescuing the uncommitted areas from
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an economic decline.
THE I.M.F. '

#hat is needed to readjust the halance is a new management
of the interna£ional institutions, not obhsessed by the
economics of the @k nineteentl century which are totally ina-
pplicable to present »roblems. 3Such a reorganised International
lonetary Fund might be endowed with @entral 3anking powers,
enabling it to sustain the acceleration of the development
nland of the countries hit by the temporary depression of
demand for their produce, as a result of fiRuctuations of
economic activity in the more developed areas. In
addition, the old war-time plans advocating the creation of a
=really powerful international investment board should bg reyived.
Such a 3oard could use the unemployed productive powers
of the highly developed ares, in the shape of additional export,
for long-time pland advocating the creation of a really powerful
infernational ivestment %board should be revived. 3Such a
3oard could use the u nemployed productive powers of the highlv
developed areas, in the shape of additional export, for long-temm
investment in the poor areas. In this way, totalitarian progress
based on the compulsory mohilisation of man-power and to‘al pla-
nning could be matched, witliout having to change the degocratic
system of governmment in the non-Soviet orbit. Jhat is
needed is not a cut back infhe plans of the non-xzMXMEIsk
committed world, but their decisive strengthening so as to enable
them to match totalitarian achievements.

These ambitions will seem hopless, so lon: as the
Conservative parties remain in power in America, Sritain
and Germany. Thus, the elections in these three leading countri-
es will decide far more than merely the fate of social progress
in industrial countries, Should the progressives not carry the
day, as it may well be, for policies and politicians
can now, as it secms, be sold to theelectorates even in literate
countries - like tocthpaste or new atutomobile models - the

outlook for democracy is sombre,



Mao and Khrushchev chen need do nothing more than await

developments and sit back; it will be the Finance Ministers -
and Central Bankers, with Mr.Per Jacobsen at their head, who
will do their éork for them. Only reform.and belief internally
and on an international'écale can prevent the victory of revolus

tion. - All Rights Reserved,



LESSONS OF 1957-58 ECONOMIC RECESSION IN THE U.S.

Good Luck Was One of the Factors That Brought About
Recovery -

By EDYWIN L. DALE, Jr.
Washington Bureau of the "New York Times"

As this-is written, more than 4,000000 Americans
are still out of work and looking for johs. And yet i
can be stated confidently that the 1957-58 recession-the
moSt severe since World War II ; is over. That is, the
economy has moved decisively upward from the low point
reached about last April, is still moving upward and |
Shows every sign of continuing to do se well into 1959,

This is an event of wery great importance, A
prolonged and swaxx severe economie Slump in the Uni ted
States would have had the worst possible effects at home
and abroad. This is old stuff, of course, yet it is ’
freruently forgotton.,. In the endless barrage of crises
and bad rews from around the globe, surcess stories
tend to get lost. A post-mortem on the 1957;58 recession,
therefore, clearly is in order,

There is a .certain pattern about recessions.
Something or other causes a Slump in one or more ma jor
sectors of demand (this time it was defence orders,
exports and business investment in plant and equipment).
The change in dollar magnitude may be quite smalliat first,
but it has the major effect of reducing the flow of orders
to business and théis chanzing business sentiment. Busimess
men, acting with ordinary zxuddmea prudence, suddenly stop
building inventories and, instead, start 1iving off the
inventories they have, This shift quickly becomes the

ma jor cause, in dollar terms of the decline in production

and employment. The 1958-58 recession was no exception.
The threat, of course, is that the ~uick drop

in production and thus in workers' incomes-though caused
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almost entirely by inventory change ; will reduce
consumer purchasing power and thus consumer buying.
Then there would be a major additional downward force
and g sort of cumulative downward spiral would be
undervay.

Obviously, however, inventory liquidation
camot continue for ever, provided the total of fimal
demand is maintained. Thus the anatomy of recovery is
the anatomy of those forces and events that kept final
demand high lonz enough for the "inventory cycle" %o
run its course and for normal growth factors in the
economy to agsert themselves again,

“hat bolstered final demand this time? The
ngmber of factors invelved is surprisingly large, but,
since each played its part, there is no escape from
listing them, They group themselves naturally into
three broad categories:

I. Good Imck

The first category has to be labelled simply that,
for it consists of items that helped the economy out of
the recession without having been adopted or planned for
that purpose, Together, they wers very important, indeed.

1. The sputniks. One of the important conttibuting
fawguksx factors to the slumps' beginnming in 1957 was a
drastie cutback in defence ordering that began about July
of that year ; a cutback ordered by Secretary of Defence
Wilson, in order to help the Government stay within its
debt limit, Had defence spending continued at the pace
reached in the spring of 1957, the debt limit would have
been pierced, and the President was determined to avoid
asking Congress for another increase,

Then, in October, came the first sputnik and an

aroused reaction in the public. Before lonz, the old
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"eceiling" on total defence snendins was lifted, then a big
supplmenental appropriation went up to Congress and, after
about four months, the flow of defence orders increased
sharply. In the first six months of 1958, these orders
totalled $10.8 billion, as compared with only $6 billion
x in the final six months of 1957,

The orders had gone down faster than actual
spending, and they went up faster, But many economists
believe that orders influence economic activity more than
does actual spending. In any case, there is no doubt
whatever that the big surge in defence wrdering in the
first half of this year was a major element in recovery.

2. The highway programme, This mammoth undertaking
was gatherin? momentum when the recession struck. As we
shall see, highways also come under the "management " side‘
of recovery, but, ih this case, they qualify more under
the "luck" side. Spending in the first six months of 1958
almost all related to earlier actions taken before anybody
had dreamed of the recession was $2,2 billion, the highest
six month total ever,

3. Gove mment benefit programmes, A handful of
little;noticed action® by Congress in 1954, 1956 and 1957,
taken for reasons whelly unrelated to the recession, proved
a bigk help in belstering the totel of persenal incomes, and
thus of consumer spending.,

An increase of $17)0 million 2 year in veterans®
disability benefits took effect in Octoder, 1957. Changes
in the Secial Security Law made farmers eligible, and allowed
women to collect benefits at the age of 62. And there was a3
new programme of disability benefits under Social Security.

All of these hit the economy at just the right
time ; last winter. Teaving out entirely the regular rise
in old-age benefits that occurs every year ; to be touched
upon later ; they added about $1.2 billion to the amnual
rate of personal incomes in the f irst helf of 1958.

4, The farm economy. A number of elements worked
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toward a higher farm income, none of them associated

with Government policy. Mainly tecause of 1ong;run sup-ly
conditions with pre-recession roots, there were excellent
prices for livestock last fall and winter. A freeze brought
a sharp rise in fruit and vegetable prices. Government
programes, as we shall see, cuShioned potential declines
in prices of other items, with the result that the annual
rate of farm income in the first half bdf 1958 was up by
$2.% blllion over the same peried of 1957.

5 The Federal pay rise, Past inflation and a coming
election made this piece of legislation inevitable this
year. It pumped out about 2350 million in lump-sSum
retroactive payments in July and added $1.5 billion te the
annual rate of incomes of Tederal civilian and military
employees, "

IT. Built in Stabilizers

The second broad category of factors that bolstered
demand consists of those changes in the economy- 211 tending
to maintain incomes- that have been legislated into the
economy in the past, or have been worked into it by changing
ways of eoperation, There are four main items:

1, Income maintenance for workers, This, of course,
is the most familiar ;unEmployment compensation, It made up
about one;third of the drop in wage income for those laid
off, supplyinz $3 billion to the annual rate of incomes by
the second quarter of 1958,

2. Incom® maintenance for farmers, Farm price supports
effectively insulate growers of several major crops from
the effects of over supply. They work all the time ; in
boom and in slump, They helped to keep up farm income in
this recession,

3¢ Income maintenance for the aged, Bvery weeck of
every month, more people qualify for Social Security retire;
ment benefits, Besides, in contrast to the days of the

Great Depression, there are formal programmes for relief,

partly financed from Yashington, for the needy aged who do



-5 =
not have Social Security or have so 1little they cannot get
alonz, 014 age cheques of both kinds now go out every month
at the annual rate of nmearly 810 billion; the highest ever,.

4, Income maintenance for Stock-heolders. This is
something not genérally realised, Corporations suffered the
sharpest drop in profits in the post-war period during the
1957:58 recession, but they scracely cut their dividends
at all. This is the result of a number of factors, one of
the most import=nt of which is the modern 52 per cent.
corporate tax rate - which means that half of a less in
profits is absorbed by the Government, In any case, the
dividened maintenance in this slump paralleled q similar
occurrence in each of the two previous post-war recessions.

4 few pther built;in items in our modern society
probably deserve a mention.

There are, of @Soudse, the purely financial reforms
of the New Deal years- bank depoSit insurance, control of
stock market mergins and mortage insueance. No one heard
anything about bank failures in this slump, but, even if
there had been some failures, the sheer pghiec of the
depression days would have been avoided, because of
deposit insurance,

Then, there is the steady impact of s rising pepula-
tion on the spending of State and Local Governments for sumhk
duch things as schools, wster and sewer systems, The rise
in State and Local spending has been going on for years at
the rate of abhout $3 billion a year, 2nd it continued during
the recession. There is every reason to expect it to
continue indefinitely.

Note probably should be taken, too, of our shifting
labour force., This is a point not yet thoroughly analysed,
But it seems fairly clear that the large relative shift

toward white collar jobs and away from blue collar jobs,
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together with a parallel shift out of farming and mining
and manufacturing and into trade, Govermment and services,
has given a far higher proportion of our population than
ever before a feeling of job security. Consumers all
through the recession #pent money about in line with their
incomes, and showed no important signs of panic, One
reason may well be that the gresat bulk of them never felt
much fear that their jobs would disappear.

I1T. Management

The last broad category of reasons for recovery is
- the only one that qualifies for the term 2 "management%;.
thihgs the Government did specifically to half the slumps
Despite a great deal of talk and an air of feverish activity
the catelogue of significant actions is medest., Of the
five items that are worth listing, only twe had a major
effect on the recovery, the other being small, or having
taken effect only after the economy was So0lidly on the
upward path.

1. Easy money. The Federal Reserve System switched
dramatically last November from credit restraint to credit
ease, It is obvious that easy money and low interest rates
cannot generate recovery by themselves, but they are almost
certainly a pre-condition for recovery. The nation's money
supply 4id not contract in the recession, as it used to in
9pld-fashdoned slumps,

The sharp drop in interest rates made it far easier
for State and Local Govermnments to float their bends and
finance their expanding asctitities, and their berrowing
reached a record in the first half of this year, Tasy
money was also a major contributor to the change in the
housing market, the next item on the list.

2, Housing, This is one of the few activities that
the Government c2n juggle quickly. The Administration and

congress together %ook a series of actions reducing down
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payments in connection with mortsgages insured by the
Government, reviving the moribund G.I. housing programme
and even providing $1 billion in mortgage money at subsidy
rates through a2 special emergency programme,

Together with the effect of easy money on the mortgage
skk situation generally, these actions had a tremendous
impact. Housing starts hit their low in February and then
zoomed starting in May - in the face of a sidespreadei
belief that the market was pretty well saturated and that
the matuxxkkrrm recession was frightening potential buyers.,
.There is no doubt whatever that the change in the housing
market, in this recession as in the other two post-war
recessions contributed materially to recovery.

3. Highways. As noted, this programme was already
rolling as a result of past actions, The biz antirecession
programme did, however, begin to have some effect on new
contracts by, perhaps, June., The major effect, just the
same, will be in 1959 and afterward,

4, Public works Speed;up. It is doubtful whether
all the actions taken and the floeod of directives from %the
White House resulted in the addition of much more than
$300,000,000 to total Spendinz in the economy, and much
of that is still to come,

5. Emergency unemployment compensation., This was
the legislation providing additional weeks of jobleSs pay
for workers who had exhausted their bemefits. It was
undoubtedly warranted on humanitarian grounds alone, tut
Congress took so long passing it that by the time the first
benefits were paid, in late June, recovery had already started
The programme will, however, help to add steam as the
recovery proceeds,

The fruit of most, though not all, of these items
showeq in a single, all-important statistic: personal in;
comes, While industrial production fell off 13 per cent.

from peak to trough, personal income fell off only 1.6
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per cent. It was actually on the rise from March onward,
and, by July, had passed its former peak. This was the
reason for the strength of personal consumption througheut
the recession, and thus the explanation of why the vicieus
downward Spiral never had a chance to take hold,

Lessions of Recession

Som much for the anatomy of recovery, What has the
1957;58 recession taught us about the modern American eeonomy?

Undoubtedly the most important lesson is also the most
obvieous: the modern economy is still very susceptible to the
business cyele. Nothing has happened teo rule out Slumps.

Wo shall undoubtedly have more of them from time to time.

This "fact of 1life" produces something of a Split
in the academic and politieal worlds, One school believes
all Slumps are a tragic waste and can be avoided by p?Opef'
Governme ntal measures <both improved huilt;in stabilisers
and vigorous and massiwve action at the earliest stages of
a downturn, Another, and almost certainly larger, school
feels mild slumps are preferable to the probable results
of the type of Govermmental action needed to prevent them
@ltogether : namely, inflation far worse than we have had,

Whichever school one prefers, it Seems likely that,
in practice, the second school will prevail, and that we
shall go on having slumps, They are probably inherent in
our economic System.

Ano ther lesson is that one of the new factors in
the eoonomy that was supposed to make us more slump-proof
is clearly not as potent as some analysts had thought it.

It concerns the key sector of business investment in plant
and equipment,

The new factor, so the theory went, was that modern
business men schedule their investment on a long-term basis
and do not change their plans with the first sign of economic
squalls, Well, perhaps some of them do., But enough do not,

as evidenced in this recession, to make business investment
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almost as volatile a part of the economy as ever,

The evidence comes from a comparison of reported
investment plans, as surveyed by the Government, and actual
spending. Totgl investment spending in the first and second
quarters of 1958 was a whopping $5 billion, at annual rates,
below the originally reported intentions last £211 and winder.
The The conclusion is clesr : a very large number of businesses
took fright and halted their investment, thus making the
slump worse.

The next lesspn from the recession is equally
disconcerting. It emerges from the run-down of factors that
brought recovery the tremendous role of luck., Next time,there
might not be such a favourable combination of events., In the
1953;54 recession, incidentally, the most important single .
action helping to bring recovery was a8 $5 billion tax cut that
took effect in Jamuary 1954 under an mtomatic provision of
existing law that had nothing to do with recession.

Finally, on the unhappy side, this recession strongly
bolstered evidence from the 1953;54 slump that, in the modern
economy, prices are strongly resistant to drops in demand,
Price cuts, except in the case of sensitive raw commodities
that operate on a fairly pure supply;and-demand bagis, were
few and far between, The consumer price index, influenced
by "lagging" service prices and by Special factors affecting
food, actually rose.

The disquieting lesson is not so much thb$ rise as
the failure of oprices in the industrial part of the economy
to fall, What happened to prices, incidentally, also
happened to wages, and this helped considerably in preserving
a high level of personal incomes,

But there are also spme rather more comforting
conclusions to be drawn from this slump.

Again, the most important is perhaps the most
obvious: the built-in stabilisers actually work., Mainly
because of legislated chances, but partly because of new

ways of operating in the modern economy, such as the shifting of
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the labour for e, the economy clearly has strong resistance
to recession, The stabilizers will surely work next time, toe,
though few economists believe they are enough te do the
whole job of preventing severe troubel by themsslves,

Furthermore, the 1957-58 recession Should have put
to rest for good the idea that "when Americs sneeves,
BEurope catches prneumonia." HBurope's international balance
of payments actually strengtheded throughout the slump.
The pound sterling has never bsen stronger 8ince the end
of World War II;

This slump showed, too, what a number of economists
have been suspeating for quite some time; that gutomobiles
are by no means decisive in the American economy. The myth
0f the importante of Detriot is an extremely hard one to
shake, but the fact is that production of new cars makes =
up well under 5 por cecent. of our total economy. The figures
put out by the industry to the effect that one out of seven
worke rs makes his living directly or indirectly from the
automobile are misleading in one sense, because they include
such x@ people as gasoline station operaters and repair men,
whose business suffers not a jot by a slump in new ecar sales,

It is true, of course, that the bad raeception of
the 1958 model cars contributed to the slump (although the
money that was not spent on carswx was xmk spent on other
things, contributing to prosperity for other sectors of the
economy, ranging from travel agencies to food processors),
But the important thing is that a decisive recovery began
and is continuing without any improvement 2t all in the
auto sector,

The rext lession is a bit less clear cut., But it
gecems safe to conclude that the "confidence" factor; as it
affects the consumer- is working in the modern economy against
8lump and for recovery. This item probably should be over;
rated. But because of a feeling of job security, or whatever,
consumers as a whole kept right on spending all throuzh the

slump, despite all the talk about the enormous amount of
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"discretionary" spendinz that now exists in America., A
University of Michigan survey concluded:

"While a larger proportion of American workers
gave been affected by this recession than at any time
Sine Yorld War II, the amazing thin- is that a gererally
optimistic atthtude continued to prevail, in spite of
large economic losses",

Finally, there is the happy thought that the
Government did not even try the most drastic weapon it has-
a tax cut. Needless to say, the decisions of the President
and Treasury Secretary Anderson against using this weapon
has been thoroughly vindicated by events. But if, next
time, the luck factors should not be as favouradble, the
tax weapon would always be available. It ean rapidly
ereate a gignificantly large amount of demand, and there is
zood reason to hope-~though still no proof ; that it could
do the job if a future slump became bad enough to require
its use,

Adding up these lessons from the 1957;58 recession,
the observer is almost forced to the conclusion that the
ever present threat of a cumulative decline;that is, a severe
depression-has not yet been abolished from the system, and
that good management as well as good luck is going to be
required when & the business cycle again starts on its
ominous way. The American economy clearly has enormous
strength and resiliency; a & fact worthy of no small feeling
of satisfaction, But this has not been the last time that it
will suffer a severe stomach ache.; Copyright 1958 by the
New York Times Company.

N.B. The above grticle is Bxelusivekxy to Commerce, 1I%

is published by speecial arrangement with the
"New York Times Magazine",



FTINANCE FOR THE GROWTH OF INDIA

By BEugene R, Black
President International 3Bank for Reconstruction and Development

Less than three months ago, in conrection with my visit
to New Delhi to attend our annual meeting., I ha€ an opportunity to
see something of the develenment drive at present in prosress in
India. At that time 1 saw so much that was changing and new that
¥kz it was easy fo forget that the objective of this drive, 2s of %
the World Bank itself, is to help in tackling & problem as aacient
as India itself. The age-0?d Hindu injunction to give generously
to the poor reminds us that extreme poverty and the disezsse and
despaire that it breeds, familiar even in the earliest evivilizations

But in India, as in other parts of the develoning regions
one can today see how technological advance has brought changes wh
which are at the same time makinz the scourge of poverty more
serious and furnishing new weapons with which to attack it. On the
one hand, modern standards of health and hygiene and the resuliing
fall in mortality rates are causing the population ofthe world
to increase at an unprecedénted rate: there is no known way in
which the resources of the earth can msgx for long be stretched
out enough to meet the full needs of a population that continues
to increase by more than 3" million a2 year in the world as a whole
and by six million in &ndia alone. OCn the other hand, a continuing
chain of scientific investigations has brought to light ways in
@hich the food output of an acre of land can sometimes be doubléd
or trebled, while new types of machinery and new sources of energy
can increase by 2 regular two to three per cent, a year the volume
of manufactured goods that a single worker can produce. Governmente
around the world are, therefore, driven forward by the need to
break away from a situation, in which the - rowth fh® of the
production is in constant dancer of being overtaken by the crowth
of population. As in India, they are determined to join the zroup
of countreis in which the upwsrd trend of production yields a
steady improvement in living standard,

BANK'S CAPITAL TO BE RAISED

At the Bretten Woods Conference, organized by the allied

countries in 1944 %o lay the foundations for the Bank and Fund,

discussions were based on the msSumption that the need for capital ir



“the post-war period weuld be much greater than could be obtained
through traditional channels, To nrovide 2 part of the necessary
funds the Conference stipulated that the pavment of a subscription
Should be 2 condition of membership in the Bank, and zdopted a .
formula under which the largest subscrintions come from the count-
ries with the largest resources. The United States and the United
Kingdom between them subscribed $4,475 millien, representing nearly
half the total subscriptions of $9,521.5 million, while India's
$400 million makes it the fifth largest shareholder in the Bank.

But the feature which distinguishes the Bank from all
other international agencies is the large extent to which it
depénds on the confidence and surport and orivate investors around
the world, It now has the equivalent of §$1,845 million in bonds
and notes outstanding in six currencies and in some %0 countries,
With the greater part of its paid-up shka subscriptions alreadx'
used in its ledning, the further e pansion of the Bank's operatioés
depends on its ability to raise additional funds in the capital
market, It has ther=fo e, become an active beorrower as well as
lender, During its fiscal year ended ?0th June 1958, it increased
its funded debt by $625 million. Since that time, it has made
two further bond issues totalling $175 willion of which more than
half was sold outside the United States.

The ability of the Bank to borrow additional resources
in line with the increasing needs of its member countries has
spriing partly from the record of its operations., The total of
$4,111 million that it has so far lent is helging to supporst
productive enterprises in 49 countries and territories, and the
interest and kmznxxhax; principal repayments due on these loans
have all been made, But the attractiveness of the Bank's bonds
to so many investors in so many countiries alsp owes much to the
structure of the Bank's capital. Of the tot21l subscribed by member-
countries, 80 percent representing $7,617.2 million, is not paid up
but may be called to meet obligations arising out of the Bank's
loans and guarantees, This provides most substantial backing for
the Bank's bonds,

LENDING DOUBLED

In order to allo~ for the continued expansion of the
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Bank's borrowing, it was decided, without dissent, at our meeting
in New Delhi that the time had come to consider an incresse in
subscriptions. In the backeround of this decision is the fact

that there has been no general revision of the Bank's subsecription
since the time of Bretton Woods, whereas the value of money has
suffered a general decline and the need for the international flow
of capital has greatly increased. Moreover, the Bank's rate of
lending has nearly doubled over its past two fiseal years, and

the maintenance of the present high rate will reouire very large
additional borrowings in the capital market.

A proposal actively discussed by the Executive Directors
sifice the annusl meetinz is that member countries Should be called
on to raise their subscriontions, but in such a way that the

Governments authorising the increase should not be thereby rexmkp:
reauired to pay over any additional funds to the Bank., This result
could.be achieved throusgh an undertaking that the increase, wﬁiler
providing additional capital sSubscriptions to back Bank bond
issues, would no%, in fact, be used or c211¢d for use in the
Bank's lending.

WORLD GETTING OVER BORROWED?

An increase in the level of subscriptions could do
much to remove the possibility that a shortage of funds might
curtail the Bank's future operations. But it must not be overlooked
that a banking operation may be limited by the borrowdr's inability
to service debt no less surely than by the lenders' inability
to raise the recuired funds, Since the nature of the Bank's
operations renuires the repayment of leans in the currency lent,
and, since the Bank does not lend the borrowing country's currency.
it has to form an assessment of balance of payments prospects, and
of other factores bhearing on the borrowing country's ability to
earn adeocuate amounts of foreign exchange, before 2any new loan can
be made. Inevitably, such an assessment sometimes results in tﬁe
conclusion that 2 proposed loan would add more to the borrowers:!
foreign exchange obligations thon it could safely meet either out
of its existing sources or out of new production capacity that

could be created by the loan, In veiw of the steep post-war rise-

reflecting, among other things, the zrowine volume of Bank
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operations - in the amount of international debt, fears have
sometimes been exwpressed that the world as a whole might be getting
over-borrowed,

This is obviously a question of vital importance %o us, and )
one that we have recently been subjecting to careful study. Among
other things the study has revealed that, at the end of the firest
post-war decade, the total of Government guaranteed long term
external dbt carrisd by a group of 36 major bhorrowing countriss
amounted to equivalent of #18,070 millien , or twice the sume at
the end of the war, Meanwhile, owing to the rise in interest rates
as gell as in the total bhorrowed, annual service obligations had
'trebled. These additions to the debt bnrden must be seen, ranid
economic growth and the consecuent inecrease in borrowing strength
that also took place. It was found that, in fact, the rise in
oroduction and income over the decade had in mo t debtor countmwias.
been enouzh both to cover the hizher level of debt service and to
21low for increased domesti& investment. These investigations are
gumnarised in a book written by two economists on the Bank's staff
Peagoslav Avramovic and Ravi Gulhati- and recently published under
the titlzs Debt Servicing Capscity and Post-war Growth in Interna-
tiongl Indebtedness,

PRIVATE CAPITAL _

the fact remains, however, that debt havine toc be serviced
in foreign currency can only supply 3 marginal amount of the totel
capital required for investmeant in the unde;developed countries,

Mo ohe who knows India coan question the need for a very substantial
increase in investmant in many different fields., “ithout larger
hospitals, more schools, improved sanitation services ani other
investments in human beings as well as in the means of production,
countries in Indisa's stage of develooment cannot hope to achieve
either the standards of living or the rroduction efficiency fhat is
taken for sranted in Yestern Zurope and North America. Apart from
the growing contribution of the Bank, impordant resources for these
manifold purposes have, in recent years, been suprlied by the aid

activities of the United St=tes, of the more highly developed’

countries of the British Commonwealth and, in various fields, of
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| Trance, Belgium, Germany, Norway, Japan 2nd other countries. But
much the zZreater rart of the need must continue to be met from
within the developing couniry itself,

I s2id in New Delhi, however, 2and I have s2id at many other.
times that thire seems to be a need for further kinds of capital
export that will not impose an additional burden on the exchange
resources of the borrowinz coun ry, The Development Loan FTund set
up by the United States Government 2 year and a half ago, has
already committed $573 million, the wajer part of which is revay-
able in the borrowers' own currency. Cne of the main reasons for
setting up a new Internstional Development Association, as pronosed
earlier this wesr and at present under study in the United States
Government, would be to create 2an international pool of capital for
loans repayable wholly or partly in le~21l currency. As now proposed,
the I.D.A. would be an affiliate of the Bank, and I believe thet -
its establishment could ungefully reinforce our work.,

This discussion of sources and uses of funds must neot,
however, be understood to suggest that the pace of economyc. advance
is a simple function of the amount of capital that can be pumped int
into an urnderdeveloped area. I believe that there is genzral agree-
ment among those who have studied the preblem that additional
capital is only one and usually far from the most important of the
conditions of progress, Obviously, the adoption of modern productior
methods requires the learning and disseminetion of new techniques,
so that new equipment can be effectively operated and adenuntely
maintained, It will also require the acruisition of the mansgerisal
talent without which even skilled workmen will net »roduce anyvhere
near the limit of their capacity, nor the product reach its full
market.

Less obvious but of no less impertante is the attitude of
the neople at large and their willingness to make expsriments and
¥kx ehange existing social patterns for the sake of increased
production. I should be the last to deny the stabilising and
unifying effect of traditional institutions and old-establishednx
scales of value, But we are all of us unhappily fomiliar and not

only in underdeveloped countries-with situations where, the large

bodies of the populsticn boggsed down in what Pandit Nehru hsas aptly
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called "the old rut of habit," devotion to established practice
bars the road to progress, In rural areas, larger water-supplies
and improved cultivetion methods will remain unused, wvhile, in
the towns, manpower will be wasted through insistance on practicé
b2sed on the needs of old-fashioned hand operations rather than
of the machine age; In this regard, the differences between
peoples are usually rooted in the far distant past and can only
be changed slowly and with difficulty, Fortunately, however, m
modern methodsef travel and communica2tion have provided Central
and Local Government agencies with a new power to influence and
speed up the process,

’ ROLE OF THE BANK

In a campaign that calls for such widespread effort and
such fundamentsl chanves, thes role of the Bank or of any other
outside agency ia necessarjly a restricted one. When reauested, -
it gives advice on the scale and directicn of a Governmant's
investment programme, When new lending is under consideration, it
undertakes a review of 2 country's economic situation and of the

Government's economic policies in so far as they affect repay-
ments prospects., It was in this conmection that, esrlier this
year, the Bank sent 2 misSion to India to study the progress made
under the second Five year Plan. Among the conculusions submitted
to the Govermment was that, in view of the acute strain already
imposed upon the balance of payments, efforts should henceforth
be concentrated upon completing projects in process bsfore large
w investments were embarked upon, But this did not by any means
imply, as was sometires said in Indis at the time, that the Bank
undergstimated the tremendous achievements already made nor that
it advocated any standstill on future development plans, Ouk main
concern was to underline the danger of launching fresh projects
until adequate sources of finsnce had been assured,

The aspect of a couniry's development effort whith which
we have the most direct contzct is the executien of the individual
projacts that are brought to us for financing. So that our lending
may have the maximum impact on the pace of development in the
country concerned, we select projects in the basic services and

other fields vital to the economy, We also study the engineering
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and other technical details, and the arrangements for supervision
of the construction programme and for management of the finished
project,., By ferming a judgment on theSe complex question, the
Bank believes that it can not only ensure the most fruitful use
of its own funds but also help member-countries to avoid mistake
for which they might have to pay dearly in later years,

PATTERN OF LOANS TO INDIA

Our lending in India & fittingly illustrates the general
pattern of our activities. The total (Het of sma2ll sums cancelled
at the borrowers! request8 of our 19 loans outstanding amounts
to $500 million, nearly $200 million more than in any other
country. Disbursements under these loans, all of which are long-
kimx term and carry interest ranging from 4 to 6 ner cent, have
recently risen to an annual rate of more than $100 million en
equivalent (”s.48 crores), as compared with total disbursements
under all our loans in ayl countries of about $600 million a vear,
One loan has alresdy been completely repaid and total rengyments
by India amount to $28 million.

Over 40 percent of our lending in India has been for the
railways. Tn a country where there are few trunk roads suitable fo
for modern traffic and few good inland waterways, the Bank has
been imoressed by the extraordinary importance of ra2il transport
in distributing »roducts ffom the new industrial areas and
reducing the age-nld isolation of the village., Qur first loan
for this purpose was made in 1949: five subseauent loans have
raised the total to $207.8 million. The variety of sources from
which the railway programme is drawing ifs supplies is reflected
in the fact that one of the leans was entirely in Japanese yen,
ene in pounds sterling, one in Italian lire, and the rest in
United §tates dollars and other currencies,

Other lending for transport h=ss included the e-~uivalent
of $43 million for the impvement of the ports of Calcutta snd
Madras. We have alsec lent $5.6 million to help Air-Indis
International to enter the age of jet-travel. The rest of the

large sum reaquired to buy long-range jet planes was provided by

a loan from five commrcial banks in the United States, and by
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draving on India's sterling baleonces %o pay for engines made
in England,

For power, which can serve so many fruitful purposes in
industry as well as in homes and officeg, we have lent $66 millior
Thex greater part of this has been for hydro-electric and thermal
projjects in the Daﬁodar Valley. The balance is helping fa increase
bulk power supplies for Bombay by financing construction and
enlarsement of the new thermal station on Trombay Island.

We have also lent heavily for private manufacturing
enterprises, which are playing such a note-worthy part in
expanding many sectors of the Indian economy. Our lending for
tﬁe steel industry, which figures so prominently in the second
Five year Plan, is made up of $50 million to the Indian Tron and
Steel Company and $107,5 million to the Tata Iron and Steel
Company. This is allowing the expansion programmes of the twa
companies to go forward without imposing the additionsl medium-
term repayment burden that results wvhen such projects are
financed by suppliers' credits. Ye also helped to launch the
Industrial Credit and Investment Corporation, The Corporation
anpears to be suncessfully overcoming the initial problems
involved in launching a new venture of this kind, and nromises
to become an increasingly'important stimulant to growth of smaller
private enterprises,

To my mind a particularly useful feature of our lending
has been the help that it has given in opening the Worth American
capital market to India. The $11,2 mil’ion commercial bank credit
arranged at the time of our loan to Air-India was the first
direct Indian borrowing in the United States market. There was
21so0 a larze participation by United States and Canadian hanks
in our second loan to the Tata Iron and Steel Com»nany; the nine
varticipating banks preovided almost half of the #%2.5 million lent
Neither of these market borrowings. carried the guarantee of the
Bank.The ability of India to raise funds in this way marks a
significant forward step in its financial growth,.

In the years ghead, we expect to continue our cloSe

collaboration in India's economic development. But my recent
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visit convinced me that Delhi is aware of the striect limits
imposed on the »nace of future development by the critical foreign
exchange situation. We all hope that further talks among the main
creditor countries, similar to those held in the Bank in August
1958, will reveal ways in which the accéunts for the last two
years of the second Plan can be balanced. Even so, it is already
clear that the third Plan will have to be fuilt upon financial
foundations considerably differnt from these of its proedecessors.

1t must be expected, for instance, that, for the third Plan
Indig will have to finance by internal savings a greater proportion
of the éublic investment prggramme'than the 50 per cent,financed
in this way during the second Plan, The valuable post-war legacy of
the sterling balances has now been largely exhausted. Medium-term
credits for imported capital geools and hzavy long-term borrowing
abroad have created a service obligation which, by the begimming -
of the third Plan, will be running at about 75,100 crores a year.
The food gap, taken in the.first vears of independence as short-
lived and abnormal, now threatens to regppesar whenever the harvest
is poor, wheras the United States surpluses that have recently
been helping to fill it can heardly be regarded as 2 long-term
solution., Falls in the orices of major Indian exports have further
darkened the balance of payments picture., From all this, it is
clear that Indis must expect to depend more on its own resources
including, of course, the ever-increasing additions to preduction
that will flow from completed projects,

But the eyes of the world will continue to be turned on
developments in India and on the stupendous experiment in democratic
planning that %X is there being undertaken, For its part, the Bank
will remain convinced of the importande of this effort both for
Indian and for other countries, and will Seek to make s%till further
contributions teo its success. In so doing, we shall he greatly
encouraged by the good uée to which India has put the external
resources already supplied, and by the belief that ccually effective
use will be made of adfitions to these resources in the new chapters

now vpening- IExclusive to "Commerce”,
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